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January 25, 2018 

 

Dear Fellow Investors, 

The Fund added 5.4% in the fourth quarter to finish the year with a gain of 51.2%. Our longs produced a 

6.8% return, while short positions lost 1.3%. Currency movements had a small net negative impact. Our 

gains were fairly evenly split between regions, with domestic holdings advancing 2.3% on a net basis and 

international ones appreciating 3.1%. 

US equity indices continued to march steadily higher in recent months, buoyed by strong GDP growth 

and optimism over potential tax reform (which eventually came to fruition in late December). Perhaps 

not surprisingly given the reflexive nature of financial markets, positive sentiment among US-based 

investors and consumers alike has grown noticeably as well. Against this backdrop our performance for 

the quarter was roughly in line with our benchmarks, all of which gained between 3-7%. 

 

An updated performance summary is as follows:  

 4Q 2017 2017 Since Inception1 

S&P 500 6.76% 21.70% 46.76% 

Vanguard Total World Stock ETF 5.70% 24.49% 29.52% 

Russell 2000 3.28% 14.59% 35.40% 

HFRI Equity-Hedge (Total) Index 3.23% 13.16% 19.34% 

Adestella Investment Management2 5.42% 51.15% 80.19% 

 

 

 

The Investor Mindset: Essential Attitudes for Success 

As discretionary stock-picking requires a multidisciplinary skillset, I try to hone my knowledge each day by 

reading some sort of nonfiction, usually in an area outside of investing. The subject matter of my recent 

selections has run the gamut from war history to psychology and everything in between, and I’ve found 

                                                           
1 Adestella began operations in the third quarter of 2014 
2 Time weighted returns on a gross basis 

*all index returns include reinvestment of dividends 
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that generally there’s something I can take from each and apply to my everyday work – often in 

unexpected ways. One of my favorites from the last few months was The Poker Mindset by Matthew Hilger 

and Ian Taylor. Poker is a hobby of mine, so I’ve read a number of books on the topic. But unlike most of 

the other books, which generally expound upon specific tactics and the technical aspects of the game, this 

one focused its attention on the human element of it. To that end, it offered seven rules for becoming a 

successful poker player in the long run. The rules were excellent for the subject matter, but I was surprised 

to realize they could be put to other good uses as well. Indeed, with just a few slight modifications, I 

believe they can be applied just as instructively to an investor.  

1. Understand and accept the realities of investing. One will have days, months, and even years in 

which money is lost. Excess returns often require more volatility. Surprises, as well as periods of 

uncertainty and fear, are to be expected.  

2. Play for the long term. The widespread short-term thinking on Wall Street creates opportunities 

for those with an extended horizon. Predicting swings in sentiment is nearly impossible, so focus 

instead on the fundamentals that will ultimately drive performance while buying fear and selling 

greed as they arise. Given that markets are generally quite efficient, investing is a game of small 

edges – only over time does the sample size become large enough to separate skill from luck. 

3. Concentrate on making the right decisions over getting the right results. There will be times 

when an investment fact pattern that is profitable in the long run loses money due to 

unforeseeable factors. Similarly, one can make money in situations that have negative expected 

values simply because of luck and noise. Over time, however, these anomalies will succumb to 

the law of large numbers (another reason why Rule #2 is important).  

4. Don’t be scared of calculated risk. There are no truly risk-free investments. Because of this, risk 

must always be evaluated on the basis of expected return.  Investments with a very low risk of 

loss may be unattractive if there is not sufficient return potential. Conversely, investments 

carrying a high risk of loss can have positive expected values if the potential return is high enough. 

Because expected return is a function of price paid, valuation must always be a key consideration 

with any investment opportunity. 

5. Leave your ego at the door. Never take your holdings or portfolio personally. Refusing to admit 

you’ve made a mistake or seeking only information that confirms your preexisting notions are 

simply defenses to protect your ego from having to face the possibility that you were incorrect. 

6. Remove all emotion from decisions. One must endeavor to avoid behavioral biases that can often 

be counterproductive to investment performance. Allowing fear, greed, or the herd’s judgement 

to influence your decision making nearly always leads to suboptimal outcomes. 

