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January 18, 2021 

Dear Partners and Friends,  

Steel City Capital, LP gained 7.2% in the fourth quarter and 10.0% for the year. While I certainly wish we would 

have generated stronger returns, my general view is that our “underperformance” reflects what I believe were prudent 

portfolio management decisions given the facts in hand at the time. As the year progressed, the market increasingly 

displayed a degree of speculative fervor and rampant risk appetite which requires heightened caution. As it stands 

today, the portfolio is heavily concentrated in positions I believe have a demonstrable margin of safety (price sitting 

well below intrinsic value) and in many cases, catalysts for value realization unrelated to the overall course of the 

market. It includes a number of “wonky” accounting stories, deeply undervalued sum-of-the-parts assets with highly 

incentivized controlling investors, several event-based situations, and traditional value-oriented securities selling at 

low multiples of free cash flow.  

 
Steel City 

Capital, Net 

Russell 

2000 

S&P  

500  

MSCI All 

World Index 

20181 (8.0%) (16.5%) (7.6%) (10.5%) 

2019 23.4% 25.4% 28.9% 26.6% 

2020 10.0% 20.0% 16.3% 16.3% 

     

Cumulative Return1 24.9% 25.7% 38.5% 31.8% 

Compound Annual Return1  8.9% 9.1% 13.2% 11.1% 

 

As I reflect on our 2020 performance vis-à-vis the market, there are portfolio management decisions that I would 

unabashedly make again, and others which served as humbling “learning experiences.” It is the former – decisions 

that I would repeat if given the opportunity – that explain a significant portion of the Partnership’s underperformance 

relative to the broader market. I surveyed a collection of positions which I exited during the course of the year, where 

the Partnership realized meaningful gains but also left significant profits on the table. I asked, “What did I miss, and 

is there anything I would do differently in the future?” The table below highlights several of these positions: 

 

 
1 Reflects returns since Steel City Capital’s launch on May 21, 2018. 

Price Valuation
Purchase Sale Current Purchase Sale Current

ETSY $36.22 $74.51 $204.42 18x EV/EBITDA 32x EV/EBITDA 49x EV/EBITDA
NFE $11.84 $18.92 $48.98 8x EV/EBITDA 12x EV/EBITDA 37x EV/EBITDA
FIVE $56.88 $115.23 $189.81 15x P/E 46x P/E 47x P/E
XPEL $6.75 $16.37 $55.34 15x P/E 30x P/E 71x P/E
APPS $1.98 $4.94 $55.99 4x EV/GP 8.5x EV/GP 32x EV/GP

Ticker



 

 

   
 

In each case, entries and exits were moored firmly in valuation. In particular, the sales were executed at valuation 

levels that were either consistent with a company’s historical average (signaling full-valuation) or reflected what I 

believed to be fair value based on the company’s line of business and future prospects.  

Were there things I missed? Without a doubt. For example, I could have been more in tune to the fact that a business 

like ETSY would benefit from a dual tailwind of stimulus-induced spending and an accelerated shift towards e-

commerce platforms. But in each case, the share price gains subsequent to my sale reflects the expansion of multiples 

to levels that are astounding on both an absolute level and when compared to the companies’ own histories. For 

example, NFE’s EV/EBITDA multiple tripled from 12x at the point of exit to 37x today, well above appropriate 

levels for any midstream company, let alone one with relatively lower-quality counterparties, regulatory concerns, 

and continued execution risk during its conversion from DevCo to OpCo. 

Deciding not to sell when I did would have reflected nothing more than fully embracing the “greater fool” theory2 

which is anathema to me and anyone who purports to be a value investor. And of course, what happened with the 

Partnership’s former holdings is a microcosm of what propelled the broader market higher throughout the year – 

namely the willingness of some “greater fool” to purchase assets at a higher price, regardless of valuation.  

To be clear – in reflecting on 2020, know that I’m not operating with a cocksure attitude, believing I made all of the 

right calls and would repeat them if given the opportunity. (Who among us thinks 2020 turned out perfectly in any 

respect?) Mistakes were made, but most importantly, lessons were learned. Generally speaking, the other largest drag 

on performance came from the Partnership’s short book. In retrospect, what I failed to timely acknowledge was the 

same speculative fervor that caused me to exit certain long positions had taken hold of our short positions. In these 

situations, I was the fool in not realizing the theses underpinning our positions – no matter how strong – paled in 

comparison to investor exuberance coupled with ample injections of central bank liquidity. In response, I have sought 

to fine tune risk management “rules” around short positions as they pertain to position sizing and when to exit. 

