
 
 

 

Dear friend of Firebird U.S. Value Fund, 

The biggest positive contributor in the quarter was Tegna (TGNA), which reported 2018 results 

showing a 46% increase in political advertising compared to the last midterm election cycle 

(2014) and eight consecutive months of increases in paid subscribers. As we predicted in our Q2 

2018 letter, sustained growth in subscribers represents an inflection point and is shifting the 

market perception of the company from one that is in steady decline to one that is growing. We 

look for these inflection points because they often lead to significant multiple expansion.  

Tegna shares are up over 52% this year, yet still trade at a double-digit free cash flow yield. Our 

holding in Tegna has so far generated a 25% IRR since inception in mid-2016 with all of the 

return coming from our active management of the position. Despite a 50%+ increase in price this 

year, Tegna is still valued well below historical averages. 

Chart: Tegna EV/EBITDA

 
Source: Bloomberg 

 

The 2020 elections are hotly contested with twenty candidates (and counting) declaring their 

intention to run for the Democratic nomination as well as many congressional districts. 

Due to the likely increase in political advertising, new retransmission agreements, and synergies 

from recent acquisitions, we are positive on Tegna’s short to medium term outlook. 

We used the market volatility at the beginning of the year to add a couple of companies to the 

portfolio that we believe provide an exceptional risk/reward proposition. We are happy to see 

that many of the companies we own are following the same playbook by reinvesting to extend 

their competitive advantages. 

Traditionally, an investment is thought of in terms of building a fixed asset (e.g. factory) or 

developing intellectual property (e.g., software or patent). Some companies, thanks to either a 

natural resource advantage or customer relationships, have ways to generate high returns on 



 
 

 

these investments. As an example, the return that Walmart would earn on a new supercenter is 

higher than what we could earn if we decided to use our investor’s capital to open up a 

hypermarket (don’t worry – we won’t).  

Connor Leonard of IMC explored the topic of returns on investment in his blog posts 

(https://tinyurl.com/jt6bnkn) and presentations. 

Chart: Connor’s presentation at 2017 ValueXVail

Source: IMC, ValueX Vail 

His main point is that there are two types of companies – those that can earn high returns on 

incremental capital (“Reinvestment Moat”) and those that earn high returns on previous 

expenditures, but don’t need any additional funds to go into the business (“Legacy Moat”). A 

company with a Legacy Moat, like Coca Cola, makes plenty of money, but will not earn a high 

return on incremental expenditures, like a new plant, because of stagnating demand for their 

product.  

Going back to the Walmart example, a company with a Reinvestment Moat should be valued 

higher than one with a Legacy Moat since it can deploy capital efficiently and increase the 

intrinsic value of the company over time. Unfortunately, the market, in its tenth year of growth, 

has bid up many high-quality growing companies to levels where it is hard to justify investing in 

them, even with the most optimistic growth assumptions. 

With that said, investments can take many forms and the benefits may not be immediately 

apparent in terms of creating long term value. It is relatively easy to calculate the return on 

incremental capital of each additional store or restaurant for businesses with strong brand 

recognition. It is much harder to assess the long term impact of the increase in spending on 

https://tinyurl.com/jt6bnkn


 
 

 

regulatory compliance for a social network or the cost of establishing supply agreements for a 

marketplace business.  

This type of investment creates something akin to a “Spending Moat.” Unlike a Reinvestment 

Moat, a Spending Moat does not create value on its own, but it enables the creation of value 

elsewhere in the business model. Netflix creates a Spending Moat with billions paid for the 

development of original content. Amazon creates a Spending Moat by subsidizing shipping for 

Prime Members. In order for anyone to compete with these companies, they would have to 

allocate the resources to match or exceed elevated consumer expectations – something that 

becomes increasingly hard as the scale of this spending increases. 

