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Statement from the Chair 
Chairman of the Investment Committee: David Ozen 

 
While this quarter’s quote is yet again from someone not remotely related to the world of investing and finance, Lao Tzu’s 
words can teach us just as much about investing as Buffett’s and Klarman’s. One of our goals as value investors is to find 
companies in which we have a differentiated view on the risks of the business. Value creation occurs when the uncertainty 
surrounding said risks is resolved, or as Lao Tzu puts it, when the water becomes clear; but not all risks are resolved. 
Frequently companies with low valuations appear to be cheap, but they have such valuations because of risks that will 
forever cloud the business. This quarter, we learned to be careful to distinguish between what appears cheap and what is 
undervalued. 
 
To demonstrate my point, I would like to discuss Global Cord Blood (NYSE: CO) and Hudson Ltd (NYSE: HUD). Both 
companies possess interesting competitive dynamics that create tangible barriers to entry. CO is the largest blood banking 
company in China. To operate as a blood bank in China, you must have a license from the government that entitles the 
holder to a monopoly over a province. CO operates as a monopoly in Guangdong, Beijing, and Zhejiang. Balance sheet cash 
justifies 90% of market capitalization. You may be asking yourself, what’s the catch? CO operates in a grey area, with the 
government not taking an official stance on whether they may legally operate as a for-profit organization. CO’s low valuation 
was justified by the sizable uncertainty regarding the likelihood of nationalization. Similarly, HUD is the dominant airport 
retailer in North America, operating as an oligopoly with a captive customer base. This results in significant pricing power. 
HUD appears to be a great business at a fair value. Again, what’s wrong? HUD was spun out from their former parent 
company, Dufry, in a structure that gave Dufry complete control over HUD and its operations. Through this relationship, 
Dufry acts as a major supplier to HUD. ICOMM and myself are of the opinion that Dufry is not aligned with common 
shareholder interests and is extracting value through extremely favorable contracts with HUD. CO and HUD appear to have 
the traits of an undervalued business, but we believe that they are deserving of their current valuations. 
 
This quarter, the club purchased the first pitch of the new Communications sector, Cumulus Media (NASDAQ: CMLS). A 
string of ill-advised acquisitions throughout the 2010s led to CMLS filing for bankruptcy protection in 2017. Upon initial 
glance, CMLS does not have much going for it. People have declared radio to be a dead medium for decades (no doubt most 
of you have heard the Buggles’ 1979 hit Video Killed the Radio Star) and CMLS is still fairly levered with a 5.7x Net Debt-to-
EBITDA ratio. Radio, in our humble opinion, is not dead. The percentage of Americans who listen to broadcast radio on a 
weekly basis has stayed stable since the 1970s. Radio as a medium is usually consumed in the background, creating an 
interesting dynamic where individuals underestimate the amount of radio they listen to. Leverage appears to be a concern, 
but the debt has light covenants because the term loan lenders are also the major holders of the post-reorganized equity. Put 
succinctly, CMLS to some is cheap; it is our opinion that it is undervalued. 
 
TBC has undergone two major changes this quarter. We successfully executed on past leadership’s decision to close the 
Special Situations sector and split TMT into two sectors, Technology and Communications. I am proud to announce our 
second major change: the creation of the Portfolio Management Group. PMG is composed of senior analysts who are 
responsible for monitoring our holdings. TBC has historically been very successful with educating members of the analysis 
of investments but has neglected the educational experience of portfolio management. At the recommendation of PMG, the 
club has decided to sell our stake in Oaktree. I eagerly look forward to the future of PMG.  
 
As always, this letter contains this quarter’s pitches and ICOMM’s decisions along with updates on our portfolio. Please feel 
free to reach out to me at dozen@uchicago.edu with any questions or comments on this quarter’s letter. The club greatly 
appreciates and benefits from the insights provided by alumni. 
 
I want to thank our dedicated Analysts for their hard work this quarter. We achieved a new height in terms of quality of ideas 
and deep understanding of businesses presented. You are what makes this club what it is. I cannot put into words how 
excited I am to see what the future has in hold. Have a great summer and please feel free to reach out! 

mailto:dozen@uchicago.edu
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Green Dot Corporation (NYSE: GDOT) 
Financials Sector Leader: Jacob Tucker  

 
Company Overview 
Green Dot Corporation is a nationally chartered bank and financial technology company focusing primarily on the prepaid 
debit card and payment platform markets. Green Dot leverages a variety of retail partnerships to allow easy access to its 
open-loop prepaid card platform. Green Dot’s revenue is driven from one-time activation and money-loading fees, monthly 
card revenues, and small interchange fees on each transaction. Green Dot also has a relatively new segment, Banking-as-a-
Service (BaaS), which creates bespoke financial technology products for various corporations. 
 
Investment Thesis 
The Financials Sector recommends a BUY in GDOT for the following reasons: 
1. Dominant Player in Attractive Prepaid Card Industry: The prepaid card industry is rapidly expanding as an alternative 

payment method for unbanked and underbanked persons, who represent nearly 25% of the US population. The market 
is expected to grow at a 22.3% CAGR from 2014-2022. This growth is primarily driven from a shift toward e-commerce, 
which necessitates means for non-cash transactions. Green Dot is optimally positioned to capture much of the market 
growth through their expansive retail distribution network, which boasts over 100,000 retail locations. Green Dot’s 
unmatched convenience and flexibility given by this network makes Green Dot cards the most attractive option for 
prepaid card purchasers. Green Dot also benefits from a significant amount of marketing from downstream partners 
such as Walmart, who are incentivized to advertise co-branded Green Dot products in-store that generate revenue for 
both parties. 

2. Asymmetric Upside through Enterprise BaaS: Banking-as-a-Service allows consumer brands to add a variety of banking 
services to their own products, serving clients ranging from large corporations like Uber and Apple Pay Cash to social 
media influencers. Pre-2016, Green Dot was focused solely on the prepaid card industry. The shift to BaaS represents a 
recalibration and diversification of the business model. Green Dot is uniquely poised to succeed within the BaaS 
segment, as they have both the technological infrastructure and chartered bank status necessary to operate in the space. 
As a result, Green Dot is the industry leader by a vast margin, with no other players commanding significant market 
share. The legal hurdles to obtaining bank status and the niche market imply that it is unlikely that significant 
competitors will enter the market. There are high switching costs associated with BaaS products, which will give Green 
Dot significant time to establish itself as the industry standard. 

