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  I. Intro to The fifth Edition
Welcome to the fifth edition of the Underrated Small-Cap Stocks premium newsletter. Our goal is to 
bring you small- and mid-cap stocks you wouldn’t normally hear about, as they fly under the radar. 
These types of stocks tend to have the most potential to become multi-baggers. This issue brings a fund 
manager from North Carolina who runs a concentrated portfolio  looking for cheap and quality own-
er-operators. We do a heavy deep dive into two micro/small caps the fund manager owns and is bullish 
on. Both of the stocks are really under the radar with no coverage. We hope you enjoy!
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  II. Update From Our prior editions
Since we just sent out our prior edition not much of an update to provide. However, Stanphyl 
is killing it, S&C Messina is strong through H1 (no updates since) and same with Hazelton 
Capital Partners. Hazelton’s two picks CUI and CPS have not moved much and not much 
news either so let us jump right into the new edition!
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   III. Hedge Fund Highlight:  
   Boyles Asset Management
     
     Joseph Koster 
     CONTACT INFO: 

     joe@boylesasset.com     
     (704)-257-8676
     6425 Bannington Road
     Suite A
     Charlotte, NC 28226-1340
     United States

Joseph Koster worked for Chanticleer Holdings, Inc. (CHI) as an analyst from June 2005 until May 
2013.  He served as co-portfolio manager for Chanticleer Advisors, a wholly-owned subsidiary of CHI, 
from January 2007 until May 2013.  Joe also served as co-portfolio manager and chief compliance offi-
cer of another CHI subsidiary, Chanticleer Investment Partners, from December 2011 until May 2013.  
He earned a Bachelor of Science Degree in Business Administration with a concentration in Finance 
from Coastal Carolina University
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   IV. Q&A  
   General questions 

1.       Boyles’ investment process is built around Charlie Munger’s defini-
tion of value investing, what exactly does that mean?

That definition comes from the Charlie Munger quote: “All intelligent investing is value investing—ac-
quiring more that you are paying for. You must value the business in order to value the stock.” I like that 
definition because all too often, people just identify and define value investing as buying stocks trading 
at either low price-to-book or low price-to-earnings multiples. But the goal is really just to buy things 
for less than they are worth. Often that does entail a low multiple that doesn’t deserve to be low, but it 
could also include a higher multiple of book value or current earnings. And frequently low multiples 
deserve to be low, maybe because the business is in an abnormally good environment and over-earning 
what it will make going forward, or maybe because the industry is at risk of becoming more competitive 
in the future. It just depends on the type of business, its future growth and reinvestment prospects, and 
anything else that may be going on under the surface.

Nick via Flickr - Creative Commons — Attribution 2.0 Generic — CC BY 2.0
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2.       Aside from the figures, what do you look for in a prospective invest-
ment, what makes you say, “yes we want that” or “no we don’t”?

We have a strong preference for owner-operators who own a lot of stock compared to what they make in 
salary, with a special focus on owner-operators that either founded the company or that acquired their 
ownership by buying shares in the open market, as opposed to just gaining their ownership through 
stock options or other forms of share grants. While the benefits of having management with high own-
ership as opposed to low ownership are obvious enough, it’s also important to see how that ownership 
was gained for three key reasons. 

The first is that it provides insight into management skill in allocating capital by seeing how they’ve 
invested their own money. 

Secondly, it provides insight into the way management treats shareholders. All too often, management 
teams don’t treat shareholders as being the owners of the business and try to transfer unjust ownership 
to themselves through excessive share grants. While options and other share schemes aren’t necessarily 
a bad thing if structured correctly, companies often go too far, and this is true among companies all 
across the market cap scale, not just among the smaller companies we’ve spent most of our time re-
searching to date. 

The third reason to look closely at how management gained their ownership is loss aversion. People 
strongly prefer avoiding losses to acquiring gains, as Danny Kahneman and others have thoroughly 
described in the psychology literature. And when it comes to having ownership in a business, I think 
there is a difference in how one feels when it is ownership gained by either founding the business or 
buying shares with one’s own money in the open market, as opposed to being granted shares through an 
incentive program. And I think that translates into different feelings about how management teams in 
those different situations view risk and return when allocating capital. If a CEO is worried more about 
feeling losses if things don’t go as planned as opposed to reaping the rewards (and maybe more shares 
or options) should things go right, then I think the business, and balance sheet, probably gets managed 
more conservatively. 