7. Dedicate yourself to a continuous cycle of analysis and improvement. Becoming a perfect 

investor and eliminating all mistakes would be impossible in a static environment, much less in 

the one we operate in that changes on a daily basis. Instead of seeking perfection, strive to 

improve each day and never make the same mistake twice. In a competitive field such as investing, 

if you aren’t getting better, you are likely getting worse. 
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Many individuals have the technical knowledge necessary to make money in stocks – running discounted 

cash flow models, estimating industry growth rates, and things of that nature. However, I believe far fewer 

are willing or able to adapt the attitudes above, which are just as important to outperforming the market 

over time. By remaining mindful of the importance of both our security analysis and our mindset, Adestella 

strives to be among this minority.  

 

Around the World in 30 Stocks: On the Merits of International Investing 

I have long viewed international equities as a key component to our optimal portfolio composition. I 

believe they offer several structural benefits, not least of which are a relative lack of institutional following 

and limited correlation to the US indices, that are able to improve our overall risk-reward profile (see my 

Q1 letter from earlier this year for more detail on this topic). 

In recent years, however, international opportunities have continually become more and more 

incrementally attractive in my view. There are two main reasons for this. First, the valuation gap has 

widened from the historical average 1.5x premium on a price/earnings basis to nearly 4x (see graphic 

below3).  

 

 

 

                                                           
3 Charts taken from JPM’s Q1 2018 Guide to the Markets, available for review here: https://goo.gl/t91UvW 



 
 

 

 
 Adestella Investment Management | Andrew@adestella.com | www.adestella.com    4 

This gap is not new, but I believe we may be finally approaching a point in the market cycle where the 

absolute levels matter. A few years ago, when US and foreign stocks were below long-term valuation 

averages, there was little need to modify allocations because both markets were still reasonably cheap. 

However, now that the S&P has increased another ~30% and moved above long-term averages while 

foreign stocks remain below theirs, I believe the aggregate risk-reward discrepancy is sufficiently large 

so as to suggest increased international exposure as a percent of our total.  

Of course, I purchase individual stocks, not indices, so this data alone is not enough to alter portfolio 

structure. But I believe the widening gap is instructive here, as in my hunt for new opportunities, foreign 

prospects have outnumbered domestic ones as of late. I also want to make it clear that I am not predicting 

some sort of US recession or even a market pullback; I have no view one way or another. I am simply in 

the business of evaluating risk-reward propositions, and in my judgment the risk-reward of foreign 

equities has become increasingly attractive relative to those of American ones. If the spread continues to 

widen, I expect we would further shift our net exposure toward international holdings.  

Secondly, correlations between domestic and foreign equity markets have reached their lowest levels in 

over a decade (see graphic below): 

 

 

 

In general, this is a positive development for us. Why is that the case? At high levels of correlation, the 

diversification benefit from international positions is largely lost. If all indices move at the same 

direction at the same time, it’s much harder for active management to capitalize on opportunities that 

arise from short-term price fluctuations. For example, if all global markets are declining at the same time 

while the intrinsic value of our companies stays the same, I would ideally like to be able to take 
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advantage of the situation by buying more of the falling companies at cheaper prices. However, if this is 

happening all across the portfolio, there may not be enough cash to go around for all positions. At the 

same time, the idea of raising cash by selling an existing holding becomes less attractive (as the risk-

reward is superior at the lower price if intrinsic value doesn’t change). Consequently, we may not be 

able to fully capitalize, at least without making a sizable increase in our exposure levels (which comes 

with its own problems) or reducing our future strategic flexibility (by depleting our cash balance). 

On the other hand, if correlations are low, we will tend to have stocks declining at the same time others 

are approaching their price targets. In this case, we can sell the holdings approaching their targets at 

favorable prices, and then roll the proceeds into those that have seen their prices fall (and thus their 

risk-reward improved), all while holding our exposure levels constant and our dry powder intact. 

Thus, foreign stocks will continue to be an important component of Adestella’s strategy going forward. 

One current key holding within this segment of our portfolio is Mondo TV, a small-cap Italian children’s 

TV content producer. The company is the subject of this quarter’s in-depth position analysis; the full 

investment thesis is included in the Appendix for those interested in more detail.  