PORTFOLIO OVERVIEW 

Liberated Syndication (Long): Liberated Syndication is one of the leading podcast hosting and distribution 

platforms in the country. It offers professionals and hobbyists alike access to storage, bandwidth, distribution, and 

statistics tracking. Financially, 3Q'20 was an "ok" quarter, despite lots of noise flowing through the statements. Total 

revenue was +4.7%, lifted by Libsyn (+12.1%), while Pair, where results have been lumpy, reverted to a negative 

quarter (-5.7%). Profitability was overshadowed by $2.9 million of costs related to the previously announced 

separation of former CEO Spencer. Free cash flow was negative in the quarter – although not as a result of the Spencer 

ouster. The Busshaus-related tax issue finally came home to roost, with income taxes payable sapping cash flow by 

$2.8 million in the quarter.  

The real "news" was buried in the 10-Q. The company added a risk factor that covered an expanded list of tax related 

issues – again emanating from the Busshaus era. First among them is the failure to collect and remit state sales taxes 

 
2 The greater fool theory states that it is possible to make money by buying securities, whether or not they are overvalued, by selling them for a profit at a later 
date. This is because there will always be someone (i.e., a bigger or greater fool) who is willing to pay a higher price. 



 

 

   
 

following the 2018 South Dakota vs. Wayfair SCOTUS decision related to interstate e-commerce. Second, 

management has determined it incorrectly reported personal income related to its restricted stock vesting events from 

2017-2019 and failed to withhold sufficient Federal withholding taxes for certain employees, officers, and directors. 

The amount of underreported personal income across the three years was $3.8 million. Additionally, the company 

more prominently highlighted an ongoing domestic and international IRS audit of FAB Universal (LSYN’s former 

parent), placing investors on notice that there could, under certain circumstances, be remaining financial liabilities 

tied to the company’s days as wholly-owned subsidiary. Management expects to have more guidance on the financial 

impact of the sales and income tax issues in early 2021, while the timing related to the IRS audit is undeterminable. 

My best guess is these issues will be annoying, potentially costly, but far from fatal. 

The "silver lining" – for the optimists among us – is the identification of these errors suggests the new CFO is doing 

his job, and doing it well. I had the opportunity to speak with him in mid-November and I left the conversation wholly 

impressed. In response to my prying questions about the tax issues, he retorted (I’m paraphrasing): “Look, one of my 

jobs as CFO is to be as transparent and honest as possible about the issues the company faces. That’s why there’s 

added disclosures in the 10-Q. It’s up to investors to decide whether or not they want to hold shares based on the 

facts at hand.” What a breath of fresh air following the Spencer/Busshaus era.  

On his plate going forward is bringing the company into compliance with Section 404 of SOX. The company indicated 

it will hire a project partner to support its remediation work and anticipates the implementation of a control framework 

in 3Q'21 / 1Q'22. Compliance is a necessary precursor to a NASDAQ up-listing. He also took it upon himself to 

quarterback a lawsuit against a group of Chinese shareholders whose shares originated in the days of FAB. Based on 

my understanding of the situation, there’s no legal precedent for the exact issues being contested by the company, so 

it’s hard to say exactly how the lawsuit will turn out or when a resolution will be reached. Best case, the shares held 

by the group will be voided and disappear. Worst case, nothing happens. In the “middle,” if the contested shares 

remain outstanding, they could potentially be restricted from voting which would make any corporate actions that 

require majority shareholder approval easier. I’m not holding my breath and the investment thesis certainly doesn’t 

hinge on the lawsuit, but it’s nice to see management “doing the right thing.” 

