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ONE CHANCE FOR RESEARCH IN MOTION AND NOKIA: EMBRACE ANDROID 
Originally posted August 24, 2010 

Technology evolves all the time. Much of it goes on underneath the radar until there comes a point where commercial 
adoption patterns switch and money flows in a new direction. That flow is irresistible. That’s what happened in the mobile 
Internet. The market shifted to the iPhone first and the rest of the market is shifting to Android-based systems as an 
alternative. 

Yes, it’s true that Research in Motion and Nokia were leaders in mobile phones before that happened, but it’s simply not 
true anymore. The market has moved underneath them. 

And it’s clear that from the OS standpoint there are going to be two main ones, Apple iOS and Google Android. Android is 
going to get custom layers added to it by players like Motorola, so in time it will be hard to see the similarity in Android-
based phones but for the fact that users will be able to tap the vast world of applications, content and solutions to meet 
their needs. 

Both Research in Motion and Nokia are doing their best to respond but are sticking with what is called a walled garden 
approach. You can get in to develop applications and content but only on their own terms and for their increasingly-isolated 
markets. It’s not very attractive for any potential players in the ecosystem, including consumers. 

People are voting with their feet. The shift to iPhone and Android is staggering. The idea that RIM or Nokia is going to 
launch some device that could even make a blip in that data curve is unlikely. So the die has been cast. 

I’d say it’s impossible for a company like Nokia to think outside the box, let alone do something there. RIM, however, 
might be able to. Damning all the technology details and migration issues, if RIM simply issued a statement saying that they 
were going to migrate their proprietary email and messaging technologies for consumers and companies to run on top of 
the Android OS, their stock would shoot up dramatically. 

All of a sudden RIM would be a very undervalued player in the Android-based smartphone market for investors. And they 
would have a shot at making the best (or at least one of the best) Android phone families out there. 

I’m not sure RIM can do it but they might have a chance. I’ve spent hours talking to Nokia management and can only say: 
RIP Nokia. 

[Disclosure: No positions in any stock mentioned.] 
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WHAT DOES CARL ICAHN KNOW? 

Originally posted September 1, 2010 

We’ve been following the Motorola situation for some time now and you can’t say that Icahn doesn’t put his money where 
his mouth is. It was only a little over a month ago that we wrote about the Motorola Investment Thesis but Carl keeps 
popping up in the news on MOT. 

Recently he’s been adding to his already very large stake in Motorola with purchases of over 3 million more shares last week 
at around 7 1/2. He now owns over 250 million shares. 

Icahn is an insider so he clearly has more information about near-term business conditions as well as more details than we 
do about the company split which is now only a few months away. 

We think that nearly any analysis suggests that MOT shares are undervalued. The market and the stock action though would 
seem to disagree. Most that have expressed their view have pointed to dreadful record that senior management has and the 
likelihood that they will continue to be destroyers of shareholder value. 

Icahn represents an interesting counterpoint to this view precisely because he shares this point of view. That’s the very 
reason he has gone after MOT with a major campaign to reform it and made a huge investment. His level of disgust with 
the past several years of underperformance is probably at least equal to the most vehement critics that we have heard railing 
against any investment in the company. 

So far few in the market share his optimism. If his open market purchases of stock have done little to move the price higher 
imagine were the stock would be today without it? It doesn’t look like many are joining him in his conviction that the shares 
will be worth much more in the future. 

Another downside of Icahn purchasing stock recently is that it indicates that the company is not any material discussions 
about selling all or a major part of the company that we don’t already know about. (That would be material non-public 
information that would mean any insiders would not be able to transact in the shares.) 

Although published early this year our strategic review and positioning analysis of the Motorola businesses is still useful in 
the context of preparing to value the post-split company.  See the report via this link: R2-Motorola-Positioning-Document-
0124010.pdf. 

Recent Comments 

This week Greg Brown presented some updates about the post-Split Motorola. First of all the capital structure will be more 
efficient. While some restructuring amounts to “rearranging the deck chairs on the Titanic” this one will cause some 
immediate benefits. First of all health of the “cash cow” enterprise business will improve right away since their borrowing 
costs will decline and cash flow from operations can be earmarked for stockholder returns in that business rather than 
funding the losses in the mobile segment. (See below on that.) 