 

Outlook 

It seems investors may finally be warming to what has been termed the “most hated” bull market of all 

time. Anecdotally, in 2016 and the first half of 2017 a sizeable portion of the market commentary that I 

heard or read was bearish; today barely any of it is. Given the contrarian nature of sentiment relative to 

market performance (i.e. the more people that are bullish and have already acted upon their enthusiasm 

by buying stocks, the fewer marginal buyers remain to drive further gains), this is a negative development 

for potential future returns, reflected in the expansion in valuation multiples.  

That said, trying to predict future changes in levels of investor optimism (and thus multiples) is more or 

less impossible, and in the long term, stock market performance is dependent on the health of the 

underlying economy. Thus, as long as macroeconomic fundamentals remain strong, and as long as I can 

continue finding enough equities with attractive risk-reward profiles (an endeavor helped by our relatively 

concentrated portfolio and global mandate), I intend to remain fully invested. As Peter Lynch once said, 

“Far more money has been lost by investors preparing for corrections, or trying to anticipate corrections, 

than has been lost in corrections themselves.” Accordingly, instead of making predictions on future 

market movements, I am focused on making the most of our opportunity set in the current environment. 

 

Conclusion 

This letter marks the final chapter to the first volume of our investor communications. In hindsight, I was 

fortunate to begin writing these when I did – it’s always easier to share good news than bad, and on the 

balance our news this year tended to be quite positive. This will not always be the case; we are very likely 

to experience our share of down quarters and years, too. But by maintaining the same mindset regardless 
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of the direction of short-term price fluctuations, I believe we stand a good chance of accomplishing our 

goal of producing a net result above the broader indices over time. 2017 was a step in the right direction, 

and my focus now is on positioning Adestella for another such step in 2018. 

I look forward to updating you on our progress again in a few months’ time. 

 

“Victorious warriors win first and then go to war, while 

defeated warriors go to war and then seek to win.” 

- Sun Tzu 

 

 

Best Regards, 

Andrew Jakubowski  
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Appendix A: Mondo TV (MTV) Investment Thesis 

Introduction 

With valuation multiples in the US continuing to expand, I’ve been spending more time lately looking for 

opportunities overseas. International stocks have always played a significant role in my portfolio – I’ve 

found that they tend to be less followed by institutional investors, thus creating more mispricings. 

However, the relative underperformance of foreign indices in recent years have made these international 

equites even more attractive in today’s investment environment, as they tend to offer superior risk-

reward proposition compared to their domestic counterparts. 

I believe one particularly compelling opportunity available today is Mondo TV (BIT:MTV), an Italian 

company trading on the Milan Exchange that produces children’s television content (primarily cartoons). 

I found Mondo while sifting through some long-term business plans put forward by Italian companies –

management teams there often release five year plans outlining the expected trajectory of their 

businesses. In the past, I’ve had success when I’ve been able to match a plan outlining an impressive 

growth runway with a supportive industry environment and a management team able to execute on it; 

indeed, my highly profitable investments in fellow Italian firms Be Think Solve Execute (BIT:BET), El.En 

(BIT:ELN), and Fiat Chrysler (FCAU) were all initiated in this manner. I believe Mondo fits those criteria 

today. 

As a small-cap equity with high insider ownership (thus limiting liquidity, and in turn sell-side interest), 

Mondo is far off the radar of most investors. This is particularly true given its domicile in Italy, which has 

a fairly small institutional investment community relative to its size (less than 1x AUM/GDP; for 

comparison, the US and UK are closer to 3x). The company does not do itself any favors either – its website 

is inelegant, unwieldy, and contains several English mistakes, and management has not historically done 

much in the way of promotion via conferences or roadshows.  

 

Company Background 

Mondo was founded in 1964 when Orlando Corradi (who is the current chairman and former CEO) saw 

that there was significant demand for the importation of Japanese cartoons to the European marketplace. 

The group then began producing its own cartoons, generally focusing on known entities and classic 

characters and story lines such as Robin Hood and The Jungle Book. Over the years, Mondo continued 

expanding its lineup, primarily with an eye toward the European market tastes, and eventually went public 

in the summer of 2000. 