Looking Forward 

Aside from cleaning up the mess left by prior leadership, management must continue to map out a path forward for 

the company. With that in mind, I think LSYN’s management would be well advised to emulate the steps being taken 

by IAC at their rapidly growing Vimeo business. Referring to Vimeo in IAC’s 3Q’20 shareholder, CEO Joey Levin 

said the following:  

“Vimeo was also profitable on an Adjusted EBITDA basis in the quarter, though that was more of 

an accident than a trend-setter – we couldn’t keep investments at pace with revenue growth, an 

oversight we will not repeat in the next few quarters as we press on product development, 

marketing, and especially growing enterprise sales teams globally. An early lead in a large and 

expanding market ought not be squandered by optimizing near-term profits. On the Self-Serve 

segment of our revenue (meaning, a customer begins to pay Vimeo without having spoken to a 



 

 

   
 

salesperson), we’re seeing about $5 in profit for every $1 we spend in marketing. That ratio has 

continued to steadily improve and we haven’t yet found the limit on our ability to spend on 

marketing with those returns.”   

Within LSYN’s podcasting operations, my sense is management has only scratched the surface in terms of 

understanding unit economics (customer acquisition cost, contribution margin, lifetime value), but based on what has 

been disclosed, the returns have got to be pretty attractive. Churn is exceptionally low, gross margin has scaled nicely, 

and podcast related revenue is up 12% through 9/30/2020 with the company spending only 1% of revenue on 

advertising. Said another way – despite the company barely lifting a finger to promote its product, podcast-related 

sales are still growing at a healthy double-digit clip! There is also a range of other product development opportunities 

the company could pursue, ranging from low-hanging fruit (improving the cross-sell of Pair’s web-hosting services 

to podcast producers) to the more challenging (monetizing advertising), all of which would further enhance unit 

economics.  

For its part, Pair tends to catch a bad rap as a slow and stodgy business that has no place in the company (“Sell it!” 

say the Twitterati). I couldn’t disagree more. In some respects, LSYN is a capital allocator’s dream. It is a combination 

of a fast-growing business with seemingly unlimited reinvestment opportunities (the Libsyn podcasting platform) and 

a mature, slow-growth business that, because of its limited reinvestment opportunities, throws off gobs of excess cash 

(Pair web-hosting). Not all businesses are so lucky as to have a steady stream of excess capital available for 

reinvestment in their high growth and highly profitable opportunities. LSYN’s management has a tremendous 

opportunity to create meaningful shareholder value by reinvesting every single penny of excess cash flow from Pair 

into customer acquisition and product development on the Libsyn side of the house. An early lead in a large and 

expanding market ought not be squandered by optimizing near-term profits. 

I’ve been asked whether or not the recent run-up in LSYN’s share price is reason to begin paring back on the 

Partnership’s position. As it stands today, I do not believe selling is the proper course of action. True, at current levels, 

LSYN’s valuation is “fuller” than it was at the beginning of 2020. The “easiest” of retorts is to argue the company 

still trades below the broader small-cap universe3 and our purchase multiple will come down each year if the company 

does nothing but bank free cash flow to its balance sheet. But I think there’s more to be had than the company simply 

plodding along, particularly given the opportunities looming over the horizon (the prospect of a new, industry focused 

CEO being hired; product enhancements; and increased marketing spend). And it’s not lost on me that LSYN is 

among the rarest of companies that operates with negative net tangible assets, supporting an ROIC profile that is, 

quite literally, off the charts. Growth can and should create substantial shareholder value in the years to come.   

Anterix (Long): Anterix is the largest holder of “low band” 900 MHz spectrum in the United States. The company 

is currently repackaging its spectrum holdings in order to offer private broadband networks to the nation’s leading 

investor-owned utilities. Christmas came early when, on December 21st, ATEX announced it had inked its first long-

term spectrum lease agreement with the utility Ameren. The agreement includes an initial 30-year lease term with a 

 
3 No, I’m not saying that LSYN should trade at the eye-popping 85x P/E multiple currently exhibited by small cap growth equities, but a mere 30x would be 
nice. 



 

 

   
 

single 10-year extension option (for an additional payment) allowing for exclusive use of 6 MHz of broadband 

spectrum. The base contract period calls for a $48 million payment, with approximately half pre-paid by June 2021 

and the balance being paid no later than 2026. ATEX’s shares rallied 50% on the day of the announcement.  

The terms imply a spectrum valuation of ~$0.80/MHz-Pop4 which is important in several contexts. First, this 

represents a 33% premium to the average price of ~$0.60/MHz-Pop paid for 600 MHz spectrum in the counties 

covered by Ameren’s service territory. ATEX’s management has long promoted the idea they should be able to 

capture some sort of premium to 600 MHz pricing, and at least in this first contract, that assertion proved true. 