3. Market Mispricing due to Walmart: Green Dot is heavily reliant on its relationship with Walmart, which accounts for 
37% percent of its revenues. The market is currently pricing in a significant loss of Walmart-related revenues in 
anticipation of the unlikely situation that the contract is not renewed, mimicking the behavior and worry seen in 2014 
ahead of the 2015 renewal. We believe it is highly unlikely that Walmart cancels its contract with Green Dot due to its 
in-store research that indicates that the MoneyCard (Walmart’s co-branded prepaid card) is highly ingrained in the 
Walmart ecosystem. There would be substantial switching costs associated with Walmart switching to another prepaid 
card. We believe the worst-case scenario is that Walmart negotiates new terms that are less favorable to Green Dot.  

Key Risks and Considerations 
1. Management Incentives: Green Dot executive bonuses are tied heavily to revenue growth as opposed to more value-

creating metrics. This presents an obvious risk in that management may be more heavily skewed toward the pursuit of 
growth for growth’s sake as opposed to value-creation. This potential worry can be seen through the recent acquisition 
of UniRush. A mitigating factor is that Green Dot executives do seem to be paid in line with their corporate peers. 
 

2. Decline in Active Account Growth: In the period of 2016-2017, active cards experienced substantial growth, but this has 
largely tapered off and shrunk to just 1% annually. A decrease in active account growth will cut into revenue from a card 
revenue standpoint. However, we see the reason for this decline as a result of the shift to direct deposit accounts. We are 
of the belief that this shift will generate increased revenue from both a processing and interchange fee standpoint as 
Green Dot cards take a larger role as people’s primary payment and banking method. 
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Decision: NO PURCHASE  
Financials Investment Committee Representative: Kevin Ren 

 
The Financials Sector pitched Green Dot Corporation (NYSE: GDOT) as a buy in General Meeting on Wednesday, May 1st, 
2019. After review, the Investment Committee decided not to purchase GDOT. Our reasons are as follows: 
 
FIRST: We broadly agree with the sector’s analysis of the BaaS segment as operating an attractive business model that could 
potentially drive revenue growth and margin expansion as well as build competitive advantages for the company over time. 
However, we believe that the limited amount of information disclosed by GDOT regarding its BaaS segment and the lack of 
precedents for a successful BaaS model make forward predictions regarding the BaaS segment speculative at best. More 
detailed information with regards to its future customer pipeline and contract terms would be necessary to increase 
confidence around projections, information the company is currently legally obligated to keep private. Additionally, because 
the BaaS segment currently contributes only 5% of revenues, we are wary of overemphasizing its contribution to potential 
return on investment in the context of the entire company. 
 
SECOND: We are highly concerned with alignment between management and shareholder incentives. Insider transactions 
show that Steven Streit (President/CEO) has sold $96M of shares over the past 5 years, almost half of his stake in the 
company, while total insider sales were $164M in aggregate; conversely, no open market purchases were conducted over the 
last 5 years. Management bonuses are also directly tied to revenue growth without any mention of metrics such as margins, 
share price, free cash flow, or ROIC. This bonus incentive structure could cause GDOT to engage in value-destructive 
acquisitions or expansion into unattractive tangential businesses or geographies in the future and forces us to reevaluate the 
UniRush acquisition 
 
THIRD: We do not believe that current price levels present an attractive entry point for a position in GDOT. Assigning 
probabilities of 15% to bear and bull case and 70% to base case, an expected margin of safety of 8.17% is not sufficient to 
justify an investment position. 5-year IRR of 3% using an EV/EBITDA multiple basis highlights the limited return potential 
and low fundamental growth of the company. Furthermore, outputs are highly sensitive to revenue growth and S&M 
leverage forecasts; the sector projected both outcomes concurrently while we believe a tradeoff between the two is most 
likely. A unit economics model incorporating rates, customers, and volume per customer would reduce uncertainty 
surrounding outputs but is unlikely to meaningfully impact forecasted returns. 
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Global Cord Blood (NYSE: CO) 
Healthcare Sector Leader: Ricardo Mestre  

 
Company Overview 
Global Cord Blood Corp. (CO) is the leading cord blood banking company in China. Cord blood is known to have many 
medical use cases that make its storage potentially lifesaving for the parents that choose to do so. CO’s business model 
consists of having sales people working at local hospitals where the cord blood is collected for an initial fee and then 
transported and stored at a CO facility for a yearly subscription fee (generally over the course of 18 years). The company 
operates in three provinces, Beijing, Guangdong, and Zhejiang, and has 352 network hospital partners across these regions. 
 
Investment Thesis 
The Healthcare sector recommends a BUY in CO for the following reasons: 
1. Irrational Reaction to Regulatory Risk: There are questions surrounding the ability of the company to (1) maintain its 

monopoly status within the markets in which it operates with regulatory changes expected to occur in 2020 and (2) 
return cash to shareholders. We believe that the market is overreacting to the risk of potentially negative regulatory 
outcomes which is further exacerbated by the opaqueness inherent to regulation in the PRC. The company has a 
substantial amount of cash (~$700mm USD in cash given a market price of ~$800mm USD) such that the majority of 
the valuation of the company can be justified by the cash they have on hand with effectively no debt. Even under 
impossibly harsh operating conditions (unprecedented pricing and subscriber decreases) with incredibly high discount 
rates (up to 20% on future FCF) the company is still proven to be undervalued. With further regulatory clarification in 
2020, we believe that this could serve as a significant catalyst to realize fair value for the business. 

2. Hospital relationships and other moats against the potential competition: We believe that a key strength for CO relative 
to any potential new entrants into the market for cord blood storage is the existing relationships that CO has with 
hospitals in the regions in which it operates. CO salespeople and procedures for storage are effectively integrated into 
the operations of the 352 network hospital partners such that we believe that these relationships will continue to be very 
sticky under the opening of the cord blood market. Furthermore, CO has a proven track record within the cord blood 
storage market as the largest operator in China and the sole operator in the region where the hospitals exist. As a result, 
we believe that if the hospitals were to bring in a new partner it would expose them to unnecessary risk. We believe that 
the true competitive advantage in this market lies in the relationships.  

