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CHOICE EQUITIES:  INTRODUCTION

It’s been three years since we last spoke, 
and a lot has changed since then. As such, 
have you made any significant changes to 
your strategy as a result? 

Not really. We run a long-biased, concentrated 
portfolio, primarily focused on small to mid-
cap US equities where we can find meaningful 
return opportunities through value-added 
primary research. I think our approach is a 
proven one that can work over the medium 
and long term in nearly all market cycles. So 
really, it’s all about execution, which for us, 
is primarily about picking good stocks. That 
said, I would say there were a few points in the 
last year when we administered our approach 
perhaps a bit faster than we typically have in 
the past, but really, that had more to do with 
a rapidly changing environment than with 
any meaningful changes to our investment 
approach.

In 2018 you noted Choice used “four 
critical success factors we call the Four 
M’s: Moat, Management, Money Flows & 
More Reinvestment Opportunities.” Have 
the developments of the past few years led 
to any changes to this approach?

No. I still think the 4 Ms moniker that describes 
our evaluation criteria is a bit hokey, but I 
still think it’s important to remember what’s 
important. So as a framework for evaluating 
companies, it continues to be really useful in 

MITCHELL SCOTT, CFA

Choice Equities
Choice Equities Fund (CEF) is an 
investment partnership that seeks to 
generate market-beating returns over 
any rolling multi-year investment period 
while minimizing the risk of permanent 
impairment of capital. The fund invests 
through a concentrated, long-bias portfolio 
which typically consists of 10 – 15 equity 
longs, frequently of the small-cap variety. 

Choice Equities approaches equities 
investing like an opportunistic 
businessperson and seeks investments 
offering the potential to double or better 
over a three-year time horizon. Launched 
as an independent and standalone 
investment management firm in January 
2017, CEF has compounded capital 
at 32% per year on a net basis since 
inception.
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helping to keep the focus on what matters 
in our efforts to identify businesses that are 
poised for success. 

Choice substantially outperformed 
the market last year. Can you talk a bit 
about the factors that you believe helped 
contribute to this performance?

Well, we participated in the decline in the first 
quarter, and lost just a little bit less than the 
Russell 2000. So that performance was fairly 
consistent with how I would have expected 
our portfolio to perform in a sudden and 
violent down market. As things moved into 
April and a bit more clarity emerged, we were 
able to assess the likely winners and losers 
with a bit more confidence. From there, with a 
number of compelling values to choose from, 
we were able to home in on several stocks 
where I had the highest conviction. 

Ultimately, we went with a bit of a barbell 

approach, and focused on two buckets of 
stocks which I described as Cheap Value 
Stocks and Digital Advertising Beneficiaries. 
Cheap value stocks included positions like At 
Home (HOME), Bluelinx Holdings (BXC), Citi 
Trends (CTRN) and Hooker Furniture (HOFT) 
while our digital advertising beneficiaries 
included positions like Magnite (MGNI), 
Digital Turbine (APPS) and Pinterest (PINS). 
Ultimately, many of these turned into multi-
baggers for us.

At Home Group Inc. has been one of your 
most prominent winners of the past 12-18 
months. What made you decide to buy this 
stock?

It checked all our boxes from a prospective 
return and company quality standpoint. And 
it also embodied a number of elements that 
seem to show up in a lot of our holdings. At 
the time, I thought it was misunderstood, and 
certainly underappreciated. 

Stock Information  |  HOME
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Like some other store-based retailers, it had 
been caught up in the retail apocalypse trade. 

There were many things that were working 
against this company, but most of them 
were temporary. To name a few: tariffs were 
negatively impacting gross margin and 
causing havoc in international supply chains; 
softness in furniture sales followed softness 
in existing home sales; the balance sheet 
carried some leverage as a result of their 
PE ownership legacy; and lastly, company 
financials did not present a great deal of 
headline free cash flow as the company was 
busy reinvesting in growing its store base. 

All these elements combined to derail what 
had to that point been an impressive earnings 
growth story. For a brick-and-mortar retailer 
in a tough retail environment, sentiment was 
quick to turn. Shares ultimately fell some 
90%+ over a multiyear period.  But even 
though their growth had slowed, my view 
was it had less to do with lasting company-
specific issues and more to do with temporary 
softness in the furniture category in general. 
At Home was still outperforming the category 
and taking share which indicated their unique 
model still worked. 

