
 

 9401 Wilshire Blvd, Suite 705, Beverly Hills, CA 90212 

July 13, 2018 

Dear Partner: 

The Legion Partners Composite Index (the “LPC Index”) net return for the second quarter of 2018 was 

+14.8% versus +7.8% for the Russell 2000 Total Return Index (“R2K TR Index”) and +5.2% for the HFRI 

Activist Hedge Fund Index (“HFRI Activist Index”).   Since Inception on August 22, 2011, the LPC Index is 

up 252.4% net versus 177.4% and 81.2% for the R2K TR Index and HFRI Activist index, respectively.  In an 

effort to create more transparency into our investment offerings, the tear sheet at the back of this letter 

splits our LPC Index into its two components, the consolidated returns of our commingled funds (“LP 

Commingled Index” or “Commingled”) and the consolidated returns of our co-investment funds (“LP Co-

Investment Index” or “Co-Investments”).   

The net performance of Legion’s Composite Index and its market benchmarks since inception are 

summarized in the table below: 

* Inception date is 8/22/11 for LPC Index; see Notes and Disclosures on tear sheet 

 
As of June 30, 2018, our commingled funds had nine meaningful positions (thirteen positions in total), six 

of which are also co-investments, with exposure to four of the nine Russell 2000 sectors (producer 

durables, consumer staples, consumer discretionary and technology).  Legion’s investments in the 

consumer staples, technology and consumer discretionary sectors positively impacted results in the 

second quarter, while our investments in the producer durables and financial sectors negatively impacted 

our results in the quarter (financial sector investments exited in the quarter).   

We’d like to bring to your attention one of our newer commingled fund investments which became a co-

investment in the second quarter of 2018.  We began accumulating shares in Primo Water Corporation 

(“Primo” or the “Company”) (NasdaqGM:PRMW) in late 2017 into our commingled funds.  Since our initial 

purchase of Primo, we have continued to increase our ownership and are now the 2nd largest shareholder 

with 5.8% of the outstanding shares.  Primo is a distributor of both bulk water and water dispensers to 

consumers.  The Company segments revenue into three buckets: 

 Q2 2018 
Net 

ANNUALIZED (NET) 

1 YR 3 YRS 5 YRS ITD* Cumulative* 

LPC Index Net 14.8% 39.0% 18.5% 14.2% 20.2% 252.4% 

R2K TR Index 7.8% 17.6% 11.0% 12.5% 16.0% 177.4% 

R2K Value TR Index 8.3% 13.1% 11.2% 11.2% 15.1% 162.6% 

HFRI Activist 5.2% 3.8% 4.8% 6.8% 9.1% 81.2% 
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 Refill – Primo operates a network of 25,100 locations.  These machines look similar in size 

to a soda vending machine and allow consumers to re-fill their own 5-gallon or smaller 

water jugs for $0.25 to $0.50 per gallon.  The majority of these machines are located 

outside of a gas station, grocery store or drug store. 

 Exchange – Primo operates a network of 13,400 exchange locations inside retailer partner 

stores such as Lowe’s, Wal-Mart, Office Depot, etc.  In these locations, consumers can 

purchase pre-filled 5-gallon jugs of water and return their empty 5-gallon jugs.  This model 

is essentially identical to the barbeque propane gas tank exchange business offered by 

most of these same retailers.  Typically consumers pay $5.00 to $7.00 per 5-gallon jug. 

 Dispensers – Primo sells water dispensers at 7,400 locations.  Wal-Mart, Home Depot and 

Lowe’s are a few of the larger chains that carry Primo dispensers.  The dispenser price 

ranges from $50 on the low end to $300 on the high end.  High end dispensers offer a 

range of extra features, such as the ability to make coffee with K-cups.   

Primo was originally only focused on the Exchange and Dispenser business until its merger in December 

2016 with Glacier Water Services (“Glacier”), the market leader in Refill.  The merger created a 

powerhouse in the bulk water business, with a dominant retail market share of approximately 90% in 

Refill and Exchange and approximately 70% in Dispensers.  Primo was founded by Billy Prim, a successful 

entrepreneur from North Carolina, who had built the propane exchange business called Blue Rhino that 

completely revolutionized the way that propane was sold.  Billy Prim serves as Executive Chairman of 

Primo. 

Unit volumes across the various Primo segments are quite large.  The Refill and Exchange businesses last 

year sold over 500 million and over 60 million gallons of water, respectively.  In the last four years, Primo 

has sold approximately 2.2 million dispenser units. 