3. Pricing Power and Macro Trends: Historically, CO has had an exceptional ability to raise prices on its customers and 
realize incremental margin improvements. With increasing wages in China and the end of the one-child policy, we 
believe there is a positive long-run trend for the cord blood market in China. The benefits of cord blood are 
compounded as families grow because many of the key use cases for cord blood rely on it being used by patients other 
than the individual from which the cord blood was initially extracted. We believe that CO will have the continued ability 
for long-term price increases in addition to further penetration within the markets in which it operates.  

Key Risks and Considerations 
1. Unknowns surrounding the company’s largest shareholder and limits to liquidity: 65.3% of the business is owned by 

Nanjing Ying Peng Asset Management Co., Ltd. and another 13.3% is owned by Jay Hawk Private Equity. We do not 
fully understand the incentives or influence of these stakeholders and do not know if their incentives are aligned with 
ours. These large stakeholders account for almost 80% of the float of the company, limiting the liquidity of the company 
and the potential for sophisticated investors to become interested in the stock and cause any substantial price changes. 

2. Regulator uncertainty: CO could potentially be shut down for operating as a profitable company which could result in a 
complete loss of principal on the investment. Although we view this circumstance as unlikely and unprecedented, we 
cannot reasonably say that there is a guarantee that it will not happen. We believe that the greatest risk for the business is 
that it remains in a gray zone where it continues operating but is limited in ability to return value to shareholders in the 
medium term. Furthermore, the loss of monopoly status would be a negative for the business as it would no doubt result 
in some degree of price attrition and market share loss. 
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Decision: NO PURCHASE 

President: Lance Hao  

 
The Healthcare Sector pitched Global Cord Blood (NYSE: CO) as a buy in General Meeting on Wednesday, May 8th, 2019. 
After review, the Investment Committee decided not to purchase CO. Our reasons are as follows: 

 
FIRST: We are concerned with the unpredictability of Chinese regulatory changes. CO relies heavily on regional monopolies 
and the NHC cord blood banking licenses that insure this competitive advantage are going under review in 2020. There is a 
lack of a clear, consistent, and well developed regulatory framework in the Chinese cord blood banking industry and we 
believe there may be risk stemming from the revocation of licenses or licenses being granted to new cord blood banks. 
Although these licenses may be mainly focused on the 18 un-licensed provinces, any additional competition in the regions 
that CO operates in will severely erode CO’s competitive position. Additionally, China may choose to nationalize cord blood 
banking. If CO is not chosen as the foundation for this national blood bank, there may be severe value destruction. Even if 
CO is chosen, we are unsure how this will affect shareholder value.  
 
SECOND: CO has historically been lackluster at investor relations. CO had not met with investors a single time in the 
period from 2011 to 2018 and have virtually no sell side analyst coverage. They have only recently started reaching out to 
investors and looking to improve publicity. Considering that CO is a Chinese company, we are concerned with how and 
when they will choose to return shareholder value and distribute portions of their large cash stockpile. The company is 
majority-owned by one single investor, Xu Ping, through Nanjing Ying Peng Asset Management Co. Depending on the goals 
of Xu Ping, we may not see shareholder value returned in an efficient and accretive manner.  
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Sensata Technologies (NYSE: ST)  
Technology Sector Leader: Chris Sun 

 
Company Overview 
Sensata Technologies (ST) is a leading provider of customized sensors and controls for use in automotives, heavy 
vehicles/off-road systems, and industrial applications. Automotive and HVOR segments constitute 75% of their revenue, 
the rest is made of industrial applications such as aerospace, data/telecom, and appliances. Examples of ST’s products 
include tire and fuel pressure sensors, emission controls, and overheating sensors.  
 
Investment Thesis 

The Technology Sector recommends a BUY in ST for the following reasons: 
1. Dominant competitive position within subsectors: ST is optimally positioned to take advantage of the barriers to entry 

and related scale benefits that are intrinsic to the industry. In contrast to comfort-oriented sensors, ST’s products are 
mission critical to OEMs – if a tire fails on a highway or an exhaust control malfunctions, an OEM could face disastrous 
consequences or regulatory risk. During the production cycle, ST’s engineers work directly with OEMs and Tier 1 
manufacturers, resulting in high integration into the product lifecycle. Sensors/controls are customized according to the 
client’s individual needs, making it difficult to simply replace ST with a competitor. ST’s products are very low cost, at 
~$40 per average vehicle; therefore, ST’s clients find little reason to use competitors with unproven track records to 
simply to save a few dollars. Finally, within automotive/HVOR, contracts are often negotiated in bulk for a 5 to 10 year 
production period. Therefore, smaller players are incapable of servicing the needs of large OEMs and Tier 1 
manufacturers.  

2. Promising growth through content and M&A: ST sees attractive growth opportunities through in-vehicle penetration 
and strategic M&A. General growth in the global sensor market is expected to reach $36B by 2023 at a 7% CAGR. First, 
government regulation and consumer preferences create constant demand for sensors that gauge exhaust gases to reduce 
emissions and controls that enable safety/convenience features such as ABS and airbags. Second, electric vehicles create 
opportunity for ST within the drivetrain and battery. Sensor/control needs of an electric vehicle far outpace the needs of 
a standard vehicle. Finally, ST’s M&A activity is strategically advantageous and demonstrates management’s 
accomplished history as stewards of capital. ST’s acquisitions of Gigavac and Schrader, for example, added product lines 
in high-voltage contactors and tire pressure sensors, areas of high growth and customization.  

3. Attractive cost structure within industry: ST is fundamentally a high-margin business that produces products that are 
mission-critical, but still inexpensive. Its margins increase through vigilant cost reductions. ST’s EBITDA and Net 
Income margins are 20% higher than their next competitor, demonstrating ST’s high switching costs and unique cost 
structure. Only 15% of the company’s costs are fixed, which along with high variability for ST’s week-by-week 
production, results in flexible and dynamic cost. ST’s supply chains are localized per region, reducing transportation 
costs and increasing efficiency, and the company’s long product lifecycle further enables ST to maintain margins and 
profitability.  