Nationwide, the 600 MHz auction priced at $0.93/MHz-Pop, implying a positive read through for the whole of 

ATEX’s spectrum holdings, assuming this type of premium holds. Second, in the weeks leading up to the 

announcement, ATEX’s share price implied a spectrum value around $0.30/MHz-Pop, well below the contract’s 

indicative price. The announcement highlighted the price-to-intrinsic value disconnect that underpins the 

Partnership’s investment thesis.   

After the initial spike, ATEX’s shares have unfortunately given back much of their gain. It’s hard to know who has 

been selling and why, but my outlook is unchanged. Management reiterated their expectation for 2-3 signed contracts 

by the end of their fiscal year in March. I put an elevated degree of confidence in this outlook considering their more 

recent messaging shortcomings, of which they are keenly aware. Coupled with ongoing spectrum purchases in key 

markets, I fully expect the company to make good on its commitment which will bode well for our position.   

eBay (Long): EBAY continues to be a core holding in the Partnership’s long book despite not having any “sexy” 

attributes or unknown catalysts. I like EBAY because it checks the boxes of being both capital light and priced as a 

value stock (low multiple of free cash flow), factors which are attractive in a potentially inflationary environment.  

In 3Q’20 the company printed $2.6 billion of revenue vs. guidance of $2.4 billion (a $200 million beat) while full 

year revenue guidance was taken up by $400 million, implying 4Q’20 would be higher by $200 million as well. Free 

cash flow from continuing ops was guided to $2.3 billion for the full year, slightly above the $2.0 billion the business 

regularly generated before getting a Covid/stimulus related boost.  

EBAY will have about $4.6 billion of cash on hand at year end5 and should receive another $2.0 billion in after-tax 

proceeds this quarter related to the sale of its Classifieds portfolio6. Additionally, the company will receive 540 million 

shares from Adevinta which are currently valued at ~$8.3 billion, and also holds a warrant to purchase a 5.0% stake 

in payment processor Adyen which was last valued at ~$775 million. Additional asset sales are also not out of the 

question7. Backing everything out at today’s market cap of $38.2 billion gives a clean market cap for the core 

marketplace of $22.6 billion. At a minimum, I expect $2.0 billion of free cash flow in FY’21, with the potential for a 

 
4 Assumes the following: Receipt by ATEX of $24 million in each of 2021 and 2026; a $4.5 million anti-windfall payment made by ATEX in 2021; a 7.0% 
discount rate; and 7.5 million pops. 
5 Ignores 4Q’20 repurchases. 
6 There appears to be some regulatory opposition to the transaction in certain EU countries. It is unclear what implications this will ultimately have on the 
proposed transaction. 
7 The company has reportedly engaged investment bankers to run an auction process for its South Korean marketplace, with press reports suggesting indicative 
pricing around $4.6 billion. Prior reporting surrounding the sales of StubHub and the classifieds portfolio have proven accurate with respect to indicative 
pricing. 



 

 

   
 

higher figure to the extent the incoming administration is successful in cutting additional stimulus checks. By FY’22, 

free cash flow should ramp to $2.3 billion after incorporating a full year’s contribution from the managed payments 

initiative. This values EBAY at 9.6x free cash flow, or 11.7x excluding stock-based comp.  

Trupanion (Short): Trupanion is one of the leading pet insurance companies in the United States. In the Partnership’s 

3Q’20 letter I wrote, “TRUP remains a frustrating short for the Partnership.” Let’s just say not much changed during 

4Q’20: shares rallied ~50% during the quarter. The increase was catalyzed by a number of factors: passive flows, 

short covering, market-wide outperformance of companies with shaky balance sheets, increased revenue guidance 

(but not profits!), and a co-investment from Aflac.   

Aflac invested $200 million in return for a roughly 9% stake in TRUP and agreed to market pet insurance policies 

alongside their traditional workplace coverage. A capital infusion wasn’t entirely unexpected as TRUP was facing a 

capital and liquidity crunch. What was unexpected, in my view, was the market’s reaction. Unlike a run-of the mill 

equity offering which would have undoubtedly pressured shares, TRUP spiked nearly 30% in the days following the 

deal, adding roughly $800 million to its pre-announcement value. The excitement of potential growth via new 

channels and Aflac’s “good housekeeping seal of approval” outweighed both the economics and the operational 

details (or lack thereof) of the deal.  