Primo has benefited and will continue to benefit from several important market trends.  First, water 

consumption in the US has grown rapidly and now represents 33% of total beverage consumption.  Water 

has been gaining market share from unhealthy soft drinks as consumers shift to healthier beverages.  

Second, the tap water quality in some parts of the US has declined, as many municipalities have aging 

water infrastructure, but no money to fund the significant costs associated with improving their water 

systems.  Third, even if these municipal water systems were replaced, old pipes in many homes would 

continue to cause contamination.  The recent stories about water quality in Flint, Michigan generated 

national headlines, but many other cities and towns also have very poor water quality.  Interestingly, with 

all the focus on the positive health benefits of water and the growing concerns over tap water, US 
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households are only between 5-10% penetrated with water dispensers – we view this as a significant 

opportunity! 

When we began analyzing Primo, we noted that both legacy Primo and Glacier had long histories of losing 

money as they had both been in aggressive growth mode and were sub-scale.  We believed the market 

failed to realize that the merger would allow the two previous money losers to become very profitable.  

Further, we saw several opportunities on the horizon that we felt were unappreciated by the market 

including: the potential for water price increases on their Refill business, the potential volume uptick 

associated with rolling out cashless payment processing on Refill machines, efficiencies from marketing 

cross-pollination of legacy Primo retailer partners with Refill machines and legacy Glacier retailer partners 

with Exchange, and the opportunity to refinance the high cost debt on Primo’s balance sheet.  In Fiscal 

2016, the combined EBITDA for Primo and Glacier at the time of their merger was about $38 million.  This 

year, less than two years later, we estimate the combined business will generate over $60 million of 

EBITDA.  Looking forward, we believe that Primo can achieve approximate $100 million of EBITDA by 2022.  

The improving profits will accrue to shareholders at an even higher rate than would normally be the case 

due to $248 million of federal and state NOLs that will virtually eliminate any significant tax payments 

over the next several years. 

The opportunities to increase the earnings power of the business were apparent to us based on several 

of our past investments and our geographical location.  First, the opportunity to increase pricing was 

similar to what we saw play out at Redbox, the DVD rental kiosk business.  Second, the opportunity to 

implement cashless payment processing and the resultant volume uplift is directly related to another 

position in our portfolio, USA Technologies.  USA Technologies offers vending machine retrofitting to add 

cashless payment options and its vending machine operators have seen strong sales uplift once the 

cashless payment option was installed on their machines.  Third, the retailer cross-selling opportunity 

jumped out at us given the strength of Glacier locations but the complete lack of Primo Exchange locations 

here on the west coast.  This dynamic may have been less obvious to those living on the east coast.  Finally, 

the opportunity to significantly reduce Primo’s interest expense through a debt refinancing / pay down 

was something that had played out favorably at other small-cap companies. 

In order to address this last opportunity, Primo announced on May 14, 2018 that it was going to sell stock 

through a secondary offering, later priced at $14 per share.  The Company plans on using the proceeds to 

pay down its high cost debt and credit facility and take out a new credit facility that we estimate will 

generate annual interest savings in excess of $10 million per year.  The other benefit of the stock offering 

was that it provided the Primo management team with a good reason to go on the road to tell their story 

and attract new investors.  The stock reacted very favorably to these developments and the increased 

share count has already improved the trading liquidity in the stock. 
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As we think about the next several years for Primo, we expect the Company to generate substantial free 

cash flows, magnified by the NOL tax shield, which we estimate will nearly result in the full repayment of 

all debt outstanding by 2022.  By 2022, we forecast that Primo could generate $100 million annually of 

adjusted EBITDA.  Given the strong interest in water as an investment theme, it would not surprise us if 

the market then valued Primo’s EBITDA stream at 15x multiple, equating to roughly $40 per share in 2022.  

If you don’t yet have a Primo Water dispenser at your house, we’d recommend you get one! 

We continue to identify attractive long-term investments and we are working diligently to create value 

through activist engagements with our existing portfolio companies.  We have been active in the first half 

of 2018, having helped place eight directors on boards at four portfolio companies.  Please contact us if 

you have any questions or an interest in making or increasing your investment in Legion Partners. 

