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Peter Rabover 
Portfolio Manager 
Artko Capital LP 
 
February 3, 2021 
 
Dear Partner, 

For the fourth calendar quarter of 2020, an average partnership interest in Artko Capital LP returned 

17.2% net of fees. At the same time, investments in the most comparable market indexes—Russell 2000, 

Russell Microcap, and the S&P 500—were up 31.4%, 31.4%, and 12.2% respectively. For the twelve 

months of calendar 2020, an average partnership interest in Artko Capital LP was down 20.7% net of fees, 

while investments in the aforementioned market indexes were up 20.0%, 21.0%, and 18.4% respectively. 

Our detailed results and related footnotes are available in the table at the end of this letter. Our results 

this quarter came from Shyft Group, HireQuest, as well as modest contributions from US Ecology warrants 

and Northern Technologies. 

1Q20 2Q20 3Q20 4Q20 1 year 3 year 5 year
Inception 

7/1/2015

Inception 

Annualized
Artko LP Net -37.4% -11.4% 22.0% 17.2% -20.7% 1.4% 9.0% 60.0% 8.9%

Russell 2000 Index -30.6% 25.4% 4.9% 31.4% 20.0% 10.3% 13.3% 70.1% 10.1%

Russell MicroCap Index -32.0% 30.5% 3.7% 31.4% 21.0% 8.8% 11.9% 56.7% 8.5%

S&P 500 Index -19.6% 20.5% 8.9% 12.2% 18.4% 14.0% 15.1% 102.4% 13.7%  

On Microcap Volatility and Frothy Markets 

To say that this year was a difficult one would be an understatement. Difficult, but not unexpected. The 

first few years of our partnership (2015 to 2017) were characterized by low volatility and a somewhat 

tight alpha (the difference between our results and those of our benchmark). However, in the last three 

or so years the portfolio volatility has returned to the true form of what an illiquid, concentrated (8 to 12 

position), nano- and microcap focused (with a yearend median portfolio market cap at $110mm) 

strategy’s volatility is generally like. While this may seem like bad news, it is only bad if one considers 

volatility to be a risk and a fine, instead of a fee to entry for robust long-term returns. It often is difficult 

to explain and normalize to non-microcap public equity investors that the volatility is just a charge to enter 

the lucrative playland of microcap investing. In short, as we are substantially more focused on avoiding 

permanent capital impairment within our companies, we do not consider stock volatility a “real risk” and 

view it more as an opportunity. A few examples to demonstrate our point:   

• If you recall, on October 31st of 2018 our 12% position in Spartan Motors, now Shyft Group, dropped 

40% in one day to $6.70 from $11.20, the previous day’s close. The price action was one of pure panic 

on what was, apparent at the time and obvious in hindsight, a quarterly hiccup on trade war logistical 

issues. At the time, we “backed up the truck” and added significantly to the position in the low $7s. 

But please do not mistake our nonchalance discussion here with the reality of having a down 6% 

portfolio day and a blow up in a position we felt very strongly about. It was not pleasant and most 

certainly stomach churning, much like the first half of the past year. As of this writing, a little over two 

years later, the company has recorded record margins and backlog in the most recent quarter, and 

the stock hit over $32 in January 2021, where we finally started to take some of the profits off the 

table. The 380% return from the lows of that fateful day and not that far from our cost basis, was a 

solid payoff for not throwing up on a very bad day, ignoring temporary price action, and sticking to 

our fundamentals based thesis.  
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• In late 2019 we made a 10% of portfolio investment in Flotek, at approximately $1.80 per share which 

was truly a Buffet-esque cigar butt investment, given that Flotek had over $3.00 per share in net liquid 

assets/cash on its balance sheet, a rational board and an expectation of either, the price adjusting to 

at least its Net Asset Value (NAV) or outright liquidation. By March of 2020, with the panic hitting its 

nadir, Flotek was trading at $0.66, down 65% and at 27% of our estimate its liquidation value, with 

one of the most experienced and respected energy executives in the world at the company helm. We 

added more and sold 70% of our position at close to $3.00 in the second half of 2020 as the market, 

gripped with fear, turned to one of euphoria for potential of the comeback in the energy markets and 

the company’s acquisition of JP3.  