Since that listing over almost two decades ago, it’s been a bumpy ride. The stock started falling almost 

immediately as the air came out of the tech bubble and valuation multiples contracted (MTV went public 

at about 90x LTM EBITDA and 50x LTM sales). The company then embarked on a business model shift that 

proved to be a misstep – deemphasizing its own content creation and focusing instead of the physical 

distribution of VHS tapes and DVDs. Not surprisingly, the secular decline and near extinction of these 

http://www.mondotv.it/index.html
https://finance.google.com/finance?q=BIT%3AMTV&ei=Fk9dWoHVN8jCmAHdgJToAg
https://www.be-tse.it/
https://finance.google.com/finance?q=BIT%3ABET&ei=gURdWuDUA4u7mAHExpSAAw
http://elengroup.com/
https://www.bloomberg.com/quote/ELN:IM
https://www.fcagroup.com/en-US/Pages/home.aspx
https://finance.google.com/finance?authuser=0&q=fcau&hl=en&ei=OQVpWsjbLcaUjAGwuLvoCQ
https://www2.deloitte.com/content/dam/Deloitte/lu/Documents/int-markets/lu-IBC-asset-management-white-paper.pdf


 
 

 

 
 Adestella Investment Management | Andrew@adestella.com | www.adestella.com    8 

mediums of video transmission proved problematic to Mondo’s business, and in the face of ever-

increasing losses, the unit was eventually sold off in 2008. 

For the next five years or so, Mondo returned to production and license sales, targeting local broadcasters 

as their customers (primarily in Italy and France). But by 2013 the business was struggling again, hampered 

by declining broadcaster budgets as recovery from the Great Recession proved stubbornly slow – recall 

that though the recession in the US ended in Q2 2009,  a “double-dip” occurred in both France (Q4 2012 

– Q1 2013) and Italy (Q3 2011 – Q3 2013). The company again decided to undertake a review of its 

strategy. 

Following the evaluation, Mondo made three major changes. First, it increased its focus on international 

markets, primarily outside of Europe, in order to diversify its exposure among a greater number of nations 

and media companies. Second, it committed to significantly increasing its investment in original content, 

despite the short-term costs that such a step would entail. Finally, it prioritized the ability of its content 

to generate high-margin license and merchandise sales that would enhance overall profitability. 

To date, the company has made excellent progress on each of these main initiatives– and, in my 

estimation, finally found the right strategy to generate significant value for shareholders. Let’s look at its 

progress on each of the three goals: 

Italy and the rest of Europe have gone from about 80% of revenues in 2014 to less than 20% last year: 

 

Meanwhile, the company has ramped up its investment in its own content, going from 5-6 M EUR in 

average annual spend to 4x that amount last year. 

https://en.wikipedia.org/wiki/Great_Recession
https://en.wikipedia.org/wiki/Great_Recession_in_Europe
http://www.licensemag.com/license-global/mondo-tv-set-shine
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Lastly, licensing has gone from 4% of sales in 2015 to over 20% on an LTM basis. The increasing weight of 

this high-margin revenue has allowed EBITDA margins to expand from an average of 43% in the three 

years before the new strategy to 62% in the three years since. 

To date, things are progressing exactly as hoped – from 2014 to an LTM run-rate (based on Q3 2017 

results), Mondo has grown sales at a 49% CAGR and EBITDA at 79%. This success has led to a stock price 

gain of over 1,100% since the beginning of 2014 (aka a 12-bagger), but, as I’ll try to explain below, I believe 

there could be significantly more to come. 

 

Key Investment Points 

Long growth runway for direct-to-consumer television streaming – particularly for children’s content. 

The success of the value proposition of companies like Netflix (NFLX) has led to explosive growth in the 

over-the-top (OTT) television industry. This is true on both the demand side (strong net subscriber growth) 

and the supply side (proliferation of new services). With ever-increasing competition for an ever-

increasing reward, providers have been ramping up their spend on the differentiating factor between 

providers: content available for viewing. Unsurprisingly, much of this has been focused on original 

content, which can be marketed as a differentiating factor that separates a given service from the rest.   