Key Risks and Considerations 
1. Cyclicality: ST is heavily exposed to the cyclicality of the automotive industry, meaning that changes in auto production 

and purchases fluctuate ST’s top line. Currently, the US auto industry is sub-optimally placed within the cycles – major 
auto OEMs are cutting production and jobs. We believe that ST’s cost structure, large market position, consolidation, 
and exposure to other end markets and geographies mitigate this risk.  

2. China: The on-going trade war could increase tariffs and reduce ST’s margins. In addition, China is seeing a continual 
auto demand decrease that could increase in the near term. Emissions regulation, electrification, and overall content 
growth allow ST to continue to grow despite potential decreases in automobile demand due to tariffs.  
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Decision: NO PURCHASE 
Technology Investment Committee Representative: Henry Gao 

 
The Technology Sector pitched Sensata Technologies (NYSE: ST) as a buy in General Meeting on Wednesday, May 8th, 
2019. After review, the Investment Committee decided not to purchase ST. Our reasons are as follows: 
 
FIRST: We are not fully convinced about ST’s ability to sustain performance through the cyclical downturn in the 
automotive industry. The company has 62% direct exposure to automotive and 15% exposure to HVOR which is highly 
correlated with automotive. The sector argues that the specificity of ST’s products enables sticky demands since the products 
are designed to accommodate specific OEM contracts. In addition, ST’s products only make up for a minor proportion of 
the end product’s overall cost structure (i.e. expenses related to ST products are minor relative to the overall production cost 
of automotive). The sector therefore argues that, in the midst of industry-wide underperformance, the buyers of ST’s 
products would first prioritize cost cutting in other components, instead of bargaining prices with ST. However, we believe 
that the majority of ST’s revenue is a function of the overall automotive industry and the unit price of its products. As the 
automotive industry begins its decline, we expect ST to experience difficulty in sustaining its sales. While the sector has 
demonstrated ST’s ability to increase pricing over the recent periods, we cannot find convincing evidence for ST’s pricing 
power such that the price increase can effectively outpace the automotive industry decline.  
 
SECOND: The current valuation of ST does not provide sufficient margin of safety given its risk profile. The DCF 
valuation output is extremely sensitive to WACC. Assuming performance remains reasonable and in line with projections, a 
discount rate of ~8.60% would imply that the stock is trading at its fair value. Compared to the sector estimated WACC of 
7.94%, the discount rate of ~8.60% is not an unreasonable expected rate of return. In calculating the discount rate, the 
sector employs a cost of equity merely 1.5% higher than the cost of debt, which we believe is not representative of ST’s risk. 
As we take a step back and evaluate the bigger picture of ST’s risk profile, we identify that the company is inevitably exposed 
to a range of unmeasurable uncertainties related to international trade in addition to the cyclical risk discussed above. The 
trade tension between China and U.S. and some revisions to NAFTA & USMCA have direct impact to ST’s near term 
performance. Perhaps the market overreacted to the U.S.-China trade announcement in late 2018, but the stock price has 
mostly recovered since then. Having considered these factors, we believe that Sensata is reasonably priced at a 13x EV/FCF 
without significant potential upside. If anything, on a more conservative risk-adjusted basis, there exists some downside as 
the uncertainties turn out to become more unfavorable to the company.  
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KAR Auction Services (NYSE: KAR) 
Industrials Sector Leader: Brandon Bleyer 
 
Company Overview 
KAR Auction Services is a holding company operating three related businesses: a wholesale car auction platform, a salvage 
car auction platform, and a short-term automotive financing segment. The businesses primarily operate in North America 
and feature a mix of online, on-site, and hybrid auction structures. KAR serves corporate clients in providing fleet liquidation 
and management services. Both the wholesale car and salvage markets are highly consolidated, where the two main players in 
each market occupy around 70% and 80% of total auction-based transactions. 
 
Investment Thesis 
The Industrials Sector recommends a BUY of KAR for the following reasons: 
1. Attractive Positioning within a Consolidated Market: We believe that KAR has carved out a customer focus featuring a 

more reliable revenue base, servicing financial institutions operating in the car repossession market. Its main competitor, 
Manheim, relies on servicing mainly small-scale, independent dealerships. Current incumbents, including KAR, are 
strongly insulated from potential entrants due to inherent network effects within the auction format and established 
customer relationships. Additionally, KAR’s ADESA platform has become the site of choice for suppliers looking to 
liquidate larger portfolios of vehicles rather than individual cars, which requires significantly less SG&A expense per car 
transacted. 

2. Ability to Further Monetize Its Installed Base: KAR currently offers a diverse array of ancillary services to both buyers 
and suppliers on its wholesale auction platform, including data-driven fleet management and on-site financing. The 
recent $43mm acquisition of DRIVN, a Chicago-based used car market data analytics firm, promises to allow KAR to 
accelerate its ability to provide customers with fleet management, market-timing, and pricing solutions, outpacing 
Manheim in terms of highly quality servicing to larger fleet owners. This data-driven service is providing a reliable, 
rapidly increasing revenue stream. Additionally, KAR’s Auto Financing Corporation (AFC) segment, provides on-site 
financing while Manheim has mobile financing teams. This methodology reduces friction between the customer and sale. 

3. Opportunity to Capitalize on Accelerating Auto Financing Defaults: KAR’s ADESA segment houses a unique Recovery 
Database Network (RDN) that enables transparency for asset recovery customers, particularly in the used car market for 
automotive lenders. This feature has made it the stop-of-choice for financial institutions liquidating inventory gained 
through repossessions. Repossessions are approaching 2 million vehicles in the United States annually providing a 
massive amount of volume growth to the ADESA platform. In a recession, KAR is protected relative to its peers due to 
the business gained from the repo market in the early part of the recession-emergence cycle. 

4. Uncertainty Surrounding Spinoff of IAA Segment Depressing Price: In February 2018, KAR’s management team 
announced a planned spinoff of its IAA business in the salvage market space. Since the announcement, there have been 
repeated delays and weak signals from management, which has generated uncertainty and share price depression. 
Recently, an activist fund, Starboard Value, declared a significant stake and has been pushing for the spinoff. We believe 
that the two major businesses within KAR offer little synergies and that the IAA business is significantly undervalued 
compared to its main competitor Copart (CPRT), which trades around 19.96x EV/EBITDA compared to the combined 
KAR business at 13.71x EV/EBITDA. We hypothesize that the market excessively discounts IAA’s contribution to the 
fair value of the combined business, and that value will be realized in a spinoff. 