These are obviously extreme examples and are not archetypal but looking for triple digit returns in our 

typical Core Portfolio strategy position weightings of 8% to 10% are at the heart of our process and is 

always an expectation. However, we are not naïve and know that with expectations like this must come a 

discipline and ability to stay invested during times of stomach churning volatility and irrationality. We 

underperformed this year, not because of a flaw in our analysis or process, but precisely because we stuck 

to our strategy of investing in high quality microcaps with solid fundamentals at a time when the market 

environment seems to discount any logic and fundamental analysis is no longer relevant. The events of 

the recent months, from record of issuance of blank check company stocks, SPACs; extreme run ups in 

stocks of highly speculative, zero revenue or near defunct, companies; the explosion of option trading 

volumes, are all signs indicative of extreme froth in markets, and highly reminiscent of the irrational 

exuberance behavior of the dot com bubble top twenty-one years ago. That is not to say that this is the 

top, and there remains a solid likelihood that a market driven by easy money and an empowered retail 

investor can continue to go up for long time. However, this is not a near term environment where 

fundamental oriented investments can command the attention of the marginal buyer looking for the next 

2,000% overnight lottery ticket.  

Can we be both, extremely bullish on the long-term fundamental performance of our companies and 

extremely fearful of the manic, some might even say greedy, behavior of the stock market? Absolutely. 

We continue to find pockets of value in various corners of the market, as exhibited by our purchase of 

ChannelAdvisor, an ecommerce software company which we discuss below, and a financials special 

situation we have begun to accumulate in January of this year. On the other hand the manic behavior 

going on in the markets is terrifying and will likely result in risk off reactions from market participants as 

well invite closer scrutiny from regulatory agencies creating more volatility. In other words, while things 

may continue to go right for a little while longer a lot more things can go wrong. As we explained in the 

last letter our portfolio is a slow-moving tanker and for tax and liquidity reasons we are unable to move 

swiftly if a March 2020 sell off situation is to arise. However, we are able to hedge and have begun to 

aggressively hedge with medium term put spreads on indexes and are likely to continue to do so for at 

least the first half of this year.  While this may result in near term performance drag we feel a de-risking 

of the portfolio and protecting our partner’s capital from the near term market irrationality while 

continuing to focus on maintaining and finding fundamentals based investment theses on the long side is 

a prudent course of action in today’s environment. 
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Core Portfolio Additions 

•   Channel Advisor (ECOM) – We wrote to you in the last quarter that we will continue to refine our 

process, make adjustments, and make slow pivots when necessary. One of the things we have found 

hard as value investors is to be in stocks of technology companies, especially with a microcap 

mandate. One of the reasons is, it is hard to find sustainability or competitive moats in public software 

companies that are the within our target market cap range. Increasingly those companies are private 

or go public at hard to justify valuations. The other reason is the increasing complexity of technology 

versus our mantra of investing in simple and easy to understand businesses. This quarter we added a 

7% position in ChannelAdvisor at a fortuitous entry price of mid $14. ChannelAdvisor provides 

software-as-a-service (SaaS) solutions in the United States and internationally. The company is SaaS 

cloud platform that helps brands and retailers to improve their online performance by expanding sales 

channels, connecting with consumers around the world, optimizing their operations for peak 

performance, and providing actionable analytics to improve competitiveness. In short, in a world of 

ever-increasing sales channels that did not exist just a few years ago, such as Snap or Instagram, 

ChannelAdvisor’s market leading software helps companies manage and increase their ecommerce 

sales.  