How does the business meet your 4 Ms?

Moat – Retailers generally compete on 
four factors: price, quality, selection and 
convenience. I believe At Home has been 
most suited to win on two of these: price 
and selection. That said, with the recent 
implementation of BOPIS and various delivery 
alternatives, it’s worth noting the company has 
recently made meaningful strides in their ability 
to win on convenience. 

The model is built around a large store 
format that averages ~110,000 square feet 
and enables the company to offer a large 
breadth of products of ~50,000 SKUs per 

box. At Home sources products directly, with 
~70% of their products being private label or 
unbranded and designed specifically for the 
company. This unique sourcing model allows 
them to target a value conscious shopper 
while being very competitive on pricing. 

Accordingly, their products are typically 
cheaper than Wayfair, Amazon, Target and 
Walmart. The large boxes have a bit of a 
warehouse feel and support a self-serve 
treasure hunt dynamic. They are typically 
in B/B+ grade real estate locations and not 
too labor intensive which further supports 
the company’s ability to deliver desirable 
items at competitive prices.  Altogether, the 
combination of their unique sourcing methods 
alongside their large box format enables them 
to win as one of the lowest cost providers of a 
large assortment of furniture products today.  

Management – Lee Bird has been CEO since 
2011 when he was appointed as such by the 
two private equity firms that had just bought 
the company. One of his major initiatives 
was to rebrand the company under the At 
Home brand which occurred in 2015. Shortly 
thereafter in 2016, the company came public 
at $15 a share. An interesting footnote here is 

The average store now does 
~$9M+ in revenue, but the 
company has a number of more 
mature stores that do ~$11M+ 
suggesting greater potential for 
natural expansion over time. 
Even so, new openings scale 
quickly with strong payback 
schedules, often reaching ~$5M 
on a run rate basis within a 
year.
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he had always been interested in this concept 
and in fact had actually tried to buy it a few 
years prior. 

Money flows – As a store-based retailer, it can 
be relatively straightforward to model potential 
scenarios based on likely average unit 
volumes. For more mature stores, comps will 
likely grow at inflation-plus aided by initiatives 
like BOPIS, delivery through third parties 
and growing loyalty programs. The average 
store now does ~$9M+ in revenue, but the 
company has a number of more mature stores 
that do ~$11M+ suggesting greater potential 
for natural expansion over time. Even so, new 
openings scale quickly with strong payback 
schedules, often reaching ~$5M on a run rate 
basis within a year.

More reinvestment opportunities - Since 
coming public, the company has steadfastly 
stated a store base opportunity of 600 stores. 
There is a lot of white space remaining across 
the US, as their greatest concentration 
of stores are in the south and southeast, 
leaving large metropolitan areas like California 
and parts of the northeast with a minimal 
presence. 

Recently, they have been rolling out BOPIS 
initiatives, as well as delivery with third party 
partners, which has likely grown store revenue 
potential. And they’ve also had great traction 
with their “Insider Perks” loyalty program. 

The company recently received a takeover 
offer. Do you think the offer represents 
good value for investors?

Events of this past year look to have only 
enhanced their competitive position. A 
number of peers like JC Penney and Pier One 
have exited. And they’ve won a lot of new 
customers in this environment, which they’ve 
capitalized on by converting them into their 
loyalty program. 

They have made strong progress in their 
omni-channel initiatives, with BOPIS and 
delivery, and I think many are coming around 
to the value of having a physical presence, 
particularly in a category like furniture where 
customers like to touch the product and 
returns can be expensive. 

Even Wayfair is now talking about adding 
stores as its model evolves. The balance sheet 
is now clean. And perhaps most important, 
the concept is still in its relative infancy 
with 220 stores versus its 600-store target. 
Looking out five years, it is not difficult at all to 
see $6+ of EPS power with still attractive new 
store growth opportunities remaining. All in all, 
under these considerations, it looks like H&M 
has gotten the better part of the deal here.

One stock you highlighted last time we 
spoke was BlueLinx Holdings Inc. You said 
this company was an excellent example of 
your process in action. Has the business 
performed to your expectations over the 
past three years, and do you still own the 
stock?

