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Welcome to the June 2019 (Q2) issue of Hidden Value Stocks. 
This issue has the usual interviews with two fund managers as 
well as updates from Stanphyl Capital, McIntyre Partnerships, and 
Choice Equities. 

The first interview is with Christian Olesen, CFA, Fund Manager 
of the Olesen Value Fund. The Olesen Value Fund follows a 
disciplined value investing philosophy, focusing on areas with 
significant market inefficiencies such as underfollowed small and 
micro-cap companies as well as special, complex or unusual 
situations. The fund has returned around 14% per annum since 
inception. 

In the second interview of the issue, Brian Laks, CFA, a Portfolio 
Manager at Old West Investment Management discusses why the 
firm has decided to launch a new fund targeting investments in 
the uranium sector and highlights two of the companies Old West 
holds in the recently launched Old West Opportunity Fund. 

At the end of this issue, there’s also a table of all the stocks 
profiled in previous issues of Hidden Value Stocks. 

We hope you enjoy this issue of Hidden Value Stocks, and if you 
have any questions or comments, please feel free to contact us at 
support@hiddenvaluestocks.com.

Sincerely,

Rupert Hargreaves
& Jacob Wolinsky
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Hidden Value Stocks
UPDATES FROM PREVIOUS ISSUES

Update from Stanphyl Capital 
(profiled in the March 2016 issue of 
Hidden Value Stocks)

One of Stanphyl’s newest ideas is 
Westell Technologies Inc. Managing member 
Mark Spiegel describes why he likes this 
company in his letter to investors for the month 
of March 2019: 

“We continue to own Westell Technologies Inc. 
(WSTL), a 43% gross margin telecom equipment 
maker (of primarily small-cell repeaters) in 
turnaround mode. In February Westell reported 
a mediocre FY 2019 third quarter, with revenue 
down 22% year-over-year but up 6% sequentially, 
and although it burned around $970,000 in free 
cash flow it ended the quarter with $27.1 million 
in cash ($1.75/share) and no debt, and on the 
follow-up conference call management explicitly 
indicated that it expects to return to break-even or 
better within a year. 

Westell sells at an enterprise value of only 
around 0.10x (i.e. 10% of) revenue, but in 
addition to the (hopefully soon-to-reverse) cash 
burn, the “hair” on this company is the long-term 
decline in revenue (which now appears to have 
stabilized and should soon reverse), a cash pile 
that could potentially be squandered on dumb 
acquisitions (a risk with all cash-rich companies) 
and—perhaps most annoyingly—a dual share 
class, with voting control held by descendants 
of the founder. However, on the conference 
call management claimed the controlling family 
is open to merging the two share classes, 
and Westell is so cheap on an EV-to-revenue 
basis that if management can’t start generating 
meaningful profits it seems primed for a 
strategic buyer to acquire it. An acquisition price 
of 1x run-rate revenue (on an EV basis) would 
be around $4.50/share.”

Update from McIntyre Partnerships on 
Spirit MTA REIT (SMTA) 
(profiled in the December 2018 issue of 
Hidden Value Stocks)

From McIntyre’s Q1 letter to investors: 

“In January, SMTA reported mixed news. 
SMTA’s largest tenant, Shopko, filed for 
bankruptcy. In the nine months prior to 
bankruptcy, SMTA had successfully monetized 
significant value in Shopko, providing downside 
support, but the bankruptcy effectively removes 
the 200% upside bull case I had targeted. 
However, the filing accelerated the timeline for 
SMTA to realize value in the remainder of its 
portfolio, and the company has announced they 
are pursuing strategic alternatives. Rather than 
a three-year liquidation play, SMTA is now a 
risk arb play with a resolution likely sometime in 
2019.”

Update on Command Centre (CCNI) 
(profiled in the June 2018 issue of 
Hidden Value Stocks)

In April of this year, flexible on-demand 
employment solution provider Command 
Centre announced its intention to merge with 
Hire Quest after a strategic review. In the all-
stock deal, Command Center will issue about 
9.8 million shares to the owners of Hire Quest, 
giving them 68% of the combined company. 
The acquirer will also tender for up to 1.5 million 
shares at $6 per share, contingent on the deal 
closing.

Based on management’s projections, when the 
deal closes the combined group will produce 
annual EBITDA in excess of $15 million, 
“exclusive of growth opportunities” after a period 
of integration. 
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I believe current run rate annual payments are 
closer to ~$135 million and will decline towards 
~$100-$130 million by 2022. As the indemnity 
payment is a post-tax liability, 100% of the 
difference between analyst assumptions and 
probable payments will drop to FCF, which 
yields $0.60-$1.00 in additional FCF/sh. by 2022 
vs. a current price of $15-$19/share.”

Update from McIntyre Partnerships on 
Garrett Motion Inc (GTX) 
(profiled in the December 2018 issue of 
Hidden Value Stocks)

From McIntyre’s Q1 letter to investors: 

“GTX shares have rallied since we began 
purchasing them last year, and I roughly doubled 
our position in Q1. The outlook for autos has 
not crashed as feared and the market seems 
to better understand the GTX story. However, I 
believe GTX’s asbestos liability remains widely 
misunderstood. The market is overestimating 
the indemnity’s bankruptcy risk and a substantial 
discrepancy remains between sellside/buyside 
estimates and probable payouts.
…
The most important detail of the indemnity 
is that it is capped at $175 million annually 
and, in the event GTX’s financials deteriorate, 
the payment can be deferred indefinitely at 
a reasonable 5% interest rate, thus it cannot 
cause bankruptcy*. The indemnity is close to a 
preferred equity, where we are taking long-term 
risk that the liability will limit cash flows to equity 
holders, but we are not taking short-term or 
cyclical risk where a sudden downturn in GTX’s 
operations results in the inability to pay interest 
and/or repay loans resulting in bankruptcy. GTX 
screens as having ~4.5x net leverage and ~2.5x 
interest coverage. (For reference, my numbers 
are ~$650 million in EBITDA, ~$3 billion in net 
debt and liabilities, ~$55 million in interest, $175 
million in “worst case” asbestos liabilities, and 
~$20 million in other liabilities.) However, the 
asbestos liability accounts for ~$1.4 billion and 
~$175 million in liabilities and expenses. For 
“bankruptcy relevant” metrics, GTX is a more 
reasonable ~2.5x net leverage with ~9x interest 
coverage – elevated but I believe a manageable 
level given GTX’s variable cost structure, above 
cycle growth, and strong cash conversion.
…
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Catch Up With
MITCHELL SCOTT, CFA | Choice Equities 

In the summer 2018 issue of Hidden 
Value Stocks, Mitchell Scott, the portfolio 
manager and founder of Choice Equities 
Capital Management highlighted Drive 
Shack (DS) and Reed’s (REED) as his 
two favorite undervalued small caps at the 
time. One year on we asked him for an 
update on these two companies. Mitchell 
was also kind enough to answer some 
questions on a new top position for the 
firm, the Rubicon Project, Inc. (RUBI).

The Choice Equities Fund returned up 
+15.9% and +12.1% on a gross and net 
basis, respectively in 2018, substantially 
outperforming the Russell 2000 and S&P 
500, which finished the year in the red at 
-11% and -4.4% respectively. For the first 
quarter of 2019, the Choice Equities Fund 
returned 10.5% net. 

Mitchell Scott on Reed’s Inc.

Reed’s Inc. has outperformed the 
market over the past 12 months 
by around 15%. What’s been the 
primary factor behind the company’s 
progress? 

Management has executed well. They have 
successfully converted the business to an 
asset-light operational model that outsources 
manufacturing to relationships with co-packers. 
This move has spurred a 12% increase in gross 
margins to the 30% level and freed up capital 
which they can direct to brand building and 
marketing initiatives. 

Their two category-leading brands Reed’s and 
Virgil’s have both gotten a packaging refresh 
and marketing support for the first time in ages.

Virgil’s refresh came late last year which also 
included the new Zero Sugar soda line which is 
performing quite well. As a result, Virgil’s is now 
in Target and Wal-Mart and saw a big spike of 
46% volume growth in 1Q. The Reed’s brand 
just got its refresh this past spring and they have 
seen their door count expand as well. In this 
case, they redesigned the packaging but have 
also made the product available in cans which 
has led to new relationships with big box stores 
like Costco. 

“As a result, Virgil’s is now in Target and 
Wal-Mart and saw a big spike of 46% 

volume growth in 1Q. The Reed’s brand 
just got its refresh this past spring and 

they have seen their door count expand 
as well. In this case, they redesigned 

the packaging but have also made the 
product available in cans which has led 
to new relationships with big box stores 

like Costco.”

The last time we spoke you 
mentioned that the firm had a lot 
of work to do to re-build relations 
with suppliers following disruption 
in 2015 and 2016. Is the company 
making progress here? Has Reed’s 
managed to maintain its competitive 
advantage? 

Very much so. The current management team 
knew they had work to do in this area and they’ve 
done it. In some cases, they said they had to go 
back to their distribution and supplier partners 
and apologize for the past missteps of the prior 
team and also prove they could deliver on their 
promises going forward. I’m sure it helped that
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the current ownership team has strong 
relationships in this industry from their prior 
endeavors in this area, but they’ve also proven 
their new operating model is capable of 
delivering on the increased volumes. I think wins 
with big customers like Target, Wal-Mart and 
Costco give them some credibility here. 

As far as the competitive advantage goes, both 
brands have maintained their strong positions 
with Reed’s still a category leader and Virgil’s 
coming in at #4. It’s also a great sign that the 
brands have responded well to increased 
marketing and new packaging. Virgil’s looks 
to be making great progress in closing in on a 
leadership position, especially considering how 
sleepy this category is. There has been very 
little innovation in the craft soda segment, even 
despite the fact the category continues to grow 
very well. 

The CEO had only been at the 
business for around a year when we 
spoke last year.  How would you rate 
the new manager’s performance since 
joining now that he’s had two years to 
get to grips with Reed’s? 

I don’t see any reason not to give him an A. 
They’ve done exactly what they said they would 
so they have a good deal of credibility with us. 

You initially suggested that the 
company “could potentially double 
sales in three to five years.” Do you 
still believe this is possible? 

Yes, and I’d say that outcome looks even better 
now than it did last year. As noted above, 
they’ve picked up a lot of new doors in some 
strong channels, like the big boxes, that can 
really move volume. And they’ve also expanded 
relationships with several brokers, so they can 
better target the convenience store and bar 
and restaurant channels which were largely 
unpenetrated before. 

Perhaps more interestingly, just this month they 
unveiled a Reed’s CBD infused ginger beer 
offering which has gotten a very warm reception 
in test audiences. Next quarter, they’ll begin a 
pilot of their Reed’s Ready to Drink Mule which 
is a pre-mixed Moscow mule and their first entry 
into the fast-growing Flavored Malt Beverages 
category. And lastly, later this year they’ll be 
launching a ginger shot line which will look like a 
Five Hour Energy shot, only it’ll be good for you. 
All have the potential to be $10 million+ sized 
sales opportunities if they take off and with 
~50% level gross margins. We’re using a high 
degree of conservatism in putting these into our 
current forecasts just because they’re so new, 
but all three have a lot of potential. 

“With core brand growth of 25% into 
2020 and a $5 million contribution 

from new products, a 3.5x EV/Sales 
multiple would suggest a share price 
approaching $5. Looking out a little 
further, a $7 to $8 or better takeout 

price seems suitable, especially if these 
new products grow and support a sales 
base into the $70 - $80 million range.”

