
 

January 12, 2021 

Dear Investors,  

A year like 2020 for those investing others’ capital can only be described as incredibly humbling. If 

anyone has delusions about the limits of their knowledge, 2020 certainly should have corrected those. 

Entire industries were devastated, some industries thrived that you would not have expected, millions 

of jobs were lost, regained, and are likely being lost again, and the federal government and Federal 

Reserve provided two rounds of unprecedented stimulus. Companies on the path to bankruptcy in 

March raised massive sums at low interest rates in the summer.  Dozens of special purposes acquisition 

companies (SPACs) have come public and dozens of operating companies have gone public, raising 

nearly $80 billion dollars during a year in which the market for debt and equity was effectively shut for 

2-3 months. Oh, and by the way, the S&P 500 was up 16% and the Nasdaq was up 49%. All this has taken 

place while nearly 400,000 U.S. citizens have died from COVID-19. If you had a crystal ball at the 

beginning of the year, and I told you everything that was going to happen this year, would you have 

thought major stock market indices would be up double digits? 

The question begs itself: what to do from here? Are tech stocks too high? Will people permanently leave 

gateway cities like NYC and San Francisco? Will work-from-home remain a more widely accepted way of 

working 2 years from now, after it’s safe to return to the office? Will our antagonism with China 

continue? Does any of this matter? 

There are many questions I ask myself when evaluating an investment. Contrary to investors who might 

say you must have some unique insight about the current situation in order to invest, I seek to invest in 

companies I can understand that serve to benefit from long-term tailwinds and I want to pay a fair price. 

To provide some brief examples, the greater number of housing units utilizing a homeowner’s 

association (50% of new units vs. 30% of current supply) benefits FirstService. Meanwhile the global 

mismatch between the home of cheap software engineering talent (Latin America, parts of Asia, Eastern 

Europe) and the home of many large companies (U.S., Western Europe, China, etc.) creates long-term 

demand for the services of firms like EPAM, Endava, and Grid Dynamics. The increasing installed base of 

swimming pools that require ongoing service makes businesses that serve the needs of pool owners 

attractive.  

These are not earth-shattering observations, but if we can understand essentially what makes a business 

“good” and trust its management to work on our behalf, then we are in rarefied air. In addition, in my 

experience, patience is the scarcest commodity investors can possess. We have practiced the art of 

patience over time in our portfolio and have seen the benefits of sometimes waiting years for our 

investments to reflect the gains we expect from them. Similarly, we have benefited from the patience to 

not buy shares in companies we like that traded at egregious valuations. Instead, we have waited for a 

poor quarter or some macroeconomic event to purchase shares in these companies at fair prices, and 

we have added to those positions along the way as well when temporary weakness recurred. I believe 



this way of investing is not the most exciting way to invest, but gives me and all of us a better chance of 

satisfactory long-term returns.   

Going forward, I will report my performance at the beginning of these letters. This allows my more 

casual readers the ability to “cut to the chase”. Full-year 2020 performance was 29.8% in select 

accounts. The S&P 500 by comparison returned 18.4%. (Note that some accounts which are relatively 

newer may have less capital invested and thus did not earn the returns mentioned above). Keep in mind 

Argosy’s portfolio ended the quarter with 34% of its assets in cash and short-term bond funds. I did have 

one large account join last quarter which skews the cash % upwards and had a significant impact on the 

top 10 holdings. The portfolio’s outperformance through this year has gotten performance back to 

beating the S&P 500 since Argosy was founded in late 2017, despite our holding approximately 40-50% 

cash during the vast majority of that period.  

 

EXISTING PORTFOLIO ACTIVITY 

Many of our holdings increased in price this year, sometimes dramatically so. This must be positive, you 

may think. The answer is not a simple yes or no. What was our initial purchase price relative to value? 

How much has the business increased in value since purchase? If we purchased a stock at fair value at 

the beginning of this year, the business itself grew at 15%, and the stock price increased 50%, did we as 

investors “earn” that 50% or did we borrow those gains from the future?  

