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Disclaimer	
  
DISCLAIMER – IMPORTANT NOTICE 
 
The information contained in this presentation “The Road Less Traveled: Special Situations Investing” is highly confidential and is being 
provided for information purposes only to  a limited number of financially sophisticated persons who have expressed an interest in the matters 
described herein. 
The Presentation does not constitute an offer to sell, or a solicitation of an offer to purchase, any securities.  Any such offer or solicitation will be 
made in accordance with applicable securities laws.  
 
The Presentation is being provided on a confidential basis solely to those persons to whom this Presentation may be lawfully provided.  It is not 
to be reproduced or distributed to any other persons (other than professional advisors of the persons receiving these materials).  It is intended 
solely for the use of the persons to whom it has been delivered and may not be used for any other purpose.  Any reproduction of the 
Presentation in whole or in part, or the disclosure of its contents, without the express prior consent of Buckley Capital Management LLC is 
prohibited. 
 
No representation or warranty (express or implied) is made or can be given with respect to the accuracy or completeness of the information in 
the Presentation.  Certain information in the Presentation constitute “forward-looking statements” about potential future results.  Those results 
may not be achieved, due to implementation lag, other timing factors, portfolio management decision-making, economic or market conditions or 
other unanticipated factors.  Nothing contained herein shall be relied upon as a promise or representation whether as to past or future 
performance or otherwise. 
 
The views, opinions, and assumptions expressed in this presentation are as of April 2nd, 2014, are subject to change without notice, may not 
come to pass and do not represent a recommendation or offer of any particular security, strategy or investment. 
 
The Presentation does not purport to contain all of the information that may be required to evaluate the matters discussed therein.  It is not 
intended to be a risk disclosure document.  Further, the Presentation is not intended to provide recommendations, and should not be relied 
upon for tax, accounting, legal or business advice.  The persons to whom this document has been delivered are encouraged to ask questions 
of and receive answers from the [general partners] of the Company and to obtain any additional information they deem necessary concerning 
the matters described herein.   
 
None of the information contained herein has been filed or will be filed with the Securities and Exchange Commission, any regulator under any 
state securities laws or any other governmental or self-regulatory authority.  No governmental authority has passed or will pass on the merits of 
this offering or the adequacy of this document.  Any representation to the contrary is unlawful	
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Introduc5on	
  

•  Well-­‐designed	
  screens	
  are	
  a	
  powerful	
  tool	
  to	
  aid	
  value	
  
investors	
  in	
  their	
  search	
  for	
  bargains	
  

•  ONen	
  allow	
  you	
  to	
  iden5fy	
  opportuni5es	
  overlooked	
  
by	
  the	
  rest	
  of	
  the	
  market	
  
–  By	
  spoOng,	
  researching,	
  and	
  inves5ng	
  in	
  these	
  before	
  
others,	
  you	
  can	
  beat	
  the	
  market	
  substan5ally	
  over	
  5me	
  

•  Today	
  I	
  will	
  discuss	
  companies	
  I	
  currently	
  own	
  or	
  
previously	
  owned	
  in	
  order	
  to	
  highlight	
  the	
  investment	
  
opportunity	
  and	
  how	
  I	
  discovered	
  it	
  (keep	
  in	
  mind	
  I	
  did	
  
not	
  always	
  trade	
  the	
  companies	
  as	
  well	
  as	
  the	
  charts	
  
indicate)	
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History	
  of	
  Technology	
  Use	
  
•  Inves5ng	
  has	
  evolved	
  greatly	
  over	
  the	
  years	
  

–  1930s:	
  value	
  inves5ng	
  is	
  born	
  as	
  the	
  Graham-­‐Newman	
  
partnership	
  buys	
  “net-­‐nets”	
  

–  1950s-­‐70s:	
  Warren	
  Buffe]	
  con5nues	
  the	
  “net-­‐net”	
  
approach,	
  using	
  Moody’s	
  stock	
  guide	
  to	
  manually	
  find	
  
opportuni5es	
  

–  1962:	
  Compustat	
  launches	
  first	
  financial	
  data	
  source	
  
–  1996:	
  all	
  SEC	
  filings	
  become	
  available	
  online	
  
–  Late	
  1990s:	
  arrival	
  of	
  internet	
  provides	
  widespread	
  access	
  
to	
  free	
  financial	
  data	
  

–  Today:	
  immediate	
  informa5on	
  and	
  advanced	
  screening	
  
capabili5es	
  make	
  finding	
  ideas	
  easier	
  than	
  ever	
  before	
  

Taking	
  advantage	
  of	
  technological	
  progress	
  is	
  now	
  a	
  cri5cal	
  tool	
  to	
  
gaining	
  an	
  ‘edge’	
  over	
  the	
  market	
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Special	
  Situa5on	
  Screens	
  

•  One	
  par5cularly	
  useful	
  family	
  of	
  screens	
  are	
  
special	
  situa5on	
  screens	
  
– Generally	
  search	
  for	
  a	
  par5cular	
  event	
  rather	
  than	
  
on	
  tradi5onal	
  valua5on	
  metrics	
  

– Technological	
  advances	
  have	
  greatly	
  reduced	
  the	
  
legwork	
  they	
  involve	
  

Source:	
  Capital	
  IQ	
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I	
  think	
  these	
  types	
  of	
  screens	
  can	
  be	
  par5cularly	
  
useful	
  today	
  with	
  the	
  market	
  near	
  all-­‐5me	
  highs	
  

and	
  many	
  stocks	
  approaching	
  fair	
  value	
  
	
  