3.       You certainly seem happy to run a highly concentrated portfolio as 
your top five holdings make up nearly 50% of your portfolio. Why have 
you chosen this approach?

We also adhere to Charlie Munger’s belief that “...almost all really good investment records will involve 
relatively little diversification.” So we run a fairly concentrated portfolio and try only to swing at the 
so-called “fat pitches.”

I like using the Kelly Formula to think about position sizing. While you can’t use it with any precision 
because the probabilities and payoffs investing in individual businesses are so uncertain, you can use it 
to help you think about the attractiveness of an opportunity, and how many positions you may want to 
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have in your portfolio. 

For example, if you can consistently find ideas where you make 50% more when you are right than 
you lose when you are wrong, then even if you are right only 50% of the time, the Kelly Formula 
would say that you should be making 16.67% position sizes or a total portfolio of 6 positions. 

While I think those odds and payouts are fairly conservative for the investor that puts in the work 
and deep research that we attempt to put into each investment, even being more conservative and 
betting 1/2 Kelly would yield an optimal portfolio of just 12 positions. Considering that we’re looking 
for traits that give us better than 50/50 odds of being right, and potential upside vs. downside ratios 
much higher than the above example, I think a portfolio composed of 6-12 core positions also adds 
some protection for the difficulty, or impossibility, of estimating odds and precise payouts. And in our 
case, we tend to aim for about 10-12 core positions, though under the right circumstances (i.e. if all 
the stars align for a particular investment), then we’d be willing to make bigger position sizes and be 
even more concentrated than that.

I should also add that higher quality, growing business are probably better suited to this kind of con-
centration. I think the most common danger area with having these bigger position sizes is being 
wrong about the downside risk in each investment. With a business that is growing and has reinvest-
ment prospects, you may be wrong over the near term (2-3 years) but still not lose money as the busi-
ness grows over time. With stocks that are just statistically cheap based on assets or earnings without 
some type of competitive advantage protecting those earnings, then being wrong on the downside 
can quickly turn into a permanent impairment of capital. So if one was solely investing in those types 
of businesses, then I think a portfolio size somewhere in the 15-30 position range would probably be 
more appropriate. 

4.       On the topic of concentration, 32% of your portfolio is invested in 
UK equities. Do you think the UK is a particularly attractive market to buy 
right now?

Another part of our process is that we are willing to venture to other parts of the world in our search 
for value. Because we do a lot of work before putting capital to work, we only focus on companies that 
file adequate reports in English. And so outside of the US, that does lead us to look at many compa-
nies in the UK, Australia, and Canada. In the case of our current positioning in the UK, it is largely 
just a result of having 3 of our favorite ideas at the time we bought them being UK-based companies. 
But as whole, I do think we have come across more attractive ideas in the UK and Australia over the 
last couple of years when compared to the US 
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5.       One of the UK stocks you like is Cambria Automobiles. What attract-
ed you to this company in the first place?

We actually got attracted to the company a couple of years before we even invested in it. Back in the 
second half of 2012 (the year before we launched Boyles), I believe we initially saw it when it started 
popping up on some screens. It was 40% owned by the CEO, was earning low double-digit returns 
on equity, and trading at a single-digit earnings multiple as well as a discount to tangible book value. 
While those traits are probably enough in their own right to justify doing more work, we also had an 
answer to the often elusive question we like to ask ourselves: Why is Mr. Market giving me this oppor-
tunity? In the case of Cambria, the answer was that there were likely people selling without regard to 
price and valuation. A fund that owned a relatively significant percentage of the company was in the 
process of liquidating and had distributed its shares of Cambria to fund shareholders. As is also often 
the case with spin-offs (especially in the past), we believed it likely that many of those shareholders 
were just selling at any price what they received from the fund’s liquidation given their likely unfamil-
iarity with the individual companies that were in the fund they had invested in, and thus helping to 
create the pressure on the stock.