Sincerely, 
 

        
Chris Kiper   Ted White   David Katz 
Managing Director  Managing Director  Chief Operating Officer 

 
 
 
 
 
 
 
 
 
 
 
This document does not offer to sell or solicit any offer to buy any securities.  It is intended for informational purposes only 
for accredited investors.  An offer may only be made by a Confidential Offering Memorandum that will be provided on request 
by Legion Partners Asset Management, LLC (“LPAM”). Important information and assumptions concerning this document 
should be reviewed carefully.  Whereas many of the thoughts expressed in this document are stated in a factual manner, the 
discussion reflects only LPAM’s beliefs about the securities markets in which it intends to invest the assets of the fund. The 
information in this document is prepared as of its date, and may be different as of the date you review it. LPAM undertakes 
no obligation to revise or update any statement in this document for any reason. The investment objectives and methods 
summarized herein represent LPAM’s current intentions. Nevertheless, depending on conditions and trends in securities 
markets and the economy generally, LPAM may pursue any objectives, employ any techniques or purchase any type of security 
that it considers appropriate and in the best interests of the fund, consistent with the terms of the fund’s Offering Documents.  
This document is intended only for the recipient and should not be copied or distributed to any other party. 
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Legion Partners Overview

Performance Analysis 1,2

Commingled R2K R2K Value HFRI Activist

1 Yr. Annualized 43.9% 17.6% 13.1% 3.8%

3 Yr. Annualized 14.9% 11.0% 11.2% 4.8%

ITD Annualized 8.4% 10.1% 9.5% 6.1%

Cumulative 44.0% 50.1% 44.5% 29.0%

Co-Investments R2K R2K Value HFRI Activist

1 Yr. Annualized 23.7% 17.6% 13.1% 3.8%

3 Yr. Annualized 24.2% 11.0% 11.2% 4.8%

5 Yr. Annualized 20.6% 12.5% 11.2% 6.8%

ITD Annualized 25.0% 16.0% 15.1% 9.1%

Cumulative 361.9% 177.4% 162.6% 81.2%

Risk Metrics to Benchmarks 1,2

R2K R2K Value HFRI Activist

Commingled Correlation 38.3% 36.3% 40.8%

Co-Investment Correlation 28.4% 27.0% 33.3%

Monthly Net Returns 1,2

Legion Partners Commingled

Full

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year

2018 (1.2%) 2.6% 0.5% 2.1% 10.1% 2.8% 17.9%

2017 (1.4%) (5.1%) 3.7% 1.8% 8.2% 0.3% (1.2%) 8.9% 4.0% 3.2% 4.8% 0.9% 30.8%

2016 (6.2%) 2.2% 7.3% 2.7% (12.9%) 5.8% (1.5%) 0.4% 5.5% (1.6%) 3.9% 5.0% 9.0%

2015 (3.0%) 3.4% (1.3%) 5.1% (1.4%) (0.5%) (1.6%) (3.8%) (5.0%) 3.7% (2.9%) (0.4%) (8.1%)

2014 0.0% 5.7% (3.4%) 3.1% 2.6% 8.3% (8.8%) 4.1% (9.3%) (7.3%) 1.3% (1.6%) (6.9%)

Legion Partners Co-Investments

Full

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year

2018 (1.4%) 2.2% (1.2%) 1.0% 1.5% 8.2% 10.4%

2017 (7.2%) 11.0% 1.1% 2.9% 0.9% 3.2% (3.0%) 0.2% 8.2% 3.1% 6.4% (2.9%) 25.1%

2016 (12.7%) 25.3% 1.6% 5.1% (11.6%) 0.4% 3.5% 4.2% 6.1% 1.0% (1.0%) 0.4% 19.2%

2015 (9.2%) 0.4% 3.0% (0.9%) (2.0%) (2.2%) 0.7% (0.1%) (2.8%) 4.0% 1.4% 13.0% 3.9%

2014 (2.9%) 2.0% (2.1%) 0.3% (4.3%) (0.9%) 4.0% 8.0% 0.8% 0.4% 14.6% 3.5% 24.4%

2013 9.3% 1.3% 3.3% (6.4%) 6.6% (1.9%) (0.5%) 3.8% 4.0% 4.8% 0.2% 6.2% 34.1%

2012 4.0% 11.7% 1.4% (1.5%) 3.0% (2.9%) (18.1%) 9.6% (6.3%) 5.3% 12.4% 4.9% 21.1%

2011 8.7% (0.2%) 19.4% 3.2% (0.0%) 33.7%

Past performance is not a guarantee of future results.