OTT services realize that more and better content increases subscriptions, which increases budgets to 

produce more content, which in turn further increases subscribers. The appeal of this virtuous cycle has 

created an arms race of sorts, with each provider (nearly all of which have deep pockets) working to 

initiate or strengthen their own lucrative flywheel by building out their libraries. As a result of this 

dynamic, aggregate content investment has grown significantly in recent years and is expected to 

continue doing so: 
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With the content spend race, children’s content seems particularly well positioned. It tends to be less 

hit-driven (less network effects via social media, etc.), which means each viewing platform is able to 

offer a solid product if they’re willing to make the investment, and it has the added appeal to platforms 

of indoctrinating potential future subscribers at an early age. As a result of all this, children’s content is 

among the biggest priorities for streaming services, as Netflix’s spend shows: 

 

An economically-attractive niche within an economically-attractive industry. Content creation and 

ownership in general is a favorable area to be in as streaming services pour in resources to upgrade their 

libraries. But that said, I believe children’s content (especially cartoons) is a particularly attractive niche 

http://www.businessinsider.com/netflix-originals-genre-data-2016-10
http://www.businessinsider.com/netflix-originals-genre-data-2016-10
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thanks to several unique structural features. First, with no need for the special effects, props, or specific 

locational backdrops that are a key part of many live-action shows, the production progress is greatly 

streamlined. Mondo is thus able to focus its efforts on creating the storyboard and executive design for 

its shows, and then outsource all animation and editing to Asia-based studios, which significantly reduces 

the costs with no difference in quality. Furthermore, whereas extra costs often come with successful 

scripted shows (as the actors demand more compensation because of the success), cartoons obviously 

avoid this issue, allowing MTV to capture all the upside of its hits. Finally, because it's quite easy to find 

suitable voice-overs for cartoon characters, the company is able to seamlessly translate its shows into a 

wide range of languages, thus greatly increasing its TAM for a given production.  As a result of this 

scalability, Mondo generates best-in-class 75% EBITDA margins and expects to be able to maintain them 

in the years ahead. 

Excellent distribution partnerships that speak to the quality and desirability of the MTV offerings.  In 

the past  year alone, Mondo has signed deals to have its content available on Netflix, Amazon, 

Nickolodeon LatAm, and Discovery Channel Middle East, among quite a few others. The size, prominence, 

and geographical diversity of these partners is a strong sign of the global desirability of MTV content; the 

company will have opportunities both to expand its presence on these platforms as well as to use its 

current successes to help attract additional providers as well. Mondo is also moving into new forms of 

distribution – it recently signed a deal with Emirates, the world's top airline, to provide in-flight 

entertainment content on their planes as well. 

Significant opportunity to increase monetization of owned content. While many content owners have 

reaped significant rewards from selling merchandise related to its shows, Mondo has done very little of 

this to date. However, the company has taken steps in the right direction by signing its first few small 

deals this year, and management estimates the total opportunity at over 20 M EUR a year by 2021 (at 

very high incremental margins). Given how well peers have managed to generate ancillary revenues from 

merchandise (for example, DHX Media earns over 40% of its sales this way, including over $1.3 B/year 

from Peanuts alone), I view this as relatively low-hanging fruit for MTV. 

 

Management 

Current CEO Matteo Corradi is the son of founder Orlando Corradi, who used to be CEO himself and 

currently chairs the board of directors. Orlando remains the largest shareholder of the company at 38%. 

While this structure raises concerns about nepotism, I’m willing to evaluate someone on the basis of his 

performance rather than his family ties. To date, I believe Matteo has executed well and pulled all the 

right levers to drive value (most notably the business model change), and it’s been reflected in the stock 

price – since taking over from his father in October 2012, MTV stock has been more than a 10-bagger. 

However, I do wish he would not mention a future market value target in the company’s five-year plans, 

even if that could reasonably be extrapolated from its financial targets and current multiples. 

 

https://www.aol.com/article/finance/2017/03/01/how-much-money-does-the-cast-of-the-big-bang-theory-make/21864890/
http://www.businessinsider.com/how-friends-cast-got-1-million-per-episode-salary-2016-10
http://www.mondotv.it/download/comunicati-stampa/2017/ottobre/cos-20171016-netflix-ita-eng.pdf
https://www.reuters.com/article/brief-mondo-tv-signs-license-agreement-o/brief-mondo-tv-signs-license-agreement-on-the-amazon-platform-with-janson-media-idUSFWN1IH0IG
http://kidscreen.com/2017/12/20/mondo-tv-inks-publishing-deal-for-heidi-bienvenida/
https://www.reuters.com/article/brief-mondo-tv-sells-two-animated-produc/brief-mondo-tv-sells-two-animated-productions-to-middle-east-market-idUSFWN1LL08M
http://www.mondotv.it/download/comunicati-stampa/2017/ottobre/cos-20171025-emirates-ita-eng.pdf
https://www.emirates.com/media-centre/emirates-named-best-airline-in-the-world-in-tripadvisor-travelers-choice-awards-for-airlines-2017
https://www.sec.gov/Archives/edgar/data/1490186/000114420417050079/v475959_ex99-1.htm