Right out of the gate, management applied $30 million of the proceeds to pay down the company’s outstanding 

revolving credit facility, with another $7.5 million earmarked for deal-related expenses. Additionally, buried in the 

company’s 10-Q filing on the same day was a disclosure relating to the acquisition of an unaffiliated software 

company and an “asset acquisition” for approximately $48.2 million. (My view is the company “conveniently” left 

the news about the acquisitions out of their earnings press release and subsequent analyst call in order to create the 

impression they would have more capital available for pet acquisition than they actually did. More on these asset 

acquisitions in a moment…) TRUP was left with roughly $145 million to invest in pet acquisition.  

Based on management guidance, the company was on pace to exit 2020 with Pet Acquisition Costs (PAC) around 

$300/pet (+35% y/y, following a +22% y/y increase in 3Q’20). At $300/pet, the $145 million of “free” proceeds from 

the Aflac investment hold the potential to buy, at most, 483,000 new pets. What’s a pet worth? Using the company’s 

IRR framework along with some very generous assumptions (no fixed cost allocation and a 5% discount rate), implies 

each new pet adds ~$400 of value to TRUP. This equates to about $200 million of total value (at 483,000 pets), or 

about $5.00 per share, which is certainly far below the $800 million / $20 per share added in the days after the 

announcement (and even further below the $2.0 billion / $50 per share added in total since the announcement).  



 

 

   
 

 

For “fun” we can also extrapolate this a step further: if a pet is worth $400, then TRUP’s $4.6 billion market 

capitalization is currently discounting 11.5 million pets vs. the roughly 550,000 at 9/30/2020. TRUP would need to 

grow its pet count at a ~23% CAGR for the next 15-years in order to reach 11.5 million policies. “TAM!” the bulls 

say.  

Of course, there are some puts and takes in this assessment, but mostly takes. What if PAC is greater than $300/pet? 

If PAC is greater than $300/pet, then the value added is lower. This is probably highly likely given the recent rate of 

PAC growth and the hardening competitive dynamic in the industry. What if the new pets are burdened with some 

sort of fixed cost? If per-pet economics are weaker than I assume, then the value added is lower. This too is probably 

highly likely as a result of the acquisitions made by the company which by all accounts appear “back office” in nature 

and will likely cause some degree of fixed cost de-leveraging. And what if the appropriate discount rate is higher than 

5.0%? If the discount rate is higher, then the value added is lower. For context, when the company shared its own 

DCF analysis in its 2019 shareholder letter, which implied an intrinsic value of ~$35/share, management used a 10.8% 

discount rate. 

So, about those acquisitions – what did the company buy? Per the 10-Q, “[t]he acquired technology in both 

transactions focuses on the pet space and, along with the acquired personnel, is intended to enable the Company to 

improve its back-end software to help facilitate growth opportunities, additional products and geographies, as well 

as enhance its mobile platform.” 

No less than two weeks after the Aflac investment and acquisition disclosure, Walmart announced it was joining the 

growing pet care market by offering insurance through Petplan. Walmart probably shopped its offering around the 

market while looking for a partner, making it more likely than not TRUP knew exactly what was coming down the 

Assumptions 
Average Revenue/Pet $64.63
Gross Margin (%) 18.0%
Gross Margin/Pet $11.63
PAC $300.00
Fixed Cost Allocation 
Enrollment Period (months) 76.3
Discount Rate 5.00%

Year 0 1 2 3 4 5 6 Total
Months (a) 6 12 12 12 12 12 10.3 76.3
Estimated profit / pet / month (b) $11.63 $11.63 $11.63 $11.63 $11.63 $11.63 $11.63
Estimated profit / pet (a x b) $69.80 $139.60 $139.60 $139.60 $139.60 $139.60 $119.82 $887.60
Capital Charge ($3.88) ($7.76) ($7.76) ($7.76) ($7.76) ($7.76) ($6.66) ($49.31)
PAC ($300.00) ($300.00)
Cash Flow ($234.08) $131.84 $131.84 $131.84 $131.84 $131.84 $113.16 $538.29

NPV/Pet @ 5.0% $401.11

Aflac Cash ($MM) $145.0
PAC $300.0
Pets Acquired 483,333

x NPV/Pet $401.11
NPV ($MM) $193.9

TRUP Shares @ 9/30 (million) 35.4
+ Aflac Shares 3.6

PF Share Count 39.1

Implied NPV/Share $4.96



 

 

   
 

pike from a competitive perspective. My best guess is the acquisitions (as well as the Aflac investment) were defensive 

in nature, seeking to shore up the company’s capital position, back-office and customer facing functionality, and 

provide it with additional liquidity for an increasingly competitive backdrop and rapidly rising PAC costs.  