Fund Terms

Commingled / Firm AUM: $333 / $421 Million Subscriptions: Monthly Auditor: KPMG

Management Fee*: Founders Terms - 1% Withdrawals*: Founders Terms - 50% 2 yrs.; 50% 3 yrs. Fund Legal: Winston & Strawn

Performance Allocation: 20% per annum after 6% hurdle with HWM Prime Broker: Wells Fargo Activist Legal: Olshan

Minimum Investment: $1,000,000 Administrator: ALPS (SS&C owned) Compliance: Gordian

Key Professionals:

Christopher S. Kiper, Managing Director - Shamrock Activist Value Fund, Ridgestone Small Cap Value Fund, E&Y (inactive CPA), B.S. University of Nebraska

Raymond (Ted) White, CFA, Managing Director - Knight Vinke Asset Mgmt, CII, CalPERS, California State Treasurer's Office, MBA Cal State Sacramento

David Katz, COO - Compass North Advisors, K&P Capital, Montgomery & Co, Bain & Co, B.A. Dartmouth College, MBA UCLA Anderson

9401 Wilshire Blvd, Suite 705, Beverly Hills, CA 90212

(424) 253-1774      info@legionpartners.com     www.legionpartners.com

Legion Partners Asset Management, LLC ("Legion") was formed April 2012 with the mission of becoming the premier small-cap activist fund for high net worth and institutional 

investors.  Legion's strategy utilizes deep fundamental research, concentrated positions and professional long-term oriented active engagement to achieve superior risk adjusted returns.  

The firm has a distinct competitive advantage derived from the partners' extensive experience and strong institutional relationships, including CalSTRS, its seed investor.  Legion is 

headquartered in Los Angeles, California and has a satellite office in Sacramento, California.

Investment Strategy and Process:

Our target universe is comprised of deep-value, small-cap companies primarily in 

the R2K.  We focus on strong businesses that are generally misunderstood where 

we believe our activist campaigns can add material value for all shareholders.  Our 

investment process was designed and refined by Legion's Portfolio Managers over 

the last two decades.  The process consists of five distinct steps: 1) Prospecting and 

origination; 2) Research; 3) Valuation; 4) Action Plan; and 5) Execution.  Our due 

diligence resembles the detailed analysis conducted by private equity firms prior to 

initiating a buyout, as we view ourselves as business owners despite owning only a 

minority of our portfolio companies.  The research intensive nature of the strategy 

results in conviction weighted portfolio construction and multi-year holding 

periods.  Our intimate knowledge of each investment and our continuous review 

and monitoring of each engagement serves as our primary risk management 

framework and allows us to regularly evaluate the relationship between price and 

value, an important component of our strong sell discipline.

Month

Month

1 Legion Partners Commingled - A time and dollar weighted composite of Legion's two commingled funds - LP I, the CalSTRS fund-of-one, launched 1/2/14 and LP II, launched 8/1/14, which is open to 

new investors;  investments are made pro rata;  general fund related costs are allocated pro rata;  See Notes and Disclosures
2 Legion Partners Co-Investments  - a time and dollar weighted composite of all Legion's co-investments** dating back to August 22, 2011;  2%/20% fee model prior to 2014 and actual fees charged from 2014 

onwards; see Notes and Disclosures



* Upon expiration of Founder's Terms, Legion offers a sliding management fee scale based on the agreed upon lock-up as follows: 1.5% for a 2 year lock; 1.25% for a 3 year lock; 0.75% for a 5 year lock

** Note these co-investments may depart from the industry standard definition of a co-investment project

NOTES AND DISCLOSURES

Interests in any of Legion Partners' investment vehicles ("Vehicles") are not offered by this document.  An offer may only be made after you have received a Private Offering Memorandum concerning a 

Legion Partners Vehicle.  This document does not provide all information material to an investor’s decision to invest in a Legion Partners Vehicle, including, but not limited to, the risk factors.  This 

document should not be construed as investment advice and should be kept confidential.  This document may not be distributed without the prior written consent of Legion Partners Asset Management, 

LLC.  This document is for informational purposes only and does not constitute a solicitation to purchase interests in a Legion Partners Vehicle.  Prospective investors may not subscribe for interests in a 

Legion Partners Vehicle until they are determined to have met certain criteria described in the respective Vehicle's Private Offering Memorandum.  Prospective investors are advised to review the Private 

Offering Memorandum and consult their own advisors regarding any potential investment in a Legion Partners Vehicle. 