Facebook (FB) shares fell by more than 40% last year after the company announced on the Q2 

call that it would increase spending on safety, security, and privacy of its social networks. As 

regulators increase scrutiny of the company, the cost of running a social network goes up and so 

does the barrier to entry in creating a legitimate competitor to Facebook. A college drop-out with 

a brilliant idea will now have to come up with billions of dollars to police the content on their 

site to placate regulators. Due to its scale and reach, Facebook can spend money on compliance 

and raise its profitability at the same time, thereby increasing the value of the company. 

 
Source: Facebook Filings, Firebird U.S. Value Advisors Calculations 

Another example of a portfolio company building a Spending Moat is Booking.com (BKNG) 

which is increasing spending to grow their vacation rentals inventory and enhance partnerships 

in markets experiencing a short term slowdown. The market punished the stock in February after 

the company indicated that they might be investing through a demand trough in their core 

European market.  

Excerpt from BKNG Q4 2018 Call Transcript: 



 
 

 

<Q - Brent Thill – Jefferies > And, Glenn, just a quick follow up. If Europe continues to lag a 

little bit longer than you would like, can you just give us a sense of how you think about 

the alternative opportunities to counter that what's happening, how you think through that 

for the back half of the year? Thank you very much. 

<A - Glenn D. Fogel – CEO Booking> Yeah, so we believe that areas of slowdown can be 

great opportunities to gain share, develop loyalty, increase your value to your 

supplier partners. When things start getting a little bit slower, our hotel partners are 

looking for getting demand wherever they can. They're looking at incremental and they 

want to be able to say, can you supply somebody in this bed and as you know, hotels 

have high fixed-costs. They need to get that person to help hit their bottom line or get as 

close as they can and make a breakeven environment. I've had the fortune of going 

through some of these in the past, I've been in the company and now it's now more than 

19 years. And so we've been through this before and we've been able to add value in the 

past. And I suspect if things do slowdown a bit that we can position ourselves in a way 

that as we come out, we'll be even stronger. 

Source: Bloomberg 

We added to our holding of this growing, world-class company that is investing in its future 

especially since it was trading at a 6%+ free cash flow yield. 

The great thing about Spending Moats is that in the short term they make the performance of the 

company look worse, but in the long-term the investment looks obvious. To paraphrase a quote 

from the fantastic Lehman Trilogy play:  

“Investing is identifying simple things before they become simple.” 

The market often reacts to a deteriorating short term outlook and creates a buying opportunity for 

long term investors. 

Portfolio Update 

In Q1 2019, we sold Chipotle (CMG), which we wrote about in our year-end letter, and 

converted our investment in Liberty Sirius (LSXMK) into a bet on the narrowing of the spread 

between our shares and Sirius XM (SIRI). We also added two new positions including 

Synchrony Financial (SYF). You will find our long-form write up on Synchrony accompanying 

this letter. 

We’ve owned Liberty Sirius (LSXMK) since June 2016 due to its dominance in the satellite 

radio industry. Sirius is a fantastic company that is able to consistently grow both its subscribers 

and ARPU year in and year out. In the last couple of years, while growth has continued, it started 

to decelerate, especially in terms of ARPU. 



 
 

 

 
Source: Company Filings, Firebird U.S. Value Advisors Calculations 

Even more concerning, customer acquisition costs began increasing much faster than ARPU, 

suggesting that the company has to work harder to gain new subscribers. 

 
Source: Company Filings, Firebird U.S. Value Advisors Calculations 

While the operating statistics showed deceleration, the market was focusing on the growing free 

cash flows that were being channeled into share buybacks. Sirius shares were up over 50% since 

we established our position, which is well above the performance delivered by other companies 

in the automotive ecosystem. 



 
 

 

Chart: Performance of SIRI vs. S&P Auto and Components Index 

 
Source: Bloomberg 

We feel that SIRI is exposed to the same obsolescence risk as the rest of the auto industry. If the 

general population eventually switches from driving their own cars to car sharing or self-driving 

electric vehicles then Sirius should suffer just as much as the car manufacturers and parts 

suppliers. 