Key Risks and Considerations 
1. The Spin-off Fails to Unlock Value: The Industrials Sector cannot be entirely confident in a discrete numerical increase 

in value from the spinoff to shareholders of both the RemainCo and SpinCo; this includes a probability that the market 
has already priced in the likelihood of a spinoff given a change in management tone. 

2. Deterioration in Margins as Industry Structure Shifts: Both auction businesses are steadily shifting their operations 
towards online auctions, which provide significantly less revenue per vehicle, although requiring less operating expenses, 
such as maintaining physical auction sites. The relative difference between cost savings from digitization and the loss of 
top-line from lower average customer ticket will manifest within the next few years. 
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Decision: NO PURCHASE  
Industrials Investment Committee Representative: Richard Archer 

 
The Industrials Sector pitched KAR Auction Services (NYSE: KAR) as a buy in General Meeting on Wednesday, May 15th, 
2019. After review, the Investment Committee decided not to purchase KAR. Our reasons are as follows: 
 
FIRST: Although we agree with the sector that an extensive collection of data may help KAR (the largest player in the 
auction space) develop an extensive and sustainable competitive advantage, we see almost no evidence that KAR has, up to 
this point, cultivated such a moat. Acquisitions important to this part of the thesis occurred within the last several quarters, 
leaving us with little information to gauge the potential success of this part of the business beyond management’s stated 
optimism.  
 
SECOND: The Investment Committee sees no clear reason that KAR is undervalued – at the beginning of 2019, it traded 
around 10.5x forward EV/EBITDA (1 turn below its last five-year average) and has since traded up to an all-time high just 
shy of 13x. This appears to be a strong business trading at a valuation well above where it has historically traded, which 
leaves the club with little margin for error if the company fails to achieve years of sustained mid-to-upper single digit top and 
bottom line growth.  
 
THIRD:  The sector posited that much of the volatility in the company’s price is derived from concerns around the spin-
off. This is not obviously true in its own right, as KAR reached its highest valuation in Fall 2018 and fell to a 52-week low in 
Jan 2019, neither of which was obviously driven by spinoff news (we acknowledge that this kind of analysis is severely 
weakened by the relatively large swings in equity markets in the last 12 months). Moreover, the Investment Committee is not 
convinced that the spin-off is necessarily good for KAR as few fundamental reasons were offered. 
 
Overall, while KAR appears to be a strong and growing business, the Investment Committee sees neither the margin of 
safety nor the evidence for several parts of the thesis that would warrant a purchase decision.  
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Hudson Ltd. (NYSE: HUD)  
Consumer Sector Leader: Josh Soong  

 
Company Overview 
Hudson Ltd. is a North American airport retailer operating convenience, luxury brand, and duty-free stores in many airport 
concourses. Approximately two-thirds of revenue comes from airport convenience stores while the remaining one-third is 
derived from luxury stores. By operating primarily within airports, Hudson entrenches itself with a geographic monopoly.  
 
Investment Thesis 
The Consumer Sector recommends a BUY of HUD for the following reasons:  
1. Local Oligopoly and High Customer Captivity: There is only a finite amount of retail space within airports. As such, 

concession operators like Hudson naturally operate in a space where competition is limited. More importantly, Hudson 
leverages this space constraint through its business model. By maximizing the number of storefronts it operates in each 
airport, Hudson is effectively able to monopolize the airport’s retail operations and control prices within that airport. On 
average, Hudson operates 14 concessions per airport. Consequently, Hudson enjoys a sustainable 63% gross margin 
which is almost unheard of within the consumers industry. 

2. Multiple Growth Drivers and Reinvestment Opportunities: When selecting concession operators, airports look for 
companies with a strong track record, an ability to satisfy traveler demands, and a contract structure that maximizes the 
airport’s revenue. Hudson differentiates itself is through its strong IP portfolio and relationships with airports. In 
addition to its own portfolio of brands like Hudson News, the company also has access to the portfolio of its former 
parent, Dufry. With a diverse portfolio ranging from high fashion brands like Coach to trendy clothing labels such as 
Vineyard Vines, Hudson is able to stand out from competitors in breadth of offering. Furthermore, Hudson also offers 
contracts that align airport interests with their own. Contracts entail a Minimum Annual Guarantee which offers a floor 
on the amount of rent and concession fees airports receives. Alternatively, Hudson also offers a percentage of gross 
revenues to the airport and, if this percentage is higher than the MAG, Hudson will pay said percentage. 

3. Favorable Industry Trends: The forecasted 3% annual growth in air travel through 2036 provides a growth floor for 
airport retailers like Hudson. This sustained growth is compounded by an increase in hub-and-spoke travel within the 
North American market. Hub airports — where Hudson already has many stores — are expected to see traffic rise 25% 
while the 33% predicted jump in “spoke” traffic provides an enticing growth opportunity for Hudson. Likewise, the rise 
of low cost carriers bodes well for Hudson as these no-frills carriers lack traditionally complimentary amenities (i.e. food 
or beverages) and thereby spur travelers to purchase these items at airport retailers beforehand. Finally, contrary to 
popular belief, flight delay times have been flat for the last 14 years. This is good for Hudson as delayed flights — 
combined with more stringent regulations on how long passengers can be left in a grounded plane — generally lead to 
an increase in foot traffic and impulse purchases. 

Key Risks and Considerations 
1. Debt: Hudson was spun-off in early 2018 to help Dufry pay down its debt and, naturally, the company was fairly levered 

as well. However, Hudson has shown significant progress toward debt reduction. From a Debt-to EBITDA ratio of 3.9x 
in 2017, the company expects to be at 2.1x by 2020. 

2. Outsized Exposure to Select Airports: Hudson derives a disproportionately high amount of revenue from certain 
airports so a loss of one of these locations would materially hurt the top line. That said, the company has long-standing 
relationships (in the span of decades) with many of these airports and also holds multiple concessions at each location. 
Additionally, as the company continues to diversify and expand to new airports, the effects of a key loss are lessened. 