Where do we go from here? Positing an investment thesis on valuation alone isn’t enough, although TRUP’s FY’22 

P/E multiple of 1,385x (the street expects losses again in FY’21) and current 13.6x P/B multiple are in the twilight 

zone. I expect fundaments to roll over (no pun intended) this year, specifically with management’s much-touted IRR 

beginning to break below the long-held target range of 30-40%. Unless PAC growth ceases, this is but a mathematical 

certainty. The deterioration will be masked to some extent by the company’s presentation of IRR on a trailing twelve-

month basis which offers the benefit of last year’s lower PAC costs. But on a single quarter basis – the most real time 

view – the numbers become ominous. At $325/pet (remember, the company will exit 2020 spending ~$300/pet, with 

3Q’20 and 4Q’20 having grown +22% and +35% y/y, respectively) IRR falls to 24%. At $350/pet, IRR falls to 20%. 

Woof.  

 

WD-40 Company (Short): WDFC is a household name and a phenomenal business. The company’s main product 

is a lubricant that silences squeaky door hinges, dissolves adhesives, and loosens up the rustiest of bike chains. Its 

easily identifiable blue and yellow can – as recognizable as a can of Coke – is found in homes and industrial settings 

around the world. WDFC is stunningly profitable, owing to its business model which primarily focuses on sales and 

marketing, leaving the more capital-intensive aspects of manufacturing and distribution to others. Last fiscal year, the 

company generated a return on equity of 34%, highlighting its exceptional profitability.  

So why is the Partnership short what is so obviously an attractive and profitable business? My thesis is fairly simple: 

the market is capitalizing peak earnings at an all-time high multiple, and both factors will more likely than not unwind 

over the next several years. Earnings have gotten a boost on two fronts. First, crude oil is one of the company’s 

primary feedstocks. Its decline from ~$100/bbl in FY’14 to a range between $40-$60/bbl in recent years has allowed 

WDFC’s margins to expand by ~3.0%. Second, 2017’s tax reform brought the company’s normalized tax rate down 

by ~10%, providing an additional boost to earnings. If we enter a period of sustained inflation, oil prices will rise, 

turning what has been a helpful tailwind into a challenging headwind. Moreover, I can’t foresee any circumstances 

under which corporate tax rates will decline further from their current level.  

Assumptions 
Average Revenue/Pet $64.63
Gross Margin (%) 18.0%
Gross Margin/Pet $11.63
Fixed Cost Allocation $3.23
Estimated profit / pet / month $8.40
PAC $350.00
Enrollment Period (months) 76.3

Year 0 1 2 3 4 5 6 Total
Months (a) 6 12 12 12 12 12 10.3 76.3
Estimated profit / pet / month (b) $8.40 $8.40 $8.40 $8.40 $8.40 $8.40 $8.40
Estimated profit / pet (a x b) $50.41 $100.82 $100.82 $100.82 $100.82 $100.82 $86.54 $641.05
Capital Charge ($3.88) ($7.76) ($7.76) ($7.76) ($7.76) ($7.76) ($6.66) ($49.31)
PAC ($350.00) ($350.00)
Cash Flow ($303.47) $93.06 $93.06 $93.06 $93.06 $93.06 $79.88 $241.73

IRR 20.2%



 

 

   
 

 

The chart below illustrates WDFC’s forward P/E multiple. If you’re like me, you’ll probably do a double take, because 

at first glance, you might think this is a stock price chart. As it stands today, WDFC trades with a forward multiple of 

~50x, which is its highest point in 10-years and more than 2 standard deviations above its long-term average of 28x. 