 
 

 

 
 Adestella Investment Management | Andrew@adestella.com | www.adestella.com    12 

Mondo’s Five Year Plan 

Upon its release of Q3 results last November, Mondo significantly increased its five-year targets out to 

2022. The new targets are listed below: 

 

 

As one can see, net profit is expected to roughly triple from 2017 levels. If next year’s targets are hit, this 

would imply that MTV is currently trading at less than 5x 2018 EBITDA. Of course, the “if” here needs to 

be strongly scrutinized for feasibility. Using industry data, typical content lifecycles, and historical 

patterns, I’ve attempted to triangulate the likelihood of MTV reaching these ambitious aims. 

The first angle to explore is whether MTV’s planned investment in content is sufficient to drive the 

revenue growth contemplated in the plan, which can be examined using a revenue/content investment 

multiplier. This requires an understanding of the typical cash flow schedule of a given production. In the 

first year, there’s a net outflow as all production costs are incurred. In year two, these are recouped as 

the series begins distribution (ideally in several different markets), with further inflows from licensing 

deals. It’s not until year three that the overall project becomes solidly cash flow positive, as secondary 

market distribution deals, further licensing sales, and potential library inclusion payments roll in.  

The implications of this lifecycle structure are twofold. First, it explains why a one-year lag is usually 

included in the multiplier, as revenues usually take a year to show up after the investment is made. 

Second, it shows why the multiplier should increase over time – the value of a library accumulates as 

new shows and seasons are added, and the tail of licensing/merchandising revenue can persist many 

years after the completion of production. Accordingly, I believe Mondo’s implied ramp from a 2.9x 

multiple in 2016 to a bit under 4.5x in 2020 is reasonable, particularly given the amount of low-hanging 

fruit they have in driving auxiliary revenues and in light of peer multiples – for example, an equivalent 

calculation for the children’s division of Canadian peer Entertainment One has been between 11-17x in 

recent years. 
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Next, we can explore what MTV’s growth implies relative to the expansion of the broader industry. 

According to Digital TV Research, global OTT revenues will nearly double over the next five years, from 

$46 B in 2017 to $83 B in 2022. Within that total, subscription video-on-demand (SVOD) will go from 

$17.2 B to $41.2 B. After backing out the portion of projected revenue growth from merchandise sales, 

this means management assumes market share expansion (relative to SVOD) of just two basis points – 

from 0.16% to 0.18%. Given the increasing importance of children’s content, as well as the quality of 

MTV partnerships not yet reflected in its financials, I view this as certainly being within the realm of 

possibility. 

Finally, it’s worth examining how well Mondo has performed in the past against its plan targets. Content 

production can be tough to forecast with precision, as revenue recognition is tied to delivery dates, 

which are dependent on broadcaster schedules. Thus some deviation, both positive and negative, is to 

be expected in any given year, and it is not problematic so long as the long-term trends are directionally 

intact. As one can see, since embarking on its new strategy, the company has been fairly accurate in 

forecasting its performance, which deviations generally less than 5%. Just as importantly, the company 

has been conservative – nearly all revisions over the last few years have been to the upside. 

 

 

Valuation 

Although the above growth projections are great, they matter little without the context of valuation. 