3. Relationship with Dufry: With 57% of shares controlling 93% of voting rights, Dufry effectively exercises control of all 
major decisions at Hudson. Despite this, we do not see Dufry abusing its power as majority shareholder. Within the 
Master Relationship Agreement, the companies have laid out fair terms that govern the supplier agreement, licensing 
fees, and debt borrowings between the two companies. Likewise, Dufry has publicly stated it will refrain from entering 
the North American market as it seeks to expand its foothold within the burgeoning Asian market. 
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Decision: NO PURCHASE  
Consumer Investment Committee Representative: Avita Timbadia 

 
The Consumer Sector pitched Hudson Ltd. (NYSE: HUD) as a buy in General Meeting on Wednesday, May 15th, 2019. 
After review, the Investment Committee decided not to purchase HUD. Our reasons are as follows: 
 
FIRST: We are concerned about the relationship between Hudson and its parent company, Dufry, and believe there is too 
much uncertainty surrounding Dufry’s interests. Dufry is primarily in possession of Class B shares, giving it 93% of voting 
rights but no dividends. Furthermore, Dufry is a core supplier for Hudson, and thus could be looking to boost aggregate 
numbers through store growth, which may not necessarily be value accretive for Hudson. This raises questions about 
Dufry’s interests as a supplier, rather than a shareholder. Hudson is also limited in its ability to enter new markets due to an 
agreement with Dufry, restricting it to North American markets. Although we do not believe this inability to access other 
markets will affect Hudson in the next 5 years, we are concerned about Dufry’s entrance into the North American market. 
There is no official agreement restricting Dufry from entering North America, and it has done so recently by opening duty-
free stores on cruise ships in North America. We view this as a growing threat, as it could have the possibility of encroaching 
on some of Hudson’s growth opportunities within the North American market. Thus, we believe it is difficult to ascertain 
what Dufry’s interests are, and whether it is acting as a shareholder rather than a supplier. 
 
SECOND: A major thesis point emphasized by the Consumer Sector was the strong and favorable growth trends in the 
North American aviation industry, which is expected to grow at a 3% CAGR till 2026, along with the expansion of hub-and-
spoke models by major carriers. We see industry growth being stable, but believe it is already relatively mature, and thus not 
as fast growing as portrayed. Furthermore, uncertainty around ROIIC and ROIC figures of new stores, along with their 
projections given, makes it difficult to fully understand store growth. This is critical due to the limited market Hudson can 
operate in and the minimum operating criteria set by management. 50% of sales are currently derived from the top 10 
markets, raising the possibility of future cannibalization of sales of existing stores by new stores in these oversaturated 
airports as well.  
 
THIRD: The current absence of a catalyst makes it difficult for us to ensure that shareholder value will be unlocked or that 
this the right time to invest. The sector argues that investors are worried about the poor performance of the duty-free 
segments, as a result of a slowdown in Chinese tourists, and are concerned about currency pressures and certain contracts 
ending. Thus, the market is not recognizing the positive industry and growth trends going forward. We are not fully 
convinced by this argument and do not believe anything is fundamentally changing in the business to create more value that 
the market could not be recognizing. 
 
In summary, if we had more conviction on Dufry’s incentives and a better understanding of new and existing store growth 
and margins, Hudson could have appeared to be a more attractive investment in the presence of a catalyst. 
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Daqo New Energy (NYSE: DQ)  

Natural Resources Sector Leader: Parth Patel 

 
Company Overview 
Daqo New Energy is a pure play polysilicon producer based in China. Polysilicon is a refined version of raw silicon that is a 
crucial input in the solar panel value chain. Daqo is a newer player to the polysilicon market, which China dominates, and has 
developed an edge in production of this commodity due to the location of its factories, which enables low energy and utilities 
costs. 
 
Investment Thesis 

The Natural Resources Sector recommends a BUY in DQ for the following reasons: 
1. Industry trends protect Daqo’s lowest cost position in the near term: The Xinjiang province in China offers the lowest 

energy costs to polysilicon producers due to its abundance of natural resources and favorable government policies. This 
is crucial because energy is the most expensive input for creating polysilicon. Daqo, due its small size during the 
emergence of this opportunity, became the first company to move into Xinjiang and take advantage of this. It began 
developing all of its factories in this region, allowing it to scale quickly and become the lowest cost producer of 
polysilicon. Daqo’s factories are also very effective, yielding market-leading percentages of high-quality mono-grade 
polysilicon, which has a higher average selling price (ASP). This coupled with increasing barriers to entry for new players 
in the Xinjiang region, facilitated by policy changes, should allow Daqo to remain a low-cost producer of high-quality 
goods in at least the next few years. 

2. Underestimated player with fast growth and increasing focus on its core, high margin business: Daqo, only covered by 
two analysts, is largely overlooked due to its lack of vertical integration and young age. The industry reports and research 
analysts tend to focus on Daqo’s larger competitors, who have been around for longer and cover more of the value 
chain, despite downstream segments of the value chain becoming less favorable due to solar industry supply glut and 
government policy uncertainty. Daqo recently discontinued its unprofitable downstream wafer business which will allow 
it to double down on efforts to grow its core polysilicon business.  

3. Position as low-cost producer enhances resilience to macroeconomic solar industry risk and demand volatility: Due to 
Daqo’s position on the lowest end of the cost curve, Daqo is able to absorb solar industry shocks and continue to sell 
nearly one hundred percent of its inventory despite macroeconomic uncertainty. China’s 531 New Deal depressed 
polysilicon, wafer, and PV cell prices, causing many of Daqo’s higher cost competitors to shut down factories and slow 
down growth plans. On the other hand, Daqo has continued growth, seeking to double its capacity in the coming year, 
positioning it to capture more of the polysilicon industry’s expected 10.5% CAGR through 2025. 

Key Risks and Considerations 
1. Commoditization: Daqo operates in a commoditized industry vulnerable to government regulation and 

shifts in global sentiment toward solar energy. That being said, Daqo’s movement toward high quality 
mono-silicon production as opposed to standard grade polysilicon insulates it from commoditization risk, 
while its low costs help it absorb industry shocks. Moreover, Daqo’s current valuation can weather 
fluctuations in ASP. 