Source:	
  Factset	
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Idea	
  Genera5on	
  



Joel	
  Greenbla]:	
  Special	
  Situa5on	
  Guru	
  

•  Joel	
  Greenbla]	
  
– Co-­‐founder	
  of	
  the	
  Value	
  
Investor’s	
  Club	
  and	
  a	
  past	
  
conference	
  speaker	
  

– Compounded	
  capital	
  at	
  50%	
  per	
  
year	
  from	
  1985-­‐1994	
  largely	
  by	
  
inves5ng	
  in	
  special	
  situa5ons	
  

“If	
  you	
  spend	
  your	
  energies	
  looking	
  for	
  and	
  analyzing	
  
situa5ons	
  not	
  closely	
  followed	
  by	
  other	
  informed	
  investors,	
  

your	
  chance	
  of	
  finding	
  bargains	
  greatly	
  increases.	
  The	
  Trick	
  is	
  
loca.ng	
  those	
  opportuni.es”	
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  You	
  Can	
  Be	
  A	
  Stock	
  Market	
  Genius	
  



•  Several	
  types	
  of	
  special	
  situa5on	
  opportuni5es	
  (such	
  as	
  spinoffs	
  and	
  
rights	
  offerings)	
  are	
  discussed	
  in	
  Joel’s	
  excellent	
  book	
  “You	
  Can	
  Be	
  a	
  
Stock	
  Market	
  Genius”	
  

•  I	
  personally	
  try	
  to	
  follow	
  all	
  special	
  situa5ons	
  that	
  I	
  think	
  will	
  yield	
  
at	
  least	
  one	
  good	
  investment	
  opportunity	
  per	
  year	
  

•  Today	
  I	
  will	
  discuss	
  a	
  variety	
  of	
  addi5onal	
  sources	
  of	
  opportunity	
  
within	
  the	
  special	
  situa5on	
  space	
  

	
  

-­‐  Strategic	
  Alterna5ves/M&A	
  
-­‐  Ac5vist	
  Investors	
  
-­‐  Insider	
  Buying	
  
-­‐  13	
  D/G	
  Filings	
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-­‐ Value	
  Investor’s	
  Club	
  website	
  
-­‐ Buybacks	
  
-­‐ NT	
  10	
  Q/K	
  
-­‐ Dutch	
  Tenders	
  
-­‐ Delis5ngs	
  

Today’s	
  Opportuni5es	
  



SPECIAL	
  SITUATION	
  
SCREENING	
  OVERVIEW	
  	
  

Source:	
  Factset	
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STRATEGIC	
  ALTERNATIVES	
  AND	
  M&A	
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Strategic	
  Alterna5ves	
  and	
  M&A	
  

•  Announcement	
  that	
  a	
  company	
  is	
  considering	
  
or	
  ac5vely	
  seeking	
  to	
  make	
  a	
  major	
  change	
  in	
  
their	
  business	
  
– Selling	
  a	
  division	
  
– Selling	
  en5re	
  company	
  

•  Informa5on	
  sources:	
  Capital	
  IQ,	
  Bloomberg,	
  
Factset,	
  and	
  Google	
  Alerts	
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Source:	
  Capital	
  IQ	
  
Source:	
  Google	
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Examples	
  



Case	
  Study:	
  Mindspeed	
  

•  Mindspeed	
  Technologies	
  (MSPD)	
  
– Designer	
  and	
  developer	
  of	
  
communica5on	
  semiconductor	
  
solu5ons	
  

– Announced	
  in	
  April	
  2013	
  that	
  they	
  
had	
  hired	
  a	
  financial	
  advisor	
  to	
  assist	
  
in	
  a	
  review	
  of	
  strategic	
  alterna5ves	
  

– Management	
  even	
  disclosed	
  that	
  
they	
  had	
  been	
  approached	
  by	
  
poten5al	
  buyers	
  

–  Intrinsic	
  value	
  was	
  $5.00+/share	
  

Market	
  Cap	
  (M):	
   $119.4	
  

Shares	
  
Outstanding	
  (M):	
   43.2	
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Strategic	
  Alterna5ves	
  Case	
  Study	
  

•  This	
  informa5on	
  was	
  available	
  nearly	
  six	
  
months	
  in	
  advance,	
  giving	
  people	
  plenty	
  of	
  
5me	
  to	
  find	
  and	
  research	
  the	
  opportunity	
  

Source:	
  Capital	
  IQ	
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Result	
  

•  Mindspeed	
  was	
  bought	
  out	
  in	
  November	
  at	
  nearly	
  
a	
  70%	
  premium	
  to	
  the	
  previous	
  closing	
  price	
  

Source:	
  Google	
  Finance	
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ACTIVIST	
  INVESTORS	
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Ac5vist	
  Investors	
  

•  Use	
  their	
  equity	
  ownership	
  of	
  a	
  corpora5on	
  to	
  
put	
  public	
  pressure	
  on	
  management	
  
– ONen	
  propose	
  specific	
  sugges5ons	
  for	
  value	
  
crea5on	
  or	
  request	
  a	
  seat	
  on	
  the	
  company’s	
  Board	
  
of	
  Directors	
  

•  Their	
  influence	
  can	
  be	
  a	
  catalyst	
  for	
  company	
  
ac5ons	
  that	
  unlock	
  substan5al	
  value	
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How	
  To	
  Find	
  Opportuni5es	
  