With all those attractive things in place and after spending plenty of time on it, we still missed investing 
in it while at our previous firm. By the time we finished all of our necessary due diligence, the stock 
price had moved up a bit, and we decided we wanted to buy it a little cheaper. But by trying to save a 
few percent on our purchase price, we instead ending up watching the stock double over about the next 
year from the sidelines.

However, in our due diligence process, we came to realize that Cambria had one of the better manage-
ment teams when came to understanding capital allocation that we’ve come across. While capital allo-
cation is important at any company, it is especially important in the small and micro-cap world, and so 
we continued to follow the company closely, talk with them occasionally, and Matt has also been over 
there to visit them in person. The company continued to execute, grow the business without issuing 
any additional shares, and at the end of 2014, we finally got our chance to become part-owners of the 
company at a price we thought gave us a nice margin of safety.

6.       What’s your outlook for the company going forward? Do you think 
the business will suffer from Brexit?

Of our three big investments in the UK, Cambria, which sells large-ticket discretionary items only in 
the UK and purchases much of its inventory from non-British manufacturers, could certainly experi-
ence a slowdown in sales and earnings if the worry that the UK will experience a recession as a result 
of Brexit comes to pass. But, we believe that the valuation and industry trends in place during the next 
5-10 years, along with
a conservative balance sheet and well-aligned management team, continue to make Cambria worthy
of its place at or near the top of our portfolio.

I’m also reminded of another quote from Charlie Munger: “We’re emphasizing the knowable by pre-
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dicting how certain people and companies will swim against the current. We’re not predicting the 
fluctuation in the current.” We don’t know what the ultimate effects of Brexit will be, but we like how 
Cambria is positioned, and we like the management team we’re partnered with. 

But as far as thinking about potential upside, the company has a medium-term goal “to create a £1 
billion turnover business producing attractive returns on capital.” They’ve been good at achieving their 
goals in the past, and we think there’s a pretty good chance they achieve this goal within the next five 
years, and then may look to sell the company as the industry continues its consolidation. £1 billion in 
revenue should translate into about  £15-16 million in after-tax earnings. It’s hard to get a good sense 
of what informed buyers would pay for this, as public information on acquisitions by some of the other 
players have been all over map due to the large differences in how acquirees are run, but if one assumes 
an after-tax multiple is somewhere in the 12-18x range, then you’d get to a stock price on Cambria 
somewhere in the £1.80-2.70 range. If it happens in 5 years, one gets an exceptional return buying at 
the current price, but even if it takes ten years, you’d still get an adequate return given what I believe is 
a fairly low-risk investment at current levels.

7.       Has the UK’s decision to leave the EU impacted your view of the 
country as a place to invest?

Not necessarily. We do hedge some of our currency exposure and increased that hedge a bit (though 
not fully) before the Brexit vote, both to mitigate some of the risks of the surprise vote which ended 
up happening and also because of our increased exposure to the UK in the portfolio. I would say that 
we have focused a little more on trying to finding businesses with both the balance sheets and skill to 
take advantage of opportunities that may come up should things get tough in the economy, and have 
maybe placed a little more emphasis on not settling for management teams that we don’t think are truly 
top-notch. 

8.       How do you go about finding potential opportunities like Cambria, 
where do you usually find your best ideas?

We run a lot of screens, and we probably both have a few dozen screens set up to automatically run 
each week in Capital IQ, where we then get emails showing any companies that were added or sub-
tracted to those screens. And the screens are both quantitative and qualitative. We have screens that 
try and find things trading at low multiples, as well as screens that search for qualitative metrics or 
certain keywords that might help us identify good businesses and good management teams. Overall, 
we’ve been managing a fund for just about ten years now, mostly focused on finding small companies, 
so we’ve gotten to know quite a few businesses we’d like to own should they ever get down to the price 
at which we’d like to own them.
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We also read pretty widely for ideas and have developed a network of like-minded investors that we 
share ideas back-and-forth with. I think almost everyone’s investment philosophies develop a little dif-
ferently, even if we all read similar things, so often what is interesting for someone we know may not be 
interesting for us. But looking at the holdings of people who one knows puts in the work to understand 
something well is often a good place to look for ideas.