 There were a few reasons that attracted us to ECOM. One of them is our affinity for businesses that 

appear to be slow growing but have a fast growing segment nested within them, that when given 

enough time, would lead to a substantial increase a company’s growth rate as its weight within the 

results continues to increase. The company’s segment that is dedicated to brands at 34% of revenues, 

is growing at almost 30% a year, while the bigger segment dedicated to helping brick and mortar retail 

grow their ecommerce channels is growing in low single digits, leading to low double digit revenue 

growth. There are other dynamics at play such as a split between high recurring subscription revenue 

at 80% of total with the rest being variable revenue share with customers in times of high demand. In 

general, we believe the market was missing the potential for the continued increase in revenue 

growth and the associated operating leverage when we initiated a 7% Core Portfolio position at a rare 

9% forward Free Cash Flow yield valuation estimate. Adding a clean, net $60mm cash balance sheet 

and approximately $20mm of insider value at risk, made it seem like a fairly lucrative risk reward 

proposition. 

 The other reason why we got interested in ECOM and how we came across the company was through 

continuing to follow the career of the former Chairman Of The Board of our past holding, Ecology & 

Environment (EEI). His career as a successful investment banker has led him to be a much desired 

board member where almost all of his past board stints have resulted in a sale of a company including 

EEI. As such, we have closely monitored his new board assignments, including ChannelAdvisor. Of 

course this is not meant to be a definitive statement that the company will be sold but it is certainly 

a nice clue and just the kind of free optionality on a value unlocking event we look for in our 

investments. So far it seems ECOM has participated in the aforementioned market madness, rising 

40%+ in just a few months to over $20 per share but still pretty far from our $30 price target.  As the 

position is now a full 9+% Core Portfolio position we are unlikely to add more at these price levels but 

are looking forward to monitoring the results and our thesis.  

Enhanced Portfolio Sales 

• US Global Investors (GROW) – In 2Q 2020 we took a 4% position in a tiny asset manager with the 

expectation that with the eventual market recognition that its airline focused ETF, JETS, has grown 

from sub $100mm in assets to over $1.2b, would result in a substantial price adjustment. In short, 
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rather than gamble in the wild casino of 2020 markets, we wanted to own the casino operator instead. 

This was a short term, earnings event driven investment and while we were hoping for a healthier 

pop, in the end we exited most of our position in low to mid $3s for a blended 30% return, the capital 

from which we committed to our purchase of ECOM, as our preference is usually to hold less risky, 

more longer-term oriented Core Portfolio positions. 

Other Portfolio Updates 
 

• Shyft Group (SHYF ) – Our biggest contributor to our performance this quarter has been our position 

in Shyft Group appreciating 50% (and 70% through January 2021). Despite substantial pockets of the 

US economy still shut down and the company suffering through a resulting slow down in the first half 

of 2020, the delivery vehicle assembly manufacturer recorded a record margins and backlog increase 

though October on the strength of unprecedented demand for parcel delivery vehicles.  

 

One of the main reasons we invested in Shyft Group, formerly Spartan Motors, over three years ago 

was due to our confidence in the CEO, Daryl Adams.  He did not disappoint. While It has been a bumpy 

ride, with the 2018 trade war wreaking havoc on the logistical supply chain; the inability of the (now 

disposed) Emergency Response (ER) segment to become sustainably profitable; as well as the 2020 

pandemic, the company continued to deliver on its promise. The Fleet Vehicle & Services (FVS) grew 

revenues from $250mm in 2017 to likely over $500mm in 2020, while expanding EBITDA margins by 

almost 10% during that time. At the same time Daryl did an outstanding job with capital allocation. It 

was clear that despite best efforts the ER segment was not sustainably profitable or able to earn its 

cost of capital and was an overall drag on the company’s growth and return on capital. It was a tough 

decision and not the best price at $55mm, but replacing the ER segment with investments in Royal 

Truck Body and DuraMag over the last couple of years expanded the company’s product suite, 

geographic footprint, and the ROIC/margin profile while at the same time continuing to maintain a 

conservative balance sheet.  