•  Informa5on	
  sources:	
  Capital	
  IQ,	
  Bloomberg,	
  
Factset,	
  and	
  Google	
  Alerts	
  

Source:	
  Google	
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Case	
  Study:	
  Xyratex	
  
•  In	
  October	
  2012,	
  Baker	
  Street	
  ini5ally	
  filed	
  

a	
  13D	
  disclosing	
  a	
  XRTX	
  posi5on	
  (then	
  at	
  
14%)	
  at	
  adjusted	
  $6.30/share	
  

•  The	
  following	
  January,	
  they	
  filed	
  another	
  
13D	
  that	
  showed	
  they	
  now	
  owned	
  23%	
  of	
  
XRTX	
  shares	
  
–  Also	
  sent	
  a	
  public	
  le]er	
  with	
  this	
  filing	
  to	
  

the	
  Board	
  of	
  Directors	
  that	
  made	
  the	
  case	
  
for	
  why	
  the	
  company’s	
  stock	
  was	
  
significantly	
  undervalued,	
  and	
  suggested	
  
several	
  alterna5ves	
  to	
  rec5fy	
  the	
  situa5on	
  

Market	
  Cap	
  (M):	
   $230	
  

P/TBV:	
   0.7	
  

Shares	
  
Outstanding	
  (M):	
   27.7	
  

Source:	
  SEC.gov	
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Ac5vist	
  Case	
  Study	
  

•  In	
  April	
  of	
  2013,	
  Baker	
  Street	
  was	
  granted	
  two	
  
seats	
  on	
  the	
  XRTX	
  board	
  

•  Shortly	
  aNer,	
  the	
  company	
  stated	
  in	
  a	
  filing	
  
that	
  it	
  had	
  formed	
  a	
  Strategic	
  Commi]ee	
  to	
  
evaluate	
  possible	
  alterna5ves	
  	
  

Thus,	
  this	
  opportunity	
  could	
  have	
  been	
  found	
  
through	
  a	
  13	
  D/G	
  screen,	
  a	
  strategic	
  alterna5ves	
  

screen,	
  or	
  an	
  ac5vist	
  screen	
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Result	
  
•  Result:	
  in	
  December	
  2013,	
  less	
  than	
  a	
  year	
  from	
  
the	
  ini5al	
  le]er,	
  Xyratex	
  was	
  acquired	
  at	
  a	
  
roughly	
  30%	
  premium	
  to	
  its	
  last	
  closing	
  price	
  
–  Including	
  the	
  special	
  dividend	
  paid	
  at	
  the	
  end	
  of	
  2012,	
  
the	
  total	
  shareholder	
  return	
  was	
  over	
  100%	
  in	
  just	
  
over	
  a	
  year	
  

Source:	
  Google	
  Finance	
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INSIDER	
  BUYING	
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Insider	
  Buying	
  

•  When	
  insiders	
  (generally	
  the	
  most	
  
knowledgeable	
  people	
  about	
  a	
  given	
  company)	
  
acquire	
  stock,	
  it	
  can	
  be	
  a	
  bullish	
  sign	
  
–  Indicates	
  they	
  believe	
  the	
  stock	
  to	
  be	
  undervalued	
  

•  Ac5ons	
  speak	
  louder	
  than	
  words-­‐	
  many	
  management	
  
teams	
  tout	
  their	
  company,	
  but	
  fewer	
  are	
  willing	
  to	
  risk	
  
their	
  own	
  money	
  on	
  it	
  

•  If	
  you	
  find	
  a	
  high	
  quality	
  company,	
  insider	
  
buying	
  is	
  a	
  strong	
  signal	
  that	
  the	
  current	
  price	
  is	
  
a]rac5ve	
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How	
  To	
  Find	
  

•  Senior	
  management	
  is	
  required	
  to	
  report	
  all	
  
transac5ons	
  to	
  the	
  SEC	
  (Form	
  4)	
  

•  Informa5on	
  sources:	
  	
  Insiderscore.com.	
  
Insidercow.com,	
  secform4.com,	
  sec.gov	
  RSS	
  
feed,	
  Capital	
  IQ,	
  Bloomberg,	
  Factset,	
  and	
  
Google	
  Alerts	
  

Free	
  finance	
  websites	
  (such	
  as	
  Yahoo	
  Finance)	
  also	
  provide	
  this	
  
informa5on,	
  but	
  they	
  are	
  generally	
  less	
  reliable	
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Source:	
  SEC.gov	
  
Source:	
  Insiderscore.com	
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Examples	
  