Perhaps the main reason I like the opportunity with Mondo is that the stock can work well even if the 

company falls short of its projections.  For example, let’s assume the company fails to expand its market 

share and remains at 0.16%. This would equate to about an 8.3% haircut to its annual sales forecasts and 

about a 10% hit to EBITDA (i.e. larger than any previous forecasting variance) if EBITDA margins remain as 

expected. Even with these below-projection results, the valuation gap between MTV and peers is simply 

too large. This holds whether you compare the company to children’s programming producers…  

http://tbivision.com/2017/10/02/global-ott-revenues-double-2022/
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…or to Italian media companies (which are far less profitable and slower-growing) 

 

Before diving into my model, I should mention that to fund its ramp in content investment, Mondo issued 

some convertible bonds and warrants in 2016. While the bond conversions are mostly complete, there 

remain a significant amount of warrants outstanding.  While certainly not ideal, I believe the size and 

strike of the securities keeps them from being a deal-breaker. The lowest strike on the warrants is 6.50 

EUR (6% above current share price), and the majority are struck at 8.00 EUR (over 30% above current 

price), with a few more at 10.00 EUR. In total, these could produce up to 10% dilution, albeit offset by a 

cash inflow from the purchases. I view this as acceptable given the potential upside here, particularly since 

the company will have no need to return to the capital markets going forward. I assume all warrants are 

exercised as their strikes move into the money for my share count and net debt calculations. 

That said, even at these discounted, fully-diluted totals, the upside is still significant. Applying multiples 

broadly in line with the company’s historical average (and generally below peers) – which I view as 

conservative given the company’s accelerating growth and expanding margins – would yield a price target 

of about 17.75 EUR in 2020, equal to a 43% IRR. Even higher IRRs are feasible in the intervening years, as 

the model shows. 
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Should the company manage to hit its goals, and assuming the improved performance leads the market 

to award the company slightly higher (but in line with programming peer) multiples, the 2020 price target 

goes to 23.50 EUR for a 57% IRR. 

 

 

 

Play around with the growth and margin assumptions as you wish, but I think overall the range of 

potential outcomes is skewed in a decidedly positive fashion for investors today. 
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Why Does the Opportunity Exist? 

I can think of several reasons why the opportunity in Mondo exists today: 

Small market capitalization and limited free float. The company’s market value is less than 200 M EUR. 

Of that, over a third is owned by insiders. As a result of this limited free float and the company’s location 

(much institutional capital is concentrated on US and UK opportunities), Mondo is outside of the 

opportunity set for many investors. 

Very small following from both sell-side and retail investors. Related to the above point, the relative lack 

of liquidity, and thus trading volumes, means that there’s very little sell-side coverage – only two small 

firms. It’s also not surprising that there doesn’t seem to be much retail coverage of the name; for example, 

there is not even a secondary ticker available for the stock on Seeking Alpha (unlike many other small-cap 

European companies)  

Suboptimal English-language filings and communications. As mentioned earlier, Mondo’s website and 

press releases contain multiple minor English mistakes, and all releases are first given in Italian – the 

English version is relegated to latter pages of the document. This gives me the sense that the company is 

unconcerned about appealing to US-based investors, which may help explain why it’s remained so under 

the radar. 

Past strategic missteps. The company’s disastrous foray into VHS/DVF and relatively poor results prior to 

the CEO change in 2012 may discourage long-time followers of the company from wanting to get involved 

again. 

Areas of Concern and Their Mitigants 

This investment is not without risks. Here are the main ones I’ve identified, as well as why I believe they’re 

acceptable in the context of the potential reward.  

Failure to reach ambitious goals could create investor disappointment and lead to selling pressure. The 

high bar the company has set for itself will require strong execution; if that doesn’t occur, management 

credibility will be damaged. However, I believe the current price offers a strong margin of safety – even if 

MTV misses its goals by 20%, the stock would still be trading at 5x NTM EBITDA. Additionally, the company 

has a track record of meeting targets – since 2014, all deviations to plan have been less than 10%, and all 

revisions have been upward. 

Relatively large insider sale last December. Chairman Orlando Corradi sold a chunk of his stake (about 

6% of total MTV shares) last month. While the majority was placed to institutional funds under the 

auspices of expanding the float size, some may still be taken aback by the size of the deal. But with his 

remaining 38% stake, Corradi retains significant skin in the game, and as he approaches 80 years old, it 

seems reasonable that he may want to diversify his assets a bit. Additionally, he committed to not 

selling any additional shares for at least six months, which leads me to believe his sales are being done 

according to a prearranged plan and not with a view of expressing his opinion on the attractiveness of 

the stock near current levels. 

http://www.soldionline.it/notizie/azioni-italia/mondo-tv-orlando-corradi-cede-il-4-6-a-fondi-istituzionali
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Lack of value creation since IPO. Some may object to the lack of shareholder value created since the IPO 

in 2000. While a fair criticism, one must view companies in a prospective light; after all, the value of a firm 

is derived from its future cash flows, not past ones. After a few attempts, I believe that MTV is finally 

pursuing the correct strategy, and its shareholder returns since the start of Matteo’s tenure have been 

impressive. However, those who are less bullish on the future of streaming media and the demand for 

quality original content offerings may want to pass on this one. 