And you put a price target of $5 to $8 
on the stock. Do you think that range 
is still suitable? 

Yes, and the low end of that range looks 
achievable, potentially as soon as next year. 
With core brand growth of 25% into 2020 and a 
$5 million contribution from new products, a 3.5x 
EV/Sales multiple would suggest a share price 
approaching $5. Looking out a little further, a 
$7 to $8 or better takeout price seems suitable, 
especially if these new products grow and 
support a sales base into the $70 - $80 million 
range. 
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Finally, any further comments?

It’s been nice to watch management soundly 
execute on their operational plan to reinvigorate 
these two leading brands. Reed’s and Virgil’s 
had not gotten the attention they deserved and 
now that they are getting some support they are 
responding well. And the new products have 
been very well received to date. While we don’t 
quite know what to expect here, it’ll be interesting 
to see how they do. And who’s to say there won’t 
be more behind them. We think this management 
team is just starting to hit their stride. 

Mitchell Scott on Drive Shack

Since our last interview, Drive Shack 
shares have crumbled 40%. What 
went wrong?

Well, it’s certainly natural to ask the question 
given the share price performance. But I don’t 
think it’d be entirely accurate to say things have 
gone wrong. It is true things have developed a 
little slower than originally anticipated - which of 
course some on Wall Street may view as wrong. 
Even so, on balance I think the changes on net 
have been a long term positive. 

But to your point, a few things have happened. 
Of the negatives in the short term, the biggest 
is probably that the open dates on several of 
their projects have been delayed. So, they are 
now expecting their second and third locations 
to open a few months from now, which is 
behind the original schedule. Another thing that 
happened, is that their first opening which was 
in Lake Nona last year, hasn’t presented the 
strongest operating metrics. This is something 
we anticipated because the entire complex 
where the facility is located is only just being 
built out and is nowhere near full capacity. So, 
while it has the hallmarks of a great site on a 
long term basis, it doesn’t present a good look 
for the first site to trail its peer TopGolf on a lot 
operating metrics. The last thing specific to the 
company that happened was there was a change

in leadership at the CEO level. We view the 
hiring of former TopGolf CEO Ken May as a 
huge positive given his prior success there and 
obvious understanding of the concept. 

And then finally, all this stuff happened to an 
orphaned security in the middle of a pretty 
rough market environment. The company is 
in transition, financials don’t screen well, and 
there’s only one analyst covering the stock. 
Fortunately, we anticipated much of this and 
managed our position size accordingly. But all in 
all, the long term opportunity remains, and given 
the new leadership, we think the case is even 
stronger than it was a year ago. 

What is the company doing to fix 
things? 

Well, the biggest thing obviously is the hiring 
of Ken May. He comes from TopGolf where he 
helped get the concept off the ground to the 40+ 
sites it has today and was a former direct report 
of Fred Smith at FedEx. He is intimately familiar 
with the operations of their largest competitor 
and has a keen understanding of how to design 
a location with good economics built around the 
fun entertainment experience consumers love. 

“Lastly, the heavy lifting in rightsizing 
the American Golf business looks 

nearly complete as they have sold or 
are under contract for all but 2 of the 
13 owned courses they had put up 
for sale. They continue to lease 37 

courses and will end this year with 22 
or more courses under a management 
contract at year end. All in, this should 
drive another $25 million+ of annual 

EBITDA to the company with very little 
capital associated capital spend.”

Catch Up With
MITCHELL SCOTT, CFA | Choice Equities 
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Along those lines, the company has recently 
unveiled plans for a smaller 72 bay box format 
versus the standard 90+ bay version we’ve seen 
thus far. It’s a little smaller and costs less to build, 
so it’s suitable to more markets. They expect it 
to expand their total addressable market from 
50+ sites for the 90 bay version to 100+ for the 
smaller version. 

Lastly, the heavy lifting in rightsizing the 
American Golf business looks nearly complete 
as they have sold or are under contract for all 
but 2 of the 13 owned courses they had put up 
for sale. They continue to lease 37 courses and 
will end this year with 22 or more courses under 
a management contract at year end. All in, this 
should drive another $25 million+ of annual 
EBITDA to the company with very little capital 
associated capital spend. 

The last time we spoke you said the 
company’s moat was “emerging.” Has 
the competitive advantage continued 
to grow as you expected? 

I guess I’d say it’s mostly status quo. The 
company had a few things to straighten out as it 
got set up to focus on its Drive Shack concept. 
Those things now look to be behind them as they 
are set to hit their stride this year and next with 
some attractive new sites they have targeted for 
new openings. 

In June of last year, you suggested 
a bear case of ~$5 if the company’s 
growth did not play out as expected. 
As the stock is currently below this 
level and has been for some time, 
what’s your new downside case? 

It remains around that same level today based on 
a sum of the parts analysis. We put a 7x multiple 
on the golf course management cash flows and 
assign a 75% value to replacement costs for the 
new Drive Shack entities. After deducting net 
debt and preferreds we get to ~$5 of NAV/share. 

You also put an upside target of $10 
on the stock in the bull case. Do you 
still think this level is possible? If so, 
why (or why not)?

Yes, this long term upside target remains 
very much in play in a three year look forward 
scenario. After next year when we expect about 
eight stores in total to have been opened, the 
company is targeting a pace of five to 10 new 
sites per year. Taking the low end of this range 
we can envision 20 sites in operation by then. We 
put a 12x EBITDA multiple on the Drive Shack 
concept and a 7x EBITDA multiple on the cash 
flows from the American Golf business. In that 
scenario, we see shares trading around $11-12. 

“We put a 12x EBITDA multiple on 
the Drive Shack concept and a 7x 
EBITDA multiple on the cash flows 
from the American Golf business. 
In that scenario, we see shares 

trading around $11-12.”

Any final thoughts on Drive Shack’s 
trajectory over the past 12 months? 

Not really. It’s been a bit of a bumpy ride for 
this orphaned security as the business model 
transitions, but we continue to like the concept 
and particularly the new leadership team. 
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Mitchell Scott on the Rubicon Project 

You also believe the Rubicon Project 
is another undervalued small-cap that 
could have hidden value. What does 
this company do? 

Rubicon Project is an independent ad exchange 
platform that focuses on automating the process 
of buying and selling digital ads. As a supply 
side exchange, the company’s principal focus 
is on matching the ad inventory of its content 
publishing customers with brands and advertisers 
who are looking for digital real estate for their 
ads. Given the thousands of miniature auctions 
that take place to match a buyer and seller to 
create an impression (i.e. a successfully matched 
ad), the company relies on algorithms to match 
the best bids with the appropriate content all in 
a way that places ads quickly, so the content is 
displayed without delay. 

The ad-tech industry has been 
criticized for poor controls and high 
levels of fraud. How is the Rubicon 
Project trying to change this?

That’s exactly right and that’s actually part of 
the thesis as we see it. Since coming on board 
as CEO in 2017, Michael Barrett has been quite 
focused on improving transparency both inside

Stock Information June 14, 2019  |  RUBI Data Source: Morningstar

Market Cap.

$301m

P/E (forward)

N/A

EV/EBITDA

N/A

Divident Yield

N/A

Average Vol. (3m)

782,439

P/B

2.8

ROIC (ttm)

-37.20%

Debt to Equity (gross) 

0.00%

Rubicon and in the ad tech space more broadly. In 
the past, advertisers weren’t clear where exactly 
their advertising dollars were going. Were the clicks 
and impressions real? Were they being charged 
appropriately? The industry faced a lot of questions. 

As recently as last fall, one of their peers got in 
a lot of hot water for the process of bid caching 
or selling second-tier inventory while charging 
for first tier inventory (e.g. selling an impression 
on the second page of a search to someone 
that bid for the first page). So, against this 
backdrop Rubicon has been leading the charge 
for cleaning up the industry, which should be 
good not just for them but also the entire space. 
As a case in point, last year they launched a 
product called EMR or estimated market rate 
which helps ad buyers better understand the 
pricing of all ads in an auction so they can bid 
more appropriately and win bids more often. 
With initiatives like these, the company appears 
well positioned to capture share in the industry 
from less transparent peers as industry players 
continue to develop trust with Rubicon.

How is the business coping with new 
data privacy laws, particularly GDPR 
in Europe? 

GDPR has been implemented for a little over a 
year now and Rubicon has seen a limited impact 
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to their business or revenue growth. Advertising 
budgets are still getting spent – the targeting is 
just a little less efficient in affected regions. 

And how does the company score on 
your ‘4 M’ criteria?

Quite well. We really like the management team, 
their competitive positioning, and the industry 
outlook.

“In this case, Rubicon has set its sights 
on becoming the largest independent 
supply side ad exchange player in the 

marketplace. And they are focused 
on doing it by winning with a low-

cost offering that is both transparent 
and efficient to use, a formula other 

exchanges have used successfully in 
other industries.”

What is the moat? 

The company operates as a marketplace, so 
we think typical exchange and network type 
dynamics will be at play. In this case, Rubicon 
has set its sights on becoming the largest 
independent supply side ad exchange player in 
the marketplace. And they are focused on doing 
it by winning with a low-cost offering that is both 
transparent and efficient to use, a formula other 
exchanges have used successfully in other 
industries. As they continue to attract more supply 
to their platform, their ability to offer the broadest, 
lowest cost access to programmatic advertising 
inventory should increase thereby attracting more 
buyers, all along passing more revenue over a 
fixed cost base that should reinforce their ability to 
remain the low-cost provider. 

How is the company competing against 
the Facebook/Google duopoly?

The “open web” outside of Google and Facebook 
and increasingly Amazon offers a lot of white 
space. While it’s true the three behemoths 
dominate the space and get about two-thirds 
of ad web spend, the market excluding these 
three is still about $70 billion in size and growing 
leaving a lot of opportunity for other players. And 
there are other avenues of growth too including 
mobile, video, programmatic audio and connected 
TV which offer a lot of runway in coming years. 

Do you see the moat expanding? 

Yes. AT&T offered an assist when it bought 
peer AppNexus last fall (at what we think was 
about an 8x multiple of sales) which removed 
a chief competitor. But more importantly, the 
company’s moves over the last two years to 
become the low cost and transparent provider 
have paid dividends. They have been especially 
successful against the smaller remaining 
players who are struggling to compete with 
Rubicon’s competitive take rates and scaled 
efficient offering. They are also capitalizing on 
the industry trend of Supply Path Optimization 
which is basically ad tech’s version of supplier 
consolidation as the publishers and marketing 
agencies consolidate the number of exchanges 
on which they will buy from something that used 
to number in the 60s or higher to what is now 
about 20 and likely to go to just three to five. 

In addition, early feedback on the recently 
launched Demand Manager platform has 
been quite positive. It comes with a SaaS-
like function called Prebid-as-a-Service that 
enables customers to develop better visibility 
and measurement of ROI on their advertising 
spend. If it’s as successful as the last two recent 
offerings like nToggle and EMR, the company 
will be in very good shape. And just this past 
week they announced a partnership with 
MediaMath and Havas that will run through the 
platform, so it looks like it’s off to a great start.
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What risks do you see to the moat? 