Brown did go on to note that so far this year the fortunes of MOT have improved substantially as shown in this table:   
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Motorola Solutions is the main driver at this point and on separation will be a stable company with upper single 
digit growth, high operating margins, and possibly even a dividend. 

The Evolving Android Business 

In terms of new developments we did note the recent purchase of 280 North with some interest. The software 
development side of the Android business is what it’s all about in our view. (We have no intent on following the 
“old” Motorola cash cow business post-spinoff.) 

It’s become clear inside Motorola that one outstanding mobile software developer in Silicon Valley is worth 
about 100 corporate developers in the mid-west. So this move represents a trend towards a more modern, 
plugged-in and design-oriented software development team in the Motorola Android business. 

Beyond the people, 280 North also brings elements of a development platform that is increasingly important and 
differentiated between different Android-based handset makers. 

We expect this trend to continue and accelerate from here given that the Motorola Mobility business will be 
spun-off with $3.5B in cash to use to finance operations and make further technology acquisitions. 

Importantly, by the time the spinoff occurs the Mobility business should be running at or close to break-even, 
maybe even showing a little profit. Investors may be reluctant to put a high value on that hyper-competitive 
business but the stakes there are high enough to suggest a bet there is well-placed. 

What still bothers us? 

The main concern is execution on the mobile Internet side of the business.   So far it has been good but not 
amazing.  We’d like to believe that this is due in part to the legacy of the old “Motorola way” and something that 
will improve.  But the temp of innovation, customer support and integration with the home networking and 
entertainment business has to occur with greater speed and consistency of quality.  Things have been a little slow 
and patchy in places.  For example why let HTC or Samsung have leading devices in the field for weeks or 
months?  Things are going to move faster in 2011. 

[Disclosure: The R2 Model Portfolio has a long position in MOT and so does the author at the time of this writing. 
Positions are subject to change anytime and without notice. This post should not be considered investment advice.] 
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OBSERVATIONS ON KENEXA PURCHASE OF SALARY.COM 

Originally posted September 1, 2010 

Today Kenexa (KNXA) announced the planned purchase via tender of Salary.com (SLRY). 

On the plus side, the cloud technology space is begging for consolidation as companies find themselves using 
scores of vendors across their many business areas and processes. Companies are trying to broaden their 
offerings and companies are trying to consolidate their many vendors. 

At the functional level the acquisition makes plenty of sense given that Kenexa has been focused on “talent 
management” and Salary.com has been in “compensation management” and on-demand HR solutions. 

Both companies have the same business model, which is the classic on-demand/SaaS model we have all grown 
so accustomed to. 

There are a few things that investors may or may not like about this transaction: 

1. The price at just under 2x sales is reasonable. However, Salary.com hasn’t grown much in the past two years, 
no doubt thanks in part to the weak employment market. Worse still, the company has done little to control 
spending and has been losing money at an $18M annual rate. 

2. Due diligence has been limited and Kenexa participated in an auction process, which means that they are likely 
to discover far more information once the deal closes and that there are bound to be some negative surprises. 

3. Current customers of both companies may demand price concessions before any benefits of “cross-selling” 
can materialize. Most of the management commentary has been focused on opportunity but we know corporate 
customers are also interested in leveraging consolidation to get better “bundled” pricing. 

We completed a quick Intrinsic Value analysis for Salary.com and it suggests that Kenexa is not wildly 
overpaying for the company. A scenario of restoring revenue growth to 10% and bringing SG&A down 
consistently from current levels to a more normal 50% of revenue generates an IV of $3.50/share. 

As with most acquisitions, the value is going to be in how Kenexa can aggregate an excellent combined customer 
set with a rich set of data for better decision making and more efficient businesses processes. 

It’s feeling like M&A activity levels around cloud computing are going to remain high this year. We’ve seen the 
recent activity in “big data” with Greenplum/EMC and 3PAR/Dell or HP and also the SaaS applications space. 

