
www.hiddenvaluestocks.com

Q3 2020



1September 2020www.hiddenvaluestocks.com

CONTENTS

 1 Introduction

 2 Updates from  
  previous issues

 3 Catch up with 
  Mark Walker |  
  Tollymore Partners

 9 Catch up with 
  Alex Kopelevich | 
  Rowan Street Capital

 10 Interview One: 
  ValueWorks

 17 ValueWorks 
  Stock Idea One

 21 ValueWorks 
  Stock Idea Two

 24 Interview Two: 
  Boyar Value Group

 30 Boyar Value Group 
  Stock Idea One

 36 Returns

 37 Disclaimer

Welcome to the September 2020 (Q3) issue of Hidden Value Stocks. 

In this issue, we have our usual two interviews as well as updates 
from funds previously profiled 

The first interview is Charles Lemonides, CIO and founder of 
ValueWorks LLC, a NYC- based hedge fund. 

Established in 2001, ValueWorks LLC defines value investing 
as “buying the best-quality assets at the best possible prices.” 
ValueWorks’ long-biased composite accounts have returned an 
annualized 10.7% since inception compared to a return of 6.4% for 
the S&P 500. 

Our second interview is with the team at Boyar Value Group. Since 
1975, the Boyar family of companies has been relentlessly focused 
on discovering value for its clients.

Since the service started in 2010, the average performance of 
companies profiled in Boyar’s Micro Cap Focus 3, 5, & 7 years from 
publication has been 17.7%, 17.1% and 8.3% respectively.

As well as the two primary interviews, this issue of Hidden Value 
Stocks also contains updates from Alex Kopel, CFA, the founder and 
managing partner of Rowan Street Capital as well as Mark Walker 
from Tollymore Investment Partners. 

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.

HIDDEN VALUE STOCKS

INTRODUCTION



2www.hiddenvaluestocks.com September 2020

In the December 2016 issue of Hidden Value Stocks, David Neuhauser 
founder of the Livermore Partners, highlighted Jadestone Energy Inc. as his 
favorite undervalued small-cap at the time. Shares in Jadestone went on to 
triple in value over the next four years.

In his H1 letter to investors, Neuhauser profiled his newest small-cap idea, 
London-listed AEX Gold (LON: AEXG):

“AEX Gold is a $100 million Greenland-focused gold miner which is 
developing its vast and prolific resource play. Livermore helped secured 
its recent IPO and capital raise of $42 million Sterling. The shares have 
now begun trading in London and Livermore is a 5% shareholder of the 
company. We see AEX as a play to increased value through the exploration 
and development of its asset base in order to generate strong FCF with 
a potentially high-grade gold mine(18g/t) and low AISC(All in Sustainable 
Cost) of less than $600 an ounce. We will continue to reflect the story as the 
company develops their Nalunak gold mine and other exciting exploration 
areas of mineral rich Greenland.”  

UPDATES FROM PREVIOUS ISSUES
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CATCH UP WITH 

MARK WALKER | Tollymore Partners

In the September 2019 issue of Hidden Value 
Stocks, Mark Walker, founder of Tollymore 
Partners picked out Gym Group (LON: 
GYM) and Franklin Covey (FC) as his two 
undervalued small-cap picks. We recently 
caught up with Mark to see if he’s still bullish 
on these two firms.

MARK WALKER: GYM GROUP  
CATCH UP

How has the coronavirus pandemic 
affected the Gym Group, and do you still 
own the stock? 

Gym’s business was strongly adversely 
affected by the lockdown in the UK. Gyms 
were ordered to shut down and therefore 
earned no revenues from customers, none of 
whom are on contracts. 

Gym froze all memberships for free. We, 
therefore, assumed 100% revenue loss in 
our ‘survive and thrive’ analysis. In addition, 

in March, we noted that two other factors 
would make this period challenging: (1) this is 
a business with high fixed costs, and (2) Gym 
will not enjoy pent up demand for its services. 
The market reacted swiftly in recognition 
of these challenges; Gym stock lost half its 
quoted value in the first quarter, enduring a 
peak to trough decline of 75% over a one-
month period.

