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Summary 

• We believe Pointer Telocation will trade at $12-$16 by year-end, 40-90% 

upside from current prices. 

• Pointer's recently announced spin unlocks significant value, however the 

market has yet to take notice. 

• Pointer has a substantial margin of safety trading at 6x forward EBITDA, 

with a ~10%+ FCF yield in a rapidly growing (and consolidating) industry. 

• We believe that as 2015 unfolds, accelerating y/y comps, margin 

expansion, strong profitability and potential research coverage will 

increase the stock's visibility with investors. 
 
When a company engages in a spin-off, it's because one or more involved parties believe the 
change in structure will create value. With their various moving pieces, spin-offs are frequently a 
place to find significant mispricings - we detail another recent spin Vectrus (NYSE:VEC) in 
a separate write-uptoday. When a micro-cap stock, which itself is prone to mispricing due to its 
limited investor following, announces a spin-off, it's worth investigating given the potential for 
outsized returns. 
 
When we read the news on December 1st that Pointer Telocation (NASDAQ:PNTR) would be 
spinning off its low-margin Roadside Assistance ("RSA") business, we were thrilled. Pointer 
has been, and remains, one of our highest conviction ideas for 2015, with 40-90% upside 
over the next 9-12 months. While we've held the view for some time, and have written about 
the company here and here, we believe the spin will draw attention to Pointer's margins and 
growth profile as a stand-alone MRM company - and are therefore once again writing on this 
opportunity. Notably, most metrics for post-spin Pointer compare favorably to much more highly 
valued, CalAmp (NASDAQ:CAMP). However, instead of the spin announcement taking shares 
to higher levels, shares have stood in place as the announcement has largely been ignored. 
 



With Pointer poised for strong growth and margin expansion against the backdrop of the secular 
growth of the MRM market, we think this investment opportunity will not persist. We believe 
2015 will mark an inflection in Pointer's growth and profitability profile that will be 
magnified because of the spin (likely the Board's motivation for pursuing the spin). In addition, 
the company's ~10% free cash flow yield limits the probability of permanent capital loss (and 
provides flexibility for a dividend or repurchase program should shares remain undervalued) and 
the MRM industry's rapid consolidation creates the possibility of a windfall outcome. At 8x 2015 
EV/EBITDA - an almost 50% discount to CalAmp's multiple, shares would trade at $12, while 
at 10x shares would be $16. In addition, we expect to receive at least $1 of value from the spun-
out RSA business (aka "NewCo"). 
 
Intro/Background 
Since we've written on Pointer previously, we're not going to go into a lengthy background on 
the company, but will instead focus on how the post-spin Pointer looks versus the pre-spin 
Pointer. For greater background on the company or MRM industry we recommend our previous 
articles, the reports are accessible on Pointer's website (which includes the H.C. Wainwright 
initiation) or any of the publicly-available articles or investor decks on CalAmp, Fleetmatics 
(NYSE:FLTX) or others in the MRM space. 
 
Before we get into the details of the spin, we briefly review our thesis below. 
 
Thesis 
 
Shares of Pointer are inexpensive. As a stand-alone post-spin, shares trade at ~7x trailing 
EBITDA and 6x forward EBITDA (assumes $11M and $13M of '14 and '15 stand-alone 
EBITDA, respectively), with 10-15% top-line growth, 100-200bps of GM expansion, and 
significant operating leverage likely in 2015 (we estimate that incremental EBITDA margins 
exceed 30%). 
 
Cleaner story should garner attention. Previously the company had to explain the low-growth, 
low-margin RSA, which had little to do with MRM, and generally made financials appear less 
attractive (i.e. slower growth rate, lower margins). It also may have been penalized for 
generating the majority of its revenue in Israel. Pointer is now a pure play MRM story, with over 
half of its revenue coming from high-recurring revenue SaaS-based services (versus product) and 
over half from rapidly growing geographies (Israel now will be less than 50% of revenues) such 
as Argentina, Brazil and Mexico. 
 
Recent selling likely due to somewhat confusing spin structure. Pointer is spinning RSA into 
"NewCo" which it intends to list on the Tel Aviv stock exchange. We believe some retail 
investors may have sold shares of Pointer following the spin announcement because they don't 
know how to trade NewCo shares. In our view, if NewCo were worth zero, Pointer would still be 
a compelling investment - however we believe one of multiple positive outcomes will play out 
for owners of NewCo. This arbitrary selling has helped create the current compelling entry point. 
 