9.       Do you target countries or is your approach purely bottom-up?

For the most part, it’s purely bottom-up. When the Greek market was sold down especially hard, we 
spent time trying to go through all of the publicly-traded companies in Greece looking for something 
that was unjustifiably being pushed down with everything else. And when Europe was selling down as 
a whole fairly hard a couple of years ago, we spent a little more time looking at European companies, as 
another example. But that’s only because think the odds of us finding an individual investment worthy 
of consideration is higher if we go to where there market disruption.

10.   It looks as if you’re running against the tide when it comes to invest-
ment activity. At the end of the first quarter, Boyles reported a cash alloca-
tion of 18%, down from 50% at the end of Q1 2015, during the same period 
many other funds have been increasing their cash allocation. Does this 
mean you’re generally more bullish on the outlook for the markets than 
your peers?

I think that for the most part, markets valuations are pretty high, especially in the US. So I would defi-
nitely not say that we are more bullish on the markets as a whole. But there’s probably always a bargain 
to be found somewhere, and when you are willing to take bigger position sizes when you find something 
you like, as we are, then it only takes a few ideas to take down a high cash balance quickly. We’ve sold 
some shares in a couple of things since our last update, so we’re up close to 25% cash again, but the cash 
balance is all a function of the bottom-up process.

11.   Aside from your recent portfolio additions, two of which we discuss 
below are there any other new positions that you’re looking are looking at 
right now?

We’re always looking at new things, and always building the inventory of businesses we’d like to own 



11

October 2016   Edition V

(C) ValueWalk 2016 - All rights Reserved

Boyles Asset Management

shares in should we get prices we also like. But given that many of them are smaller companies in vari-
ous stages of the due diligence process, it’s probably best not to discuss any names on those lists at this 
point.

12.   Richardson Electronics is one small position in your portfolio that 
can be considered to be a genuine value investment. What attracted you 
to this company and what’s your 12-month outlook for the group?

I’m a fan of reading good business biographies, and one of the recent ones I read was the story of the 
company Linamar in Canada. One thing that stood out to me was a mistake the company made getting 
into a new line of business. It was a new venture for the company, in a business that was not as good as 
the company’s core business, and took a lot of time and energy of the management team. It ultimately 
didn’t work out and when discussing the venture, Frank Hasenfratz (founder of Linamar) said, “How 
do you measure the aggravation and the time it took me and some of our other people away from doing 
more productive things?”. 

Investing is often the same way. It is easy to spend time and attention on ideas that look cheap but that 
maybe aren’t ideal, and even if something may be undervalued, there is an opportunity cost of spend-
ing too much time thinking about an idea and industry that is maybe not worth the effort required to 
understand and keep up with. And for us, we decided that Richardson was one of those ideas, and have 
since sold the shares we held since our last investor update.

As you mentioned, it was trading for what appeared to be a value price, though the cash balance does 
deserve the footnote because much of it is overseas and not necessarily quickly available to be put to 
work in the US. But the negative things about the company—lack of profitability, high management 
compensation, a dual class share structure, questionable capital allocation, etc.—made us decide that 
even though it still looked undervalued, it wasn’t worth the time to continue holding and spending 
the time really trying to understand and stay up-to-date on a company and industry that would never 
be something we allocated a large amount of capital to. So we sold, moved on, and wish them luck on 
accomplishing the things they hope to accomplish as they continue to transition their business to what 
they hope is a more profitable future.

13.   Lastly, your portfolio has a broad exposure to the marketing sector, 
what is attracting you to this sector?

In our industry classifications, we included advertising, marketing, and market research all in one cat-
egory. And so while it is listed as our largest exposure, it is really because of two companies, and even 
with that, really only one company is making up the majority of that.
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14.   Are you not worried about the headwind the sector is facing in the form 
of tech disruption and dominance from industry giants such as Facebook?

The companies we’re invested in don’t compete with the big tech giants, but those tech giants certain-
ly have changed the nature of advertising. So when looking at companies in the advertising space, we 
want to look at companies with expertise in helping their customers adapt to those changes. Change is 
a constant in the business and investing world. At one point in time, railroads were the major growth 
industry; at another, it was utilities; and on and on. Today, technology, and the intersection of biology 
and technology, seem to be the areas of growth that will still be with us for quite a while. But what doesn’t 
change is that whether you are a business or an individual, the best way to get paid and profit from the 
work you do is to deserve it. And so we look for businesses that will continue to add value for custom-
ers, which in the marketing and advertising industry, means helping them reach and connect with their 
current and potential customer base, through whatever medium it may be.