It’s difficult to say without more information. The answer will never be precise. With that said, it is likely 

we borrowed some of those gains from future periods. So, should I sell these holdings because they are 

“overvalued”? Should I wait for another market correction to get back in? 

The challenge for me is to continue to identify attractive new investments for the portfolio which will 

deliver strong returns going forward. That is the fun and exciting part. Far less fun is deciding when 

existing investments which I would like to hold onto for an extended period of time appreciate beyond 

even an optimistic expectation of future results.  

I am committed to holding stocks for extended periods because I believe there are a limited number of 

attractive businesses which I can understand and can provide attractive multi-year returns. Therefore, 

you may see me hold companies that are temporarily “overvalued”. I have in some cases trimmed those 

holdings which I believed were obviously overvalued, as you’ll see later in this section. The important 

takeaway is that when we purchase shares in a company, the intent is almost always to hold for multiple 

years and to care less about the short-term fluctuations (down or up).  

PINTEREST 

With that in mind, we trimmed Pinterest (PINS) multiple times during the fourth quarter as the price 

increased over 200% from our initial purchase price in November 2019. This was a starter position for us 

at the time, and this is one of those stocks that investors kept buying because of Pinterest’s perceived 

benefit from stay-at-home orders. We agree that the lockdowns likely forced people globally to try 

things they wouldn’t have normally. As the CEO of Post Holdings (POST), Rob Vitale, said on a recent 

conference call about customers trying cereal while stuck at home, “that level of trial would have been 

extremely expensive and challenging to obtain”. Similarly, we believe people tried and liked Pinterest at 

a rate that would be extremely expensive for them to acquire through advertising.  



Pinterest has likely pulled forward some user growth to the present and perhaps expanded their 

addressable market. Older generations who might never have tried various applications learned how to 

do Zoom calls, buy on Amazon, and discover things they love on Pinterest because they had to.  

All of that is positive for Pinterest. At the same time, we believe Pinterest is and may always be a 

relative minnow to other social media giants like Facebook, Instagram, WeChat in China, and others. It is 

far more likely that they reach a level of success more similar to Twitter than Facebook. The level of 

engagement is simply different. Facebook measures their engagement in billions of daily active users, 

while Pinterest measures their engagement in hundreds of millions of monthly active users. In any event, 

we created a starter position because we believed Pinterest was perhaps slightly undervalued given its 

prospects. We believe a 200% increase in roughly 12 months overly discounts their future success and 

the options they have to increase conversion on their platform. 

JD.COM 

JD.com (JD) is worth spending some time on because it is doing some very interesting things and there 

are some risks worth mentioning. As a refresher, JD.com is a leading Chinese eCommerce retailer that 

competes with Alibaba, Pinduoduo, and others. Most large tech-oriented businesses globally operate as 

conglomerates. Think about Google. They own YouTube, Waze, Google Cloud, and Waymo Self-Driving, 

just to name a few. Amazon owns its first-party retail division, its third-party marketplace, Amazon 

Video, Kindle, Audible, Amazon Web Services, and Alexa, to name a few. Alibaba has Taobao, TMall, 

Alibaba Cloud, Alipay, Ant Financial, and more. 

 JD.com has been making conscious decisions to break its business up into its component parts, which in 

our opinion helps surface the value of each business. JD’s enterprise value is about USD $120 billion 

today. JD spun off its JD Health business worth USD $28 billion (like Teladoc in the US), may spin off its 

JD Cloud business (similar to AWS in the US), has sold shares in its JD Logistics business and is shooting 

for a valuation of USD$40 billion in 2021 via an IPO, and JD Digits which provides supply chain and 

consumer loans was expected to be valued at nearly USD $30 billion before Ant Financial was prevented 

by the Chinese government from completing its IPO. The combined values of these business segments 

within JD is about $98 billion, leaving $22 billion for JD’s core retail business (and its cloud business) 

which is on track for over USD $100 billion in sales this year and growing over 20% per year. Assuming a 

5% long-term margin for JD Retail, that segment is generating USD $5 billion of operating profit (EBIT). 