2. Dependence on key customers: Daqo has high customer concentration: the top three customers make up 
64.2% of Daqo’s revenue. However, this is primarily a function of the polysilicon business. There is a very 
small group of buyers who use polysilicon to produce wafers and ingots. Moreover, all three of Daqo’s top 
three clients have expressed interest in increasing contract sizes on par with Daqo’s capacity expansions. 
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Decision: NO PURCHASE 
Natural Resources Investment Committee Representative: Cale McCormick 

 
The Natural Resources Sector pitched Daqo New Energy (NYSE: DQ) as a buy in General Meeting on Wednesday, May 
22nd, 2019. After review, the Investment Committee decided not to purchase DQ. Our reasons are as follows: 
 
FIRST: We are concerned about our ability to assess the company and its margins in the long term. We concur with 
the sector that Daqo currently has a significant cost advantage over its competitors due to its process and its ability to 
achieve industry low utility costs through advantageous contracts with local utilities. We further agree that Daqo’s 
first mover advantage in Xianjiang gives it a sustainable cost advantage in its ability to procure cheap electricity. 
However, we are less confident that Daqo’s closed Siemens process is not replicable and that other processes for 
producing polysilicon will be developed during our investment horizon, even if those possibilities remain remote in 
the short term. We are also not certain that Daqo’s record of process-based cost reduction will persist into the future. 
Additionally, we find it impossible to reasonably estimate prices for polysilicon more than a few years into the future. 
Because we do not believe we have a reasonable ability to estimate with any accuracy either costs or revenue in the 
future, we cannot be confident that the company is indeed undervalued.   
  

SECOND: We are concerned with the valuation presented by the sector. The valuation is most sensitive to long 
term margin projections. As stated above, we are not confident that we can predict these margins with any certainty. 
Furthermore, we are not confident in the sector’s method of estimating the cost of equity, and we see no comparable 
companies for which to validate this measure.  
 
THIRD: We do not believe the current entry point for this investment is attractive. The investment appreciated 
considerably in the last two weeks. Although we do not believe this is a problem in itself, according to the sector’s 
valuation this investment had an upside of only 15% at the time of our deliberations. We do not believe this 
represents a defendable margin of safety, especially for a company with higher macroeconomic risk than our average 
portfolio holding.      
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Cumulus Media (NASDAQ: CMLS)  
Communications: Nathan Nangia 

 
Company Overview 
Cumulus Media is an owner-operator of 433 AM/FM radio stations nationwide and the operator of 8,000 more through its 
subsidiary, Westwood One. Westwood One, which provides ~30% of revenue, serves as a platform connecting advertisers, 
content producers, and listeners. In November 2017, Cumulus Media filed for chapter 11 bankruptcy to reduce its over-
levered balance sheet; Cumulus Media emerged from bankruptcy in June 2018.  
 
Investment Thesis 
The Communications Sector recommends a BUY in CMLS for the following reasons: 
1. Market mispricing due to radio and leverage: Cumulus trades at significant discount to competitors due to market 

skepticism of both the strength of the radio industry and their leverage, especially given their recent bankruptcy. These 
concerns are largely overblown. First, traditional radio operates in a protected niche market that continues to provide 
both cheap efficient mass-reach advertising and localized advertising. Furthermore, radio listenership has not declined as 
consumers continue to listen because of the tyranny of choice and the wide range of content. Second, Cumulus emerged 
from bankruptcy with a Net Debt/EBITDA of 5.8x and their leverage has dropped to 5.2x in the last six months with 
management setting a target of 4.0x. Competitors have similar leverage ratios, signaling that Cumulus is being unfairly 
punished for its leverage. Additionally, Cumulus possesses an extremely favorable and flexible capital structure with no 
maintenance or financial covenants. The pre-filing lenders converted their debt into this post-bankruptcy debt and 
common equity. We believe the favorable terms of the debt piece is a reflection of distressed investors seeking their 
main return through the post-reorganized equity, with the debt piece being a safe way for these investors to ensure a 
baseline return. 

2. Superior to competitors: Cumulus is not only trading cheaply, but also operates a superior business model to its 
competitors. Cumulus has and continues to optimize its asset base to achieve local monopolies in its owner-operator 
markets and network effects in Westwood One. First, Cumulus has been consistently swapping stations to exit major 
markets which are highly competitive for stations in smaller markets where Cumulus can achieve a local monopoly. 
Local monopoly stations account for 58% of Cumulus’ owned stations. Second, Westwood One, as the largest platform 
of its kind, naturally benefits from indirect network effects in a winner-take-all market. 

3. Digital segment provides an asymmetric upside: Not only does Cumulus operate a strong business trading at a cheap 
price, but it also remains vastly under-exposed to digital radio, creating an asymmetric upside. Cumulus’ management has 
indicated that digital growth is a priority for them, and 41% and 76% digital revenue growth rates in Q1 2018 and Q4 
2018 highlight the effectiveness of their efforts. Cumulus’ recent partnerships with TuneIn radio, one of the largest 
digital radio distributors, and Wondery, the largest independent podcast producer, will only strengthen their digital 
efforts.  

Key Risks and Considerations 
1. Radio Industry Risk: A key component of our market mispricing argument is that radio broadcasting will continue to 

perform well over the coming years. Given stagnating radio listening numbers, growth within this segment seems 
unlikely. However, growth within the radio broadcasting industry is not required to realize the value, due to the degree 
of the market mispricing. Our no-growth valuation yields a very attractive upside of 69%. Furthermore, given Cumulus’ 
recent asset sales, we can estimate that only 44 of Cumulus’ 443 stations would need to be sold to realize value instantly.  

2. Content Risk: Content is inherently risky; theoretically, consumers could change preferences instantly. However, the 
network effects of Westwood One coupled with the scale of Cumulus’ owned stations help to mitigate this risk.  

