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Summary

Long Ideas Israel

Adcore is a technology company providing a suite of SaaS solutions that leverage
machine learning and artificial intelligence to enhance digital advertising
campaigns.

This OTC stock is undervalued when compared to its peers and the opportunities
that exist in the $400 billion global digital advertising industry in 2021.

As with any microcap stock, there are risks with this investment, including
customer concentration, fierce competition and rapid technological change.

Deep value investing is a lot like treasure hunting but instead of scouring old maps,
shipwrecks, or abandoned mines, fundamentalists comb through media and financial
statements to find hidden gems that may be overlooked by mainstream investors.
Recently I stumbled across one of those obscure prizes in a company called Adcore
Inc. (OTCPK:ADCOF), a digital advertising technology company providing a suite of
software-as-a-service (SaaS) solutions that leverage machine learning ("ML") and
artificial intelligence ("AI") to enhance search engine marketing ("SEM"). The global
digital advertising market is expected to reach a value of $491 billion by 2025.
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The History

Source: Statista Digital Advertising Outlook

This diamond in the rough doesn’t come without some risk and challenges though. First
off, Adcore is a little challenging to trade because of the over-the-counter listing (for
U.S. traders) and low liquidity. To address this, the company is looking to increase its
U.S. presence this year including seeking a dual listing, the appointment of an Investor
Relations firm, and a new director. Adcore has also experienced declining profitability
and key customer erosion recently. That said, this is a stock that is so undervalued and
poised for huge returns that you can park it in your long-term account and not have to
wait too long to realize significant share price gains. In February 2020, Keystone
Financial rated Adcore as a "Speculative Buy" in their Small-Cap Stock Report. Some
of that research is summarized here, augmented with my own analysis to lay out a map
investors can use to explore this treasure.

Founded in 2006, Adcore first came into prominence when it was ranked in Deloitte’s
2015 Technology Fast 500 Europe, Middle East & Africa (EMEA). Fast forward to 2020
and Adcore is back in the spotlight after equity fund Donville Kent Asset Management
selected them as one of the “12 stocks to own in the next decade”. Adcore trades on
both the Toronto Stock Exchange (TSX) Venture Exchange and, in 2020, on the
Frankfurt Stock Exchange (FSE), increasing liquidity through direct exposure to a
diverse pool of investors.
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The Technology / Product Suite

Adcore is a true microcap, employing just over 40 people in its headquarters in Tel Aviv,
Israel, with a few additional staff at satellite offices in Melbourne, Australia, and Toronto,
Canada. As part of its strategic expansion, Adcore opened a regional HQ in Hong Kong
in 2020, to help capture more of the online marketing business in Asia, projected to
reach $123 Billion in digital ad spend in 2022 and grow rapidly over the next five years.
As consumer behavior changes and the regional tech-savvy companies look to smart
digital marketing solutions to scale up their business, Adcore sees Hong Kong as a
critical base to improve relationships with clients and partners in the region.

Source: China Digital Ad Spending 2019

Adcore’s three core products are FEEDITOR, Adcore VIEWS, and SEMDOC , which
provide marketing professionals, digital agencies, and advertisers with smart algorithm-
powered automation tools, reporting, and analytics to help them improve their online
advertising effectiveness, maximize return on advertising investment, and scale-up
digital campaigns.

2

https://www.emarketer.com/content/china-digital-ad-spending-2019
https://static.seekingalpha.com/uploads/2021/1/7/47785434-16100398831425922_origin.png
https://www.emarketer.com/content/china-digital-ad-spending-2019


FEEDITOR (2015): provides advanced on-line shopping automation capabilities to
advertisers. FEEDITOR uses machine learning algorithms to ensure that ads are seen
at the right place, at the right time, and at a competitive price. From its ability to
automate over one million campaigns to its inventory plug-in, FEEDITOR ensures that
advertisers’ ads are always up-to-date and in sync with their inventory.

Adcore VIEWS (2017): focuses on search automation, providing advertisers with a
powerful algorithm bid management feature to create and automate their own rule-
based campaign management solution. Adcore VIEWS uses both machine learning and
historical data to optimize and manage advertisers’ campaigns efficiently to ensure
targets are met as effectively as possible according to each user’s specified needs.

SEMDOC  (2018): provides advertisers a powerful account auditing solution, utilizing
both machine learning and smart algorithms to formulate 52 key insights and metrics at
the account and campaign level. SEMDOC ’s powerful visual dashboard gives
advertisers a clean and simple user interface to pinpoint exact areas of weakness and
missed opportunities, guiding them to superior results.
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Source: Adcore Investor Presentation
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The Markets

Effortless Marketing® (2020): an exciting addition to the suite was introduced in 2020
when Adcore launched its Effortless Marketing application, targeting over one million
Shopify store owners who generate $319 billion in global e-commerce activity. Effortless
Marketing is a comprehensive solution providing advanced functionality for Shopify
store owners to facilitate their marketing efforts with Google Shopping, Facebook
Catalog, Microsoft Shopping, and more with just the click of a button. This initiative
opens up for Adcore the huge global e-commerce market, which has grown from $2.4
trillion to an estimated $4.2 trillion in 2020.