Given their strong market position, investors could value JD’s retail business alone at 20x EBIT, valuing 

JD retail at $100 billion. By comparison, Amazon was valued at over $175 billion during the year in which 

it earned USD $100 billion in revenue, so we continue to believe JD is being undervalued, despite a more 

competitive environment with Alibaba in China than Amazon faces in the US.  

There is a lot to be excited about for JD. If JD.com operated in a different country, we would be 

unquestionably excited about JD’s prospects. However, due to being based in China, given some other 

anti-business moves by Chinese officials, and given retaliatory US actions in the capital markets, we have 

concerns about how our investment will be treated over the long term. In the most extreme scenario, 

which we think is very unlikely, we could lose the entire value of our investment. This concern may be 

what is preventing these companies from being fully valued in the US marketplace. The NYSE has given 

some insight into the likely path if JD.com were forced to delist from US exchanges because they have 

pursued a path of delisting Chinese telecom providers from US exchanges in the last few weeks. The 

plan involves giving investors until November to sell down their stakes in those companies. We plan to 

follow this developing regulator environment closely, and despite our optimism about JD, we may sell 

shares of JD to protect your capital from permanent loss, as remote an outcome as that may be at 

present.  



REALPAGE 

During the quarter, technology-focused private equity firm Thoma Bravo announced an acquisition of 

RealPage (RP), a rental property management software provider. The purchase price represents a 40% 

gain for us in roughly a six-month holding period, which we should be happy about, right? Again, we 

want to hold companies for the long-term. Rental property management software was something I felt I 

understood. I am familiar with the needs of the customer reasonably well given my dalliances with 

rental real estate. Would you rather earn a 40% gain in <1 year or 10-15% gains for the next decade? We 

tend to prefer the latter (and hope we will be patient enough to hold on that long). Saying goodbye to 

RealPage is somewhat bittersweet for us.   

SPECTRUM BRANDS 

We also say goodbye to our 2-plus year odyssey with Spectrum Brands, a consumer packaged good and 

home improvement manufacturer. We lost about 15% on this investment, which is obviously not the 

direction we want to be headed. Looking back on the investment, I didn’t fully appreciate the state the 

operations were in. Spectrum had invested in additional warehouse and manufacturing capacity prior to 

our investment, and it took them years to get these assets functioning at appropriate levels. The setup 

for this investment was attractive given a CEO with strong capital allocation abilities, a business with 

several #1 or #2 brands, a discount resulting from HRG’s (a hedge fund) concentrated ownership in SPB 

that could close, and an attractive valuation based on free cash flow. This mattered little during the 

course of our investment, and I think due to fatigue more than anything we are moving on from this 

position. Like another of our fatigue-driven exits in Stericycle that led to strong gains for SRCL after our 

exit, this is probably an ideal buying opportunity if our timing is any indicator. 

FORTIVE/VONTIER 

We’re getting long in the tooth here, so we’ll conclude with an update Fortive (FTV). Fortive completed 

its spinoff of Vontier, a business that manufactures gas station terminals, smart city traffic lights, a 

telematics business, and an auto repair tools distribution business, led by CEO Mark Morelli, a well-

regarded external hire from Columbus McKinnon. My outlook is bright for both Fortive and Vontier, 

though Vontier is more heavily focused in the automotive sector and faces some multi-year headwinds 

from any transition to electric vehicles. Vontier is also nearing the end of a large installation cycle in its 

Gilbarco-Veeder-Root business which makes today’s earnings somewhat higher than they will be a 

couple years from now. If there is one fact I am confident about, both Fortive and Vontier will look very 

different three years from now due to their highly effective acquisition and integration processes that 

leverages Lean (a concept discussed in prior letters). 