13

October 2016   Edition V

(C) ValueWalk 2016 - All rights Reserved

Boyles Asset Management

1.       What’s the company’s main line of business?

BrainJuicer is a global online market research company. The company’s customers use BrainJuicer and 
its products to do things such as test ads, concepts, and product packaging; and track brand value before 
making more significant investments in those areas. The company’s goal is to transform the way market 
research has traditionally been done by incorporating behavioral economics into market research. The 
company uses psychologist Daniel Kahneman’s description of the emotional part of the brain (“System 
1”) and the more logical, rational part of the brain (“System 2”) to describe the psychology behind con-
sumer buying habits and behavior. It believes System 1 is a better predictor of behavior and reaction to 
brands and marketing. Most market research, on the other hand, has historically been aimed at using 
System 2 analysis, which BrainJuicer considers to be much less effective.

2.       What first attracted you to this business?

This is another company that we followed for a couple of years before we invested. For a small company, 
BrainJuicer has built a great reputation using these products, having competed against industry stalwarts 
and start-ups and been ranked as the most innovative global market research company each of the last 
five years by GreenBook. 

It was also a company that earned high returns on capital, had high insider ownership, and was a high-
growth company that hit a temporary slow patch a few years ago. We came across it a little while after 
those issues but given the positive characteristics of the business and its long-term potential, we kept an 
an eye on it and hoped we’d get a chance to buy shares at a good price one day, which occurred when the 
headline numbers started to show some more slowdown recently, and a popular newsletter issued a sell 
recommendation on the shares it had previously recommended its readers to purchase.

However, much of the slower growth during the last few years has been deliberate, as the company 
moved away from its more traditional “Twist” (System 2) products and toward its “Juicy” (System 1) line 
of products. In 2011 Twist products were 44% of the total revenue, and in 2015 these products repre-

   V. In Depth Analysis  
   Q&A on Brainjuicer 
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sented just 16% of total revenue. Total Juicy products have grown at a compounded rate of close to 20% 
during the last five years. Geographically, the company has been quite successful in building its business 
in the United States, which is the largest market research territory in the world. The US is now the largest 
revenue contributor for the company and has averaged more than 18% revenue growth during the last 
five years. This exposure to the US also gives us a beautiful natural currency hedge owning the business.

We also like that the company has shown the ability to experiment with smaller investments that it 
believes have the potential to turn into large opportunities. As one might expect, not all of these cheap 
operations work, but one of the most recent examples of this is the establishment of a new advertising 
agency called System-1. The model is unique; instead of hiring the advertising creators in-house, the 
company has built a network of relationships with freelancers that it hires. BrainJuicer solicits several 
submissions per project, uses its market research tools to test the ads in advance, and then based on 
those results, submits the winning entry to the client (assuming it hits a minimum quality rating during 
testing). While it is hard to tell the extent to which this may turn into a new and better way to create 
advertising, the company limited  its investment in this project to £300,000 in the first year, a cost which 
is fairly small in relation to both the opportunity and the company’s cash balance and free cash flow. 
And we also believe that System-1 is now operating close to breakeven, so it should continue to be an 
ongoing experiment with potential that won’t be costing the company additional capital investment. 

3.       What about valuation?

As is often the case in many of the companies we look at, liquidity often comes and goes. And when mar-
kets were volatile early in 2016, sellers were a little more willing to sell, and we were able to buy a little 
over 4% of the company in just two block trades at £2.75 and £2.85 per share. At those prices, we paid 
about 11 times trailing earnings and just more than nine times trailing earnings net of the company’s 
cash. For a high return on capital business that we believed was about to show a return to growth, run 
by people we liked and admired, we thought it was a great price. 

4.       The stock is up nearly a third year-to-date. Are you still bullish after 
this recent rally?

It certainly doesn’t have the same margin of safety as when we first purchased our shares, but we do 
believe all of the qualitative characteristics are still in place, so we haven’t sold any shares of our shares. 
Besides the high returns on capital and current growth prospects founder John Kearon and the rest of 
the management team have really focused on trying to create a great culture that will endure for a long 
time. So at this price, we feel it is a good business, with the potential to be a great business, at what is still 
a pretty reasonable valuation. 
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5.       What’s your bull/bear case estimate of intrinsic value for the stock?