It has been a successful investment, 
though we recently exited the position as a 
consequence of that. And it was a bumpy 
one, to say the least. They had just done what 
looked like a fantastic and highly accretive 
deal acquiring peer Cedar Creek when we 
last spoke. Shortly thereafter, they had some 
pretty serious missteps in integrating such a 
large acquisition successfully. Some revenue 
dyssynergies emerged. They lost a contract 
with a supplier while playing hardball over 
terms of purchase. And then their end markets 
softened at the same time. 

But hats off to now recently retired CEO Mitch 
Lewis and the team there. They redoubled 
their integration efforts, backfilled their lost 
supplier with a competing product line and 
recouped most of the revenue disynergies that 

CHOICE EQUITIES: INTRODUCTION
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resulted from the merger. For a time there in 
the winter of 2019/2020, I felt like I was pretty 
much following Mitch all over the country, 
doing channel checks and trying to discern if 
the integration was back on track. Ultimately, it 
was, and they got over the initial setbacks with 
the integration. 

Once the homebuilding market began to take 
off after the initial COVID pause, they were in 
a great position to capitalize on a tightening 
supply chain. They executed exceptionally well 
in a really tight and supply-constrained market 
and produced several consecutive quarters 
that were the best in company history. 

Another stock that you highlighted when 
we last spoke was Reed’s Inc. At the time, 
you were excited about the firm’s transition 
to an asset-light business model, cash 
flows, and growth potential following a 
restructuring. After initially performing as 
expected, the stock has since slumped in 
value. What went wrong, and do you still 
believe in the business?

Well, it’s been said that experience is what you 
get when you didn’t get what you wanted. 

So, if that’s the case – and it is – then we’ll 
chalk that one up to experience. I believe our 
thesis was sound. They had the appropriate 
plan. And I still actually like the business, 
which is now performing more in-line with 
our original expectations.  But the prior 
management team, themselves a new 
management team, suffered from some 
missteps along the way in their transition to 
the asset light model. They spent a lot on 
marketing and picked up a lot of orders and 
got some big distribution wins as a result. 
But then they couldn’t get the product there 
on time because of issues with their new 
copacker partners, while their redundant in-
house manufacturing operation had issues 
of its own. The orders went unfilled, the 

CHOICE EQUITIES: INTRODUCTION

marketing spend had gone to waste, and they 
again had to go back to their customers and 
explain the entire situation. 

Looking back, there was still more operational 
risk remaining in the transition away from 
their own in-house manufacturing than I had 
considered, as I thought there were a number 
of indications that suggested they had gotten 
on the other side of the changeover. It was 
frustrating not to achieve a better outcome on 
the investment, but occasionally getting things 
wrong in this business is part of the deal. In 
my mind, as an investor, the sooner you get 
comfortable with that, the better off you are. 
We’ve moved on. 
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STOCK IDEA ONE

SELECT INTERIOR CONCEPTS, INC. (SIC)

CHOICE EQUITIES

How did this company first arrive on your 
radar? 

I used to cover exclusively distribution 
companies for five years before I started 
Choice Equities, so like a lot of distributors, 
I’ve been tracking this one for a while. 
There’s a reason for that aside from my 
general interest and understanding of these 
businesses, as I actually used to have a slide 
about this before, which was something to the 
tune of “buy them while they’re young.” 

The general premise is, if you go back and 
study the successful distribution companies 
that had strong total shareholder return 
records, there are a lot of similarities. Like 
many companies, they often put up their best 
total returns in their early years. But there are 
a few patterns that emerge that have their 
own nuances. Part of this is from the fact 
that they often debut in the public markets 
at fairly reasonable valuations. Typically, 
these valuations are mostly built around the 
perception of the company’s organic growth 
prospects. 

But for a lot of distributors, certainly not all 
of them, but for a lot of them, acquisitions 
can be very accretive. And if bolt-on deals 
are in fact accretive, then these companies 
can capture market share gains at rates 
meaningfully above their end market’s growth 
rate. Then, after a couple of years of this, 
distributor xyz might be positioned to emerge 
the likely winner of their targeted market 
niche.  Meanwhile, partly aided by these 
acquisitions, revenues and cash flows have 
often expanded meaningfully beyond initial 
expectations, and investors come to reward 
this leadership status and continued bolt-on 
growth opportunity with higher multiples. 

Early investors can benefit doubly from these 
dynamics. 

The caveat, of course, as with everything, 
is that this isn’t the case all the time. But 
there’s a distinct pattern here to be observed. 
Also, by the same token, it’s probably worth 
mentioning Amazon and general price 
transparency have derailed these dynamics 
for a lot of these players. But for a lot of the 
building products distributors where big bulky 
products tend to leave Amazon disinterested 
in entering these markets, these dynamics still 
exist. 