Case	
  Study:	
  Radiant	
  Logis5cs	
  
•  In	
  November	
  2012,	
  the	
  CEO	
  of	
  
transporta5on	
  services	
  company	
  
Radiant	
  Logis5cs	
  (RLGT),	
  Bohn	
  Crain,	
  
filed	
  a	
  Form	
  4	
  disclosing	
  the	
  purchase	
  
of	
  addi5onal	
  shares	
  of	
  stock	
  
–  Notable	
  because	
  the	
  stock	
  was	
  near	
  
mul5-­‐year	
  lows	
  

•  By	
  buying	
  aggressively,	
  he	
  indicated	
  his	
  faith	
  
in	
  the	
  company’s	
  future	
  

–  A	
  buyback	
  (another	
  useful	
  signal	
  
discussed	
  later)	
  was	
  also	
  announced	
  
around	
  this	
  5me	
  

Market	
  Cap	
  (M):	
   $45.7	
  

EV/FCF:	
   8.5	
  

Shares	
  
Outstanding	
  (M):	
   36	
  

Source:	
  SECform4.com	
  



RLGT	
  Insider	
  Buying	
  History	
  

•  Furthermore,	
  Crain	
  had	
  a	
  history	
  of	
  making	
  
savvy	
  and	
  opportunis5c	
  purchases	
  
– Also	
  purchased	
  when	
  stock	
  was	
  near	
  all-­‐5me	
  lows	
  
in	
  2009	
  and	
  2010	
  

Source:	
  SECform4.com	
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2009	
  Insider	
  Purchases	
  and	
  Results	
  
•  Within	
  months	
  of	
  his	
  2009/2010	
  purchaess,	
  RLGT	
  was	
  a	
  4-­‐bagger	
  

Anyone	
  who	
  recognized	
  this	
  would	
  have	
  viewed	
  his	
  November	
  2012	
  
buying	
  as	
  a	
  very	
  bullish	
  signal	
  

Source:	
  Factset	
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Results:	
  Second	
  Time	
  Around	
  

•  Result:	
  anyone	
  who	
  recognized	
  the	
  dip	
  as	
  a	
  
buying	
  opportunity	
  has	
  been	
  handsomely	
  
rewarded	
  over	
  the	
  past	
  17	
  months	
  

Source:	
  Google	
  Finance	
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History	
  Repeats	
  Itself	
  

•  Two	
  bites	
  at	
  the	
  apple	
  

Source:	
  Factset	
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13	
  D/G	
  FILINGS	
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13	
  D/G	
  Filings	
  	
  

•  SEC	
  filing	
  that	
  requires	
  repor5ng	
  of	
  ownership	
  
changes	
  by	
  anyone	
  who	
  holds	
  more	
  than	
  5%	
  
of	
  a	
  publicly-­‐traded	
  security	
  

•  Tracking	
  these	
  filings	
  can	
  alert	
  you	
  when	
  
smart	
  shareholders	
  find	
  a	
  company	
  a]rac5ve	
  
enough	
  to	
  take	
  a	
  substan5al	
  stake	
  in	
  it	
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How	
  To	
  Find	
  Them	
  

•  Informa5on	
  sources:	
  Insiderscore.com,	
  Capital	
  
IQ,	
  Bloomberg,	
  Factset,	
  SEC.gov	
  RSS	
  feed,	
  
Google	
  Alerts	
  

Source:	
  Insiderscore.com	
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U5lizing	
  13D/G	
  Filings	
  to	
  Your	
  Advantage	
  

•  Once	
  you	
  see	
  a	
  shareholder	
  with	
  a	
  strong	
  
track	
  record	
  taking	
  a	
  5%+	
  posi5on,	
  it’s	
  oNen	
  
worth	
  spending	
  some	
  5me	
  understanding	
  
what	
  the	
  investment	
  thesis	
  is	
  
– Do	
  your	
  own	
  work:	
  everyone	
  is	
  wrong	
  at	
  5mes,	
  if	
  
you’re	
  not	
  comfortable	
  with	
  the	
  situa5on	
  just	
  wait	
  
for	
  the	
  next	
  opportunity	
  

•  “There	
  are	
  no	
  called	
  strikes	
  on	
  Wall	
  Street”	
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Case	
  Study:	
  Startek	
  
•  Startek,	
  Inc.	
  (SRT)	
  

–  Provider	
  of	
  business	
  process	
  
outsourcing	
  services	
  

–  In	
  March	
  2012,	
  a	
  13D	
  filing	
  indicated	
  
that	
  the	
  Privet	
  Fund	
  had	
  taken	
  a	
  19%	
  
stake	
  in	
  the	
  company	
  

Based	
  on	
  Privet’s	
  strong	
  track	
  record,	
  it	
  made	
  sense	
  for	
  individuals	
  to	
  
try	
  to	
  understand	
  their	
  reasoning	
  and	
  see	
  if	
  they	
  agreed	
  

Market	
  Cap	
  (M):	
   $33.8	
  

EV/FCF:	
   n/a	
  

Shares	
  Outstanding	
  
(M):	
   15.2	
  

TTM	
  Revenues	
  (M):	
   $220M	
  

EBITDA	
  Margin	
   8%	
  

Source:	
  SEC.gov	
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A	
  Very	
  Cheap	
  Business	
  

•  It	
  was	
  quickly	
  apparent	
  that	
  the	
  business	
  was	
  
indeed	
  very	
  cheap	
  
– EV/TTM	
  Normalized	
  EBITDA*	
  =	
  1.4	
  	
  
– SRT	
  was	
  also	
  trading	
  well	
  below	
  tangible	
  book	
  
value	
  (0.5x),	
  providing	
  substan5al	
  downside	
  
protec5on	
  and	
  minimizing	
  the	
  risk	
  of	
  permanent	
  
capital	
  loss	
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*Normalized	
  EBITDA	
  based	
  off	
  8%	
  EBITDA	
  margins	
  