3. Macroeconomic Risk: Advertising revenues, and thus Cumulus, will be negatively affected by a decline in overall 
macroeconomic health. While advertising is a highly cyclical business overall, radio, because it is the cheapest form of 
advertising, benefits from a slight comparative macroeconomic resilience.  
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Decision: BUY 
Communications Investment Committee Representative: Annie Li  
 
 
The Communications Sector pitched Cumulus Media (NASDAQ: CMLS) as a buy in General Meeting on Wednesday, May 22nd, 
2019, proposing a 5.5% position. The Investment Committee decided to follow the sector's recommendation and purchase 
CMLS, although at an adjusted position size of 4%. We believe that CMLS presents an opportunity to invest in an undervalued 
company with a strong core business, promising upside potential, and a significant margin of safety. We agree with the 
sector's rationale and summarize the most important reasons in our decision below: 
 

1. Catalysts from restructuring, digital radio growth, and iHeartRadio IPO create attractive upside potentials: CMLS 
faces several catalysts that may positively influence the company’s valuation. 1) The company’s financial statements 
display a strong recovery from restructuring with improving financial health and revenue growth. Its current capital 
structure displays well-aligned interests between debt and equity holders of the company. 2) Rapid revenue growth 
in the digital segment, in combination with strategic partnerships and product rollouts, creates significant upside 
potential. 3) iHeartRadio’s eminent IPO after exiting bankruptcy at 8-9x EV/EBITDA will likely bring positive 
price correction to CMLS’s current valuation.  

2. Asset optimization creates strong competitive advantages: Emerging from its bankruptcy, CMLS diverted from 
aggressive acquisitions into strategic asset optimization by exiting competitive markets and building local 
monopolies in smaller markets. With this monopoly power, CMLS benefits from developing a stickier listenership 
and exerting more pricing power compared to other radio companies. By leveraging its Westwood One advertising 
network, CMLS will further benefit from increasing network effects and expanding margins in its core business.  

3. Significant downside protection due to mispricing and industry misconceptions: Cumulus currently trades at a 
significant discount relative to its competitors. The mispricing is due to both negative market perceptions of the 
company’s bankruptcy in 2017 and uncertainties faced by the radio industry. However, we believe that these 
concerns have led to the undervaluation of CMLS. Based on precedent transactions, CMLS has sold off its 
underperforming stations at 11x EV/EBITDA. Even in the worst scenario of drastic industry decline (as we 
projected out negative terminal growth rates in our model), CMLS’s high quality assets create a strong margin of 
safety for downside protection.  

Key Risks and Considerations 
1. Long-term radio industry decline: While the pitch has provided good evidence that radio listenership has 

remained stable despite rising competitions from a variety of sources such as social media, it is unlikely that radio 
will have a clear edge against other forms of media in attracting younger people and new customers. 

 
2. Content Risk: While radio currently has a solid footing in the media, customers’ preferences are changing very 

quickly. Compared to other forms of media that have a large amount of user generated content, radio has a 
smaller contributor base that affects its content diversity. As personalized content recommendation is becoming 
more and more popular, lack of content diversity will adversely affect the customer base and consequently 
Cumulus’ advertisement revenue. 
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Sold Oaktree Capital Group (NYSE: OAK) for $48.94  
Bought at $44.98 (23.57% total gain, 11.16% annualized) 
 

 

We purchased Oaktree in early 2017 as a counter-cyclical hedge to our portfolio. The Financials sector’s thesis was focused 
on management’s capital raising ability and the structural advantages of the European waterfall structure. You can learn more 
about the original pitch in the Spring 2017 Investor Letter. In March of this year, Brookfield Asset Management announced 
it would be acquiring Oaktree for $49.00 per share or 1.077 Brookfield Class A shares. The Investment Committee has 
decided to sell our position after we received our last special dividend as we are unsure if we would like to own shares in 
Brookfield and feel that the market is appropriately pricing Oaktree. 
 
 
 
 
 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 



  Investment Committee – Spring 2019 

 
 

©2019 The Blue Chips. All rights reserved. The information contained herein is not represented or warranted to be accurate, correct, complete, or timely. This report is for information purposes only, and should not be 
considered a solicitation to buy or sell any security. Redistribution is prohibited without written permission. 

21 

TBC Basic Materials Winter 2016 

 
 
 

 
 
 
 
 
 
 
 
 

Portfolio Weightings 
 
 
 
 
 
 
 
 
 
 

 
 



  Investment Committee – Spring 2019 

 
 

©2019 The Blue Chips. All rights reserved. The information contained herein is not represented or warranted to be accurate, correct, complete, or timely. This report is for information purposes only, and should not be 
considered a solicitation to buy or sell any security. Redistribution is prohibited without written permission. 

22 

TBC Basic Materials Winter 2016 

  
 

 


	While this quarter’s quote is yet again from someone not remotely related to the world of investing and finance, Lao Tzu’s words can teach us just as much about investing as Buffett’s and Klarman’s. One of our goals as value investors is to find compa...
	Spring Pitches
	Investment Thesis
	The Financials Sector recommends a BUY in GDOT for the following reasons:
	Key Risks and Considerations
	Decision: NO PURCHASE
	Decision: NO PURCHASE
	Decision: NO PURCHASE
	Investment Thesis
	Key Risks and Considerations
	1. Debt: Hudson was spun-off in early 2018 to help Dufry pay down its debt and, naturally, the company was fairly levered as well. However, Hudson has shown significant progress toward debt reduction. From a Debt-to EBITDA ratio of 3.9x in 2017, the c...
	2. Outsized Exposure to Select Airports: Hudson derives a disproportionately high amount of revenue from certain airports so a loss of one of these locations would materially hurt the top line. That said, the company has long-standing relationships (i...
	3. Relationship with Dufry: With 57% of shares controlling 93% of voting rights, Dufry effectively exercises control of all major decisions at Hudson. Despite this, we do not see Dufry abusing its power as majority shareholder. Within the Master Relat...
	Decision: NO PURCHASE
	Daqo New Energy is a pure play polysilicon producer based in China. Polysilicon is a refined version of raw silicon that is a crucial input in the solar panel value chain. Daqo is a newer player to the polysilicon market, which China dominates, and ha...
	Investment Thesis
	1. Industry trends protect Daqo’s lowest cost position in the near term: The Xinjiang province in China offers the lowest energy costs to polysilicon producers due to its abundance of natural resources and favorable government policies. This is crucia...
	2. Underestimated player with fast growth and increasing focus on its core, high margin business: Daqo, only covered by two analysts, is largely overlooked due to its lack of vertical integration and young age. The industry reports and research analys...
	3. Position as low-cost producer enhances resilience to macroeconomic solar industry risk and demand volatility: Due to Daqo’s position on the lowest end of the cost curve, Daqo is able to absorb solar industry shocks and continue to sell nearly one h...
	Key Risks and Considerations
	Decision: NO PURCHASE
	Decision: BUY
	Exited Positions
	Portfolio Weightings