Companies like Watsco, PoolCorp, SiteOne 
and even more cyclical players like Installed 
Building Products and TopBuild all started out 
this way.

In this particular case, SIC’s route to 
becoming a public company, which was a 
little unorthodox, I thought likely presented an 
opportunity to capitalize on these dynamics 
in an overlooked and undiscovered equity. 
It’s not been entirely smooth sailing for the 
company in their first three years being public, 
but after recent events, the outlook and 
potential to capitalize on the above referenced 
dynamics look as likely as ever. 

The company recently sold its RDS 
business to Interior Logics Group. How has 
this changed your view of the firm? 

SIC came public via direct listing in 2018, just 
when housing was entering a mini recession. 

Their geographic mix, which at one point saw 
80% of RDS sales coming from California, 
was ill-suited for the times considering that 
the state’s housing market was going deeply 
negative as it digested the negative impact 
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But new management has 
made impressive strides since 
taking over a little more than 
a year ago. This past May, 
the company announced a 
deal to sell its RDS business 
to Interior Logics Group. This 
segment was about half of 
company EBITDA, and sold at 
~11x EBITDA, versus the entire 
companies’ then ~7x trading 
multiple. This transaction 
delevers the balance sheet so 
the remaining business is now 
in a net cash position.

of SALT taxes there. So, for much of the 
company’s public life, company fundamentals 
would underperform national housing market 
metrics and frustrate shareholders. There 
was a distracting activist campaign, which 
was subsequently abandoned. And then the 
pandemic. 

But new management has made impressive 
strides since taking over a little more than 
a year ago. This past May, the company 
announced a deal to sell its RDS business 
to Interior Logics Group. This segment was 
about half of company EBITDA, and sold at 
~11x EBITDA, versus the entire companies’ 
then ~7x trading multiple. This transaction 
delevers the balance sheet so the remaining 
business is now in a net cash position. It’s 
a particularly good outcome, especially 
considering that if anything, I had higher 
hopes for the ASG segment as I have always 
considered it the better business. 

STOCK IDEA ONE  | CHOICE EQUITIES
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Let’s dive into your four critical success 
factors for the remaining business. How 
does the company score on:

Moat: What is the moat?

I have always thought competitive dynamics 
for most distributors can best be evaluated 
through the hourglass industry structure 
analogy. The preferred situation for the 
distributor is that of the classic many-
to-many hourglass structure where the 
distributor serves a large and fragmented 
base of customers with products from a 
large and fragmented base of suppliers. 
Scale is important, but relative scale is more 
important, as the greater the distributor’s size 
relative to its hourglass ends puts it in a more 
advantageous position. 

These are often the primary considerations 
that determine their competitive position, 
but of course the nature of the products and 
dynamics around their delivery have some 
influence too. 

So, for SIC, even though the ASG segment 
itself is no giant with just over $200M in sales, 
it’s still the largest pure play distributor in the 
marketplace. And it’s not in a situation where 
either of its customers or suppliers have 
dominant market positions. Also, stone slabs 
are notoriously bulky and heavy, and imported 
from various locations overseas. All these 
things mean these products can be difficult to 
source, especially for smaller players. 

This business is higher margin, lower capex 
and generates higher returns. Additionally, it 
offers exclusive lines in engineered stone and 
granite products that offer a good opportunity 
for the company to expand their gross 
margins. It also has a much heavier repair / 
remodel mix, which is a bit over 50% of sales, 
which makes it a more consistent grower. 
There are no dominant customers to speak of 

and their supply base is fairly fragmented too. 
So, on a relative basis, these dynamics auger 
well giving it relative scale advantages versus 
smaller independent players. 

Do you see the moat expanding? 

I think it’s likely. Most distributors benefit from 
natural economies of scale. As they grow, their 
advantages in purchasing expand, and they 
can pass along a portion of these savings 
to their customers and then win further new 
customers. Beyond that, as the companies 
get bigger, they fill in their network and get 
better route densities and generally become 
more profitable and more efficient with added 
scale. So, the seeds for a virtuous cycle 
are certainly there. It’s certainly not a rule 
all companies will benefit this way, but it’s a 
pattern that shows up time and again in well 
run distribution companies. 