Legion Partners Co-Investments data includes: Completed Projects: 1) Co-investment** project in CRI (8/22/11 - 4/16/12) - prior to the actual formation of Legion Partners Asset Management in April 2012, 

the Legion Principals identified the investment opportunity, developed the strategy and assisted the client with the engagement on this investment, but the client had discretion over the assets, allowing the 

client to handle the trading on their own desk and to have a say in determining the timing of both purchasing and selling the investment;  2) Co-investment** project in TKR (6/5/12 - 5/17/13) - Legion 

Partners identified the investment opportunity, developed the strategy and led the engagement on this investment, but the client had discretion over the assets, allowing the client to handle the trading on 

their own desk and to have a say in determining the timing of both purchasing and selling the investment;  3) Co-investment** project in RCMT (11/1/11 - 11/14/17) - prior to the actual formation of Legion 

Partners Asset Management in April 2012, the Legion Principals identified the investment opportunity, developed the strategy, led the engagement, won the proxy contest and had discretion over the assets;  

4) Legion Partners Special Opportunities, L.P. IV (co-investment) which was launched 6/1/16 and exited 10/18/17; 5) Legion Partners Special Opportunities, L.P. VI (co-investment) which was launched 

6/7/17 and exited 11/29/17; 6) Legion Partners Special Opportunities, L.P. III (co-investment) which was launched 4/5/16 and exited 12/31/17; and 7) Legion Partners Special Opportunities, L.P. V (co-

investment) which was launched 1/30/17 and exited 5/22/18; and Ongoing Projects: 1) Legion Partners Special Opportunities, L.P. I which was launched 7/1/14 (5 co-investment projects to-date of which 

4 are exited and the 5th launched 4/26/18); 2) Legion Partners Special Opportunities, L.P. II (co-investment) which was launched 12/14/15; 3) Legion Partners Special Opportunities, L.P. VII which was 

launched 7/31/17; 4) Legion Partners Special Opportunities, L.P. VIII which was launched 12/13/17; 5) Legion Partners Special Opportunities, L.P. IX which was launched 4/23/18; and 6) Legion Partners 

Special Opportunities, L.P. X which was launched 6/11/18.  Legion Partners Commingled includes 1) Legion Partners, L.P. I (CalSTRS fund-of-one) which was launched 1/2/14 and 2) Legion Partners, L.P. 

II (commingled fund) which was launched 8/1/14.  Comparison of Legion's Composite performance or the performance of any of Legion's individual Vehicles to a market index may be inappropriate 

because, among other things, the respective Legion Vehicle is not as diversified as a market index.  Each market index assumes all dividends are reinvested back into its index.  Market index returns are from 

the first co-investment's inception date 8/22/11.  Market index information was compiled from sources that Legion Partners believes are reliable.  However, Legion Partners makes no representation or 

guarantees about the accuracy and completeness of such information.  Unlike the Composite which is actively managed, draws down and returns capital over time and may maintain a cash position, an 

index is unmanaged and fully invested.  The comparison of the Composite's performance to these indices may be inappropriate because the Composite may be more or less volatile than these indices.   

Russell 2000.  The Russell 2000 is a small-cap stock market index of the smallest 2,000 stocks in the Russell 3000 Index (3,000 publicly held US companies representing approximately 98% of the investable US 

stock market) representing about 10% of the total market capitalization of that index.  The Russell 2000 Value Index includes those Russell 2000 Index companies with lower price-to-book ratios and lower 

forecasted growth values.

Solely for its own purpose and reliance, Legion Partners engaged KMPG to perform an agreed upon procedures engagement, which addressed the gross calculation methodologies followed, and no 

exceptions were reported.  This engagement did not constitute an audit or an attestation under the GIPS standards and no procedures were performed for periods subsequent to April, 30, 2014.  Past 

performance is not indicative of future returns.  The results for all years are based on Legion Partners' internal books and records.  Unless otherwise specified, the Fund's performance results reflect the 

return of cash from dividends from the co-investments made prior to 2014 and the retention of dividends in the vehicles launched in 2014 or thereafter.  Performance results include trading commissions.  

Unless otherwise specified, the Legion Partners Co-Investment's and the Legion Partners Commingled performance results represent the returns experienced by a hypothetical full fee paying investor for 

money invested on the launch date, 8/22/11 for Co-Investments and 1/2/14 for Commingled, and allocated pro rata over time at the start date of each of the investments that are included in the respective 

grouping.  Returns experienced by individual investors may vary depending on various factors, including their date of investment and eligibility to receive “new issue” profits and losses.  The investment 

environment and market conditions may be markedly different in the future and investment returns will fluctuate in value.

An investment in a Legion Fund involves significant risk, including the risk of loss of all or substantially all of an investor’s investment in the Fund.  No assurance can be given that the investment objectives 

of the Fund will be achieved.  An investment in the Fund is suitable only for sophisticated investors for whom such an investment does not constitute a complete investment program and who understand 

fully, are willing to assume, and have the financial resources necessary to withstand, the risks involved in the specialized investment program in which the Fund will engage. Each prospective investor is 

urged to consult its own advisers to determine the suitability of an investment in the Fund, and the relationship of such an investment to the prospective investor’s overall investment program and financial 

and tax position.