The pandemic caused us to re-underwrite 
all our investments with a special focus on 
liquidity runway. 

In our ‘survive and thrive’ analysis, we 
estimated how long each business could 
survive without revenues; protections 
mitigating revenue loss, such as contractual 
agreements; and what forms of cost relief 
may be available to our companies, due 
to the natural variable cost structure of the 
business, the curtailing of capital reinvestment, 
or government support. We compared the 
estimated cash burn to liquid assets and 

Stock Information September 25, 2020 | LON:GYM Data Source: Morningstar
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ranked our businesses according to those 
most likely to survive these extraordinary 
circumstances.

This capacity to survive massive revenue 
disruption formed one part of our analysis. 
The second step involved a consideration of 
the opportunities to flourish at the other end 
of this period. Do the restrictions placed on 
populations in quarantine aid or inhibit our 
companies’ ability to serve their customers? 
Do our companies sell products or services 
which have replacement characteristics, or for 
which demand is likely to build up over time, 
leading to lumpier rather than measurably 
lower cash inflows? Assuming ample liquidity 
runway, does the operating leverage in the 
business work in our favor when revenues 
pick up again? Does the business benefit 
from structural trends that may be accelerated 
by customers’ behavior confined to their 
homes? Do the cost and capital structures 
of competitors increase the potential for 
competitive rationality or consolidation?

The first two steps of this survive and thrive 
analysis were insufficient to help inform 
sensible portfolio management decisions. We 
changed our holdings’ weightings in the small 
number of situations in which our expectations 
for the company’s staying power and ability 
to flourish in more normal times were at 
odds with those implied by the quoted price 
change. 

In Gym’s case, we lowered our cost basis very 
meaningfully, where we determined this to be 
in the overwhelming interests of our partners. 
For Gym this necessitated the ability to 
purchase more shares of a smaller, less liquid 
company where we believed non-fundamental 
selling pressures were exaggerating the 
stock price decline. Capacity constraints are 
an essential safeguard against permanent 
capital erosion; they facilitate the ability to 
exploit mispricings and safeguard against 

being a bystander, a costly but common sin 
of many investment managers. The paucity of 
appropriate capacity constraints is a function 
of widespread greed, something we were 
excited to exploit.

The company has raised money from 
investors to strengthen its balance sheet. 
Is the balance sheet now robust enough to 
fund the group’s recovery? 

Gym is now the best-capitalized player in 
the industry. Management articulated a clear 
intention to acquire distressed operators 
and new sites at lower rent. Prime real 
estate opportunities are now on the table, 
previously ruled out on the grounds of 
adequate economic return.  All this suggests 
potentially improving unit economics and 
addressable market potential. And near term, 
the clear price gap between Gym and the 
next lowest price gym may allow some price 
increases. This, together with the unwinding 
of deferred revenues, should support near 
term profitability, while the long-term potential 
to deploy capital into value-accretive projects 
seems at least as rich as it ever was.

Has the pandemic enhanced or damaged 
the group’s competitive positioning?

We see several opportunities to thrive now that 
gyms have reopened. The transition from mid-

CATCH UP WITH 

MARK WALKER | Tollymore Partners

We see several opportunities 
to thrive now that gyms have 
reopened. The transition 
from mid-tier to low cost may 
accelerate if recessionary 
conditions follow. Smaller-
scale, more levered and less 
financially sound independent 
gyms may close.
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tier to low cost may accelerate if recessionary 
conditions follow. Smaller-scale, more levered 
and less financially sound independent 
gyms may close. In the UK, DW Fitness 
has shuttered and Xercise4Less has been 
permanently closing gyms, some near Gym 
sites. 24 Hour Fitness and Gold’s have filed 
for Chapter 11, the latter’s Germany branches 
acquired by McFit. In the UK, one-third of local 
authority gyms have still not reopened, and 
the government’s funding crisis may result in 
a prolonged period of underdeveloped assets 
and an overpriced proposition.