Source: Adcore Effortless Marketing Shopify App

As mentioned, digital advertising is a massive industry that is growing quickly.
Companies like Google, Facebook, Amazon, and others have developed elaborate
platforms and programs to sell advertising space to capitalize on the value of their
highly-trafficked sites. This has created a market for software tools to help advertisers
run advertising campaigns on these sites to optimize spending, improve results in
analyzing the volume of available targeting data generated, and more effectively
manage promotions.
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The Partnerships

Adcore targets three key digital advertising market segments with its solutions: search
engine marketing, social media marketing, and shopping. The search market segment
refers to ads displayed on search result pages and accounts for about 40% of digital
advertising. The market is dominated by Google AdWords, which has added and
changed functionality frequently over the years to improve user experience. This has
increased the complexity of using the platform to run successful campaigns, challenging
small and medium advertisers who have had to invest to keep pace.

Social media marketing is projected to reach US$26 billion worldwide in 2020 and
continue to grow. It reflects about 22% of total digital ad-spend and includes promoting
pages, discount ads, and boosting posts. Shopping advertising represents about 10%
of the digital advertising market and features Pay-Per-Click (PPC) advertising geared
towards the sale of products or other inventory on shopping sites like Amazon or search
engines such as Google. Shopping ads typically allow users to add images, prices,
discounts, and other custom details.

Adcore operates in the largest market segment, search advertising, and plans to further
develop its technologies to penetrate deeper into both social and shopping advertising.
They are also looking to solidify strategic agreements with other channels like Bing and
Amazon to generate a more powerful network effect and realize cost advantages
through economies of scale. Adcore is also keeping an eye out for strategic acquisition
opportunities of established digital agencies with strong client accounts, and/or the
acquisition of attractive tech IP, to enhance its platform, drive revenues and increase
margins with their existing client base.

Already a Google Premier Partner, in 2019 Adcore was named Channel Partner of
Microsoft Ads, the world's second-largest search advertising network. This provides
access to Microsoft resources such as product betas, on-site support, technology
consulting, etc. It expands Adcore’s online advertising performance offering for
customers who will benefit from exposure to a larger base of audiences on Search,
Display & Social Networks, including LinkedIn.

Completing the Trifecta in October 2020, Adcore became a preferred agency partner in
the Facebook Marketing Partner for Agencies program (for companies that meet
Facebook's highest standards of performance and service). This provides Adcore
increased visibility with new potential clients and access to exclusive partner-specific
resources such as dedicated support, insights, product updates, and more.

https://www.emarketer.com/content/global-ecommerce-2019
https://www.facebook.com/business/partner-directory/details?id=1731416420349160


The Customers

The Q3 Results and Q4/FY2020 Projection

Adcore serves a global client base of small, medium, and enterprise-sized businesses
that include digital marketing agencies, e-Commerce businesses, travel, fintech, and
gaming companies. A snapshot from the corporate presentation explains their revenue
model, which features both commissions from clients and a percentage of total
advertising spend:

Source: Adcore corporate presentation

Adcore’s customer growth increased 415% year-over-year and includes over 10,000
digital advertising accounts and more than 400 agency and direct clients. Its biggest
contract win thus far was a co-managed 5-year $125 million contract with the Israel
Government Advertising Agency (IGAA), the largest online tender in Israel. The original
contract calls for Adcore to jointly manage a >$20 million annual budget of online
advertising spend. It is renewed annually, without a requirement for further government
tendering. To promote the effectiveness of the platform currently being used to power
IGAA's advertising campaigns Adcore likes to point out how tourism in Israel has been
increasing annually since the implementation of the contract.

One of the key risks with any small, young company is customer concentration. In
November, Adcore issued a press release to inform the market of the loss of one of
their major customers. Despite that setback, Adcore provided this positive guidance:

https://static.seekingalpha.com/uploads/2021/1/5/47785434-16098576129749274_origin.png
https://www.adcore.com/investors/
https://stockhouse.com/news/press-releases/2020/11/30/adcore-provides-revenue-outlook-for-q4-and-full-year-2020


Despite the conclusion of a significant global agreement with a large ad network
client during the fourth quarter ended December 31, 2020, [Adcore] is on track to
report an increase in 2020 revenue of greater than 15% compared to 2019. The
Company has been experiencing strong growth in its direct clients' activity during the
fourth quarter of 2020 and believes this trend will continue into 2021.”

The COVID-19 crisis also hit Adcore hard and was reflected in their poor Q2 numbers.
To their credit, management responded quickly in March with cost-cutting measures
including a workweek reduction to four days, a temporary freeze in recruitment, and a
5% cut in its workforce (retaining all strategic employees). In June, Adcore reported that
the business environment had dramatically improved so they returned to a 5-day work
week and recruiting efforts resumed.