A few years ago under prior management, 
Rubicon missed an important industry shift to 
what is called “header bidding”, an open auction 
format that was a change from the more insulated 
waterfall ad matching structure where the 
company had thrived. So, this type of channel risk 
where their advertising partners could somehow 
go around them and get to their publishing 
partners will always be something to keep an 
eye on. Another risk would be compression in 
take rates. Rubicon earns around a 13% take 
rate on advertising spend which is down from 
two years ago. Could this fall further? Perhaps, 
though it has stabilized nicely over the last year 
and we anticipate further stability going forward. 
But even so, the Demand Manager platform could 
be a nice offset. It’s very early days on this one, 
but we think it could really open the platform up for 
even greater access and continue to drive positive 
exchange-oriented network effects. 

Who is in control of the business? 

Michael Barrett came on board as CEO in the 
spring of 2017 and brought much-needed stability 
to the company at the time. He is an ad tech lifer 
and well-regarded within the industry with two 9 
figure exits under his belt as CEO. 

What do you like about them? 

I like his history of strong operational execution 
and prior episodes of delivering value for 
shareholders. The feedback on him in our checks 
has been exceptionally positive. Founder and 
Board Chair Frank Addante also owns a lot of 
stock and clearly wants a good outcome since he 
didn’t sell the company at fire sale prices when the 
path forward was not so clear a few years ago.

How much stock do they own? 

Michael Barrett owns 1.1 million shares and fully 
vested/exercisable options, which is 2.3% of the 

shares outstanding or ~$7 million at recent prices. 
He also has another 1.7 million shares in options 
and RSUs that have yet to vest. Co-founder and 
board chairman Frank Addante owns 1.4 million 
shares as well. 

At present, the company isn’t profitable. 
When do you see this changing? 

We believe the company will report double-digit 
level adjusted EBITDA for the full year 2019 
which is a big improvement over 2018 where 
adjusted EBITDA was -$11 million. And we 
expect them to leverage the fixed cost base 
further as the company grows into profitability 
likely in 2021 if not before. We got a glimpse 
of the strong incremental margin performance 
in the seasonally strong Q4 report last year, 
where EBITDA margins came in at 25% with 
incremental margins north of 90%. 

Does the business have enough 
resources to survive until profitability 
without a capital raising? 

Yes, we believe so. The company ended the 
first quarter with $80 million in cash, or north of 
$1.56 per share. 2019 looks like they’ll be slightly 
cash flow positive with a strong trajectory going 
forward, so we don’t believe the company will 
need any outside capital anytime soon. 

Risks to reinvestment? 

Perhaps the supply path optimization share gains 
don’t fall in their favor. Or there could be another 
channel shift where Rubicon gets cut out of their 
exchange role. But thus far, current management 
has navigated the strategic shifts of the industry 
quite deftly. So despite the changing landscape, 
we like their role as a generalist platform and 
emergence as one of the only scaled independent 
players in an industry that has now been around 
for 20+ years. We don’t see the industry or the 
need to monetize advertising inventory going 
anyway anytime soon. 
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“Yes, we believe so. The company 
ended the first quarter with $80 million 

in cash, or north of $1.56 per share. 
2019 looks like they’ll be slightly cash 
flow positive with a strong trajectory 

going forward, so we don’t believe the 
company will need any outside capital 

anytime soon.”

And finally, what’s the current 
valuation? 

Rubicon has pointed to a long-term EBITDA 
margin target of 25%. We think, at their current 
growth trajectory, they can hit that margin number 
in the 2021/2022 timeframe. Through share gains 
and overall industry growth, we think revenue can 
compound at a ~20% clip for the next few years 
as well. Exiting 2022, we see the company doing 
$60 million or better in adjusted EBITDA which 
would put the stock today at somewhere around 
four times that number. 

On the demand side platform of things, there is 
of course market darling The Trade Desk (TTD) 
which currently trades at an incredibly lofty 
valuation of over 15x sales and 50x EBITDA. But 
aside from them, a basket of ad-tech players 
that offer 20% plus sales growth and 20% plus 
EBITDA margins (which Rubicon doesn’t have 
yet but appears on track for), trade around 6-8x 
sales and 18-20x EBITDA. With Rubicon trading 
at less than 2x this year’s sales estimate and 
the previously noted takeout multiples of peers, 
we see a long runway for shares with continued 
strong company execution and an opportunity to 
earn multiples on our investment from here over 
the next few years. 



12June 2019www.hiddenvaluestocks.com

Old West Investment Management, LLC
was founded in 2008 and manages 
concentrated investment strategies based 
on its value-oriented investment process. 
In its All Cap strategy, Old West has 
returned 10% per year for over 10+ years.

Last year, the management team 
launched Old West Opportunity Fund, LP 
as a thematic fund to gain exposure to 
the most compelling areas of the market 
as identified by the manager. The fund is 
currently focused on the uranium industry, 
which Old West believes presents a rare 
opportunity with numerous near-term 
catalysts. 

While the firm has a sizeable weighting to 
uranium miners in its legacy strategies, 
the manager launched this new fund to 
more fully capitalize on the theme. Below, 
Brian Laks, CFA, a Portfolio Manager 
at Old West, discusses the opportunity 
in the uranium industry and two of 
the companies Old West owns in the 
Opportunity Fund portfolio. 

To start at the beginning: Can you 
explain why you’re so bullish on 
uranium?

It’s rare to find a situation with such an 
incredible fundamental setup that is almost 
completely ignored by the general investing 
public. At its heart is a simple supply/demand 
imbalance. Demand for uranium has been 
steadily growing as the developing world strives 
to generate clean electricity from nuclear 
power. At the same time, supply has been cut 
dramatically as a decade-long bear market has 
ravaged the industry. We believe the excess of 
demand over supply will force prices to rise to 
encourage the development of new supply. Our 
conviction has grown so strong over the last 
year or two that we recently launched a new 
fund specifically to target this opportunity.

This is not a new commodity so why 
invest now? What makes the industry 
so attractive at this point in time?

Investors have largely abandoned the industry 
as the market caps of only a few of the biggest 
companies remain investable to major pools of 
capital. From several hundred companies and a 
market cap of $150 billion, the industry shriveled 
to a low of $5 billion a few years ago and only 
a few dozen companies remain. This exodus 
paired with a steady improvement in industry 
dynamics has led to a significant disconnect 
between the valuation of the equities and their
underlying fundamentals. We believe there are 
a number of meaningful catalysts in the near 
term that will work to unlock that value. As an 
example, within the next month the US is set 
to rule on the national security implications of 
our complete reliance on uranium imports to 
satisfy domestic demand. Even though we are 
the world’s largest consumer of uranium, we 
produce very little and a large portion of the

Interview One

Interview One

Old West Opportunity Fund, LP
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imported product comes from countries in the 
Russian sphere of influence. Given the current 
political climate, the US may seek to reinforce 
domestic production capabilities through 
Section 232 trade relief and a decision is due in 
the next few weeks.

“From several hundred companies and 
a market cap of $150 billion, the industry 
shriveled to a low of $5 billion a few years 
ago and only a few dozen companies 

remain. This exodus paired with a steady 
improvement in industry dynamics has 
led to a significant disconnect between 
the valuation of the equities and their 

underlying fundamentals.”

The industry has been in decline 
for some time with uranium prices 
stagnating and production coming 
offline, why do you think this trend is 
going to reverse?

It is precisely those two factors that we believe 
will lead to the trend reversal. Production coming 
offline continues to tighten the supply side of the 
equation and with prices stagnating below the 
cost of new production, there is little incentive to 
develop new supply. As demand continues to 
increase with dozens of reactors under construction 
globally, we believe we have reached a tipping 
point where new supply will be needed. The 
only way this supply will come online is through 
the incentive of much higher prices.

Do you see a threat to the nuclear 
industry as the cost of renewable 
energy continues to fall?

No, we think renewables will play a role in the 
future energy mix but do not see them as a 
viable alternative to baseload nuclear power.

Interview One
Old West Opportunity Fund, LP

The intermittency and variability of renewable 
generation are huge challenges that must 
be overcome. They are typically met by 
installing backup power, which ironically is 
often generated from the burning of fossil 
fuels, offsetting much of the perceived benefit. 
Land use is also an issue. The energy density 
of nuclear is far superior to that of popular 
renewables such as wind and solar. It can take 
hundreds of times more land to generate the 
same amount of electricity from a wind/solar 
farm than from a nuclear plant.

What’s your prediction for industry 
demand growth and uranium prices 
over the next five to 20 years?

Demand growth is expected to be fairly steady 
over the next several years, with nearly 60 
reactors under construction worldwide that will 
be entering a fleet of about 450. This is occurring 
at a time when almost no new supply is being 
brought online. We believe the supply deficit 
that is forming will lead to significant upward 
pressure on prices, as those companies with 
viable projects will only choose to develop them 
if the price they receive is greater than their cost 
to mine. In many cases, this market-clearing 
price is greater than $50 per pound, more than 
twice the current price level. Our view is that 
prices must rise to this level at a minimum, with 
the potential for much higher prices the longer 
the current situation persists and the more acute 
the supply shortage grows. Longer term, we 
think growing demand for electricity coupled with 
increasing concern about climate change will 
drive a movement toward decarbonization that 
will see nuclear power play a major role. There 
are hundreds of additional reactors There are 
hundreds of additional reactors in the planning/
proposal stage that may be put into construction 
as these environmental concerns drive the long 
term plans of developing countries.
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One of the companies you are 
backing as a play on this trend is 
$480 million market cap NexGen 
Energy Ltd (NXE). What first attracted 
you to this business?

When looking around the world for the best 
projects to capitalize on this improving industry 
dynamic, two of the most important criteria 
are size of deposit and grade of ore. On both 
metrics, it is hard to find a better example than 
the Arrow deposit that NexGen has defined 
in the southwest Athabasca Basin in Canada. 
With over 300 million pounds of resource, it 
is the largest undeveloped uranium deposit in 
the world. In addition, the grade of the ore is 
almost unbelievable. The high-grade zones are 
close to 20% uranium, more than 100 times 
the world average. This means not only do you 
have massive scale, but the high grades lead to 
extremely low operating costs because of the 
value of each ton of rock that is mined. Combine 
that with its location in Canada, which has a 
long history of uranium mining, and you have 
the perhaps the world’s greatest project in one 
of the world’s best mining jurisdictions.

What’s so attractive about its 
assets? Why does NexGen stand out 
compared to the multitude of other 
early-stage uranium businesses on 
the market at the moment?

It’s really hard to overstate how unique the 
asset is. Their mine plan calls for an average 
annual production of 25 million pounds, which, 
if operating today, would be the largest mine 
in the world and account for roughly 20% of 
global production. This is a staggering amount 
and would make them a dominant force in the 
industry. As an analog, consider the entire 
country of Saudi Arabia only accounts for about 
12% of global oil production. Yet it is the quality

of this massive deposit that may be the most 
impressive. Due to the incredibly high grades, 
not only will it be the largest producer but it will 
also firmly occupy the low end of the cost curve.

“It’s really hard to overstate how unique 
the asset is. Their mine plan calls for an 
average annual production of 25 million 

pounds, which, if operating today, 
would be the largest mine in the world 
and account for roughly 20% of global 

production.”

The business is still in its early stages 
of development and is generating no 
revenues. Many would view this as 
a high-risk opportunity. What’s your 
assessment of the risk here?

