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Firm Overview

We’re an RIA and
invest client assets
with a Growth at a
Reasonable Price
(GARP) bias, with
rigorous research into
the fundamental
drivers of a business.
We take a long-term focus to
investing and aim to maximize
after-tax returns. Our target
time-frame is 3-5 years
though we aim for the “over”
and hope for more.

In diversification, our primary
aim is to expose portfolios to
as many disparate factors of
both risk and reward as
possible.
Our equity portfolio consists
of approximately 25 positions,
with higher conviction ideas
given 5% allocations, average
positions 3% and more
volatile ones 2%. Cash is
typically our largest one
holding.
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Intro

•

“Go for a business that any idiot can run – because sooner or later any idiot probably
is going to be running it.” -- Peter Lynch

•

“[Twitter is] such a mess, it’s as if they drove a clown car into a gold mine and fell
in.” - Mark Zuckerberg on Twitter management
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Twitter: the new AP

•

“The Associated Press is, in essence, the common agent of about 1300 newspapers in the
various cities throughout the country for the interchange of news which each paper collects in
its own territory, and for the gathering, editing, and distributing of news which these

member papers cannot collect single-handed, and which requires their pooled
resources. The historic development of this agency, its world-wide scope, the pervasive

influence it exerts in obtaining and disseminating information, the country's dependence upon it
for news of the world -- all these are matters of common knowledge...” [emphasis added]
Justice Felix Frankfurter, concurring opinion Associated Press v. United States (1945)

•

"neither exclusively, nor even primarily, are the interests of the newspaper industry conclusive,
for that industry serves one of the most vital of all general interests: the dissemination of
news from as many different sources, and with as many different facets and colors
as is possible. That interest is closely akin to, if indeed it is not the same as, the interest
protected by the First Amendment; it presupposes that right conclusions are more likely to be
gathered out of a multitude of tongues than through any kind of authoritative selection. To
many, this is, and always will be, folly, but we have staked upon it our all.“ – Judge Learned
Hand as cited by Justice Frankfurter in Associated Press v. United States
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Twitter: THE distribution platform for media
• Twitter is the newest, most important distribution channel for media.

• Everyone in media needs a Twitter presence irrespective of their own
distribution channel (TV, radio, web, etc).
• News itself breaks on Twitter. Even 24-hour TV channels & their personalities
break news on Twitter first.
• Important figures literally make news on Twitter, with their Tweets and it’s not
just that one guy we all spend too much time talking about.
• It’s not simply meaningful that this happens on Twitter—rather it’s the idea
that it MUST happen on Twitter.
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Quote
“When people who are really good at using Twitter talk about
Twitter, they say one thing that's consistent, which is they get
all their news from it. And when you hear that word news, you
tend to think of an older industry. But what we deliver is
actually anything new and noteworthy, anything of importance,
anything that matters. "Matters" is subjective, and that means
we need to make sure that we are delivering it to you in a
personalized way. It matters to you.” -- @Jack, Annual
Shareholder Meeting
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The Twitter Use-Case(s)
Each user can do one of two things, or both:
1. Publish
2. Consume
Google-people go to search.
Facebook-people go to connect with their friends.
Twitter’s mission is a lot tougher to define. People go for so many different reasons.
Stated simply though, people go to connect to their interests. This is why
Twitter is unique. It’s not necessarily live-though the speed and live element is
important. Live matters only insofar as it fits within your interests.
The more users on the platform, passionate about their experiences, the more people
who are not users of the site want to be. For this reason, Twitter has never spent $1
on customer acquisition.
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User interests
Each user has their own unique interests. It could be many or few, but
what exists is interest pluralism:

Source: 2017 Annual Shareholders Meeting Slides
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User interests: Finance
You can further breakdown each of this areas. A good example is finance (draw
overlapping circles w/ confluence in the middle between each being “finance”).
FinTwit’s constituencies:

•
•
•
•
•
•
•
•
•

Traders
Value Investors
Growth Investors
Analysts
Buy-siders
Journalists
Retail Investors
Teachers
Students
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I. The Narrative Problem and the Perils of
Obscene Expectations
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Everything can change in a SNAP

• Snap Inc today reminds me a lot of Twitter, ending its first day public with a
$34.7 billion market cap.
• Today SNAP has around a $20b market cap and a near $17b EV, 64% and
70% greater than TWTR respectively.
• Meanwhile SNAP has 1/5th the revenue base of TWTR and slowing MAU
growth, while TWTR’s is re-accelerating.
• The differences matter:
• SNAP is competing directly with Facebook for user eyeballs. Facebook
has cloned and incorporated SNAP functionality into each FB &
Instagram.