Result	
  

•  Result:	
  anyone	
  who	
  took	
  the	
  5me	
  to	
  
understand	
  the	
  situa5on	
  was	
  richly	
  rewarded	
  
– SRT	
  has	
  more	
  than	
  tripled	
  since	
  the	
  filing	
  date	
  

The	
  stock	
  could	
  have	
  also	
  been	
  found	
  by	
  anyone	
  running	
  the	
  insider	
  buying	
  
screens	
  discussed	
  earlier,	
  as	
  the	
  SRT	
  CEO	
  was	
  also	
  buying	
  around	
  the	
  same	
  5me	
  

Source:	
  Google	
  Finance	
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VALUE	
  INVESTOR’S	
  CLUB	
  WEBSITE	
  

3/16/14	
   Value	
  Inves5ng	
  Congress	
   38	
  



Value	
  Investor’s	
  Club	
  website	
  

•  Investment	
  website	
  where	
  high-­‐quality	
  value	
  
and	
  special	
  situa5on	
  ideas	
  are	
  shared	
  on	
  a	
  
daily	
  basis	
  (h]p://www.valueinvestorsclub.com/value2/)	
  
–  It	
  requires	
  a	
  membership,	
  but	
  guests	
  can	
  access	
  
all	
  ideas	
  45	
  days	
  aNer	
  their	
  ini5al	
  pos5ng	
  date	
  

•  Many	
  theses	
  remain	
  fully	
  intact	
  even	
  aNer	
  this	
  delay	
  
•  For	
  example,	
  Mindspeed	
  (which	
  I	
  myself	
  found	
  on	
  
VIC)	
  could	
  have	
  been	
  seen	
  and	
  profited	
  from	
  by	
  a	
  
guest	
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BUYBACK	
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Buyback	
  

•  Occurs	
  when	
  a	
  company	
  decides	
  to	
  
repurchase	
  its	
  own	
  shares	
  on	
  the	
  open	
  market	
  

•  Like	
  insider	
  buying,	
  it	
  oNen	
  indicates	
  that	
  
management	
  believes	
  the	
  stock	
  to	
  be	
  
undervalued	
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How	
  To	
  Find	
  

•  Informa5on	
  sources:	
  	
  Capital	
  IQ,	
  Bloomberg,	
  
Factset,	
  and	
  Google	
  Alerts	
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Companies	
  usually	
  issue	
  a	
  press	
  release	
  aRer	
  the	
  Board	
  approves	
  a	
  share	
  
repurchase	
  program,	
  so	
  a	
  news	
  search	
  will	
  also	
  turn	
  up	
  many	
  relevant	
  results	
  

Source:	
  Factset	
  



Case	
  Study:	
  Franklin	
  Covey	
  

•  In	
  June	
  2012,	
  training	
  and	
  
consul5ng	
  services	
  provider	
  
Franklin	
  Covey	
  (FC)	
  ini5ated	
  
a	
  $10	
  M	
  buyback	
  
–  Inexpensive	
  stock	
  price	
  
(about	
  8.5x	
  cash	
  flow	
  for	
  a	
  
growing,	
  high	
  quality	
  
business)	
  

Market	
  Cap	
  (M):	
   $140.5	
  

EV/FCF:	
   12.8	
  

Shares	
  
Outstanding	
  (M):	
   15.6	
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Result	
  
•  Result:	
  the	
  combina5on	
  of	
  strong	
  execu5on	
  
(leading	
  to	
  increased	
  investor	
  demand)	
  and	
  
fewer	
  shares	
  outstanding	
  (reduced	
  supply)	
  
have	
  had	
  a	
  very	
  favorable	
  effect	
  on	
  the	
  
stock	
  price	
  –	
  a	
  roughly	
  133%	
  gain	
  

Source:	
  Google	
  Finance	
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NT	
  10-­‐Q/K	
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NT	
  10-­‐Q/K	
  

•  Filed	
  when	
  a	
  company	
  cannot	
  submit	
  its	
  
required	
  quarterly	
  or	
  annual	
  report	
  by	
  the	
  
SEC’s	
  deadline	
  in	
  a	
  5mely	
  manner	
  

•  This	
  disrup5on	
  can	
  induce	
  a	
  short-­‐term	
  
market	
  panic	
  that	
  can	
  provide	
  bargain	
  
opportuni5es	
  for	
  value	
  investors	
  

•  Important	
  that	
  the	
  restatement	
  does	
  not	
  
materially	
  impact	
  the	
  intrinsic	
  value	
  of	
  the	
  
business	
  

3/16/14	
   Value	
  Inves5ng	
  Congress	
   46	
  



How	
  To	
  Find	
  

Source:	
  SEC.gov	
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•  Informa5on	
  
sources:	
  	
  sec.gov	
  
RSS	
  feed,	
  Capital	
  
IQ,	
  Bloomberg,	
  
Factset,	
  and	
  
Google	
  Alerts	
  



Case	
  Study:	
  Diligent	
  Board	
  Member	
  Services	
  

•  Diligent	
  Board	
  Member	
  Services	
  (DIL	
  NZ)	
  
–  Board	
  communica5on	
  tool	
  provider	
  
trading	
  in	
  New	
  Zealand	
  (though	
  also	
  
registered	
  with	
  SEC	
  because	
  management	
  
is	
  based	
  in	
  the	
  US)	
  