The main risk is that the uranium price doesn’t 
rise enough to justify the development of the 
asset. In that case, the project would sit fallow 
waiting for better days while they continue to 
fund company overhead. We would not be 
involved in this company (or any others in the 
industry for that matter) if we believed that to 
be the case. The other risk is the permitting 
timeline. The company plans to deliver all of the 
relevant documents to the government by the 
middle of next year, after which a review period 
begins to determine whether the project should 
be permitted and licensed. At this point, it is out 
of the company’s hands and a lengthy review 
process could dampen investor enthusiasm. 
We believe the review process should go quite 
smoothly given the abundance of data the 
company has compiled over the years and the 
importance of the project to the province.

Stock Idea One
NEXGEN ENERGY LTD (NXE)

Old West Opportunity Fund
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One of the benefits of having extremely high 
margins is that the project will be able to support a 
high level of debt financing, upwards of 70% of the 
capital cost. They plan to finance the remainder 
with a combination of offtake agreements, royalty 
streams, and forward sales. The deposit also 
holds salable byproducts of gold, silver and rare 
earth elements.

Who are the people behind the 
company and what experience does 
management have?

Leigh Curyer, the CEO, founded the company 
in the wake of the Fukushima disaster when 
sentiment toward the industry had plummeted. 
This turned out to be fortuitous timing as he was 
able to put together a massive land package of 
260,000 hectares in the Athabasca Basin that 
would be almost impossible to duplicate today. 
Within the last few months, the company made 
another brilliant move when they brought on 
Brad Wall to the board of directors. Brad most 
recently served as Premier of the province of 
Saskatchewan for over a decade before joining 
NexGen and brings a wealth of invaluable 
political experience to the company at a critical 
juncture in their history. It is hard to imagine 
a better person to help them navigate the 
regulatory environment than the one who ran 
the province for the last ten years.

Stock Idea One
NEXGEN ENERGY LTD | Old West Opportunity Fund

What are the projected project 
economics of its Canadian assets?

The company released its prefeasibility 
study last November which showed just how 
extraordinary this project is. At $50 uranium, 
the project has a net present value of C$3.7 
billion, over 5 times the current enterprise value. 
The payback period is less than 2 years with 
an IRR of 56%. This is not just an incredible 
uranium project; it is perhaps one of the best 
projects in the entire mining industry. And given 
the extremely high grades, the operating cost is 
an astounding $4 per pound which yields close 
to 90% operating margins. This leads to after-
tax cash flows of close to C$1 billion per year, 
which means you can buy the project today for 
less than one times the cash flow it will generate 
when in production.

How is the company funded, and 
what are its plans for funding going 
forward?

The company is well-financed, with roughly 
C$100 million in cash on the balance sheet. 
This should be sufficient to cover ongoing costs 
and get them through the feasibility study and 
into permitting. If the project is approved and 
they decide to begin construction, they have a 
number of options available for project financing. 

Stock Information June 14, 2019  |  NXE Data Source: Morningstar

Market Cap.

$531m

P/E (forward)

N/A

EV/EBITDA

46.9

Divident Yield

N/A

Average Vol. (3m)

314,308

P/B

4

ROIC (ttm)

3.60%

Debt to Equity (gross) 

84%
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Can you give us an outline of how you 
expect the business to develop from 
here over the next five or ten years?

Over the next 12 months, they will continue 
progress on their delineation drilling and 
feasibility study and once the government 
receives all of the documents (mid-2020), the 
permitting review can begin. After the project 
has been permitted and licensed, there is a 2-3 
year construction period followed by a nine-year 
mine life that would see the mine producing 25 
million pounds a year on average (with closer 
to 30 million pounds in the first five years). 
We believe the project will get approved for 
development and be a major force in the world 
supply picture. The biggest question we have 
is whether it is done under current ownership 
or whether a more established mining company 
moves to acquire it as it gets closer to a 
final investment decision. Cameco, the large 
Canadian uranium producer, sees their primary 
producing mine running out of ore in the mid-
2020s. This would be an excellent replacement 
for that lost production and they have the 
development expertise to get it done. With the 
exemplary project economics, we would not be 
surprised to also see serious interest from more 
diversified mining companies.

What are the primary threats you see 
to the firm’s plans from now until 
production?

The most obvious would be a delayed recovery 
of the uranium price. Even though the project 
boasts robust economics at relatively low prices, 
management may decide to defer production 
if prices stay low and they believe they could 
get a better price environment down the road. 
Our view is that the global supply/demand 
picture necessitates a rebalancing of the market 
at a minimum to price levels that would be 
sufficient to develop their project. The other 
main risk is permitting. Once the technical and 
environmental documents have been submitted 
to the government, a review period begins with

“Leigh Curyer, the CEO, founded the 
company in the wake of the Fukushima 

disaster when sentiment toward the 
industry had plummeted. This turned out 

to be fortuitous timing as he was able 
to put together a massive land package 
of 260,000 hectares in the Athabasca 
Basin that would be almost impossible 

to duplicate today. “

How is management incentivized?

This is something we pay attention to closely 
and which plays a major role in our investment 
decisions. It is comforting to see an original 
founder as CEO, and one that maintains a 
substantial position in the stock. We also 
like that the management team receives a 
significant portion of their pay in stock, rather 
than cash compensation, and strives to maintain 
and increase that ownership over time. With 
management and the board owning a healthy 
chunk of the company, we are confident that 
our interests are aligned and that they will work 
to maximize shareholder value rather than the 
value of their salaries.

Who are the largest owners of the 
business?

The company was given a huge boost when 
Li Ka-Shing, one of Hong Kong’s richest men, 
took a large stake in the company through 
CEF Holdings, a JV between his Cheung Kong 
Holdings and CIBC. The stake amounts to 
almost 20% of the company and, in a rare vote 
of confidence, is subject to an investor rights 
agreement effectively ceding voting power to 
NexGen management. Adding the shares held 
by management and the board and several 
meaningful stakes by uranium-focused funds 
leaves a tightly-controlled ownership group of 
long term investors.

Stock Idea One
NEXGEN ENERGY LTD | Old West Opportunity Fund
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that may be defined by further drilling or the 
other 260,000 hectares of surrounding land. 
Needless to say, we think the upside in this 
name is extraordinary.

“At $80/lb, the after-tax NPV is 
estimated to be C$6.6 billion, over 

9 times the current enterprise value. 
Keep in mind this is just for the 

Arrow deposit as measured thus far 
and gives no credit to any additional 

adjacent resource that may be defined 
by further drilling or the other 260,000 

hectares of surrounding land.”

Also, if uranium prices continue to 
stagnate, or fall further, how would 
this impact your outlook for the 
business?

Our positive outlook is predicated on our view 
that the supply/demand imbalance developing 
in the industry will necessitate higher prices and 
additional sources of greenfield production. If 
we are wrong in this view and prices are flat or 
decline from here, we would expect the company 
to defer a production decision. If we felt that 
the industry was permanently impaired and 
the demand growth we have witnessed began 
to falter or reverse, we would reconsider our 
investment in the business. All of the news we 
have seen recently out of the industry suggests 
demand is strengthening, and our outlook for the 
business remains strong. 

Stock Idea One
NEXGEN ENERGY LTD | Old West Opportunity Fund

no clear timelines. We estimate a year or two 
though this could be delayed if the government 
requests more information. Alternatively, given 
the size of the project and the importance to the 
region in terms of jobs and tax revenues, it is 
possible the permitting is expedited. We think 
the appointment of former Premier Brad Wall to 
the board gives them the best chance to see a 
smooth process.

How have you approached valuation 
here? Can you outline some of your 
assumptions for growth?

The most straightforward way to assign a 
valuation would be to assume the company goes 
into production and value the cash flows they 
would generate under various price scenarios. 
We think the $50 price assumption the company 
uses is reasonable and leads to a valuation 
that is multiples higher than where it currently 
trades. Alternatively, we can look at the potential 
value to an acquirer based on comparable 
takeout valuations. Theoretically, these two 
approaches should align with similar valuations, 
though potential acquirers may have different 
assumptions for the commodity price outlook 
which would impact the price they pay. During 
the last cycle, we saw acquisitions in the range 
of $8-10 dollars per pound of resource, which 
would lead to a roughly similar valuation. Both 
approaches lead to a base case valuation several 
times that of the company currently.

In the bull case, how much do you 
think the business could be worth?

In our bull case, the price of uranium rebounds 
much higher than the $50 level and we potentially 
see a repeat of the 2003-2007 time period when 
utilities scrambled to secure supply in the face 
of shortages. At $80/lb, the after-tax NPV is 
estimated to be C$6.6 billion, over 9 times the 
current enterprise value. Keep in mind this is just 
for the Arrow deposit as measured thus far and 
gives no credit to any additional adjacent resource
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Your next pick, Energy Fuels (UUUU). 
Can you explain what you like about 
this business?

Energy Fuels is the largest uranium producer in 
the US. In addition to having a large production 
capacity, they also own the White Mesa mill, 
which is currently the only operational uranium 
mill in the country. Given the time and expense 
it would take to permit, license and construct 
a new mill, we think ownership of this key 
infrastructure gives the company an enviable 
position when the market rebounds. Additionally, 
there is a decision pending in the recently 
completed trade investigation by the Department 
of Commerce which may provide meaningful 
support to the industry and Energy Fuels would 
be a primary beneficiary.

This is not just a uranium business, 
it also produces vanadium. How 
does this factor into your overall 
investment plan?

Vanadium is a metal that is mainly used in 
steel alloys to increase their strength. There 
was a lot of excitement last year as China 
raised the required quality standards for their 
rebar, mandating an increase in the vanadium 
content. As investors questioned the ability 
of a relatively small market to absorb a large 
increase in demand, prices for the metal shot 
up dramatically from $10/lb at the beginning of 
the year to over $30 in November. The uranium 
deposits that Energy Fuels mines also contain 
significant quantities of vanadium, though it had 
historically been treated as a waste product 
because the price rarely justified the expense 
of processing. As a result, they have several 
million pounds of dissolved vanadium in their 
tailings ponds as well as 32 million pounds of in-
ground resource. At the higher price levels, the 
company determined that it would make sense 

to run a recovery circuit to separate out the 
vanadium for sale, which could provide much-
needed cash flow as they wait for an improvement 
in the uranium price.

During the first quarter of the year, 
the company lost $12 million. With 
only $47 million of cash on the 
balance sheet, it is currently on track 
to run out of money next year. Does 
this concern you, and what is the 
business doing to alleviate funding 
concerns?

We think it is this concern that has led to the 
opportunity to acquire it at such a distressed 
valuation. The average investor would look at 
that financial situation and most likely avoid it, 
without understanding the industry situation and 
the company’s leverage to an improving price 
environment which we believe is imminent. They 
have a number of levers they can pull to alleviate 
the funding concerns if prices don’t rebound in the 
next year. The vanadium component is one, and 
the company expects it can produce 160k-200k 
pounds per month. They also have substantial 
uranium inventories which could be monetized if 
needed. The White Mesa mill is also incredibly 
valuable, as a comparable facility would cost 
several hundred million dollars and take years to 
build. They could potentially monetize a portion 
of that asset if needed. Finally, if all else failed, 
an equity raise could be considered. Given the 
company’s importance to the industry by way of 
their production capacity and the incredibly strategic 
infrastructure they control, we expect they would 
find receptive investors with minimal dilution.

Stock Idea Two
ENERGY FUELS (UUUU)

Old West Opportunity Fund
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“The White Mesa mill is also incredibly 
valuable, as a comparable facility 
would cost several hundred million 

dollars and take years to build. They 
could potentially monetize a portion of 

that asset if needed.” 

When do you expect Energy Fuels to 
become self-funding?