Last time we spoke, you noted that for 
every £1 of owner earnings invested, the 
Gym group created £2 of value. Have 
these economics changed over the past 
six months, and how have the changes 
impacted your valuation? 

Given the operating leverage and off-balance-
sheet financing in the business model, our 
original research on the company presented 
scenario analyses that stress-tested the 
point at which Gym could no longer service 
its maintenance Capex and operating lease 
commitments.

We did not go far enough; we did not envisage 
a circumstance in which Gym would lose 
100% of its revenues overnight. 

We tweaked our original assumptions as 
part of the re-underwriting of our ownership 
of Gym shares. Assuming the company 
continued to earn no revenue, ceased all 
maintenance capital investment programs, 
and obtained business rates and furloughed 
staff relief from the UK government, we 
estimated the firm could fund its rate of cash 
burn for five months, or 10 months should it 
draw on its existing credit facility. 

This gave no credit for Gym’s ability to 
renegotiate rental agreements with landlords 

to obtain deferrals or discounts, despite this 
being likely due to the paucity of creditworthy 
tenant alternatives. This has indeed proven to 
be the case. It was also our contention that 
access to low-cost health and fitness for all 
is a mission the UK government is likely to 
support. In short, we thought the business 
had adequate liquidity to survive.

More so than any other stock we own, we 
moved aggressively to purchase many more 
shares, substantially reducing our ownership 
cost. 

Unfortunately, because we conducted the 
above calculations swiftly, we purchased more 
shares too readily; we would have served our 
partners better by waiting. But frankly, we 
could not have anticipated the market would 
present the outstanding opportunity it did in 
the middle of March. 

When we finished averaging down at 76p, the 
stock was trading at an owner earnings yield 
of 35%. The opportunity and intention to invest 
substantially all these owner earnings into new 
site development yielding cash on cash after-
tax returns of c.20% remains. 

We expect these final purchases to generate 
an annual investment return of c.60% to 70% 
for our investment partners.

When we finished averaging 
down at 76p, the stock 
was trading at an owner 
earnings yield of 35%. The 
opportunity and intention to 
invest substantially all these 
owner earnings into new site 
development yielding cash on 
cash after-tax returns of c.20% 
remains. 

CATCH UP WITH 

MARK WALKER | Tollymore Partners
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MARK WALKER: FRANKLIN COVEY 
CATCH UP

Does Tollymore still own Franklin Covey 
Co.?

Yes, Franklin Covey remains a core position 
in the portfolio. Franklin lost almost two-thirds 
of its value in a month, implying an enterprise 
value of 85% of sales included billed and 
unbilled deferred revenues. We lowered our 
cost of ownership, consistent with our risk 
mitigation framework.

The company’s most recent results 
showed a massive drop off in demand for 
its services due to the pandemic. Do you 
think this is a temporary or more structural 
factor?

Five years into the business model transition, 
Franklin is better positioned to weather event-
driven macro crises such as these. More than 
half of revenues are now subscriptions. 

This subscription model provides clients with 
the ability to access Franklin’s content and 
solutions across a wide variety of delivery 
channels, including digital and live online, 
allowing the group to help clients who are now 
working remotely. 

Do you think there has been a structural 
change in the education/training market 
due to the pandemic?

The goals of improving leadership 
performance, execution, trust, and productivity 
have been enduring business objectives 
regardless of time, geography, or industry. 
And the human behavioral flaws at the root of 
these challenges seem equally perpetual in 
nature. 

The goal of achieving permanent human 
behavioral change is a long-lasting one likely 
to need ongoing, multi-year support. A typical 
AAP subscription is in the region of $200 pa 
per employee. It really doesn’t take much in 
the way of employee productivity improvement 
for an investment to be worthwhile at this price 
point.

