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October 5, 2021 

Quarterly Report - Kalo Capital Management, LP 

  

 

Performance 

In the third quarter, Kalo lost 16.9% net versus a 4.3% loss for the Russell 2000, bringing our year-

to-date performance to -8.7% vs. +12.3% for the Russell 2000.   

Microcap stocks continued to languish in Q3, suffering from continued dried up liquidity and little 

investor appetite.  Meanwhile, broader indices fluctuated up and down throughout the quarter 

without really going anywhere.  

I perceive the current market as being driven by fund flows.  More and more fund flows seem to 

go into the same well-known stocks regardless of valuation.  Meanwhile, those stocks that are not 

established and commonly held continue to be disregarded, again, regardless of valuation.  There 

seems to be little appetite for investors to seek out new names with exciting upside at bargain 

valuations.  As a result, our long positions continued to disappoint in the quarter.   

We maintain that buying fundamentally growing businesses that are being overlooked by the 

market and have strong valuation-based risk/reward is a sound strategy.  While our portfolio of 

such names has disappointed recently, we have a long history of success with this strategy.  These 

companies continue to build their customer base and revenue streams along with cash flow 

generating power.  We maintain conviction that in time investors will turn their attention to these 

less trafficked stocks and valuations will recover, leading to material positive performance.  It is 

always difficult to time when these stocks will come back in favor, but we are anticipating that our 

stocks will regain momentum and recapture alpha performance.     

In light of the broad weakness across these underfollowed microcap stocks, we have established 

some new positions or re-established positions in stocks we had previously exited higher. Our 

exposure is currently 91% long / 58% short, for 33% net.  We continue to hold a significant short 

position (heavily weighted in indices) as we believe the market is inflated and holds significant 

risk.     

 

Investment Spotlight: PowerFleet (PWFL) 

PowerFleet is a leading global provider of subscription-based Internet of Things (IoT) software 

and solutions to fleet owners of trucks, tractor trailers, material handling equipment, containers, 

cargo, and other vehicles. The company is a product of the 2019 merger of I.D. Systems and 

Pointer Telocation. Through a variety of hardware and software offerings, customers can track, 
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analyze, and optimize their fleets, providing complete supply chain visibility and ultimately 

leading to reduced costs and improved safety and efficiency. 

With a revenue base that is 60% recurring high-margin software and growing due to strong secular 

tailwinds, combined with low capital needs, we believe it is only a matter of time until the shares 

reflect the underlying quality of the business. The company boasts over 600,000 customers, which 

includes the likes of Nestle, Walmart, Toyota, 3M, and Starbucks, and continues to grow the top-

line by 15% per year organically on the back of increased requirements for technology-based asset 

tracking and data. 

By 2024, we believe they can meet and even exceed their $200M revenue at 25% EBITDA margins 

target, leading to the current company trading at only ~4x out-year EBITDA with a highly visible 

recurring revenue stream. We think that is far too cheap for a 15-20% organic grower with 

numerous tailwinds at its back. As the company continues to ramp margins via fixed cost leverage 

and the revenue base shifts to high-margin software sales, we see the stock propelling higher in 

the next couple of years as investors warm up to the story.    

Conclusion 

We are disappointed in recent performance but look forward to brighter returns going forward and 

appreciate your confidence in us.  Please feel free to call to discuss anything.   

Sincerely,  

 
Steven D. Friedman, CFA 

Founder and Portfolio Manager  

Please note that Kalo's expectations and strategy can change regularly and the views expressed here may change. 
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LEGAL DISCLAIMER 
This document is intended for information purposes only.  It is not an invitation or offer to purchase interests in any 

Fund.  Any representation to the contrary is not permitted.  This commentary does not constitute an offer to sell or a 

solicitation of an offer to buy securities and should not be considered as investment advice or a recommendation of 

any particular security, strategy or investment product. 

Any views presented on individual stocks or other financial instruments are intended for informational purposes only.  

Kalo Capital Management (“Kalo”) undertakes no obligation to correct, update, or revise the views presented or to 

otherwise provide any additional materials.  Kalo may hold a position in any companies discussed and may change its 

views about or investment position at any time.  Kalo disclaims any obligation to notify the market of any such 

changes.  Views may include forward-looking statements, estimates, projections, and opinions, which may prove to 

be substantially inaccurate and are inherently subject to significant risks and uncertainties beyond Kalo’s control.  

Although Kalo believes its views presented here are substantially accurate in all material respects, Kalo makes no 

representation or warranty, express or implied, as to the accuracy or completeness, and Kalo expressly disclaims any 

liability (or any inaccuracies or omissions therein).  Potential investors and others should conduct their own 

independent investigation and analysis of any views and of the companies mentioned. 

Performance and other quantified metrics shown here are estimates.  Actual investor returns will differ.  Past 

performance is not necessarily indicative of future results. 

Any Fund or investment involves risk.  Potential investors must familiarize themselves with the offering materials 

related to such investment and must meet certain investment sophistication levels in order to make such investments 

and must be able to fully absorb the risk associated with such investments.  The Offering Memorandum for the Fund 

and related Subscription Agreement and Limited Partnership Agreement will be made available to those who 

demonstrate the capacity to evaluate the risks and merits of this investment. 

The past performance of any Fund or investment discussed herein is no indication of future results that may be 

achieved by an investment in the Fund.  The Benchmark indices presented in these materials may or may not hold 

substantially similar securities to those held by the funds referred to herein, and thus, little correlation may exist 

between the Funds’ historic return and those such indices and there is no guarantee that any correlation which may 

have existed will continue to do so in the future. 