We see prices rising throughout the second half 
of this year and into the next as a resolution of 
the Section 232 trade investigation gives utilities 
the clarity they need to return to contracting 
long-term volume requirements. The higher 
prices they will have to pay to secure supplies 
will benefit the company in a number of ways, 
whether through direct contracts being signed 
or a revaluation of their inventories and an 
incentive to increase production. We think the 
improved price environment will allow them to 
increase their production over the next year to 
levels that would sustain profitability and believe 
their current financial capacity is sufficient to get 
them to that point.

Stock Information June 14, 2019  |  UUUU Data Source: Morningstar

Market Cap.

$293m

P/E (forward)

N/A

EV/EBITDA

N/A

Divident Yield

N/A

Average Vol. (3m)

1m

P/B

2.2

ROIC (ttm)

N/A

Debt to Equity (gross) 

11.00%

Stock Idea One
ENERGY FUELS | Old West Opportunity Fund

What experience does management 
have in this space? Can you give us a 
bit of background on who is running 
the business?

Mark Chalmers, the CEO, has made a career 
operating uranium assets on several different 
continents. Before Energy Fuels, he was Executive 
General Manager of Production for Paladin Energy 
where he oversaw projects in Africa and Australia, 
including the well-known Langer Heinrich mine in 
Namibia. He has managed in-situ recovery (ISR) 
projects as well such as the Beverley mine in 
Australia and the Highland mine owned by Cameco 
in the US. Additionally, he served as Chair of the 
Australian Uranium Council for 10 years.

Do you see any upcoming catalysts 
for the share price?

Yes, the most imminent of which is the decision 
on the Section 232 investigation which is due 
in mid-July. If the administration rules that the 
industry deserves some measure of support, 
we view Energy Fuels as a primary beneficiary. 
Regardless of the outcome, however, we think 
the clarity that a decision provides will allow the 
utilities to return to long-term contracting which 
will provide the price discovery mechanism that 
reveals the need for a higher uranium price.
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Finally, Cameco has made clear their intentions 
to acquire a substantial quantity of material in 
the spot market this year to fulfill their supply 
contracts, upwards of 10 million pounds. This 
should put significant upward pressure on the 
uranium price in the second half of the year. 
It is worth noting that they recently attempted 
to secure a mere 1 million pounds and were 
unable to do so on acceptable terms.

“Finally, Cameco has made clear their 
intentions to acquire a substantial 

quantity of material in the spot market 
this year to fulfill their supply contracts, 

upwards of 10 million pounds. This 
should put significant upward pressure 
on the uranium price in the second half 

of the year.”

What is your bull and bear thesis for 
the stock?

Our bull thesis is that a positive Section 232 
decision provides support to the industry, 
allowing the company to ramp up over the next 
few years to their full production capacity. Their 
mill will begin generating cash flow from both 
the company’s ores as well as from processing 
those of nearby producers. The CEO has said 
he would prefer to do this via joint ventures 
rather than simple toll milling, which could 
provide additional equity upside through stakes 
in their partners. Overall, the rebound in the 
industry as a whole will mean a much healthier 
price environment and allow them to not only 
achieve sustained profitability but increase their 
production capacity through further development 
of their asset base. The bear thesis is that 
Section 232 is a dud, providing no immediate 
relief for the domestic industry. Prices stay lower 
longer than investors expect and the company 
continues to burn cash, eventually needing to 
resort to some of the fundraising measures 
discussed above.

Stock Idea One
ENERGY FUELS | Old West Opportunity Fund

What potential risks is the company 
facing? What sort of downside 
protection do you have – i.e., what would 
you be looking for that would tell you it 
is time to exit?

The main risk we foresee is that the price 
recovery we expect due to global supply and 
demand factors does not materialize. We think 
this would be most likely to occur due to a factor 
that weakens the demand side, such as strong 
anti-nuclear sentiment in the western world 
leading to reduced reliance on nuclear power or 
a slowdown in the pace of reactor construction 
in the developing world. If either of these were 
to occur on a sustained basis, we would have 
to revisit our original thesis of an industry 
rebalance and an investment in a company 
like Energy Fuels. On the contrary, we’ve seen 
the trend strengthen from the demand side 
amid continued supply cutbacks which was 
the original reason we launched this uranium-
focused fund.
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To start, could you give us a bit of 
background on yourself and the 
Olesen Value Fund?

Sure. I was born and raised in Denmark, came 
to the U.S. as an undergraduate student and 
graduated from Wharton in 2000. I worked as 
an analyst at a corporate finance advisory firm, 
then as a distressed debt analyst at a sell-side 
firm, and then worked as an analyst at a hedge 
fund before I started my own firm with money 
from friends and family. The fund follows a value 
investing philosophy, which is applied highly 
opportunistically across geographies, market 
caps and industries, based on rigorous, in-depth 
company-specific analysis. Our investments fall 
into three categories: (1) underfollowed small and 
micro caps, (2) companies and industries that are 
out of favor due to non-rational factors (this can 
be any market cap size) and (3) special, complex 
and unusual situations and arbitrages.

What are the main qualities you look 
for in a potential investment? 

This certainly varies depending on the type of 
investment. However, I normally look for a strong 
balance sheet and a business I can understand 
and value with reasonable accuracy. I also want 
to understand why the investment is trading at 
such a cheap price (basically, I don’t want to buy 
unless I have an idea why the seller is selling).

Christian Olesen is the founder and 
portfolio manager of the Olesen Value 
Fund. Prior to starting the fund, he was 
an analyst/trader at hedge fund Xaraf 
Management in Greenwich, CT, which was 
a sub-advisor to Paloma Partners, a multi-
strategy hedge fund with approx. $2 billion 
in assets under management at the time. 

Christian grew up in Denmark and 
transferred to The Wharton School, 
University of Pennsylvania in 1998, where 
he earned a B.S. with concentrations 
in Finance and Accounting in 2000. He 
received the CFA (Chartered Financial 
Analyst) designation in 2004

The Olesen Value Fund follows a 
disciplined value investing philosophy 
focusing on areas with significant market 
inefficiencies, such as small and micro-cap 
stocks. The fund has a focused portfolio, 
typically with 10 to 20 investments across 
geographies, market caps, and industries. 
Since inception (December 2008), the 
Olesen Value Fund has returned 13.4% per 
annum net of fees compared to its MSCI 
World benchmark return of 10.9%.

Interview Two
CHRISTIAN OLESEN
CFA, The Olesen Value Fund

The Olesen Value Fund
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How many investments do you tend 
to have in your portfolio at any one 
time?

I typically have 10-20 investments in the 
portfolio. Currently, we have 13. (No, I’m not 
superstitious!) Having a relatively focused 
portfolio enables me to perform more detailed 
and rigorous research on every company I 
invest in. And due to the limited number of 
investments, our portfolio is strictly focused 
where it can really generate significant 
outperformance.

Do you just stick to small caps or will 
you venture into the large-cap space 
as well? 

I take a highly opportunistic approach to 
investing. I think the value investing philosophy 
can be applied to any type of investment, big or 
small, anywhere in the world, and any industry. 
In practice, I also see a lot of value in being very 
opportunistic, because opportunities in financial 
markets are constantly shifting. Therefore, I 
am market cap agnostic. I often invest in small 
and micro caps that are not followed by many 
(if any) professional investors and therefore can 
be poorly understood. This sometimes gives 
rise to a substantial undervaluation, which are 
the situations I am interested in. However, I also 
invest in larger companies that are undervalued 
because they are out of favor or due to special 
circumstances. 

And what about international 
markets? 

I normally invest in developed markets, because 
it can be very hard to avoid information 
disadvantage in developing countries unless 
you are very well plugged in to local sources. 
Also, the companies in developed markets are 
probably more shareholder-friendly on average 
compared to developing markets.

On that topic, how do you approach 
valuation? 

I think you have to conceptually think of valuation 
as the present value of future dividends, even 
though this is usually not a useful method in 
practice for estimating an investment’s intrinsic 
value. Valuation is a difficult judgment to be 
made based on a lot of inputs and analysis. 
The best specific methods to be used in this 
process (valuation multiples, discounted cash 
flow modeling, etc.) depends on the investment. 
I often estimate a range of intrinsic values for an 
investment, akin to a confidence interval, and 
only buy if the market price is near, if not below, 
the bottom end of this range. 

I also find it valuable to ask myself what the 
investment would really be worth if I could 
never sell it. That is a useful way of bringing the 
valuation back to the basics: the present value 
of future dividends. It is also a good way of 
finding out whether you really have confidence 
in the investment’s underlying value. 

Finally, I think you should be conservative 
when valuing a company, focus on valuation in 
absolute terms (not just relative to peers), and 
focus on what an owner’s cash earnings from 
the investment would be over the life of the 
investment (even in perpetuity) (and not EBITDA 
multiples or the like).

“I also find it valuable to ask myself what 
the investment would really be worth if I 

could never sell it. That is a useful way of 
bringing the valuation back to the basics: 
the present value of future dividends. It 

is also a good way of finding out whether 
you really have confidence in the 
investment’s underlying value.”

Interview Two

CHRISTIAN OLESEN | Olesen Value Fund
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or confidence level, never as a final conclusion. 
Take pride in always thinking probabilistically. 
This is necessary because investing is such a 
complex endeavor - you will never be able to 
perfectly predict how an investment will turn out, 
because there are so many factors involved. 
Because of this complexity, you will be wrong 
sometimes. 

The sooner you realize you have been wrong 
about an investment, the more quickly you can 
redeploy your capital in a better investment 
and continue compounding the value of your 
capital. This requires a constant effort to 
monitor developments in your investments, as 
well as constant mental engagement with your 
investment decisions so as to re-assess the 
probabilities of the various possible outcomes. 

“Always form your “conclusions” in 
terms of a probability or confidence 
level, never as a final conclusion. 

Take pride in always thinking 
probabilistically. This is necessary 

because investing is such a complex 
endeavor - you will never be able to 
perfectly predict how an investment 
will turn out because there are so 
many factors involved. Because of 
this complexity, you will be wrong 

sometimes.”

So, to answer your question, I think this 
framework of balancing patience with constant 
intellectual honesty is really the right way to 
determine when you should exit an investment. 
While I think it could be productive to reassess 
investments when a certain period of time has 
passed, a strict time limit seems too arbitrary.

Could you give us an example of one 
idea that hasn’t worked out for you 
and why it didn’t work out?

Interview Two
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Would you say there’s an overriding 
theme linking the companies in your 
portfolio?

Not very much, because my investment approach 
is highly opportunistic. This also happens to limit 
my portfolio’s exposure to investment themes. 

When you invest do you put a limit 
on the time you’re willing to hold the 
asset? If not how do you determine 
when is the right time to sell? 

No, not really. I think a time limit can be 
somewhat arbitrary. As a value investor, the 
main reason (or even the sole reason) for 
owning a security is that the market price is 
below your estimate of the intrinsic value. As 
long as that condition remains true, it probably 
makes sense to continue to own the security. 
I think the key is to correctly balance patience 
with constant intellectual honesty. 

A crucial virtue in investing is to be patient. This 
is important because it can simply take a long 
time - and sometimes longer than you expected 
- for the intrinsic value in an investment to be 
reflected in the market price. Perhaps the best 
way to achieve patience is to learn the facts 
about the investment extremely well. If you have 
the confidence in an investment that comes 
from having a deep and solid understanding of 
it, you are less likely to waver or lose patience at 
some point and sell it prematurely. 