Company compares favorably to CalAmp on every meaningful financial metric. CalAmp, 
like Pointer, was a sub-$100 million market cap company for several years until 3 years ago, 



when growth and analyst coverage resulted in a 10x return (shares have since retreated and are 
up only 6x). Pointer has higher margins, more SaaS-based service revenue as a percent of sales, 
and will likely achieve a higher organic growth rate with the majority of its revenue in rapidly 
growing geographies, yet trades at 6x forward EV/EBITDA vs. 15x for CalAmp. 
 
Anticipate increased efforts to garner institutional attention. Pointer CEO David Mahleb 
spent his first several years at the company trying to get things in order to set the path for strong 
growth. We expect a greater effort to get in front of the investment community in 2015, and we 
saw the first fruits with a recent coverage launch from sell-side firm H.C. Wainwright (with 
estimates that we believe are too low). Given the strong interest in the MRM space, we're 
optimistic that Pointer will get additional sell-side coverage in 2015. 
 
Strong anticipated free cash generation and industry consolidation limits probability of 
permanent loss of capital. We expect Pointer to generate $7-$9 million of free cash flow in 
2015, a 10%+ free cash flow yield. While we believe the company's priorities are accretive 
M&A and debt reduction (we expect post-spin net debt of ~$10-$11 million, or just over 1x cash 
flow), the management and the Board (30% owners) could utilize some of the cash for (highly 
accretive) buybacks or a dividend if shares remain persistently undervalued. In addition, the 
MRM industry has been rapidly consolidating and Pointer would make an extremely attractive 
and accretive acquisition for multiple larger players. 
 
The Spin 
 
On December 1st, Pointer announced that it was spinning off the assets of its Roadside 
Assistance business to shareholders in what will become a newly-listed company on the Tel Aviv 
Stock Exchange (with the listing planned for mid-2015). Shareholders would retain shares of 
Nasdaq-listed Pointer which would be a stand-alone pure-play MRM company. In the release, 
Pointer CEO David Mahleb is quoted: 
 

“The purpose of the plan is to increase shareholder value by realizing some of the 
unlocked value inherent within Pointer as well as simplify the overall structure of the 
business. The Pointer corporate structure will become much simpler and our business will 
become focused on the fast-growing MRM space, which will enable us to increase our 
growth rates and improve our profitability. Pointer's shareholders will also benefit from 
NewCo, a solid and profitable company, focused on the RSA space, which will be a 
stand-alone listed company. We are confident that this move creates significant value and 
is in the best interests of both companies.” 

 
We were very pleased with this announcement since it had been our hope since we started 
researching Pointer that they would divest the RSA business - a low growth, low margin, 
unrelated business unit. 
 



It seemed, at least for a moment, that the market agreed, with shares trading up to $9.50 from the 
prior day's close of $8.50. However shares closed up only $0.20 at $8.70, and within 2 weeks 
had fallen almost 15% from pre-spin announcement levels. 
 
In our view, this is a case of a spin being either 1) ignored, or 2) misunderstood by its 
shareholder base, which undoubtedly includes a large mix of retail investors. 
 
The item that stood out for us with the spin was the exhibit included in the associated 8-K that 
showed that the MRM business is far more profitable than we anticipated. Specifically we 
believed the company's MRM business had approximately 40% gross margins and drove two-
thirds of corporate profitability. As the below exhibit demonstrates, MRM's 9-month 2014 gross 
margins are 45% and the segment drives almost 90% of corporate operating profits. 
 
 

 
 
Source: Pointer 8-K, Dec. 1, 2014 
 
Given Pointer management historically referred to RSA as a low-margin cash cow, we thought it 
comprised a greater portion of profitability, which simply is not the case. 
 
By our estimates, Pointer's MRM segment will drive approximately $11M of the $13-$14M of 
expected EBITDA for 2014 (earnings will likely be reported in late February). In addition, 
management is keenly focused on growing the services segment of MRM (up 20% y/y in 3Q) 
and less focused on growing its product business. With a cloud-based network in place, and 
necessary operational infrastructure in place, we believe incremental gross margins are well over 
50% and EBITDA margins over 30%. In the event Pointer can grow revenue 10% in 2015 from 
the $70-$72M likely in 2014, that would imply over $2M of incremental EBITDA. However, 
we're optimistic that revenue growth will be closer to 15%, and incremental EBITDA margins 
possibly closer to 40%. 
 
Post-spin, the majority of Pointer's sales will be in high growth (non-Israel regions), and the 
majority will be recurring SaaS service revenue. Notably, CalAmp points out in its investor deck 
that just $50M of its $250 TTM revenue is derived from international. In addition CalAmp's 
product sales exceed its service revenue. 
 