As a result of their quick and decisive action, Adcore bounced back with solid 3
Quarter results in November. The strong rebound included total revenue of $4.1 million,
a 105% increase over the dismal 2  quarter but only a 3% increase compared to Q3,
2019. Gross margin (revenue minus media costs) decreased by 4% YoY but was still a
healthy 60%. Adjusted EBITDA decreased by 37% to $925,000 compared to $1.46
million for the same period in 2019, but total working capital increased by 27% to $7
million. The improved profitability and liquidity are promising amidst the challenges and
investments made to expand global operations and enhance their technology.
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Source: Author’s Research

For my “cocktail napkin” Q4 and full-year ER estimate (below), management’s updated
growth projection of 15% over 2019 (see above) was used. The actual 9-month revenue
was then backed out to calculate the Q4-specific numbers, which are high relative to
previous quarters so will require some Herculean efforts to achieve, especially with the
loss of a key customer. Adcore management confirmed for this article that they are still
on track to hit that target. The 60% margin (as reported in Q3) is applied to estimate
Cost of Revenue. For the remaining line items, each was calculated as a percentage of
revenue, based on that percentage in Q3. Not perfect but close enough to come up with
an EPS estimate of $0.02 for full-year 2020.

https://www.canadianinsider.com/adcore-reports-record-third-quarter-2020-results-revenue-more-than-doubles-since-last-quarter
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Source: Author’s Research

Adcore was on track to have a potentially blow-out 2020 but the negative impact of
Covid-19 and the loss of $1.5 million in revenue from the customer agreement
termination hits hard for a small company. Now Adcore must demonstrate that its
business model is robust and versatile enough to overcome these kinds of setbacks.
CAGR over the last eight years is a respectable 39% but profitability and EPS have
been declining in recent years. Adcore needs to reverse that trend to deliver the share
price returns investors are looking for in this lucrative industry.

In its corporate presentation, Adcore provides the following comparison of the
company's valuation relative to its peers:
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The Other Key Metrics

Source: Adcore corporate presentation

For investors, the forward guidance and supporting details the company provides in its
upcoming full fiscal year earnings call will be key to effectively determine a fair share
price value.

Adcore’s other key metrics are off the charts and to a fundamental analyst, support the
hidden treasure analogy when the undervalued share price is considered. The business
metrics (below) stack up very well compared to another powerhouse “diversified media”
technology provider, AcuityAds Holdings, Inc. (OTCQX:ACUIF), as well as against the
industry average:
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The Risks

Source: Author's Research

While Adcore does not yet have the revenue size or the meteoric early growth of an
industry powerhouse like AcuityAds, if they can maintain the health of their other
metrics as they grow then they should also expect a steady rise in their share price.
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Conclusion

The digital advertising industry is highly competitive, fragmented, faced with rapid
technological change, frequent new product and service introductions, changes in
customer requirements, and evolving industry standards. If that weren’t challenging
enough, Adcore competes globally with large, well-established multi-national digital
advertising agencies with their own often proprietary technologies. As new products and
services are introduced to that marketplace, this competition will intensify. New industry
standards or rules could also negatively impact Adcore's competitiveness.

Another risk factor is that a significant amount of Adcore’s revenue is derived from its
Adcore VIEWS platform for search and shopping advertising. With Google representing
over 90% of worldwide search engine market share, a significant amount of the
company’s revenue depends on Google and its performance as a search engine. If
anything occurs to disrupt the market traction for Google and/or Adcore VIEWS, the
company's future operations and financials could be negatively impacted.

As already discussed, a significant amount of Adcore’s revenue is derived from a
handful of major customers. As was demonstrated in Q4, when any of these large
customers reduce or terminate their working relationship, revenue is significantly
impacted. Adcore needs to continue to work hard to diversify its customer base while
ensuring relationships continue to be profitable to all parties.

Finally, Adcore maintains IT infrastructure at facilities in Canada and Israel that store
data and deliver advertising campaigns for its customers. This provides redundancy
and geographic dispersion to mitigate business continuity risk but the Middle East is
considered a riskier jurisdiction in the markets than a North American-based operation
so this must be factored in.

Adcore is a relatively young company with limited history so applying fundamental
analysis and calculating a fair valuation comes with a great deal of uncertainty. That
said, Adcore has enjoyed strong revenue growth and profit margins over the past few
years. The low float of 56 million shares with over 80% held by insiders (the founder
and CEO has the largest percentage), typically ensures management decisions will look
after shareholders’ best interests. With a solid business foundation, global footprint, and
innovative technology offering management’s focus needs to be on continued profitable,
diverse growth without dilution.
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While growth remains robust in digital advertising, competition and challenges are
increasing apace. Adcore must ensure they stay ahead of the curve in terms of
technology investments while also maintaining profitability. This can be very difficult but
management has done a great job thus far in sustaining a strong balance sheet while
growing operations globally and implementing innovative new features. Management
has indicated they are preparing to release more exciting updates in the near future to
make their technology offering even stronger.

As more businesses across the globe undergo a major digital transformation and exploit
online activities, Adcore’s suite of technology and growing footprint positions it well to
help monetize this paradigm change. As the world moves beyond the pandemic crisis
and the global economy recovers, this should produce strong growth for Adcore’s
revenue and a commensurate boost in the share price.

Employing innovative fundamental practices featuring thorough quantitative and qualitative analysis to identify
high-value investments.
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