[Disclosure: None] 



5 
 Research 2.0 

 

CHECKING THE KNOT 

Originally posted September 28, 2010 

The Knot (NASDAQ – KNOT $8.76) had their analyst day in NYC today. (For some reason the event is not 
being webcast.) It’s a name that I only recently started looking at, but in the last year we’ve been very attracted to 
Internet-based businesses that focus on meaningful niche markets, like Ancestry.com, or streamline traditional 
processes – OpenTable, SPS Commerce, and Higher One Holdings are examples. 

The Knot is a destination site for weddings.  They are deeply established in their niche and have built many 
relationships around standards like bridal registry that are meaningful advantages. In addition, the company has 
taken some steps to broaden their market into adjacent spaces like homemaking (The Nest) and starting a family 
(The Bump.) I’m really not sure about these names but I’ll let it slide for now. 

Some basic stats: Revenues $111M, Gross Margins 77%, EBITDA Margin 11%, Growth ~6%, Balance Sheet 
$124M cash, no debt, Market Cap $298M, TEV/Revenue 1.6x. 

The stock had a great run from 2005 to early 2007 and moved from $5 to $30. Since 2007 the performance has 
been a mirror image but the stock has started to perform well in the last few months. The company has gone 
through a period of restructuring and rebuilding the business. Most brokers seem to have price targets in the $9 
to $10 range but, as we know, these 
targets are only lines in the sand. 

There’s lots of opportunity for The 
Knot but the company has been 
behind the curve and somewhat 
uninformed regarding the Web. The 
company launched vendor reviews 
and rankings in May of this year. The 
good news is that they launched something like this although it comes some years after these techniques have 
been mainstream for online companies. They note that they have spent a lot of time to rebuild their back end 
systems and are now prepared to drive innovation. 

The relationship with Macy’s is changing in early 2011 to a more standard arrangement. This has resulted in a big 
drop in registry commissions from Macy’s which was a major driver for the company. New partners are 
expanding rapidly, though, and within a year this will cease to be a drag on YoY compares. The potential for 
online purchases from bridal registries is over $1B today and is a market that The Knot should own. The Knot is 
in the perfect position to re-engineer the registry process so that brides and guests can see an entire registry and 
sync guest purchases with the master so that everyone knows what gifts have yet to be purchased. This is a 
pretty mundane commerce application but one that certainly has value and can help lock in customers. 

There is some bad history, however, with The Knot alienating people who sign up for the service because they 
distribute the contact information broadly and with little restriction. Some reviews of the site tell brides “use the 
information there but don’t sign up!” We have not had the ability to address this with the company and are not 
sure if analysts will bring this up today at the meeting. It’s possible that this issue is solved but we still see online 
comments that suggest people remain leery of the site. 

Management and culture at the company may leave something to be desired based on comments from recent 
employees. This is no Zappos! Communication is very lacking between management and employees at all levels 
and the company promotes a “sink or swim” style of employee development. It also sounds like the “right sort” 
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of people tend to do better than most. In this case white, preppy females fit well; others, like men or minorities, 
are not likely to find the environment there as welcoming. 

The Knot is trying to build a bigger profile in China which could certainly be a big opportunity. It’s early days, 
however, and there’s no way to know how material this will be for the company at this point. The company is 
spending about $2M/year to try and build a business there. 

Advertising appears to be growing again and represents the biggest slice of revenue for The Knot. The company 
has restructured and added staff in direct sales and support to grow this business faster while reducing churn and 
average customer spend. 

Strangely, the company has not purchased any stock despite having an approved stock repurchase agreement in 
place for several months. They had plenty of opportunity to buy back shares between $7 and $8 for most of the 
summer. 

The shares have an Intrinsic Value of $12 if we assume fairly limited growth but disciplined expansion in 
margins back to 16% of the next few years. If the company can execute better and drive higher growth rates 
post-2011, then the shares could have more room to appreciate. 

Our overall conclusion is that this is a valuable asset and the current share price represents some value. We 
prefer names like Ancestry.com as a business but The Knot has lots of room to improve their execution and 
capitalize on the opportunity in this market. The reason for not falling in love with The Knot is a combination 
of their so-so execution and a management style and corporate identity we find a bit off-putting. 

[Disclosure: The R2 Model Portfolio has a small long position in The Knot.] 
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