While we decided that owning Sirius XM was no longer appropriate for the fund, the shares of 

Liberty Sirius (LSMXK), which owns over 70%, of SIRI present a different value proposition. 

LSXMK is a tracker stock for John Malone’s ownership interest in Sirius that tracks the value of 

over 3.1 billion shares of SIRI owned by Liberty Corp. Thanks to constant share buybacks by 

Sirius, LSXMK ownership of SIRI went up from slightly above 50% in 2013 to 73% at the end 

of 2018.  

 
Source: Company Filings, Firebird U.S. Value Advisors Calculations 



 
 

 

At the same time, the discount between the economic value of the SIRI stake and the market 

value of Liberty Sirius has grown from an initial 15% to close to 30% as of this writing.  

 
Source: Bloomberg, Firebird U.S. Value Advisors Calculations 

The most interesting thing about the increase in the discount is that, when Liberty’s ownership of 

Sirius breaches 80%, it will get a right to execute certain tax-free transactions that would 

effectively eliminate the need for a tracker stock and would convert Liberty owned shares 

directly into Sirius, thereby eliminating the discount. Since we want to profit from this event, we 

decided to short Sirius XM shares while keeping our Liberty Sirius exposure, effectively 

retaining exposure to the discount, but not the underlying economics of the company itself. 

As of mid-April 2019, for each $1 million we have invested in the fund, we own a collection of 

assets that generated $136 thousand of cash flows over the last 12 months1. $53 thousand or 

39% of this money was spent on maintenance and supporting growth in businesses with an 

average Return on Invested Capital of 13.8%. Most of the remaining cash was paid out to 

shareholders either in dividends or share buybacks, representing an 8.9% yield to investors. Our 

estimated IRR on the portfolio is 14.7%. The estimated IRR is lower than at the beginning of 

the year but is above the historical average for the portfolio. 

                                                           
1 Portfolio data as of 4/17/2019 



 
 

 

 

You will find the current positions, expected IRR, and a short rationale behind each investment 

attached to this letter.  

Market Update 

The S&P 500 went up 13.6% since the beginning of the year, recovering most of the losses from 

Q4 of last year. The rapid increase in valuations makes as little sense as the sharp drop last year, 

but it does feel much better. When the market goes up, investors feel smarter, more likely to 

share their opinions about the state and the future of the market, and probably look a bit taller 

when they judge themselves in the mirror in the morning.  

  

While the temptation to predict the future based on recent results is strong, we tend to follow the 

same approach independent of whether the market is up or down that day. We look at the 

relationship of expected equity returns to the 10-year U.S treasury rate, which represents a risk-



 
 

 

free alternative. The current difference of 3.9% between the risk-free rate and the expected 

market return is about the same as it was at the beginning of 2015 and 2017 and is a good 

indication of the attractiveness of equities relative to other options in the market. 

 

Operational Update 

Firebird U.S. Value Fund launched on July 14, 2014, with $5.7 million under management. 

The vast majority of the assets are from the fund’s principals and Firebird employees. We 

entered Q2 2019 with close to $14 million in assets under management.  

 

If you think you know anyone who could benefit from our long-term cash flow focused 

investment approach, please ask them to contact Ellen D’Aleo (edaleo@fbird.com). 

 

As always, we welcome your questions or comments. 

 

Sincerely, 

 

Firebird Value Advisors LLC 

  

Predicted 11 yr IRR 10yr Gov't yield Difference Actual 3 yr return Actual 5 yr return Actual 10yr return