• Twitter isn’t socially oriented in the same way as either—it’s built
around interests. Its unique value proposition remains intact.
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Will Facebook eat the social world?
• Facebook’s initiatives are hurting Snap, because they compete as a form of
entertainment.

• Facebook has tried to kill Twitter, yet since their most meaningful attempt,
Twitter’s user growth has actually re-accelerated.
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Core fundamentals

•

Twitter today has an enterprise value right around $10b.

•

Around 18% of their market cap is net cash.

•

Twitter was first reportedly valued “as high as $10 billion” in 2011 and
shares changed hands at $10 billion in 2013.1, 2

•

Revenue in 2011 was $106.3m and 2013 was $664m, representing a
CAGR of 88.5% and 56.1% respectively.

•

Twitter delivered on the top line, but not on profitability.

1 https://blogs.wsj.com/deals/2011/02/10/twitter-at-10-billion-insanity/
2 http://fortune.com/2013/02/01/exclusive-twitter-nears-10-billion-valuation/
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The IPO
•

“The company, which set its initial IPO pricing at $26, saw the share price open
at $45.10 due to strong investor demand. The initial surge in price gave the
company a valuation above $24 billion when it began trading shares. Twitter
seems confident about investor appetite for its stock; it boosted the initial share
price by 30 percent in the days leading up to the IPO.”1

•

Twitter closed 2013 with a $36.3 billion market cap.

1 http://business.time.com/2013/11/07/live-updates-twitter-goes-public/
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The IPO
Too much enthusiasm…
•

One of the biggest problems for Twitter is that the company IPOd with way too much
enthusiasm, at a valuation that was very hard to justify--and went up from there.

•

Even if management executed well (and they didn’t), it would have taken years of
performance to justify the valuation.

•

When that became obvious to the market, management was caught flat-footed.

•

Management seemed desperate to turn it around and started trying all kinds of crazy
things, including spending money wildly and issuing way too much stock-based comp
to try and make up for slumping employee morale in the face of a plummeting stock
price.

Page 15

Lack of direction
•

The shareholder base, the management and employees in the early days were so
caught up with the stock price that it became a self-fulfilling prophecy with
respect to how the company was run.

•

Along the way, the company never found direction in any meaningful strategic or
financial way.

•

They tried so many things instead of actually trying to make a profit. Being
profitable is the one thing Twitter hasn’t tried to do along the way to figuring
out how to be a real company.

•

Profitability (or the lack thereof) has been a conscious choice by Twitter’s
management and we are now seeing clear evidence that they are intent on
changing this. We can look at this numerically (and will) and we can look at
commentary from management to figure out where things can go from here.

•

“we saw hundreds of use cases over the 10 years and we tried to do all
of them. And that's just didn't work. “ -- @Jack
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II. Management Problems

“I try to buy stock in businesses that are so
wonderful that an idiot can run them because
sooner or later, one will.” - Warren Buffett
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More lack of direction…

•

All the worst decisions have been made in the interest of chasing MAU
growth.

•

Very few of the decisions were made by listening to what power users
were saying would be useful features or changes.

•

Most of the key decision-makers brought in by the company were hardly
users, let alone power users.

•

These people weren’t supposed to be there to enhance the product and
its use-cases, they were there to drive user growth and build a business
model to get people spending money on the platform.

•

The company focused on MAU growth so intently, so the analyst base
and the media followed
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Misguided focus
Tren Griffin did a great job explaining why the emphasis on MAUs was so
misguided1
•

“Most people who look at Twitter’s numbers focus on the need for more user
growth. The cry from analysts is usually some form of: “Twitter must increase
MAU and DAU!” This results in thinking and products like the awful Twitter
Moments, which is essentially trying to recreate Yahoo’s declining business
model and diverts resources that can be better deployed elsewhere. Is it a good
thing is MAU and DAU grow? Sure. But the more important question is: what is
the highest ROI for Twitter on new investments?”

•

“Over-fixation on growing MAU and DAU also makes Twitter fearful of fixing
important but broken aspects of the service like abuse, spam and bots since that
would result in user count drops and less “activity.” Unfortunately, that confuses
genuine real consumers with counts inflated by fake users. Twitter needs to fix
the abuse problem regardless of what it does to negatively impact fake MAU.
Spammers and bots must go. No one is going to be fooled about MAU claims
when the company can’t generate a profit. The clock is ticking.”

https://25iq.com/2017/01/06/trens-advice-for-twitter/
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Misguided focus
•

Meanwhile, the people building a revenue model actually succeeded.
People do spend on the platform and the revenue per user has gone up
each year. It might take a small step back this year, but it’s still well more
than it was in the early days.

•

Twitter had so much growth (in all key metrics) that they never really had
to focus on the fine points of budgeting and execution. It was too easy to
rely on future growth to buffer today’s excess expenditures without ever
relying on quantifiable metrics for whether what was under way actually
worked.