What risks are there to the moat?

You always want to keep an eye on both 
supplier power and customer power. The 
larger either of those entities becomes, 
the less influence the distributor will have. 
And sometimes the customers may look to 
circumvent the distributor or disintermediate 
them. But in this case, due to the nature of the 
products and difficulty in sourcing supply at 
scale, it seems unlikely, at least for most of the 
participants in this value chain who are often 
smaller and a bit capital constrained. 

Management: Who’s in control? 

Brett Wyard became chairman in April 2020.  
Shortly thereafter, they appointed Bill Varner 
the new CEO in June 2020. 

I like his experience. He has worked at a 
number of building products companies 
and has gotten good marks in our checks 
for operational acumen. Perhaps the best 
example of this comes when he took United 

STOCK IDEA ONE  | CHOICE EQUITIES

SELECT INTERIOR CONCEPTS, INC. (SIC)
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Subcontractors from -$20M of EBITDA to 
$50M in six years before selling it to Topbuild. I 
think it’s also encouraging that he really seems 
to get capital allocation. Though it’s early, the 
sale of RDS is certainly encouraging. And all 
indications are that they will devote these new 
resources towards driving market share gains 
in the ASG business. 

How is Varner and his team incentivized to 
achieve results for shareholders? 

He was granted 1M shares between 
Restricted Stock Units and Performance 
Stock Units when he accepted the position, so 
he’s aligned with shareholders. It’s also worth 
noting he has made a couple impressive hires 
since he has been on board, one of whom, 
Patrick Dussinger, is now President of ASG. 
Dussinger also worked with Varner at USI, 
which is normally a great sign when you 
see somebody follow a prior boss to a new 
company. He clearly had other opportunities, 
so it’s a nice vote of confidence that he also 
sees a big opportunity here.  

Money Flows: Where are the reinvestment 
opportunities? 

As discussed above, they’re the largest pure 

play distributor in a fragmented industry, so 
accretive acquisitions certainly make sense. 
There are also fill-in greenfields opportunities 
available, particularly in what they have 
referred to as the geographic smile of the US, 
the states in the Sun Belt where they have 
a lot of room for growth. These can be high 
return opportunities as well. Normally, it costs 
about $1M in capex to start one, and another 
~$1.5M to fund working capital. Typically, 
they get to EBITDA breakeven or better within 
a year and can scale to company average 
revenues near ~$10M in three- or four-years’ 
time. In addition to geographic expansion, 
they are also expanding their product lines, 
with successful lines like MetroQuartz and 
PentalQuartz which feature engineered 
products with a similar look to their authentic 
offerings. And finally, they’re broadening out 
their customer base by selling into new home 
builders which they have not done previously. 

How is the company funding growth? 

The ASG segment is nicely cash generative. 
It has low capex requirements, does a mid-
teens level EBITDA margin and converts the 
majority of that EBITDA into free cash flow. 
They now have an under-levered balance 
sheet, with something on the order of $30M in 
cash on the books. As a hypothetical exercise 
of arithmetic, if they can acquire smaller 
companies around ~5-6x EBITDA, they could 
potentially add as much as $20M of EBITDA 
to this year’s run rate of ~$31M by putting two 
turns of leverage on the company, a level of 
gearing a business with these characteristics 
could comfortably support. 

What are the risks associated with this 
strategy? 

As with any acquisitions, purchase prices 
need to remain reasonable, and there is 
no substitute for real due diligence in the 
acquisition process. Greenfields have their 

STOCK IDEA ONE  | CHOICE EQUITIES
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He has worked at a number 
of building products 
companies and has gotten 
good marks in our checks for 
operational acumen. Perhaps 
the best example of this 
comes when he took United 
Subcontractors from -$20M of 
EBITDA to $50M in six years 
before selling it to Topbuild.
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own risks as well, as it can be difficult to find 
quality people who can start and manage a 
branch in sufficient quantities. 

What’s the current valuation and your 
outlook for growth over the next few years 
based on the above? 

Around $10 today, the company is trading at 
~7x 2021 EBITDA, after accounting for the 
completion of the sale of the RDS business. 
On organic growth alone, the company 
could generate mid to high single digit 
topline growth over the coming years. Gross 
margin expansion is potential if not likely as 
well. Factoring in unannounced acquisitions 
is obviously a bit tricky, as their timing can 
be difficult to predict. But if they are able 
to complement their organic growth with 
smart bolt-on acquisitions, they could double 
EBITDA or better in the next couple years.