This low cost/high utility proposition makes 
switching unlikely once a client chooses 
to partner with Franklin; the company’s 
techniques and processes are deeply 
integrated with the way that clients conduct 
their business. High retention rates are 
evidence of this.

Based on the above, how long do you think 
it will take before Franklin’s revenue and 
profitability return to pre-Covid levels? 

While customers have delayed the renewal of 
contracts, slowing new sales and depressing 
margins, this operating leverage will work 
in reverse as Franklin benefits from clients 
getting their bearings. 

It took four months after the Global Financial 
Crisis for the pace of bookings to return to 
normal levels. Franklin suffered from clients 
postponing purchase decisions, but the 
company did not lose significant business – 
training and consultancy revenues declined 
17% in 2009 when there was no subscription 
product. This time round, more than 100% 

Franklin lost almost two-
thirds of its value in a month, 
implying an enterprise value 
of 85% of sales included 
billed and unbilled deferred 
revenues. We lowered our 
cost of ownership, consistent 
with our risk mitigation 
framework.

CATCH UP WITH 

MARK WALKER | Tollymore Partners
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of the revenue decline was due to clients 
rescheduling training due to take place onsite. 

The subscription business’s strong progress 
is not reflected on the income statement but 
on and off the balance sheet as billed and 
unbilled deferred revenue. This was 20% 
higher than the prior-year in the last reported 
quarter. i.e., bookings are not slowing down, 
but the transfer of booked business onto 
the balance sheet has been impeded by the 
inability to deliver training onsite. This deferred 
revenue will be released as high margin 
subscription sales. 

Is management making changes to stay 
ahead of the market and competitors?

Management has offered digital delivery of 
Franklin’s services for a long time, but clients 
have typically preferred in person, onsite, 
delivery. In fact, the firm’s online coaching 
capabilities were developed more than a 
decade ago, post-SARS. Covid has caused 
clients to try out the remote onboarding option 
when it became apparent that the virus was 
not going away anytime soon. 

The net promoter scores for digital delivery are 
even higher than Live Online. The revenue and 
margins for Franklin of Live Online are similar, 
but this is cheaper for the client, as there are 
no travel costs for Franklin to train the client’s 
staff onsite. This may make it more appealing 
for clients to expand the number of AAPs they 
purchase. 

Is its balance sheet strong enough to 
manage the recovery? 

We estimated that Franklin could fund its 
monthly cash burn for over a year, even if all 
non-recurring income stopped immediately.

Stock Information September 8, 2020  |  FC Data Source: Morningstar

Market Cap.

$269m

P/E (forward)

N/A

EV/EBITDA

14.7

Divident Yield

N/A

Average Vol. (3m)

125,000

P/B

4.7

ROIC (ttm)

-2.7

Debt to Equity (gross)

90%

Management has offered 
digital delivery of Franklin’s 
services for a long time, 
but clients have typically 
preferred in person, onsite, 
delivery. In fact, the firm’s 
online coaching capabilities 
were developed more than a 
decade ago, post-SARS.

CATCH UP WITH 

MARK WALKER | Tollymore Partners
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In our first interview, you said, “Ideally, I 
want to own Franklin Covey for a very long 
time.” Do you still hold this view? 

Yes. The value proposition of AAP 
remains compelling and clients have been 
consolidating providers. Franklin’s new logo 
sales are on a par with prior years; there 
seems to be no signs that the company is 
less relevant to its customers today. Covid 
has paused the reported profitability of the 
business; this justifies an NPV reduction 
of 50% only through the lens of short-term 
investment programmes.  

CATCH UP WITH 

MARK WALKER | Tollymore Partners
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CATCH UP WITH 

ALEX KOPELEVICH | Rowan Street Capital

The September 2019 issue also featured an 
interview with Alex Kopelevich, the founder 
of Roward Street Capital, who liked the 
outlook for Box Inc (BOX). However, he 
decided to sell his investment in the 
company back in December 2019. We 
recently asked him to explain why: 

“Looking for so-called 'compounding 
machines' is fundamental to my investment 
strategy.  As part of my methodology, I'm 
looking for a 'three-part engine' that drives 
compounding over time. The three elements 
to that engine are business, management, and 
the disciplined reinvestment of capital. 