–  Misclassified	
  the	
  5ming	
  of	
  revenue	
  
recogni5on	
  leading	
  to	
  a	
  resta5ng	
  of	
  
financials	
  

•  This	
  was	
  first	
  announced	
  in	
  August	
  2013	
  
•  Was	
  ini5ally	
  supposed	
  to	
  be	
  completed	
  in	
  
mid-­‐December	
  2013,	
  but	
  later	
  announced	
  
that	
  this	
  would	
  be	
  delayed	
  due	
  to	
  the	
  
complexi5es	
  of	
  the	
  process	
  

•  Announced	
  free	
  cash	
  flow	
  would	
  not	
  change	
  

Market	
  Cap	
  
(M	
  USD):	
  

$485.1	
  

EV/FCF:	
   14.3	
  

Shares	
  
Outstanding	
  
(M):	
  

122.5	
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Results	
  of	
  Inability	
  to	
  File	
  on	
  Time	
  

•  As	
  a	
  result,	
  DIL	
  dropped	
  nearly	
  50%	
  

Source:	
  Bloomberg	
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Selloff	
  Is	
  Overdone	
  -­‐	
  A	
  Rally	
  Follows	
  

•  As	
  oNen	
  occurs,	
  the	
  selloff	
  proved	
  overdone	
  
and	
  DIL	
  rallied	
  strongly	
  soon	
  aNer	
  

Source:	
  Bloomberg	
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DUTCH	
  TENDER	
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Dutch	
  Tender	
  

•  Specialized	
  type	
  of	
  buyback	
  
– Company	
  specifies	
  the	
  price	
  range	
  at	
  which	
  they	
  
are	
  willing	
  to	
  repurchase	
  shares	
  

– Shareholders	
  are	
  then	
  invited	
  to	
  tender	
  their	
  
stock,	
  if	
  desired,	
  at	
  any	
  price	
  within	
  the	
  range	
  

• Will	
  then	
  buy	
  stock	
  at	
  lowest	
  price	
  that	
  allows	
  firm	
  to	
  
their	
  desired	
  share	
  quan5ty	
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How	
  To	
  Find	
  

•  Informa5on	
  sources:	
  	
  Capital	
  IQ,	
  Bloomberg,	
  
Factset,	
  and	
  Google	
  Alerts	
  

Source:	
  Google	
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Case	
  Study:	
  Tucows	
  
•  Tucows	
  (TCX)	
  

–  Canadian	
  internet	
  services	
  company	
  
with	
  a	
  rapidly	
  growing	
  and	
  valuable	
  
hidden	
  asset	
  called	
  Ting	
  

–  While	
  the	
  company	
  did	
  not	
  look	
  
incredibly	
  cheap	
  on	
  an	
  EV/FCF	
  basis,	
  it	
  
was	
  very	
  cheap	
  because	
  of	
  the	
  value	
  of	
  
Ting	
  

–  Have	
  successfully	
  executed	
  several	
  
Dutch	
  Tender	
  offers	
  in	
  recent	
  years	
  

•  In	
  November	
  2012,	
  TCX	
  announced	
  a	
  
tender	
  to	
  repurchase	
  up	
  to	
  6.5	
  M	
  shares	
  

•  In	
  the	
  end,	
  the	
  company	
  bought	
  back	
  over	
  
9%	
  of	
  their	
  shares	
  outstanding	
  

–  The	
  move	
  was	
  par5cularly	
  accre5ve	
  because	
  
TCX	
  purchased	
  them	
  at	
  a	
  7%	
  discount	
  to	
  their	
  
current	
  market	
  value	
  

Market	
  Cap	
  (M):	
   $61.5	
  

EV/FCF:	
   12.9	
  

Shares	
  
Outstanding	
  (M):	
   11.1	
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Result	
  

•  Result:	
  smart	
  capital	
  alloca5on	
  and	
  the	
  market’s	
  
realiza5on	
  of	
  the	
  value	
  in	
  Ting	
  has	
  helped	
  TCX	
  
more	
  than	
  double	
  from	
  the	
  date	
  the	
  tender	
  offer	
  
was	
  announced	
  

Source:	
  Google	
  Finance	
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DELISTINGS	
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Delis5ngs	
  
•  Occurs	
  when	
  company	
  is	
  removed	
  from	
  the	
  exchange	
  
on	
  which	
  they	
  were	
  previously	
  trading	
  
–  Not	
  in	
  compliance	
  with	
  index	
  lis5ng	
  requirements	
  

•  ONen	
  causes	
  the	
  market	
  to	
  fear	
  a	
  serious	
  problem	
  at	
  
the	
  company,	
  as	
  well	
  as	
  forced	
  selling	
  by	
  index	
  funds	
  
and	
  strict-­‐mandate	
  mutual	
  funds	
  

•  Informa5on	
  sources:	
  	
  sec.gov	
  RSS	
  feed,	
  Capital	
  IQ,	
  
Bloomberg,	
  Factset,	
  and	
  Google	
  Alerts	
  

Sell-­‐offs	
  for	
  technical	
  reasons	
  (not	
  business	
  
related)	
  oRen	
  create	
  excellent	
  buying	
  

opportuni5es	
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A	
  Current	
  Opportunity:	
  Avid	
  Technology	
  

•  Avid	
  Technology	
  (AVID)	
  
– Provider	
  of	
  digital	
  media	
  
content	
  crea5on	
  solu5ons	
  

–  Incorrectly	
  accounted	
  for	
  
certain	
  soNware	
  revenue	
  
components,	
  promp5ng	
  an	
  
accoun5ng	
  restatement	
  

•  Have	
  not	
  reported	
  financial	
  results	
  
since	
  the	
  3rd	
  quarter	
  of	
  2012	
  

•  Forced	
  to	
  delist	
  from	
  the	
  NASDAQ	
  	
  