Finally, what’s your downside scenario if 
the firm does not grow as expected?

M&A activity from private equity players in the 
building product space continues to be quite 
robust. Similarly, an exit to a larger strategic 
acquirer could be a possibility as well. And it 
would fit with the fact pattern from Varner’s 
prior time at USI, where he got the company 
to a critical scale, and then realized gains for 
his shareholders with a sale to TopBuild for 
~$500M. 

Around $10 today, the 
company is trading at 
~7x 2021 EBITDA, after 
accounting for the completion 
of the sale of the RDS 
business. On organic growth 
alone, the company could 
generate mid to high single 
digit topline growth over the 
coming years.
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When did you decide this company met 
your investment criteria? 

I had taken a brief look in the fall of 2019 when 
a new management team had come on board. 
The new CEO seemed to be a good fit on 
paper. It looked intriguing, so I began tracking 
it. Then Covid hit, which obviously was tough 
on everybody, including Farmer Brothers, who 
saw volumes fall off some 70% for a time. 
Finally, this spring once we had a little more 
confidence around the general trajectory of 
the country, we started sharpening our pencils 
a bit more. 

The setup here is interesting and reminds me 
so much of a prior successful investment in 
Lawson Products, it’s almost eerie. It certainly 
has a fact pattern you see from time to time 
in old small cap companies where family-
owned companies can sometimes suffer 
from self-inflicted wounds. In this case, both 
Farmer Brothers and Lawson Products were 
multi-generational family-owned companies. 
Both had recently fallen on hard times, 

STOCK IDEA TWO

FARMER BROS. CO. (FARM)

Farmer Brothers is a 
national coffee roaster, 
wholesaler and distributor 
of coffee, tea and culinary 
products. Of the regional 
and national independent 
players, Farmer’s and S&D 
are the two largest players 
in specialty coffee, with 
Farmers being slightly 
larger on a revenue basis.

despite multiple decades of prior prosperity. 
Oddly enough, at each company, the former 
management teams had both: relocated 
company headquarters, moved existing 
distribution centers into upgraded facilities, 
and just did an acquisition – all pretty much 
within the same quarter. 

Clearly, some companies can do all this at the 
same time successfully. But it’s not advisable. 
Finally, one last odd similarity, in both cases, 
I’m fairly certain we were buying the stock in 
the open market from third generation family 
members who were throwing in the towel. As 
in the case with Lawson Products, it’s pretty 
amazing how much better these businesses 
can look when in the hands of a talented 
operator. There’s a lot of reason to suggest 
our investment in Farmer Brothers could play 
out similarly. 

Let’s dive into your four critical success 
factors. How does the company score on:

Moat: What is the moat?

Farmer Brothers is a national coffee roaster, 
wholesaler and distributor of coffee, tea and 
culinary products. Of the regional and national 
independent players, Farmer’s and S&D are 
the two largest players in specialty coffee, 
with Farmers being slightly larger on a revenue 
basis. They consider their roasting and 
blending methods essential to the flavor and 
richness of their coffees as key differentiators. 
Additionally, their broad reach and strong 
customer service are major factors that further 
set them apart. 

Do you see the moat expanding? 

The potential is there as they’ve got a pretty 
sticky base of customers who appreciate 

CHOICE EQUITIES
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FARMER BROS. CO. (FARM)

them, as indicated by their 100-year-old 
history. But they do have some wood to chop 
first. 

Management is pursuing a fix, optimize and 
grow strategy. It looks like they are moving 
on from the fix-it stage and have turned the 
corner to the optimize phase. Long story 
short, this company has effectively been 
trying to complete the migration out of their 
old, unionized plant in Houston and into the 
new one in Northlake for nearly five years. It’s 
not been a smooth process. But they finally 
made the final steps in this transition this past 
January and are fully moved into the new 
facility. 

What risks are there to the moat?

Occasionally, some of their customers use 
third-party distribution or self-distribute, so 
these are things to monitor. And they are 
reliant on their reps who handle the actual 

delivery of the coffee, so maintaining a labor 
force of competent reps is critical too. 

Management: Who’s in control? 