Post-spin, Pointer looks especially appealing. A brief snapshot: 



 
 

 
Also of interest in the 8-K is the revelation that through Pointer's 1st 3 quarters of 2014 the 
company has generated almost as much operating income as in all of 2013. Assuming 4Q 
operating income is the average of the 1st 3 quarters of 2014 (4Q is typically a stronger than 
average quarter), operating incoming will grow 30% y/y. 
 
 
 

 
 
Source: Pointer 8-K, Dec. 1, 2014 
 
The leverage in the business model, strong growth profile, and potential for significant further 
improvement in 2015, helps explain the motivation for the spin as these elements would be 
muted by the slower growth, lower margin (and incremental margin) RSA business. 
 
In addition to its strong growth and margin outlook, Pointer should generate substantial free cash 
flow in 2015. Assuming $13M of EBITDA, we would expect ~$3M-$3.5 in taxes and $1.5 
combined of interest expense and cap-ex, resulting in free cash flow of approximately $8M. With 
a market cap of just $66 million and ~$11M of expected debt, the company has a 10%+ 
prospective free cash flow yield. While we believe debt reduction and accretive M&A are 
corporate priorities, the substantial free cash generation provides a significant margin of safety 
and flexibility to pursue accretive value-enhancing activities should shares remain undervalued. 
 
Value in NewCo 
 
We believe that shares of Pointer (ex-RSA) are meaningfully undervalued. However, we have 
spoken to investors who are concerned about the ability to trade NewCo on the Tel Aviv 
Exchange. They have suggested to us that this has caused forced selling by some retail 



shareholders, and for them has been a reason not to invest. In our view, this is the equivalent of 
passing up the opportunity to buy an estate at a 50% discount to market because you can't figure 
out how to sell the tiny guest house. Nonetheless, we think there are several possible attractive 
outcomes. 
 
While the plan is to list NewCo in Tel Aviv, we think it's likely that the company is pursuing a 
simultaneous path of looking for a buyer. We believe the company is somewhat price sensitive 
because they think it's a valuable asset and don't want to sell too cheaply. 
 
Our assumptions: 

• We estimate RSA will generate $1.5-2.3M in adjusted EBITDA in 2015. 
• It will also likely assume $2M of the company's debt. 
• Sales multiple of 6-7x EBITDA multiple. 
• 6-7x $2M EBITDA less $2M debt implies $1.30-$1.56 per share. 
• While a 6-7x multiple might appear generous, we believe a buyer would be strategic, and 

therefore there would be synergies that could be significant. 
 

It would not surprise us if the company's view of fair value is well above what we're suggesting. 
 
Given the potential for a lengthy sales process and the awareness that some US investors might 
want to exit this stub position, it's possible that one of the investment firms with a long-term 
investment in Pointer (DBSI with 30% ownership and 3 board seats or Gandyr Group with 10% 
and 1 seat) might offer to acquire a block of NewCo stock at a pre-set price. Or it's possible that, 
coincident with a Tel-Aviv listing, a new buyer might offer to acquire a sizable block. The fact is 
that with only 45% of shares in the public float, the quantity of shares for potential sale from US 
investors simply isn't that large. 

 

 
Source: Pointer Website 
 



We believe either of these scenarios (an outright company sale or a block buyer) is more likely 
than a listing with no possible exit for a US retail investor. 
 
One final housekeeping point: while the creation of NewCo into a separate entity was completed 
on December 30th, we have confirmed with Pointer management that all rights associated with 
NewCo remain with Pointer shareholders until the spin is officially effective (which will be 
announced with notice). In other words, any investor who buys Pointer today is buying shares 
with rights to NewCo as well. 
 
In sum, the concern over a NewCo Tel Aviv listing does not strike us as a compelling reason not 
to invest in Pointer, but it does strike us as an explanation for why shares have not reacted more 
favorably to the spin announcement. 
 
Silver Linings Playbook 
 
Part of the reason we are so interested in Pointer is that it reminds us of CalAmp, which has been 
an absolute home run for investors over the last 3 1/2 years. Today, CalAmp is enjoying solid 
growth, with operating income from MRM up 30% y/y through its first 3 quarters. 
 

 
 
Source: CalAmp 10-Q, 3Q FY15, p.12 
 
Still, with 37% gross margins and less than half their MRM revenue coming from services 
(and even less from fast-growth international), we are hard-pressed to understand why 
CalAmp trades at 2.5x the EV/EBITDA multiple of Pointer. Pointer would do well to follow 
CalAmp's playbook. Fortunately, CalAmp provides a page from their playbook in their recent 
analyst day presentation. 
 