 

Conclusion 

I believe Mondo TV offers a very attractive risk-reward and a strong margin of safety at current prices. 

Though the company has already demonstrated significant traction on its business model shift, I believe 

its investment case remains in the relatively early innings. Through a combination of industry tailwinds 

and self-help initiatives, Mondo is poised to grow at a rapid pace for the foreseeable future. Even with 

conservative multiple assumptions, I believe a price of around 18 EUR by 2020 is attainable, with further 

upside to 24 EUR possible if results come in as hoped. In either case, shareholders should manage to 

generate a highly compelling IRR as investors begin to catch wind of the story and opportunity here.  

-  
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Disclaimer: 

This document, which is being provided on a confidential basis, shall not constitute an offer to sell or the solicitation of 

any offer to buy which may only be made at the time a qualified offeree receives a confidential private offering 

memorandum (“CPOM”) / confidential explanatory memorandum (“CEM”), which contains important information 

(including investment objective, policies, risk factors, fees, tax implications and relevant qualifications), and only in those 

jurisdictions where permitted by law. In the case of any inconsistency between the descriptions or terms in this document 

and the CPOM/CEM, the CPOM/CEM shall control. These securities shall not be offered or sold in any jurisdiction in which 

such offer, solicitation or sale would be unlawful until the requirements of the laws of such jurisdiction have been satisfied. 

This document is not intended for public use or distribution. While all the information prepared in this document is 

believed to be accurate, Adestella Investment Management, LLC makes no express warranty as to the completeness or 

accuracy, nor can it accept responsibility for errors appearing in the document. 

An investment in the fund is speculative and involves a high degree of risk. Opportunities for withdrawal/redemption and 

transferability of interests are restricted, so investors may not have access to capital when it is needed. There is no 

secondary market for the interests, and none is expected to develop. The portfolio is under the sole trading authority of 

the investment manager. A portion of the trades executed may take place on non-U.S. exchanges. Leverage may be 

employed in the portfolio, which can make investment performance volatile. The portfolio is concentrated, which leads to 

increased volatility. An investor should not make an investment, unless it is prepared to lose all or a substantial portion of 

its investment. The fees and expenses charged in connection with this investment may be higher than the fees and 

expenses of other investment alternatives and may offset profits. 

There is no guarantee that the investment objective will be achieved. Moreover, the past performance of the investment 

team should not be construed as an indicator of future performance. Any projections, market outlooks, or estimates in 

this document are forward-looking statements and are based upon certain assumptions. Other events which were not 

taken into account may occur and may significantly affect the returns or performance of the fund. Any projections, 

outlooks, or assumptions should not be construed to be indicative of the actual events which will occur. 

The enclosed material is confidential and not to be reproduced or redistributed in whole or in part without the prior written 

consent of Adestella Investment Management, LLC. The information in this material is only current as of the date indicated 

and may be superseded by subsequent market events or for other reasons. Statements concerning financial market trends 

are based on current market conditions, which will fluctuate. Any statements of opinion constitute only current opinions 

of Adestella Investment Management, LLC, which are subject to change and which Adestella Investment Management, LLC 

does not undertake to update. Due to, among other things, the volatile nature of the markets, an investment in the fund 

may only be suitable for certain investors. Parties should independently investigate any investment strategy or manager 

and should consult with qualified investment, legal and tax professionals before making any investment. 

The fund is not registered under the investment company act of 1940, as amended, in reliance on an exemption 

thereunder. Interests in the fund have not been registered under the securities act of 1933, as amended, or the securities 

laws of any state and are being offered and sold in reliance on exemptions from the registration requirements of said act 

and laws.  

The S&P 500 and Russell 2000 are indices of US equities. They are included for informational purposes only and may not 

be representative of the type of investments made by the fund. 