Christopher Mottern, former CEO of Peet’s 
Coffees and Teas, is now Chairman of the 
Board, after a brief interim stint as CEO in 
late 2019. Shortly after his interim stint, they 
brought in Deverl Maserang to succeed 
Mottern as CEO in September 2019. 

What do you like about the CEO? 

I like his experience.  He spent most of his 
career focused on running and optimizing 
supply chains, which includes time at Chiquita 
Brands and Pepsico. More recently, he was 
SVP of Global Supply Chain at Starbucks. I 
also like that he has turnaround experience. 
His last role was as CEO of Earthbound Farm 
Organics, where our channel checks indicate 
he did a good job of fixing and then optimizing 
their operations, which paved the way for a 
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subsequent sale of the business. Lastly, I also 
like that the emphasis has shifted on driving 
efficiencies and margins, rather than just 
volumes, which appears to be a mistake of the 
prior management team. 

How long have they been there? 

Deverl Maserang has been there almost 
two years now, originally having joined in 
September 2019.

Is the board aligned with shareholders? 

Mr. Maserang was granted options and stock 
worth $1.5M when he accepted the position, 
so the board has created alignment here. And 
it’s worth noting he just added to his position a 
few weeks ago. 

Money Flows: Where are the reinvestment 
opportunities?

They’re focused on filling the network and 
improving route densities. Clearly, the 
reopening of the economy and small cafes 
where their customers operate will be a helpful 
boost here. 

Looking a little further beyond that they 
have other initiatives in place too. They have 
recently rolled out HighJump software-
enabled handheld devices, which enables 
reps to coordinate customer orders and 
deliveries more effectively. This improved 
forecasting should also enable trucks to better 
match inventory with expected sales and will 
also enable pre-sales. 

The company has not done this before though 
many in the industry do, and our checks 
suggest this alone could drive incremental 
double-digit growth per route. 

Additionally, there’s a lot of room for 
partnerships with upstart brands who need 
distribution, much like the company has just 
done with High Brew, who is well-regarded 

for their cold pressed coffees. The company 
has also introduced new product delivery 
concepts such as warehouse and pop-up 
sales and accelerated roastery direct and 
e-commerce initiatives.

How is the company funding growth? 

The company has historically been self-
funding and generated healthy free cash flow. 

However, shuttered customer doors during 
the pandemic means this has not been the 
case lately. That should change as customers 
reopen. They also took a lot of costs out of 
the business during the downturn. As volumes 
come back, we should get a good look at 
the new profitability profile and potential cash 
flow generation in coming quarters. Another 
thing worth discussing here is the move to 
their new distribution facilities in Northlake. It’s 
much more efficient than their prior facilities, 
so they’ll have lower operating and capital 
expenses going forward. 

Risks to reinvestment? 

There is always competition. But if their 
distributors are doing their job adequately, 
most customers prefer to keep their sources 
of supply rather static and instead focus on 
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Looking beyond that, 
between the new plant, 
the reopening of customer 
doors, the cost take-outs 
and other initiatives that 
can help drive new revenue 
streams, there’s a lot of 
reason to think they can 
surpass their historical 
profitability performance.
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their own operations. 

What’s the current valuation and what’s 
your outlook for growth over the next few 
years based on the above? 

Like a lot of mispriced securities in turnaround 
stages, it doesn’t screen as particularly cheap 
on a trailing basis, but that has a lot to do 
with the lower volumes associated with the 
pandemic. In the medium term over the next 
year or two, the company could approach a 
double-digit EBITDA margin as they have in 
the past. Looking beyond that, between the 
new plant, the reopening of customer doors, 
the cost take-outs and other initiatives that 
can help drive new revenue streams, there’s 
a lot of reason to think they can surpass 
their historical profitability performance. 
Looking out over a couple years, it wouldn’t 
be surprising for this business to have the 
financial characteristics of something like a 
John B. Sanfilippo & Son, with sales a little shy 
of a $1B run rate and a healthy low double-
digit EBITDA margin and strong cash flow 
generation.

Finally, what’s your downside scenario if 
the firm does not grow as expected?

There is some asset protection from the 
facilities. The new Northlake facility alone 
likely cost the company upwards of $100M 
to put together, so there is some downside 
protection there. 

And the company and their brand are a 
strategic asset in the industry that would likely 
be valued by a strategic or financial acquiror. 
Just a few months ago, peer S&D was bought 
at a double digit ebitda multiple, so the space 
remains attractive to prospective buyers.  
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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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