•

It would help if the company gave more specific stats on engagement,
but as much as the MAUs have been a disappointment, the user-base
remains heavily engaged with Tweets in and of themselves becoming
newsworthy (in contrast to merely discussing the news).
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Users and advertisers

•

There are two ways to measure a business: how well it’s product is doing in
the market, with its consumers and how well the numbers are doing in the
business.

•

Most of the time these two things run hand-in-hand, but in Twitter they
don’t. They have two consumers: users and advertisers.

•

Advertisers come to the platform because Twitter has users. Users do not
come to the platform because Twitter has advertisers.

•

The product itself is doing great from the perspective of building stickiness
with the existing user-base and giving people a reason to listen in and seek
out Tweets.

•

The revenue base has grown, but it hasn’t been run for profitability yet.
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III. There’s nowhere to go but up

http://www.gartner.com/technology/research/methodologies/hype-cycle.jsp
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Active users and audience growth
Monthly Active Users
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Growth of the data business

ARPU Breakout
$9.00
$8.00
$7.00
$6.00
$5.00
$4.00
$3.00
$2.00
$1.00
$0.00
2012
Ad services

2013
Data licensing & other

2014

2015

2016

Gross profit / avg active user

“Our data business was one of our fastest-growing businesses this quarter. It's
really high margin. $1 of revenue in data is worth $2 to $3 in other revenue, and
so it has an impact on profitability as well. And we're focused on a specific channel
strategy to drive revenue there.” – Anthony Noto Q1 2017 earnings call
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Invert, always invert: the path to 30+% Returns

We can work backwards to see what Twitter would have to spend on R&D
and S&M in order to earn a 33% ROIC based on today’s revenue base.
Management has pledged a $125-154m yoy cut in SBC alone alongside a 9%
cut in the work force & other cost rationalization steps.
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S&M – the greatest risk and opportunity
•

S&M is geared towards the ad side, not the user side of the Twitter
network. Twitter has never spent $1 on bringing a new user into
the fray.

•

“This is why network effects are so important. What differentiates services
that are actually sustainable businesses is that the larger they grow the
more their utility increases, and it is this increased utility that drives new
customer acquisition (as opposed to simply spending more marketing
dollars).” – Ben Thompson, Stratechery

• The more users on Twitter, the greater
the value.
• Networks report tweets as actionable
news, giving free marketing to the
value of Twitter.
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But...
•

“Our sales force and sales support staff assists advertisers throughout the
advertising campaign cycle, from pre-purchase decision making to real-time
optimizations as they utilize our campaign management tools, and to postcampaign analytics reports to assess the effectiveness of their advertising
campaigns. Our advertisers also use our self-serve advertising platform to
launch and manage their advertising campaigns In the fourth quarter of
2016, the company reorganized the company’s sales, partnerships, and
marketing efforts, intended to create greater focus and efficiency.”

•

Spending this much supporting an ad sales network is a fixable mistake.
Machine learning will help ease this burden, as will a reacceleration in
MAUs and management’s improved focus.

•

Keep pushing the data revenues, because this is a unique differentiator
online and carries far better margins than the ad business.
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Continued…
•

“We’ve been working with our partners and with our advertising partners to
continue to figure out how to speak in this new world and to speak in a way
that’s relevant to the audience,” Dorsey said. “We’re busy right now making
sure that we’re investing in better technology so that advertisers spend less
time on the system and more time focused on their campaigns and their
customers.”

•

“We’ve doubled our spend on Twitter as a group on behalf of our clients. That
shows a significant degree of confidence in Twitter, but there’s a lot of
controversy [...] frankly, it’s not profitable – it loses money, and has done for a
number years – and it hasn’t been able to monetize effectively.”1 – Sir Martin
Sorrell

•

The ad men are generally happy with Twitter and keep increasing their spend
(~$350m worth from WPP alone last year)2

1http://www.marketingdive.com/news/martin-sorrell-talks-twitter-past-present-and-future-with-jack-dorsey/426541/
2 http://www.adweek.com/digital/wpps-martin-sorrell-says-snapchat-could-well-be-a-third-digital-ad-competitor-to-facebook-and-google/
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Live video
“Increasingly, we face competition for live premium video content rights from other digital
distributors and traditional television providers, which may limit our ability to secure such content
on economic and other terms that are acceptable to us in the future.”
Competitors like DirecTV (AT&T), YouTube, Yahoo,
eventually Amazon, maybe Netflix competing in
bringing live TV events to the Internet. Many of
these companies can afford to buy rights that are
funded by other very profitable segments & have
the very capital intensive part of it built out.
Twitter’s competitive position is such that
regardless of the medium someone is
consuming a live event through, they want to
talk about it on Twitter. The power of the
second screen is that it’s always opened
alongside the first. Twitter might benefit from
doing it, but it just doesn’t matter because Twitter
has something all of these competitors don’t when
it comes to live. They should use that to their
advantage and save the money that’s supporting
live and reallocate it elsewhere. They’re live already.
So live that people feel a gravitational pull to be on
it for all the important live events in their respective
sphere of interest.