Another essential ingredient in investing is 
brutal intellectual honesty, both when you 
make your initial investment decision and when 
you re-evaluate it later. It is easy to fall into 
various cognitive traps here, such as becoming 
anchored to a certain viewpoint about a 
company and getting your ego tied up with your 
investment thesis. 

I think the best way to avoid these types of 
decision biases is a policy of always refusing 
to ever take a stand on any investment. Always 
form your “conclusions” in terms of a probability 
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A little under two years after our initial 
investment, I decided to sell our shares in the 
company. I think I was lucky to only lose 17%, 
including dividends, on the investment. There 
was no way I could have predicted the decline 
in oil prices, but I think I trivialized this risk, 
which was actually a very big risk because 
the demand for winches is very levered to oil 
prices. I also invested even though I didn’t 
quite obtain the same degree of confidence 
in the investment that I normally want to have 
before investing. This was essentially because 
there was not enough transparency about 
the company’s various businesses. I failed 
to ask myself how I would react in the event 
that a substantial and unexplained decline 
in profits occurred. Would I then really have 
the confidence to say it was most likely just a 
temporary problem? 

Because of the lack of transparency about the 
business, I didn’t have enough information 
and confidence to say there probably wasn’t 
a bigger problem when it came down to it. At 
least I learned a lesson about understanding 
the business you invest in, and I cut our losses 
fairly quickly.

Interview Two
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Sure. A little self-torture is always fun and 
useful. We invested in a small Asian industrial 
conglomerate called Zicom Group a few years 
ago. 

The company’s historically most profitable 
division manufactures extremely large and 
powerful winches for use on offshore oil & gas 
support vessels. In addition, they manufacture 
concrete mixers, foundation equipment used in 
construction, equipment used on assembly lines 
of semi-conductor manufacturers, and hydraulic 
systems used in rice harvesters and other 
vehicles. The company also had investments in 
a few start-up companies that were developing 
medical devices. The company had very little 
debt and a large cash balance. 

The founder, a Singaporean by the name of Giok 
Lak Sim, and his sons manage the company 
and own approximately 50% of the stock. The 
company is listed in Australia and the market 
cap when we invested was approx. 45 million 
Australian dollars. Trading at only 7 times my 
estimate of normalized mid-cycle earnings and 
a significant discount to tangible book value, I 
thought the investment made a lot of sense. 

However, the company’s important winch 
manufacturing division was soon hit hard by 
the steep drop in oil prices that occurred in the 
second half of 2014. To make matters worse, the 
company started losing large amounts of money 
in the division that manufactures semiconductor 
assembly line equipment, apparently because 
management failed to cut labor costs in response 
to a decline in revenues. 

These losses continued for what seemed to me 
was an inexcusably long time and made me 
question management’s judgment and execution 
competence. Also, I became increasingly 
concerned about their investments in the medical 
device start-ups. These companies were 
repeatedly missing their target dates for reaching 
certain technical and commercial milestones. And 
even though Zicom did not have any track record 
of investing in medical device businesses, it 
continued investing large amounts of money in them.
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Cambria Automobiles (LON: CAMB) 
is your first stock pick. How did you 
come across this business? 

A few years ago, I was invested in another 
UK franchised auto dealership group called 
Vertu Motors. I always study competitors of the 
companies I am invested in, and that’s how I 
first heard about Cambria Automobiles. At the 
time, Cambria was trading at a higher multiple 
of earnings than Vertu. I also thought Vertu’s 
margins had the potential to increase significantly. 
For those reasons, I only had an investment in 
Vertu. However, over time, I came to appreciate 
the virtues of Cambria - no pun intended - and 
eventually invested in Cambria as well.

Can you give a bit of background 
about the business and how it got to 
where it is today?

Cambria owns and manages 42 franchised 
auto dealerships in 27 locations in the UK, 
representing 17 different car brands. The 
company was founded in 2006 when Mark 
Lavery started it with capital from a private 
equity firm. It became publicly listed in 2010 
when the private equity partner wanted liquidity. 

Since auto manufacturers rarely award brand 
new dealership franchises and the total number 
of dealerships in the UK is declining due to a 
trend toward larger dealerships, dealership 
groups are almost always limited to growing via 
acquisitions. Cambria initially grew by investing 
its retained earnings in small acquisitions of 
underperforming, sometimes family-owned 
dealerships and improving their operations. 
Acquisitions of dealerships are often orchestrated 
behind the scenes by the auto manufacturer, 
especially when the dealership has been 
underperforming its sales targets and/or has 
otherwise failed to live up to the manufacturer’s 
requirements. In the UK (and every other country

Stock Idea One
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except for the U.S., as far as I know), the 
manufacturer can simply revoke a franchise 
at will, so when a dealership is persistently 
underperforming, the manufacturer may 
eventually coerce the owner of the dealership 
to sell the dealership to another operator. 

Cambria acquired several dealerships without 
paying any goodwill, instituted their own 
management system and improved financial 
performance significantly. In recent years, the 
company has focused on acquiring dealerships 
that sell premium brands, such as Jaguar-Land 
Rover, which are typically much more profitable 
and hence require the acquirer to pay goodwill. 
These acquisitions have also performed well.

What is management’s track record of 
creating value?

Excellent. The company raised a total of £10.8 
million of equity capital in 2006 and 2007. It has 
not raised any equity since, and the number 
of shares outstanding has remained exactly 
100,000,000 ever since. Today, the company 
is earning around £8.5 million in annual net 
income (and this is increasing). This has been 
achieved without levering up the balance sheet, 
as the net debt (excluding inventory financing) 
is close to zero. So the per-share value creation 
has obviously been very good, and I have 
reasons to think it will be very good indeed going 
forward. Not only has management been a very 
good operator - they have also been great at 
allocating capital. For example, unlike some of 
their peers, they have resisted the temptation to 
raise equity or debt capital to finance growth in 
this consolidating industry. Instead, they have 
been selective in making acquisitions, using only 
retained earnings, focusing on growing per-share 
value rather than building an empire.

Olesen Value Fund
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A dealership’s real estate can also be a source 
of value creation. For example, if a location is 
performing very well, the dealer is in a better 
position vis-a-vis the manufacturers, who will 
be interested in having a sales outlet at a high-
performing location. Customer lists, relationships 
and reputation can also be valuable assets. On 
the negative side, auto dealerships carry very 
large inventories, demand for cars is highly 
cyclical, and the business requires significant 
investment in real estate. In terms of the future 
prospects for the industry, some people worry 
that electric cars, ride-sharing and self-driving 
cars will have a negative impact. 

While change is often bad for incumbent 
businesses, I think it is unlikely these developments 
will disintermediate auto dealerships or otherwise 
have a substantial negative impact on profits. In 
sum, I would say it is a slightly mediocre industry, 
though not a terrible one. However, Cambria 
really stands out among its publicly traded UK 
peers, so I would actually say it is a very good 
business despite it being in a mediocre industry.

This isn’t the first time Cambria has 
been highlighted in Hidden Value 
Stocks. The first time the company 
featured was back in 2016. What has 
changed since then? 

There have been two major developments. 
First, sales of new cars in the UK have declined 
significantly. This has pressured earnings and 
stock prices in the sector, though Cambria’s 
earnings have held up well. 

Second, but probably more important in the long 
run, the company has been awarded seven new 
franchises, of which six are high-luxury brands 
(Lamborghini, McLaren and Bentley) and one 
premium brand (Land Rover). What is most 
unusual about this is the fact that these are all 
“greenfield” developments, not acquisitions of 
existing dealerships. Since premium and high 
luxury franchises tend to be a lot more profitable 
than non-premium franchises, an acquirer would 

“The company raised a total of £10.8 
million of equity capital in 2006 and 

2007. It has not raised any equity since, 
and the number of shares outstanding 

has remained exactly 100,000,000 ever 
since. Today, the company is earning 

around £8.5 million in annual net 
income (and this is increasing).”

Does management have “skin in the 
game”?

Yes, Mark Lavery, the founder and CEO, has 
owned 40% of the company since its inception. 
Before he started the company 13 years ago 
around the age of 40, he was operations director 
at a couple of other UK auto dealership groups. 
I believe his stake in Cambria represents the 
majority of his net worth.

What do you think about the auto 
sales industry in general?

Auto dealerships have little competitive “moat”, 
because an auto manufacturer can revoke a 
franchise at will. (This is a little different than 
the situation in the U.S., where dealerships are 
somewhat protected by dealer-friendly laws.) 
On the other hand, unlike most other retail 
businesses, competition is limited by the fact that 
you need the auto manufacturer to award you a 
franchise in order to be in business. 

The auto manufacturers thus tend to control their 
retail networks so as to avoid oversaturation. You 
could view the business as a sort of outsourced 
business function of the auto manufacturers. The 
business is mostly about execution - reaching or 
exceeding sales target and other KPIs, managing 
costs, etc. If you perform well, the manufacturer 
will probably allow you to make a decent profit 
and may even award additional franchise 
locations to you. 
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normally have to pay a very substantial premium 
to tangible book value.

However, since Cambria has simply been 
awarded these franchises, they are not paying any 
goodwill at all! This development seems to be a 
testament to Cambria’s capabilities and should 
result in significant value creation for shareholders 
as these dealerships mature and go from start-
up losses to a significant profit contribution. This 
does not appear to be priced into the stock, 
even though it appears that earnings are already 
beginning to see the benefits.

Auto sales are falling around the 
world at the moment, and the UK 
is no different. Where do you think 
we are in the cycle, and why do you 
believe Cambria is well positioned to 
succeed?

Based on my analysis, it appears that retail 
sales of new cars in the UK today, following 
approximately three years of declines, are 
probably close to mid-cycle levels. It is very 
possible that car sales will overshoot on the 
downside, but this is almost impossible to predict.

However, while new car sales get all the 
headlines and investors appear to be very focused 
on it, this only accounts for approximately 30% 

of gross profits. Used car sales account for 
another 30-35% and parts and service for 35-
40%. Cambria is solidly profitable, but in the event 
that industry conditions worsen materially from 
here, I think the quality of Cambria’s business, its 
highly capable and cost-conscious management 
team, and its balance sheet with approximately 
zero net debt will enable it to survive.

The company isn’t the most significant 
player in the sector by far. How do you 
view the rest of the industry, and what 
advantage does this company have 
over larger competitors?

Scale does not seem to be that crucial in this 
business, at least beyond a certain size, perhaps 
because there are limits to how centralized and 
standardized the operations of a large auto 
dealership group (which normally are diversified 
among several different brands) can get. 

In fact, Mark Lavery’s apparently superior 
management skills are probably more impactful 
per share of Cambria stock if the company 
doesn’t get a lot bigger. Also, note that the fact 
that Cambria has only used retained earnings 
(and sometimes a small amount of debt, to be 
repaid quickly) to make acquisitions, as opposed 
to raising substantial equity and/or debt capital 
for acquisitions like some of its competitors have,
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Stock Information June 14, 2019  |  CAMB Data Source: Morningstar

Market Cap.

$60m

P/E (forward)

6.7

EV/EBITDA

7.4

Divident Yield

1.70%

Average Vol. (3m)

54,452

P/B

1

ROIC (ttm)

11%

Debt to Equity (gross) 

37.00%
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of value creation and the earnings tailwind from 
the new premium and high-luxury dealerships, 
I think the stock should trade around double its 
current level.

“At the current price of 60p, the stock 
trades at approx. 7x EPS. Given the 

excellent track record of value creation 
and the earnings tailwind from the new 
premium and high-luxury dealerships, 
I think the stock should trade around 

double its current level.”