The current multiple equates to an earnings yield of ~2% for a company that should, at best, experience pedestrian 

earnings growth in the years to come (limited opportunities for margin expansion), and at worst, see earnings 

materially contract in the event its most important raw material increases in price. This is happening at a point in time 

when the 10-year Treasury yield has quietly moved higher, with potentially lots of room to go if the incoming 

administration gets its way on stimulus spending and/or the Fed gets its wish on inflation. All else equal, higher rates 

will drive the P/E multiple lower. A double whammy of lower earnings and a lower multiple would produce a painful 

surprise to WDFC shareholders. (Of course, many of these “owners” are indifferent to the high valuation of the stock: 

21.5% of outstanding shares are held by index funds or ETFs. This indifference to valuation, no matter how extreme, 

is part of the explanation for WDFC’s exceptional valuation and again provides a window into the dynamic driving 

the broader market to all-time highs.) 

 

FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY2019 FY2020

Income Statement Metrics

Gross Margin 48.2% 48.4% 46.8% 49.5% 51.4% 50.0% 49.2% 51.3% 51.9% 52.9% 56.3% 56.2% 55.1% 54.9% 54.6%

Operating Margin 16.0% 15.9% 13.5% 13.6% 17.2% 16.1% 15.1% 15.4% 16.6% 17.3% 18.7% 19.9% 19.2% 19.5% 18.9%

Tax Rate 34.4% 33.2% 34.2% 31.4% 32.6% 31.9% 30.3% 30.0% 30.5% 29.0% 27.7% 29.1% 13.3% 30.8% 19.6%

Net Income Margin 9.8% 10.2% 8.7% 9.0% 11.2% 10.8% 10.4% 10.8% 11.4% 11.8% 13.8% 13.9% 16.0% 13.2% 14.9%

EPS $1.67 $1.85 $1.66 $1.59 $2.17 $2.16 $2.22 $2.55 $2.89 $3.05 $3.65 $3.73 $4.65 $4.05 $4.43

DuPont ROE Analysis

Profit Margin 9.8% 10.2% 8.7% 9.0% 11.2% 10.8% 10.4% 10.8% 11.4% 11.8% 13.8% 13.9% 16.0% 13.2% 14.9%

x Asset Turnover (Sales / Assets) 1.10 1.12 1.15 1.10 1.17 1.18 1.18 1.18 1.14 1.10 1.12 1.07 1.19 1.37 1.23

x Leverage (Assets / Equity) 1.83 1.70 1.67 1.58 1.49 1.43 1.50 1.71 1.92 2.10 2.28 2.54 2.33 2.03 1.87

ROE 19.7% 19.5% 16.6% 15.6% 19.5% 18.3% 18.4% 21.8% 25.1% 27.4% 35.3% 37.8% 44.2% 36.6% 34.2%

WTI Crude Oil Price ($/bbl) $66.2 $63.4 $105.9 $60.4 $76.7 $91.8 $94.8 $94.6 $100.4 $60.6 $41.5 $48.9 $62.4 $58.8 $44.1



 

 

   
 

*  *  *  *  * 

I know these updates are long, but I believe it is vitally important for partners and prospective partners to understand 

my thought process and rationale for making investments. I am available for any questions, comments, or concerns 

that you may have.  

If you are an accredited investor who would like to learn more about becoming a partner, please reach out to me and 

we can arrange a time to have a more in-depth conversation. Please also know that even if an investment in the 

Partnership isn’t for you, the highest compliment that you can pay me is an introduction to someone who might be a 

good fit.  

I want to thank those of you who have already joined as partners of the Fund. I am grateful for the opportunity to 

grow your assets alongside mine and appreciative of your trust.  

“If you've been playing poker for half an hour 

and you still don't know who the patsy is,  

you're the patsy.” 

- Warren Buffett 

Sincerely, 

 

Michael G. Hacke, CFA 
Steel City Capital Investments, LLC 
 

 

 

 

 

 

 

 

 



 

 

   
 

DISCLAIMER 

Steel City Capital Management, LLC (the “General Partner”) is not registered as an investment adviser with the Securities and Exchange Commission. 