Source: 2017 Annual Shareholders Meeting Slides
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Regaining focus
Laser focus on two things for your two most important stakeholders
(users and investors)
1. Listen to users and build the pieces and make the changes that your most
passionate users are asking for.
2. Make as much money as possible on the existing revenue base. Cut all
expense that’s not necessary to support core user experience and doing #1
above.
Users will be more excited and interested once they see the new things they
want. The narrative about the whole experience will improve. People will be
reinvigorated from within and start bringing in more people from outside. In
effect, take control of the narrative by making your most passionate users
dreams come true instead of them being the biggest moaners about all the
things Twitter is doing wrong.
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Management improvements
Management is off to a good start delivering on improvements:
“Specifically, we clearly identified who we are—the best and fastest place to see what’s largest
happening in the world and what people are talking about. We built and shipped product features that
directly improved our key audience growth and engagement metrics. We also simplified the
organization to be what we believe is more focused and efficient, and eliminated investment in noncore areas of our business, like Vine, which we shut down in early 2017, and Fabric, which we sold in
early 2017. We saw accelerating rates of growth on a year-over-year basis for daily connected active
usage, or DAU, for three quarters in a row. “

Continue this your mission and give your promise to your users and investors
that your institutional imperative will be to make their dreams come true and
the company will instantly gain more support from both key stakeholders.
Keep scaling the data business. Ad sales are especially competitive online, but
data is unique considering the global scale of the user-base and the quality of
topical conversations.
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Management improvements
Bring even more urgency to it:
“In 2017, our focus is building and shipping
product changes more rapidly to make Twitter
safer. We intend to invest in our core use case
and in new product areas — such as live
streaming video, among others — that further
strengthen Twitter’s unique position as the best
and fastest place to see and talk about what’s
happening in the world. We intend to continue
integrating new, dynamic, and personalized
content as we recognized the importance of
simplifying and creating a single destination for
people to discover what’s happening on
Twitter. We also plan to simplify and differentiate
our revenue products to drive sustainable longterm revenue growth by working to strengthen
our unique value proposition, especially in live and
video, that gives advertisers the ability to reach
the most engaging audiences in the right context
at the right time. We intend to apply the same
focused approach that drove renewed monthly
and daily usage growth in 2016 consists of the
following objectives: to simplify our portfolio and
our buying process for advertisers”
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IV. Strengthening the Moat
•

The network has been built—that’s the hardest part.

•

Improving the network is crucial for strengthening the moat and driving value
for all stakeholders:
• A better user experience
• Increasing ROIs for advertisers
• Earning profit for shareholders
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Machine Learning is a huge step forward
“With ranking, we add an extra twist. Right after gathering all Tweets, each is scored
by a relevance model. The model’s score predicts how interesting and engaging a
Tweet would be specifically to you. A set of highest-scoring Tweets is then shown at
the top of your timeline, with the remainder shown directly below. Depending on the
number of candidate Tweets we have available for you and the amount of time since
your last visit, we may choose to also show you a dedicated “In case you missed it”
module. This modules meant to contain only a small handful of the very most relevant
Tweets ordered by their relevance score, whereas the ranked timeline contains relevant
Tweets ordered by time. The intent is to let you see the best Tweets at a glance first
before delving into the lengthier time-ordered sections.”1

1 https://blog.twitter.com/engineering/en_us/topics/insights/2017/using-deep-learning-at-scale-in-twitters-timelines.html
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The Machine Learning Flywheel
Importantly, this is a scalable
platform that will improve in
efficacy over time. The more users,
the more engagement, the better the
curation. Individually, the process of
finding what’s interesting and
measuring subsequent engagement
from each user helps improve the
ability to project what that user will
engage with in the future. Not only
does this make the Twitter experience
more enjoyable for each individual, it
improves the potential for advertisers
to target relevant content for a given
feed and could ultimately help
automate some of the ad functions
that as of today are very sales
intensive.
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Further Improvements
Two oft-requested improvements that would inspire users (and raise revenue):

1.
2.

Improve search – make it a core part of the experience
Charge for Tweetdeck – power users love this tool and are willing to pay

Three shareholder requests w/r/t disclosures:
1. Give an actual # for DAUs, not just growth
2. Give meaningful KPIs with respect to ads: average pricing, engagement (in
contrast to merely percentage change)
3. Give actual time-spend by user cohorts (power vs modest vs infrequent
users)
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