Market	
  Cap	
  (M):	
   $265	
  

EV/FCF:	
   8.8	
  

Shares	
  
Outstanding	
  (M):	
   38.9	
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The	
  Opportunity	
  Presents	
  Itself	
  
•  Company’s	
  “in	
  the	
  dark”	
  status,	
  coupled	
  with	
  an	
  auditor	
  change	
  

and	
  comple5on	
  delay	
  announcement,	
  led	
  to	
  a	
  40%	
  sell-­‐off	
  early	
  
this	
  year	
  	
  

•  The	
  day	
  before	
  the	
  delis5ng,	
  the	
  stock	
  went	
  from	
  $6.80	
  to	
  $4.93	
  for	
  
non-­‐fundamental	
  reasons	
  

•  Many	
  funds	
  cannot	
  own	
  a	
  pink	
  sheet	
  stock,	
  and	
  so	
  are	
  forced	
  to	
  sell	
  
regardless	
  of	
  price	
  

Source:	
  Google	
  Finance	
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The	
  Road	
  Less	
  Traveled	
  

•  While	
  most	
  investors	
  avoid	
  companies	
  that	
  do	
  
not	
  file	
  their	
  financial	
  statements	
  (which	
  is	
  why	
  
we	
  follow	
  them),	
  a	
  close	
  look	
  uncovered	
  a	
  
poten5ally	
  a]rac5ve	
  situa5on	
  
–  Business	
  with	
  high	
  barriers	
  to	
  entry	
  
–  Free	
  cash	
  flow	
  posi5ve	
  
–  Secular	
  tailwinds	
  
– A]rac5ve	
  valua5on	
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We	
  think	
  this	
  is	
  an	
  undervalued	
  special	
  situa5on	
  opportunity	
  



Avid	
  Technology	
  –	
  The	
  Business	
  

•  Business	
  with	
  high	
  barriers	
  to	
  entry	
  
– AVID’s	
  high-­‐quality	
  video	
  edi5ng	
  soNware	
  is	
  highly	
  
regarded	
  and	
  widely	
  used	
  by	
  edi5ng	
  professionals	
  

• Was	
  used	
  in	
  the	
  edi5ng	
  of	
  a	
  number	
  of	
  famous	
  films	
  
(such	
  as	
  the	
  Lord	
  of	
  the	
  Rings),	
  as	
  well	
  as	
  by	
  most	
  
academy	
  award	
  nominees	
  

– The	
  complexity	
  of	
  the	
  soNware	
  and	
  large	
  
quan55es	
  of	
  people	
  involved	
  in	
  the	
  edi5ng	
  
process	
  make	
  switching	
  costs	
  high	
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In	
  short,	
  AVID	
  is	
  the	
  dominant	
  player	
  in	
  a	
  very	
  aZrac5ve	
  niche	
  



PuOng	
  the	
  Pieces	
  Together	
  
•  Investors	
  have	
  enough	
  informa5on	
  from	
  the	
  8-­‐k	
  filings	
  to	
  

build	
  a	
  model	
  despite	
  not	
  having	
  current	
  financials	
  
•  Free	
  cash	
  flow	
  posi5ve	
  

–  Cash	
  flow	
  genera5on	
  masked	
  by	
  costs	
  associated	
  with	
  
ongoing	
  accoun5ng	
  restatement	
  

•  Es5mates	
  based	
  on	
  management’s	
  comments	
  imply	
  a	
  cost	
  
of	
  around	
  $8-­‐12	
  M	
  per	
  quarter	
  

•  Company	
  has	
  also	
  es5mated	
  that	
  they’ve	
  burned	
  $22-­‐24	
  M	
  
in	
  cash	
  over	
  the	
  past	
  year	
  

– Applying	
  this	
  burn	
  rate	
  to	
  the	
  annual	
  restatement	
  cost	
  
yields	
  posi5ve	
  FCF	
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Provides	
  compelling	
  evidence	
  underlying	
  business	
  has	
  remained	
  strong	
  amid	
  current	
  turmoil	
  



Buy	
  Before	
  the	
  Cycle	
  Begins	
  

•  Secular	
  tailwinds	
  
– Arrival	
  of	
  4k	
  (Ultra	
  HD)	
  television	
  sets	
  should	
  be	
  
the	
  catalyst	
  for	
  the	
  next	
  cycle	
  of	
  television	
  
upgrades	
  

•  Gets	
  the	
  name	
  ‘4k’	
  from	
  its	
  resolu5on,	
  compared	
  to	
  
the	
  current	
  1080	
  standard	
  

•  New	
  standard	
  for	
  television	
  will	
  in	
  turn	
  create	
  new	
  
standards	
  for	
  the	
  quality	
  of	
  complementary	
  industries	
  
such	
  as	
  AVID’s	
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This	
  dynamic	
  should	
  drive	
  the	
  next	
  round	
  of	
  innova5on	
  within	
  AVID’s	
  
product	
  line	
  and	
  require	
  customers	
  to	
  upgrade	
  to	
  keep	
  up	
  with	
  one	
  another	
  