While we focus more on the current earnings yield, growth, and qualitative aspects for this kind of 
investment, we do think that now that the earnings multiple is a little more normal (though still below 
historical levels), an investor should earn returns at about the same rate as the business internally grows 
earnings per share, which we believe should be somewhere in the low double-digit to mid-teens percent 
range over the next 5 years. The upside scenario is that earnings could grow faster than that if the com-
pany wins some of the larger mandates it hopes to win, or if the advertising agency proves effective at 
not only adding to earnings itself but also of helping to propel growth into the core business. The bear 
case revolves around spending on market research by the major conglomerates. While BrainJuicer has 
a strong, blue chip client base, a difficult worldwide economy could certainly cause some short-term 
risks as those companies re-examine their budgets. 

Q&A on Thrace Plastics

1.       What do you like about the company?

Thrace Plastics has two core businesses: technical fabrics and packaging solutions. Technical fabrics 
produces a variety of plastic fabrics including geosynthetics and construction products for a variety of 
end markets. Packaging solutions involves the production of containers, bags, cups, and other products 
for both consumer goods end markets and industrial users. 

As I mentioned previously, we decided to look at the Greek market when it sold off extremely hard, 
which it has done on several occasions over the last few years. What we liked about Thrace was the 
valuation, strong insider ownership, attractive share repurchases, and the fact that it was a business that 
wouldn’t necessarily be hurt if Greece decided to leave the Euro, as over 80% of revenues were outside 
of Greece even though over half of total production capacity was located within the country.
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2.       What do you believe the rest of the market is missing here?

I think the initial reason for the opportunity was that it was a fairly illiquid stock headquartered in 
Greece that sold off with just about everything else in the country. But we also think the market is miss-
ing some of the investments the company has been making that should start to show up in the results 
over the next year or so. 

During the last few years, Thrace has worked hard to streamline the business and drive production 
toward higher-value-added products with superior margins. About 18 months ago, the company em-
barked on a significant investment in the business. It invested about €32 million in capital expenditures 
in 2015. This investment has come online this year and should begin to fully contribute to the group as 
2017 unfolds. To put the scope of investment into perspective, at the start of 2015 the company had €75 
million of net property, plant, and equipment. We believe these substantial investments will produce a 
meaningful increase in revenue and margins during the next three years. 

3.       If everything goes to plan how much do you think the company could 
be worth?

We’ve bought the majority of our shares around 50-60% of tangible book value and around 5-6x our 
estimate of current after-tax earnings. Thrace Plastics is cheap on an absolute basis, and on a relative ba-
sis compared to its global peers and other Greek-listed names. The company’s management and board 
believe the shares are cheap and have been repurchasing shares on a daily basis to the extent allowed by 
Greek law. While it’s always hard to predict what multiple Mr. Market will ascribe at any point in time, 
given that we think this is a decent (though not great) business, we believe the company is worth more 
than tangible book value, which stands at about €2.50 per share today. With the growth of the business 
we expect and a modest multiple on both book value and earnings, we expect the shares could more 
than double from today’s price over the next few years.

4.       How long will it take to hit this target?

We believe earnings should increase close to 50% during the next three years based on the investments 
the company has made in the business. If that does in fact occur, we expect other investors will also take 
notice and the shares will be significantly higher.
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5.       Are there any major speed-bumps that could derail your investment 
thesis? 

With the major capital investment that has taken place, there is always the risk that the expected return 
from those investments doesn’t happen and thus no economic value gets created, or worse, economic 
value gets destroyed by earning a lower return than the cost of the funds used in the expansion. Given a 
decent track record and a nice alignment of interests, we think this risk is mitigated somewhat.

There is also the risk that the Greek market stays unloved for a significant period and that we never get 
a more reasonable multiple on our shares. The company has talked about potentially looking to list on 
another exchange to get more notice and maybe get a more fair rating in the market. But we don’t expect 
that in the very near future, and are happy to have them buying back as much stock as they can around 
current prices. 
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