What is your timeframe for this 
investment scenario?

I think the intrinsic value will continue to grow, so 
the value you should realize upon exit from the 
investment depends on how long you hold it. I 
think Mark Lavery will sell the company when he 
decides to retire, which should be easy given the 
very active consolidation that is happening in this 
still very fragmented industry and the high quality 
of Cambria’s assets. 

My guess is this will happen in five to 10 years 
from now, maybe closer to 10. However, I would 
be surprised if it takes that long for the stock 
price to better reflect the intrinsic value of the 
business. I think there are two developments 
that are likely to move the stock higher within the 
next 1-4 years or so. First, the industry cycle will 
eventually turn, which should boost the multiples 
the companies in the industry trade at. Second, 
given how long it normally takes for a new 
“greenfield” dealership to reach maturity, I think 
the profit contribution from the new premium and 
high-luxury dealerships should add significant 
earnings over the next three years, and even 
beyond that. The market may move the stock 
higher sooner if it anticipates these earnings 
increases.
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means that it has been more selective about the 
acquisitions it has made. So in some ways, it is 
better for shareholders if the company doesn’t 
get too big.

What about the current political 
environment in the UK? Is this 
something you’ve considered?

Ultimately, I don’t think political developments are 
likely to have a substantial impact on the intrinsic 
value of the business. The vote to leave the EU 
caused a decline in the value of the British pound 
versus the euro, which in turn has decreased the 
profitability of European auto manufacturers’ car 
sales in the UK and led them to reduce supply. 
This, along with muted consumer confidence, 
has negatively impacted new car sales. I also 
think that politicians’ demonization of diesel cars 
has had a negative impact on UK car sales in the 
last year or so. 

However, in the long run, I don’t think these 
factors really affect how much people in Britain 
drive, which is ultimately the most important 
determinant of how many cars are needed 
and how much business Cambria does. I think 
an increase in the corporate tax rate, which is 
currently only 19%, the minimum wage, or other 
burdensome initiatives that may be implemented 
if or when the Labour party wins a future election 
would have a negative impact on the value of 
many British companies, including Cambria, 
though it is hard to assess the likelihood or 
impact of this. An increase in personal tax rates 
and other developments could also have a 
negative effect on sales of premium and high-
luxury cars in the UK, to which Cambria has 
relatively high exposure.

Let’s talk about valuation. What’s the 
company’s current valuation, and 
where do you see the value?

At the current price of 60p, the stock trades at 
approx. 7x EPS. Given the excellent track record
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There are many risks here. What is 
the potential downside if the worst 
case scenario unfolds?

You can always potentially lose your money on 
an investment in an auto dealership due to the 
large inventories on the balance sheet, which are 
financed with payables due to the manufacturers 
as well as lines of credit collateralized by the 
used car inventories, combined with the volatile 
and cyclical nature of the business. 

However, I think this is very unlikely to happen 
with Cambria due to the highly capable 
management, zero net debt (excluding inventory 
financing), diversity of brands in its dealership 
portfolio, and the value in the real estate. The 
tangible book value of 39p per share also provides 
some downside protection. In fact, the real estate 
is probably worth more than its book value.

“The tangible book value of 39p per 
share also provides some downside 
protection. In fact, the real estate is 
probably worth more than its book 

value.”

What are you looking for that will 
justify your bull/bear case? I.e., 
what will you be looking for from the 
company going forward?

The company doesn’t have to pull any rabbits out 
of a hat to make my investment thesis work. They 
simply have to continue to execute consistent with 
their historical performance. 

However, keep in mind that earnings can be 
somewhat volatile due to the cyclical nature of 
the business. In terms of the earnings tailwind 
from the new dealerships, which should add
significant value, I am simply looking for continued 
improvement in the net profit contribution from 
these dealerships.
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What does LAACO Ltd do?

LAACO Ltd. (ticker: LAACZ) owns and operates 
59 self-storage facilities in Southern California, 
Phoenix AZ, Las Vegas NV and Houston TX 
which operate under the name Storage West. The 
self-storage assets account for approximately 90% 
of the value of the company. 

In addition, the company owns some valuable 
real estate in downtown Los Angeles. First 
and foremost there’s the Los Angeles Athletic 
Club (LAAC), which is a historic property with a 
private club, gym, pool, spa, bars, restaurants, 
hotel, and meeting and event space. It also 
owns an 8-story parking garage and a surface 
parking lot immediately next to the LAAC. 

Finally, the company also owns the California 
Yacht Club in Marina Del Rey, which is situated 
on land leased from Los Angeles County.

When did the business first appear on 
your radar?

I came across the company a few years ago when 
I read about it on a blog online.

How has the company performed 
over the past five to ten years? Has it 
created value for shareholders? 

Yes, the company is well run by a shareholder-
friendly and extremely long-term minded 
management team. They have invested most of 
the company’s retained earnings in additional 
self-storage properties, growing the portfolio 
from 48 to 59 facilities over the last five years. 
Note that they have patiently developed these 
new properties themselves, which I believe 
offers a significantly better return on capital 
than acquiring up-and-running facilities, which 
change hands at very low cap rates these days.
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They have also repurchased units in the open 
market at prices that I think are value-accretive for 
the remaining unitholders (the company is organized 
as a limited partnership, so the ownership is divided 
into “units” rather than “shares”).

Why do you believe that the business 
has an edge over its competitors? 

In terms of the operations of the business, I think 
their scale and professional organization gives 
them some advantage - or “edge” - in dynamic 
pricing and advertising tactics, consistency of 
customer service, and probably also in other 
areas, compared to the many small mom-and-
pop operators in the industry. 

However, LAACO doesn’t have any advantage 
in these areas compared to the other sizeable 
companies in the industry. I actually think most 
of LAACO’s virtues are derived from their capital 
allocation, not from operations. 

“The Hathaway family populates the 
majority of the management positions 
in the company, and I have heard that 

the extended family owns a total of 
approximately 70% of the company. It 
is evident based on their actions that 

they have a very long-term perspective 
and that they are primarily focused on 

growing the value per unit.”

Why is that?

The Hathaway family populates the majority of 
the management positions in the company, and 
I have heard that the extended family owns a 
total of approximately 70% of the company. It is
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What about the balance sheet? 
Should we be worried about debt?

No, the company has very little debt. The debt is 
only 15% of the undepreciated book value of the 
assets. However, I think the assets are worth at 
least as much as the undepreciated book value 
-- and the private market value of their properties 
is certainly far greater, given the low cap rates 
that prevail in this real estate asset class. 
Furthermore, the gross debt is equal to less than 
two years of free cash flow (after subtracting 
an estimate of normalized maintenance capital 
expenditures) and the cash flow is pretty stable. 

“No, the company has very little 
debt. The debt is only 15% of the 

undepreciated book value of the assets. 
However, I think the assets are worth 

at least as much as the undepreciated 
book value -- and the private market 

value of their properties is certainly far 
greater, given the low cap rates that 

prevail in this real estate asset class.”

So, the company should have no problem at all 
servicing the debt, even in a severe recession. 
In fact, most observers would argue the company 
is severely underleveraged, and most real estate 
companies are much more highly leveraged 
than LAACO. However, management are very 
conservative, hence their preference for very 
low leverage.

How have you approached valuation 
here?

You can value the company either as a going 
concern or based on its private market value. 
Since a sale or other market value-enhancing 
transaction is very unlikely in my opinion, I 
value it as a going concern. I value the non-self-
storage assets separately, as explained above. 
Then I subtract the value of the non-self-storage
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evident based on their actions that they have a very 
long-term perspective and that they are primarily 
focused on growing the value per unit. It think the 
alignment of interests and long-term perspective 
actually results in an advantage in capital allocation 
(and perhaps some other ways too) because the 
consequences of capital allocation decisions tend 
to play out over several years. 

It also enables you to be patient when appropriate, 
for example when there is an opportunity to earn 
a good return on developing a new self-storage 
facility, which can take a few years from the time 
the land is identified and bought until the facility 
is permitted, built and has reached a stable 
occupancy level.

You mentioned that the company 
owns quite a bit of real estate in 
addition to its core operations. How 
does this factor into your valuation?

The downtown LA real estate accounts for 
approx. 10% of the value. The California Yacht 
Club adds a negligible amount of value on top 
of that. I am valuing the modestly profitable 
LAAC as a going concern, which results in a 
significantly lower value than it would likely have 
if it was sold or developed for a different purpose. 

Management appears very unlikely to adopt a 
different course with respect to the LAAC, which 
is presumably due to sentimental reasons, as 
the Hathaway family has controlled this historic 
property I believe since around the time it was 
founded in 1880. This is one of the only things 
about management’s stewardship of the minority 
unitholders’ investment that seems potentially a 
bit criticizable. 

That being said, the company did sell the Riviera 
Country Club for a supposedly phenomenal 
price to Japanese buyers in the late 1980s, so 
perhaps they will not necessarily hold on to a 
property indefinitely if the price is really good. 
I am valuing the parking facilities based on the 
price received for a similar parking lot located a 
few blocks away that the company sold in 2014.
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assets as well as a small amount of construction 
in progress (at cost) from the market cap of 
$388 million, which equals $324 million. This is 
essentially the implied value of the self-storage 
properties. This is equal to 11.4x the free cash 
flow of the self-storage business over the last 
twelve months (after subtracting interest expense 
and an estimate of normalized maintenance 
capital expenditures -- note the company does 
not pay tax since it is a limited partnership). 

This implies a cap rate of 9.1%, though this 
implied cap rate would be even higher if certain 
corporate expenses were disregarded, as they 
often are in cap rate calculations. It is worth 
noting that the company’s cash flow and earnings 
continue to increase, management’s capital 
allocation track record is good, management is 
generally shareholder-friendly, and I see very little 
risk in this investment. In my opinion, the units 
ought to trade at a significantly higher multiple.

How much do you think the stock 
could be worth on a sum of the parts 
basis?

Based on my research, quality self-storage 
properties like LAACO’s change hands at cap 
rates between 5% and 6% these days. Low-
quality properties go for 6% to 7%. Based other 
real estate transactions in downtown LA, it is

clear that the downtown LA assets would also 
be worth significantly more than their going 
concern value if they were sold. 

Based on a cap rate of 5.5% for the self-storage 
properties and an estimated sale price for the 
other assets, I estimate the units would be worth 
$3,850 -- 67% above the current market price of 
$2,300. However, if certain corporate expenses 
are excluded from the net operating income 
used in the cap rate valuation, the value would 
be even higher than this.

What’s your bull case for the stock? 

I think the best case scenario is a sale of the 
company to a third party, which I think would result 
in upside of approx. 67%, as explained before. A 
management-led buy-out would perhaps take place 
at a somewhat lower price, since management 
would be incentivized to buy it at as low a price as 
possible. Finally, the market price would most likely 
be boosted significantly if the company leveraged 
up the balance sheet, sold or spun off the non-self-
storage assets and/or converted to a REIT to get 
on more investors’ radar. 

However, management does not appear to be 
interested in any of these options, so I think the 
probability that any of these developments occur
in any given year is very low. I would say the main

Stock Information June 14, 2019  |  LLACZ Data Source: Morningstar
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reason for owning the units is to earn a good 
return over the long run while taking very little 
risk. The intrinsic value per unit should continue 
to grow due to some continued expansion, 
dividends (the current dividend yield is 4% 
and I would not be surprised if the dividend is 
increased) as well as unit repurchases. 