Jan-05 4.30% 4.22% 0.08% 8.63% 0.4% 7.7%

Jan-06 6.00% 4.39% 1.61% -8.33% 2.3% 7.3%

Jan-07 6.20% 4.70% 1.50% -5.59% -0.2% 6.9%

Jan-08 7.40% 4.02% 3.38% -2.85% 1.7% 8.5%

Jan-09 14.40% 2.21% 12.19% 14.12% 17.9% 13.1%

Jan-10 9.10% 3.84% 5.26% 10.85% 15.4%

Jan-11 8.40% 3.29% 5.11% 16.14% 12.5%

Jan-12 10.30% 1.88% 8.42% 20.34% 14.6%

Jan-13 10.00% 1.76% 8.24% 15.11% 15.8%

Jan-14 7.10% 3.03% 4.07% 8.85% 8.5%

Jan-15 6.10% 2.17% 3.93% 11.41%

Jan-16 6.50% 2.27% 4.23% 9.24%

Jan-17 6.40% 2.45% 3.95%

Jan-18 4.80% 2.58% 2.22%

Jan-19 7.40% 2.68% 4.72%

Mar-19 6.30% 2.41% 3.90%

SPX Total Return



 
 

 

This newsletter (this “Newsletter“) is (i) confidential and may not be reproduced or distributed 

without the express written consent of the particular Firebird fund to which it pertains (the “Fund”); 

and (ii) for informational purposes only, is intended solely for those recipients to whom it is 

delivered by the Fund, its affiliates, managers and/or representatives (together, the “Company”), 

and is not intended to market any product nor to be the basis for any investment decision. No 

reliance may be placed for any investment/advisory purposes whatsoever on the information or 

categorizations contained in this document or their completeness, and nothing herein should be 

considered a recommendation by the Company of any security, assets or investment. In the event 

of any conflict between the information contained herein and the offering memorandum or charter 

documents of the Fund, the terms of the latter shall take precedence. All investors and potential 

investors in the Fund face, accept and must be able to bear multiple liquidity and other risks 

inherent in the investments of this type, which risks are summarized in such offering memoranda. 

In preparing this Newsletter the Company has relied upon and assumed, without independent 

verification, the accuracy and completeness of all information available from public sources or 

which was provided to or reviewed by it. The information contained herein reflects prevailing 

conditions and beliefs as of this date, all of which are subject to change. The statements herein 

containing words such as “may,” “will,” “should,” “expect,” “anticipate,” “estimate,” “intend,” 

“continue” or “believe,” the negatives thereof, other variations thereon or comparable terminology 

are forward-looking statements and not historical facts. Due to various risks, uncertainties and 

assumptions, including, without limitation, those set forth in “Risk Factors” and “Conflicts of 

Interest” in the Fund’s offering memorandum, the actual events, results or actual performance of 

the Fund may differ materially from those reflected in or contemplated by such forward-looking 

statements. 

 

By acquiring an Interest in the Fund, an Investor acknowledges and agrees that (i) any information 

provided by the Fund, the investment manager or any of their respective affiliates (including 

information set forth in the Memorandum) is not a recommendation to invest in the Fund and that 

none of the Fund, the investment manager or any of their respective affiliates is undertaking to 

provide any investment advice to the Investor (impartial or otherwise), or to give advice to the 

Investor in a fiduciary capacity in connection with an investment in the Fund and, accordingly, no 

part of any compensation received by the investment manager or any of their respective affiliates 

is for the provision of investment advice to the Investor and (ii) the Investment manager and/or 

their affiliates have a financial interest in the Investor’s investment in the Fund on account of the 

fees and other compensation they expect to receive from the Fund as disclosed herein and in the 

other documents governing the Fund. 

 

The securities listed should not be considered a recommendation to purchase or sell a particular 

security. These securities represent the top three and bottom three contributors by weight to the 

performance of this strategy as of the date stated and are intended for informational purposes only. 

The past performance of these securities is no guarantee of future results. The specific securities 

identified and described may not represent all the securities purchased, sold or recommended for 

this strategy. The reader should not assume that investments in the securities identified or discussed 

were or will prove to be profitable.  Portfolio holdings may not be current recommendations to 

buy or sell a security and may no longer be held in the strategy. To request a complete list of 

portfolio holdings recommendations for the past year, the calculation methodology, or a list 

showing the contribution of every holding to the strategy’s performance for the time period stated, 

please contact Firm at edaleo@fbird.com. 