 

With the stock running up 70% in a few months and deservedly expanding its multiple to 13x 2021 

EBITDA, the 13% weight in the Core Portfolio was beginning to be bigger than we were comfortable 

with so we took approximately 5% off in January 2021 to keep the position at 8%. This was done both 

as a risk measure and as a redeployment of capital to a new idea. We believe the company can 

continue to grow revenues and margins for the foreseeable future and to generate the high teens IRR 

we expect out of our positions. However, with so many low hanging fruits picked off and much of the 

turnaround complete with a multi bagger return on the stock, we suspect Mr. Adams, a talented 

individual clearly destined for bigger things, will be looking to shop the company in the intermediate 

term. This is not a definitive statement by any means, but it is within our set of expectations for this 

position and we look forward to seeing what happens in the near term. 

 

• Northern Technologies (NTIC ) – NTIC was up over 20% in the last quarter of the year, and an additional 

40% in 2021 so far. Along with our investments in Currency Exchange International (CURN), Hire Quest 

(HQI) and Potbelly (PBPB) our investment in NTIC is part of our “the world will eventually reopen” 

theme of cyclical investments.  Last year we patiently added to this stock in the mid $8’s as our 

estimate of the margin of safety in the form of the balance sheet liquidation value of over $7 per share 

made the NTIC stock price offered by the market a very lucrative risk reward proposition. As a 

reminder, NTIC has two products, Zerust, which serves the oil and gas markets as an anti-corrosion 

chemical; and Natur-Tec which is a compostable plastic product line. Many of the large users of 

compostable products include the apparel industry, college campuses, stadiums, arenas, restaurant, 

Downloaded from www.hvst.com by Alex Smith (id:264059) on 02/04/2021



 

5 | P a g e  
 

and corporate office complexes. These institutions are expected to be some of the last businesses to 

reopen. Many of them have still not announced reopening plans. However, the near-term pandemic 

created headwinds are most certainly expected to be overcome and ride the longer term tailwinds of 

mass adoption of compostable plastic solutions. The 4th quarter saw a sequential growth of 36% in 

Natur-Tec revenues as the market began to slowly rebound.  

The other leg of growth for NTIC, that conducts a large portion of its business through a fairly capital 

light, global JV model, is coming from China and other Asian countries. The fourth calendar quarter 

net sales by NTIC’s China subsidiary increased 17.7% to a quarterly record of $4.5 million and were up 

32.3% from the calendar 2020 third quarter. With plastic pollution becoming an exponentially bigger 

problem in Asia, we view this as one of the more important legs of our thesis and look forward to 

seeing the potential here. Finally, we believe that with the recent listing of Danimer Scientific (DNMR), 

a close bioplastic manufacturing competitor, and highlighted by the venerable David Einhorn of 

Greenlight in his recent investor letter, NTIC has begun getting the associated attention as a 

participant in the hot “sustainability investing” trend of today’s markets which will likely continue to 

drive the stock to new highs.   

Partnership Updates  

We welcomed one new partner to the partnership this quarter, bringing our total to 45 at the end of 

December. As we are not having an in-person partnership event in 2021 we will end up having a virtual 

portfolio update presentation in mid-to-late February. Please be on the lookout for an invitation in your 

email inboxes sometime in the next few days. Despite the current economic challenges, we are excited 

about the continued growth in partners and recovery in assets under management and, as always, are 

thankful for your business.  

Subsequent Events 

As of the publication of this letter, in the first week of February 2021, our portfolio appreciated 

approximately 14% from year end 2020 on the strength of moves from ECOM, HQI, ACFN, SHYF and NTIC. 

While we generally do not like to publish mid period updates, given the volatility and last year’s drawdown 

we felt it would be important to have this mid period update that better reflects our portfolio value today.