“I estimate that if you buy the units 
at the current price of $2,300 and 

hold them forever, you should earn 
somewhere around 11% per annum.”

I estimate that if you buy the units at the current 
price of $2,300 and hold them forever, you 
should earn somewhere around 11% per annum. 
However, if the trading multiple increases at 
some point or one of the previously mentioned 
market value-enhancing actions, such as a sale 
of the company, occurs, your annualized return 
should be higher. While this is a decent return, 
it isn’t amazing. However, I think the risk is very, 
very low for a long-term investor in the company. 
In today’s expensive stock and bond market, I 
think a very low-risk investment with an 11%+ 
expected annual return is pretty good.

What about the potential downside? 
What could go wrong, and how much 
would this cost shareholders?

I think the likelihood of a poor outcome is very 
low for long-term investors in the company. 
Self-storage properties typically have very low 
break-even occupancy rates, the business seems 
to be well run, earnings and cash flow are very 
stable, and the balance sheet is very strong. 
Management’s track record of allocating capital is 
very good, they haven’t made risky or unrelated 
acquisitions, and they have historically returned 
excess cash in the form of very large special 
dividends. However, of course there are always 
tail risks and unknown unknowns. And you never 
know if people stop using self-storage services

one day, although there are no indications at 
all that they will -- but even then the properties 
should have some value for alternative use.

What’s your time frame for the thesis 
to play out?

This is for the most patient investors. Since 
there are no catalysts, you should be prepared 
to potentially hold the units for many years.
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RETURNS The performance of stocks profiled in previous issues of Hidden Value Stocks. Positions are opened on the day each issue is published. 
A 25% trailing stop is used and a limit of 100% to take profits. Prices as of June 16, 2019.

ED Fund Ticker Company Name Open Price Date Pitched Date Closed Dividends Curr. Price (1)(2) Total profit Total Return Annualized Return Outcome

1 Foundary Capital VISI Volt Information Sciences, Inc. $7.60 1/28/16 3/4/17 - $6.50 $6.50 -14.47% -13.26% 25% Trailing Stop
MRVC MRV Communications, Inc. $11.21 1/28/16 7/1/17 - $10.00 $10.00 -10.79% -7.70% Buyout @ $10 per share on 02 July "017

2 Stanphyl Capital

NASDAQ:MGCD MGC Diagnostics Corporation $5.94 3/28/2016 11/27/2017 $0.70 $11.03 $11.73 97.47% 50.35% Buyout @ $11.03 per share in Nov 27 2017
NASDAQ:LTRX Lantronix Inc $0.90 3/28/2016 1/27/2017 - $2.15 $2.15 138.89% 183.53% 100% Limit
NASDAQ:ELON Echelon $5.77 3/28/2016 9/14/2018 - $8.50 $8.50 47.31% 17.01% Buyout @ $8.50 per share, Sept 14 2018
NASDAQ:BWEN Broadwind Energy Inc. $2.87 3/28/2016 2/3/2017 - $5.80 $5.80 102.09% 127.75% 100% Limit

3 S&C Messina NYSE:PRA ProAssurance Corporation $51.47 06/21/16 02/19/18 $2.17 $50.00 $52.17 1.36% 0.81% 25% Trailing Stop

4 Hazelton Capital
NASDAQ:CUI CUI Global Inc $5.99 09/23/16 03/10/17 - $5.25 $5.25 -12.35% - 25% Trailing Stop
NYSE:CPS Cooper-Standard Holdings Inc $106.03 09/23/16 10/01/18 - $108.50 $108.50 2.33% - 25% Trailing Stop

5 Boyles Capital LON:SYS1 System1 Group PLC 500 10/07/16 05/07/17 11.00 1,020.00 1,031.00 106.20% 247.62% Hit Profit Target
ATH:PLAT Thrace Plastics Holding and Commercial €1.69 10/07/16 11/19/17 - €2.40 €2.40 42.01% 36.86% 25% Trailing Stop

6
Livermore CVE:JSE Jadestone Energy Inc $0.50 12/21/16 --- - $0.96 - 92.00% - Still Open

BlueTower
NASDAQ:NICK Nicholas Financial, Inc. $11.10 12/21/16 5/18/17 - $8.30 $8.30 -25.23% -51.17% 25% Trailing Stop
NASDAQ:EZPW EZCORP Inc $10.65 12/21/16 6/29/18 - $12.00 $12.00 12.68% 8.17% 25% Trailing Stop

7
Arquitos Capital

NASDAQ:MMAC MMA Capital Holdings Inc $21.45 03/15/17 --- 0.00 $34.77 - 62.10% - Still Open
STCN Steel Connect Inc $1.87 03/15/17 04/06/18 - $2.00 $2.00 6.95% 6.54% 25% Trailing Stop

Alluvial Capital
ASX:CZZ Capilano Honey Ltd $14.58 03/15/17 12/11/18 0.57 $20.92 $21.49 47.39% 23.02% Takeover, 12 August 2018
TSE:CRH CRH Medical Corp $11.33 03/15/17 04/18/17 - $8.50 $8.50 -24.98% -95.43% 25% Trailing Stop

8
Verdad TYO: 4028 ISHIHARA SANGYO KAISHA, LTD. ¥1,050 06/15/17 11/17/17 0 ¥2,135 ¥2,135 103.33% 431.84% Hit Profit Target

TYO: 9994 Yamaya Corporation ¥1,620 06/15/17 12/17/17 20 $3,415.00 $3,435.00 112.04% 335.51% Hit Profit Target

GrizzlyRock
XAN Exantas Capital Corp $9.95 06/15/17 -- 0.675 $11.17 - 19.05% - Still Open
VPG Vishay Precision Group Inc $17.45 06/15/17 06/15/18 - $38.50 $38.50 120.63% 120.63% Hit Profit Target

9
Logos LP AAON AAON, Inc. $34.85 09/29/17 -- 0.61 $48.14 - 39.89% - Still Open

LXFT Luxoft Holding, Inc. $47.80 09/29/17 03/12/2018 - $43.80 $43.80 -8.37% -17.68% 25% Trailing Stop

Dane Capital
DSKE Daseke Inc $13.05 09/29/17 02/12/2018 - $10.70 $10.70 -18.01% -41.31% 25% Trailing Stop
MX Magnachip Semiconductor Corp $11.31 09/29/17 12/18/2017 - $9.75 $9.75 -13.79% -49.19% 25% Trailing Stop

10
Hayden Capital ZO1:GR zooplus AG €151.90 12/22/17 07/15/2018 - €144.00 €144.00 -5.20% -9.07% 25% Trailing Stop

CACC Credit Acceptance Corp. $325.00 12/22/17 -- - $486.59 - 49.72% - Still Open

Avenir Capital
HKG:0100 Clear Media Ltd $8.20 12/22/17 2/25/2018 - $6.15 $6.15 -25.00% -80.12% 25% Trailing Stop
BBX BBX Capital Corp Class A $7.90 12/22/17 8/20/2018 0.04 $7.50 $7.54 -4.56% -7.57% 25% Trailing Stop

11
Old West Investment Mgmt ZDGE Zedge Inc $3.11 3/30/2018 7/17/2018 $0.00 $3.22 $3.22 3.54% 12.34% 25% Trailing Stop

CRR CARBO Ceramics Inc. $7.00 3/30/2018 6/4/2018 $0.00 $9.00 $9.00 28.57% 301.42% 25% Trailing Stop

Songbird Asset Management
OXM Oxford Industries Inc $72.71 3/30/2018 12/05/2018 $0.68 $71.20 $71.88 -1.14% -3.02% 25% Trailing Stop
GNTX Gentex Corporation $22.73 3/30/2018 --- $0.55 $23.51 - 5.85% - Still Open

12

Liberty Park Capital NNBR NN, Inc. $18.35 6/30/2018 10/4/2018 $0.07 $13.80 $13.87 -24.41% -66.16% 25% Trailing Stop
NATI National Instruments Corp $42.74 6/30/2018 -- 0.96 $39.89 - -4.42% - Still Open

Left Brain Capital TTD Trade Desk Inc $94.20 6/30/2018 2/22/2019 - $197.70 $197.70 109.87% 213.21% Hit Profit Target

Choice Equities
BXC BlueLinx Holdings Inc. $39.32 6/30/2018 10/1/2018 - $29.49 $29.49 -25.00% -67.67% 25% Trailing Stop
DS Drive Shack Inc $7.75 6/30/2018 8/12/2018 - $5.81 $5.81 -25.03% -91.33% 25% Trailing Stop

13

Global Quality Edge Fund ITRN ITURAN LOCATION $34.40 9/28/2018 -- 0.23 $31.55 - -7.62% - Still Open
STRACO CORPORATION 0.73 9/28/2018 -- 0.025 0.74 - 4.79% - Still Open

Papyrus Capital MLP Maui Land & Pineapple Co. $12.80 9/28/2018 -- - $9.86 - -22.97% - Still Open

Bonhoeffer Capital 30200 KT CORPORATION ₩31,150 9/28/2018 -- - ₩28,350 - -8.99% - Still Open
BZU BUZZI UNICEM CORPORATION €18.30 9/28/2018 -- €0.13 €17.70 - -2.60% - Still Open

14
McIntyre Partnerships GTX Garrett Motion Inc $12.30 12/28/2018 5/24/2019 - $16.90 $16.90 37.40% 120.09% 25% Trailing Stop

SMTA Spirit MTA REIT $7.22 12/28/2018 -- 0.66 $8.61 9.27 28.39% - Still Open

Saga Partners TRUP Trupanion Inc $25.14 12/28/2018 --- - $34.14 - 35.80% - Still Open
LGIH LGI HOMES $46.29 12/28/2018 --- - $73.10 - 57.92% - Still Open

15
Gate City Capital AXR AMREP Corporation $5.75 3/29/2019 -- - $5.19 - -9.74% - Still Open

PICO Pico Holdings Inc $9.90 3/29/2019 -- - $11.14 - 12.53% - Still Open

Breach Inlet Capital REPH Recro Pharma Inc $5.86 3/29/2019 -- - $9.08 - 54.95% - Still Open
IESC IES Holdings Inc $17.77 3/29/2019 -- - $18.34 - 3.21% - Still Open
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Terms of use 

Use of this newsletter and its content is governed by the 
Terms Of Service described in detail at 
https://hiddenvaluestocks.com/terms-of-service/. 

Disclaimer

Any reference obtained from the documents posted on this containing 
references to products, process, or service does not constitute or imply 
an endorsement by Hidden Value Stocks, Inc. or its officers, directors or 
agents of the product, process, or service, or its producer or provider. 
The views and opinions expressed in this document do not necessarily 
state or reflect those of Hidden Value Stocks, Inc.

There are no warranties, expressed or implied, as to the accuracy, 
completeness, or results obtained from any information set forth in this 
newsletter. Hidden Value Stocks, Inc. will not be liable to you or anyone 
else for any loss or injury resulting directly or indirectly from the use of 
the information contained in this newsletter, caused in whole or in part by 
its negligence in compiling, interpreting, reporting or delivering the content 
in this newsletter.

Compensation

Hidden Value Stocks, Inc. receives compensation in connection with 
the publication of this newsletter only in the form of subscription fees 
charged to subscribers and reproduction or redissemination fees 
charged to subscribers or others interested in the newsletter content.

Hidden Value Stocks
DISCLAIMER
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