As I followed Box for a few quarters following 
my initial investment, I was no longer 
convinced that any of the three parts met my 
investment criteria. 

The moat of the business, if there is any, 
is very fuzzy, and there are signs that this 
industry is becoming commoditized (Dropbox 
is in the same boat) with proof of a slowdown 
in revenue growth rates, despite huge 
investments. 

My industry checks showed me that Microsoft 
SharePoint is making it very difficult for Box to 
grow. 

I have also grown somewhat disappointed 
with the management team and their 
execution. 

Box was founded in 2005, and after about 14 
years in operation, it is still not profitable. The 
company guided to profitability by FY23, at 
which point it will be about 17 years old. 

Here is the kicker, they guided to 15%-20% 
operating margin on a non-GAAP basis, but 

there is just one minor detail, their stock-based 
comp runs at about 20% (very high even 
for a tech company), and it's not included 
in the non-GAAP profitability number that 
management is focusing on. 

Is the business going to retain top talent if it 
stops paying out this much in stock? I don't 
think so, because it is a real expense. This 
means they're unlikely to be profitable by the 
time the company is 17 years old. 

With 20% of sales given away as stock-based 
comp and 41% of sales spent on S&M, they 
are only forecasted to grow sales by 12%-18% 
per year (reinvestment of capital is under a big 
question mark here). 

This doesn't seem like a winning proposition 
if I was a 100% owner of the company. The 
theme is attractive, the future of work, AI, and 
everything, but the economics don't seem to 
be working out at all. 

It's a commoditized industry, in my opinion, 
with a very tough sell to the CIOs of 
companies. As such, I think there are better 
businesses to own than Box.”  
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Could you give our readers a bit of 
background on ValueWorks and the 
different investment strategies the firm 
offers?

ValueWorks is an investment advisory firm I 
started roughly 20 years ago to try to use our 
value investment discipline to give investors 
a reasonable rate of return in the financial 
markets. 

We basically manage three portfolios: A 
capital appreciation portfolio designed for nest 
egg equity exposure in a value discipline; a 
balanced portfolio that overlays a fixed income 
component; and a more aggressive portfolio 
that uses a degree of leverage and short 
exposure to get the most out of what we bring 
to the table from our understanding of security 
prices on the long and short side. 

You’ve defined your value approach as 
“buying the best-quality assets at the best 
possible prices.” Could you give a bit more 
detail on what this entails, and why you 
believe your approach differs from that of 
other value-focused funds?

What we bring to the table is to really look at 
a security as a claim against assets, and we 
try to get those assets at a discount to what 
they are worth in the real world. And that’s 
just not metrics-specific or focused on a 
particular benchmark or particular universe of 
companies.

VALUEWORKS

Interview One

CHARLES LEMONIDES
Founder, Chief Investment Officer, 
Portfolio Manager | ValueWorks LLC

Charles Lemonides founded ValueWorks 
in October 2001 and today leads the 
firm’s investment research and portfolio 
management. 

He started his career at regional brokerage 
Gruntal & Co. in the firm’s research 
department in 1986 and covered risk 
arbitrage, the banking industry, and special 
situations. He spearheaded the addition of 
high yield bonds and distressed securities 
to the department’s coverage. 

In 1994, Charles joined Sterling Advisors, 
an investment advisory unit of Gruntal & 
Co. and became Chief Investment Officer 
in 1995. In 1999 he merged this internal 
investment practice into the independent 
advisory firm M&R Capital and was named 
Chief Investment Officer. 

He received his Bachelor’s degree in 
History from Vassar College and pursued 
graduate studies in Economics at New York 
University. He received his CFA designation 
in 1989



37www.hiddenvaluestocks.com September 2020

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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