  

Next Fund Opening 

Our next partnership openings will be March 1, 2020. Please reach out for updated offering documents 

and presentations at info@artkocapital.com or 415.531.2699. 
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Appendix A: Performance Statistics Table 

 
 

Artko LP 

Gross
Artko LP Net

Russell 2000 

Index

Russell 

MicroCap 

Index

S&P 500 

Index

YTD -20.0% -20.7% 20.0% 21.0% 18.4%

1 Year -20.0% -20.7% 20.0% 21.0% 18.4%

3 Year 4.3% 1.3% 10.3% 8.8% 14.2%

5 Year 13.3% 8.9% 13.3% 11.9% 15.2%

Inception 7/1/2015 97.4% 60.0% 70.0% 56.8% 103.5%

Inception Annualized 13.2% 8.9% 10.1% 8.5% 13.8%

Monthly Average 1.3% 0.9% 1.0% 0.9% 1.2%

Monthly St Deviation 7.0% 6.6% 6.1% 6.5% 4.4%
 

Correlation w Net - 1.00 0.74 0.71 0.71  
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Legal Disclosure 
 
The Partnership’s performance is based on operations during a period of general market growth and 
extraordinary market volatility during part of the period, and is not necessarily indicative of results the 
Partnership may achieve in the future. In addition, the results are based on the periods as a whole, but 
results for individual months or quarters within each period have been more favorable or less favorable 
than the average, as the case may be. The foregoing data have been prepared by the General Partner and 
have not been compiled, reviewed or audited by an independent accountant and non-year end results 
are subject to adjustment. 
 
The results portrayed are for an investor since inception in the Partnership and the results reflect the 
reinvestment of dividends and other earnings and the deduction of costs, the management fees charged 
to the Partnership and a pro forma reduction of the General Partner’s special profit allocation, if 
applicable. The General Partner believes that the comparison of Partnership performance to any single 
market index is inappropriate. The Partnership’s portfolio may contain options and other derivative 
securities, fixed income investments, may include short sales of securities and margin trading and is not 
as diversified as the indices, shown. The Standard & Poor's 500 Index contains 500 industrial, 
transportation, utility and financial companies and is generally representative of the large capitalization 
US stock market. The Russell 2000 Index is comprised of the smallest 2000 companies in the Russell 3000 
Index and is generally representative of the small capitalization U.S. stock market. The Russell Microcap 
Index is comprised of the smallest 1,000 securities in the Russell 2000 Index plus the next 1,000 securities 
(traded on national exchanges). The Russell Microcap is generally representative of the microcap segment 
of the U.S. stock market. All of the indices are unmanaged, market weighted and reflect the reinvestment 
of dividends. Due to the differences among the Partnership’s portfolio and the performance of the equity 
market indices shown above, however, the General Partner cautions potential investors that no such 
index is directly comparable to the investment strategy of the Partnership. 
 
While the General Partner believes that to date the Partnership has been managed with an investment 
philosophy and methodology similar to that described in the Partnership’s Offering Circular and to that 
which will be used to manage the Partnership in the future, future investments will be made under 
different economic conditions and in different securities. Further, the performance discussed herein does 
not reflect the General Partner’s performance in all different economic cycles. It should not be assumed 
that investors will experience returns in the future, if any, comparable to those discussed above. The 
information given above is historic and should not be taken as any indication of future performance. It 
should not be assumed that recommendations made in the future will be profitable, or will equal, the 
performance of the securities discussed in this material. Upon request, the General Partner will provide 
to you a list of all the recommendations made by it within the past year. 
 
This document is not intended as and does not constitute an offer to sell any securities to any person or 
a solicitation of any person of any offer to purchase any securities. Such an offer or solicitation can only 
be made by the confidential Offering Circular of the Partnership. This information omits most of the 
information material to a decision whether to invest in the Partnership. No person should rely on any 
information in this document, but should rely exclusively on the Offering Circular in considering whether 
to invest in the Partnership. 
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