 
 
Source: CalAmp Investor Day, January 16, 2015, P. 16 
 
In our experience, solid results coupled with increased analyst coverage tends to result in a 
virtuous cycle: a higher stock price, a higher multiple, more trading volume, more coverage, etc. 
Clearly this has been the case with CalAmp. If Pointer executes, as we believe they will, and can 
pick up some coverage, we believe there's room for substantial upside. Given Pointer's low float, 
should things go right, a move higher could be quite pronounced. 
 
If you can't beat them join them 
 
While we're excited about Pointer's potential as a stand-alone company, we think they will 
ultimately be acquired given the MRM industry's strong consolidation trends. 
 
CalAmp cites M&A as one of its core strategies. At its recent analyst day the company provided 
a slide walking through its criteria and considerations for pursuing M&A. 
 



 
 
Source: CalAmp Investor Day, January 16, 2015, P. 15 
 
It appears that Pointer would fit almost every criteria on the above slide, bringing improved 
margins, a >25% increase in revenue, more SaaS based-sales, and significant international 
expansion. At 10x EBITDA (~2x Pointers current price, and approximately 20% of CalAmp's 
market cap) this would be massively accretive to CalAmp, and that's before synergies, which we 
believe would be substantial, or the benefit of Pointer's NOLs. 
 
To be clear, we don't anticipate Pointer being acquired near term, however we think it's an 
attractive asset, and it's interesting to see how well it fits at least one larger competitor's M&A 
criteria. 
 
Model 
 
For those that don't have access to our previous write-ups, below is our model for Pointer. It does 
not reflect the post-spin separation. 
 



 
 
Source: Company filings, Dane Capital Management LLC. 
 
Risks 
 
There are multiple risks to Pointer shares. There is possible instability in Israel, although as we 
have noted, the percent of revenues coming from Israel is significantly reduced. The MRM 
industry is competitive and has ongoing technology changes, and many of Pointer's competitors 
are larger and better capitalized. While we believe Pointer has hedged much of its currency 
exposure, rapid changes in f/x is a potential risk. 
 
Conclusion 



Pointer remains an ignored micro-cap in the very hot MRM space. We believe that post-spin 
results will help crystallize the attractiveness of Pointer's business. We also believe that as we 
move through the year - particularly 2Q and 3Q - the y/y comps will accelerate, drawing greater 
attention from investors that run screens. As a pure MRM play, Pointer is a cleaner story, and 
less work for the sell-side to pick up, and the buy-side to analyze. We are hopeful the company 
will receive additional coverage which we believe could be a substantial catalyst. At a minimum, 
given the company's low relative and absolute valuation, strong growth prospects and excellent 
prospective free-cash generation, we see limited risk of long-term capital loss. 
 
Disclaimer: This article was provided for informational purposes only. Nothing contained herein 
should be construed as an offer, solicitation, or recommendation to buy or sell any investment or 
security, or to provide you with an investment strategy, mentioned herein. Nor is this intended to 
be relied upon as the basis for making any purchase, sale or investment decision regarding any 
security. Rather, this merely expresses Dane's opinion, which is based on information obtained 
from sources believed to be accurate and reliable and has included references where practical and 
available. However, such information is presented "as is", without warranty of any kind, whether 
express or implied. Dane makes no representation as to the accuracy, timeliness, or completeness 
of any such information or with regard to the results to be obtained from its use should anything 
be taken as a recommendation for any security, portfolio of securities, or an investment strategy 
that may be suitable for you. 
 
Dane Capital Management, LLC (including its members, partners, affiliates, employees, and/or 
consultants) (collectively, "Dane") along with its clients and/or investors may transact in the 
securities covered herein and may be long, short, or neutral at any time hereafter regardless of 
the initial recommendation. All expressions of opinion are subject to change without notice, and 
Dane does not undertake to update or supplement this report or any of the information contained 
herein. Dane is not a broker/dealer or investment advisor registered with the SEC, Financial 
Industry Regulatory Authority, Inc. ("FINRA") or with any state securities regulatory authority. 
Before making any investment decision you should conduct thorough personal research and due 
diligence, including, but not limited to, the suitability of any transaction to your risk tolerance 
and investment objectives and you should consult your own tax, financial and legal experts as 
warranted. 
 
Editor's Note: This article covers one or more stocks trading at less than $1 per share and/or with 
less than a $100 million market cap. Please be aware of the risks associated with these stocks. 
 
Disclosure: The author is long PNTR, VEC. 
The author wrote this article themselves, and it expresses their own opinions. The author is not 
receiving compensation for it (other than from Seeking Alpha). The author has no business 
relationship with any company whose stock is mentioned in this article. 
 
Editor's Note: This article covers one or more stocks trading at less than $1 per share and/or with 
less than a $100 million market cap. Please be aware of the risks associated with these stocks. 
 