4K	
  –	
  The	
  Next	
  Industry	
  Cycle	
  

•  4k	
  Adop5on	
  
–  Prominent	
  TV	
  hardware	
  providers	
  
are	
  already	
  star5ng	
  to	
  roll	
  out	
  4k	
  
products	
  

•  At	
  this	
  year’s	
  Consumer	
  Electronics	
  
Show,	
  nearly	
  every	
  major	
  
manufacturer	
  announced	
  a	
  4k	
  display	
  
for	
  imminent	
  release	
  

– Alterna5ve	
  entertainment	
  op5ons	
  
are	
  following	
  suit	
  

•  Neylix	
  is	
  shoo5ng	
  the	
  next	
  season	
  of	
  
its	
  hit	
  show	
  “House	
  of	
  Cards”	
  in	
  4k	
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Cheap	
  Valua5on	
  Metrics	
  

•  A]rac5ve	
  valua5on	
  metrics	
  
– 0.37x	
  EV/Sales	
  
– 1.31x	
  maintenance	
  revenues	
  
– 0.64x	
  EV/normalized	
  gross	
  margin	
  
– 10x	
  EV/normalized	
  free	
  cash	
  flow	
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Each	
  is	
  substan5ally	
  below	
  its	
  set	
  of	
  comparable	
  companies	
  



Downside	
  Protec5on	
  

•  What’s	
  it	
  worth?	
  
– Substan5al	
  downside	
  
protec5on	
  

•  Using	
  a	
  conserva5ve	
  5%	
  
opera5ng	
  margin	
  and	
  
10x	
  FCF	
  mul5ple,	
  we	
  
think	
  the	
  stock	
  is	
  worth	
  
at	
  least	
  $7	
  per	
  share	
  
(roughly	
  the	
  current	
  
price)	
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TTM#Revenue 565
x#Operating#Margin 5%
EBIT 28.3
;interest#expense 1.0
;taxes 2.0
Net#Income 25.3
+D&A 30
;Capex 28
Normalized#FCF 27.4
÷#Shares#Outstanding 39
FCF#per#Share 0.70
x#Multiple 10
Value#per#Share 7.03

An	
  industry	
  leading	
  soRware	
  provider	
  with	
  55-­‐60%	
  gross	
  margins	
  should	
  
easily	
  be	
  able	
  to	
  aZain	
  this	
  opera5ng	
  margin	
  in	
  a	
  normalized	
  environment	
  



Poten5al	
  Upside	
  
•  However,	
  peer	
  companies	
  

have	
  double-­‐digit	
  opera5ng	
  
margins	
  and	
  we	
  see	
  no	
  
structural	
  reason	
  why	
  AVID	
  
shouldn’t	
  have	
  the	
  same	
  
–  If	
  we	
  assume	
  it	
  can	
  achieve	
  
a	
  10%	
  opera5ng	
  margin,	
  
shares	
  would	
  be	
  worth	
  
nearly	
  $14	
  

–  With	
  revenue	
  growth,	
  Avid	
  
could	
  earn	
  over	
  $2/share	
  

•  We	
  again	
  conserva5vely	
  
assume	
  an	
  FCF	
  mul5ple	
  of	
  
10x	
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TTM#Revenue 565
x#Operating#Margin 10%
EBIT 56.5
:interest#expense 1.5
:taxes 3.0
Net#Income 52.0
+D&A 30
:Capex 28
Normalized#FCF 54.6
÷#Shares#Outstanding 39
FCF#per#Share 1.40
x#Multiple 10
Value#per#Share 14.00

This	
  implied	
  AVID	
  would	
  be	
  about	
  a	
  double	
  from	
  the	
  
current	
  price	
  of	
  around	
  	
  ~$6.80	
  



Buyout	
  Candidate	
  

•  AVID’s	
  sustainable	
  compe55ve	
  advantages	
  
should	
  also	
  make	
  it	
  a	
  poten5ally	
  interes5ng	
  
target	
  for	
  an	
  acquirer	
  
–  The	
  company	
  ins5tuted	
  a	
  rights	
  offering	
  in	
  January	
  
that	
  we	
  think	
  may	
  have	
  been	
  in	
  regards	
  to	
  a	
  poten5al	
  
takeover	
  offer	
  

–  Belden	
  is	
  making	
  acquisi5ons	
  in	
  the	
  industry	
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“The	
  Rights	
  will	
  not	
  prevent	
  a	
  takeover	
  of	
  the	
  Company.	
  However,	
  the	
  
Rights	
  may	
  cause	
  substan5al	
  dilu5on	
  to	
  a	
  person	
  or	
  group	
  that	
  

acquires	
  15%	
  or	
  more	
  of	
  the	
  Common	
  Stock	
  unless	
  the	
  Rights	
  are	
  first	
  
redeemed	
  by	
  the	
  Board	
  of	
  Directors	
  of	
  the	
  Company.”	
  



History	
  ONen	
  Repeats	
  Itself	
  

•  A	
  cyclical	
  business,	
  but	
  buying	
  during	
  cycle	
  
upswings	
  has	
  historically	
  been	
  very	
  profitable	
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The	
  lack	
  of	
  financials	
  has	
  caused	
  a	
  posi5on	
  of	
  maximum	
  pessimism,	
  but	
  
we	
  think	
  an	
  inflec5on	
  point	
  is	
  approaching	
  soon	
  

Beginning	
  
of	
  HD	
  cycle	
   Beginning	
  

of	
  4k	
  cycle?	
  



Thank	
  You	
  

	
  
	
  

Ques5ons?	
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