NEW PORTFOLIO ACTIVITY 

WELLS FARGO 

Most of us are familiar with Wells Fargo (WFC); they are one of the top 5 banks in the U.S. with nearly 

$2 trillion in assets. The last 5 years have not been good to Wells. They are on their 3rd CEO during that 

time, and the current one stays in New York City despite headquarters being in San Francisco. Wells 

Fargo opened millions of fake accounts for customers over several years, driven by an incentive system 

that compensated branches based on their account openings. This goes to show you the perverse power 

of incentives, if not properly balanced. To atone for their sins, Wells Fargo is operating under an asset 

cap which prevents the bank from growing and must demonstrate stronger risk management. Not that 

long ago, Wells Fargo was the most admired large bank on Wall Street, with the highest valuation and 



glowing reviews about its low cost of funds driving sustainably high returns on equity. Now, it has the 

lowest valuation on Wall Street and no one talks about the good old days with Wells. 

I believe that there is nothing fundamentally wrong with Wells Fargo’s business that cannot be fixed, 

and once they can return to normal operations without the fake account nonsense then I expect they 

will return to earning returns slightly lower than historical norms. If Wells Fargo uses 100% of its 

earnings to repurchase share over the next 3 years, Wells can retire 25% of its outstanding stock. By 

2023, WFC could earn $6+ per share. At 10x earnings, a very low multiple given the rest of the stock 

market trades at 22x earnings, Wells Fargo could fetch $60 per share. WFC’s current share price is $33 

and our cost basis is around $25 per share. If it takes 5 years for Wells to get out of the penalty box and 

trade at $60 per share, we can earn a 20% annual return on our investment, including dividends.  

CONCLUSION 

We are grateful for the good performance we experienced during 2020 despite the severely disruptive 

and tragic events of this year. We remain humble, as we started this letter, in knowing that some of our 

portfolio companies probably performed better than they should have this year. These positions which 

have appreciated significantly could see their stock prices stagnate for multiple years while their 

business results catch up, or even see dramatic drops in the interim for any number of reasons 

unrelated to long-term business performance.  

The market seems increasingly overvalued and even euphoric in some corners. With these macro 

concerns in mind, we are more likely to reduce risk to the portfolio than add risk. There is no black-and-

white answer to this question unfortunately, but we hope to provide adequate returns while preserving 

our clients’ capital. As a result, we will likely miss out on some obvious opportunities in hindsight. To 

paraphrase famous football coach Chuck Noll, ‘To win, first you must not lose’. We think this advice is 

well-timed in the current environment. 

If what you read seems sensible and you think that Argosy Investors might be a good steward of your 

hard-earned capital, please contact me at (828) 999-2033. I would love to hear about your financial 

goals and understand if we can be partners toward your goals. 

Until April,  

Argosy Investors  

APPENDIX 



  

Note that the above chart shows the concentration of all assets managed in all accounts. The performance reflected within the 

body of the letter only includes a subset of all accounts, but should be representative of investor experience over time. Many 

investors still hold high levels of cash because they are relatively new clients to Argosy. 

I am still looking for additional ways to share more details on our aggregate performance on a consistent basis, given 

constraints related to how our various clients are set up at different custodians. I now can view the total portfolio in aggregate, 

but I am still gaining comfort with various aspects of the tools available to us.  

 

 

Largest Holdings
as of  12/31/2020

Rank Name Ticker % of Total YTD % Return

1 Fidelity Bond ETF FBND 19.6% 9.4%

2 Cash Cash 9.3% -0.7%

3 Vanguard Short-Term Govt BondsVGSH 5.2% 3.1%

4 S&P 500 ETF VOO 4.1% 18.4%

5 Grid Dynamics GDYN 4.1% 16.3%

6 Trisura TRRSF 2.7% 127.4%

7 Facebook FB 2.2% 33.1%

8 Endava DAVA 2.0% 64.7%

9 StoneCo STNE 1.8% 110.4%

10 FirstService FSV 1.6% 47.7%

Total 52.4%