On July 2, 2018, the Pennsylvania Department of Banking and Securities approved the General Partner as a Registered Investment Advisor within the 

Commonwealth of Pennsylvania. The limited partnership interests (the “Interests”) in Steel City Capital, LP, (the “Fund”) are offered under a separate 

private offering memorandum (the “Offering Memorandum”), have not been registered under the Securities Act of 1933, as amended (the “Securities 

Act"), nor any state's securities laws, and are sold for investment only pursuant to an exemption from registration with the SEC and in compliance with 

any applicable state or other securities laws. Interests are subject to restrictions on transferability and resale and may not be transferred or resold except 

as permitted under the Securities Act and applicable state securities laws. Investors should be aware that they could be required to bear the financial 

risks of this investment for an indefinite period of time. 

THE INFORMATION FURNISHED IN THIS DOCUMENT IS IN ALL RESPECTS CONFIDENTIAL IN NATURE.  DISSEMINATION OF THIS 

CIRCULAR OR DISCLOSURE OF ANY KIND MAY CAUSE SERIOUS HARM OR DAMAGE TO THE FUND AND THE GENERAL PARTNER.  

PAST PERFORMANCE IS NOT INDICATIVE OR A GUARANTEE OF FUTURE RESULTS. 

A prospective investor should only commit to an investment in the Fund if such prospective investor understands the nature of the investment and can 

bear the economic risk of such investment. The Fund is speculative and involves a high degree of risk. The Fund may lack diversification, thereby 

increasing the risk of loss. The Fund's performance may be volatile. There can be no guarantee that the Fund's investment objectives will be achieved, 

and the investment results may vary substantially from year to year or even from month to month. As a result, an investor could lose all or a substantial 

amount of its investment. In addition, the Fund's fees and expenses may offset its profits. There are restrictions on withdrawing and transferring interests 

from the Fund. In making an investment decision, you must rely on your own examination of the Fund and the terms of the Offering Memorandum and 

such other information provided by the General Partner to you and your tax, legal, accounting or other advisors. The information herein is not intended 

to provide, and should not be relied upon for, accounting, legal, or tax advice or investment recommendations. You should consult your tax, legal, 

accounting or other advisors about the matters discussed herein. The Fund's ability to achieve its investment objectives may be affected by a variety of 

risks not discussed herein. Please refer to the Offering Memorandum for additional information regarding risks and conflicts of interest. 

No representations or warranties of any kind are made or intended, and none should be inferred, with respect to the economic return or the tax 

consequences from an investment in the Fund. No assurance can be given that existing laws will not be changed or interpreted adversely. Prospective 

investors are not to construe this document as legal or tax advice. Each investor should consult his or its own counsel and accountant for advice 

concerning the various legal, tax, ERISA and economic matters concerning his or its investment.  

This document is being furnished to you on a confidential basis and may not be used for any other purpose. Any reproduction or distribution of this 

document or accompanying materials, if any, in whole or in part, or the divulgence of any of its contents is prohibited. The information set forth herein 

does not purport to be complete and no obligation to update or otherwise revise such information is being assumed. It is meant to be read in conjunction 

with the Fund’s Offering Memorandum prepared in connection herewith, and does not constitute an offer to sell, or a solicitation of an offer to buy, by 

anyone in any jurisdiction in which such an offer or solicitation is not authorized or in which the making of such an offer or solicitation would be 

unlawful. The information contained herein does not purport to contain all of the information that may be required to evaluate an investment in the 

Fund. The information herein is qualified in its entirety by reference to the Offering Memorandum, including, without limitation, the risk factors therein.   

An investment in the Fund has not been approved by any U.S. federal or state securities commission or any other governmental or regulatory authority. 

Furthermore, the foregoing authorities have not passed upon the accuracy, or determined the adequacy, of this document, the Offering Memorandum or 

limited partnership agreement associated with the Fund. Any representation to the contrary is unlawful.  

Certain information contained in this document constitutes “forward-looking statements” which can be identified by use of forward-looking terminology 

such as “may,” “will,” “target,” “should,” “expect,” “attempt,” “anticipate,” “project,” “estimate,” “intend,” “seek,” “continue,” or “believe” or the 

negatives thereof or other variations thereon or comparable terminology. Due to the various risks and uncertainties, actual events or results in the actual 

performance of the Fund may differ materially from those reflected or contemplated in such forward-looking statements. The General Partner is the 

source for all graph and charts, unless otherwise noted.   

Past Performance Is Not Indicative or a Guarantee of Future Results. 


