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Company Overview 

ID Watchdog (“IDW”) is a Denver, Colorado based provider of identity theft prevention, detection and resolution 
services. The Company was formed in 2005, commenced commercialization in 2007 and went public on the TSX 
Venture Exchange (Toronto Canada) in September 2008. 

The size of the domestic identity theft industry (hereafter “IDT”) is estimated to be around $3.5 billion annually. 
That number includes companies of various sizes providing one or more of the prevention, detection or resolution 
services noted above.  For example, that number includes services from traditional credit reporting agencies such 
as Equifax (EFX), Experian (EXPN.L), TransUnion (TRU), which address only portions of the prevention, 
detection and resolution triumvirate.   To reiterate, ID Watchdog provides all three of these services, and is a pure 
play in the industry.  The ID theft industry is/has been supported by the proliferation of “online” technology that 
has made every user, individual, commercial or otherwise, more susceptible to data breaches and hacks and 
identity theft in general.  Victims of identity theft face a variety of negative consequences that range from small 
inconveniences to potentially catastrophic scenarios.  Those in the business of providing prevention, detection and 
resolution services generally view their solutions as “insurance” against those catastrophic events either via 
preventing them from becoming catastrophic or by remediating the impact of those that do.        

 According to a report from the Bureau of Justice Statistics, “an estimated 17.6 million persons, or about 7 percent 
of U.S. residents age 16 or older, were victims of at least one incident of identity theft in 2014.”  The report further 
notes that, among other things, “two-thirds of identity theft victims reported a direct financial loss”.  Further, while 
roughly half of identity theft victims were able to mitigate the impact of the theft within 24 hours, approximately 
1 in 10 victims spent more than a month trying to fix the problem. The report notes that “victims who spent more 
time resolving the associated problems were more likely to experience problems with work and personal 
relationships and severe emotional distress than victims who resolved the problems relatively quickly. Among 
identity theft victims who spent six months or more resolving financial and credit problems due to the theft, 29 
percent experienced severe emotional distress”. 

IDW’s original strategy involved a variety of direct-to-consumer approaches that proved prohibitively expensive 
to scale and ultimately lead to significant losses and equity dilution.  However, new management and a focus on 
other marketing channels (largely the employee benefits space) set a new path for the Company.  That strategy 
has resulted in consistently improved results as well as a corresponding improvement in the Company’s financial 
condition.  We believe the Company is building continued momentum, that may result in markedly better results 
and ultimately intrinsic valuations than are currently reflected in the stock price.        

 

Company History 

The most recognized name in the identity theft protection space is LifeLock, Inc. (NYSE: LOCK). Most investors 
will likely recognize this name because LifeLock has for nearly the past decade, been an aggressive advertiser of 
its ID protection services as well as being publicly traded, which we think probably adds to the visibility.  While 
most would likely view LikfeLock as the “800-pound gorilla” in the space, there are various other enterprises, 
some of which are large companies, that market at least pieces of ID theft protection, but generally speaking when 
it comes to “prevention, detection and resolution, LifeLock is a pure play in the space, as is ID Watchdog. That 
said, LifeLock and ID Watchdog share some parallels that we think are topical to the story today.        
 
Both companies were founded in 2005. We think it is fair to assume that at their inceptions, both companies were 
focused on direct-to-consumer (“D2C”) advertising and marketing programs to attract individual 
customers/subscribers to their services.  Both companies experienced marked losses through the first few years of 
their respective starts, and those losses were in part related to the significant cost of customer acquisition related 
the direct-to-consumer approaches they were pursuing.  Frankly, that may be where the parallels end. LifeLock 



 

 
3 

 

was able to expand their business much more rapidly than ID Watchdog from inception. For example, by fiscal 
2008, LifeLock had grown its annual revenue rate to just north of $90 million, while ID Watchdog posted revenues 
of about $4.7 million for the same period. On the other hand, LifeLock’s 2007 revenues were about $18 million, 
which reflects the momentum that they were able to build in the company.  That momentum has continued through 
the present, as LifeLock reported fiscal 2015 revenues of $587 million, which was an increase of roughly 23% 
over fiscal 2014.   
 
ID Watchdog’s result were not quite as favorable. For fiscal years 2010, 2011 and 2012, ID Watchdog’s sequential 
revenues decreased for each of these periods.  That said, there are likely a number of reasons for the stark 
divergence of fortunes here. Most notably, from the start, LifeLock had access to considerably more capital due 
at least in part to the stature of some of its early VC investors.  Conversely, given the high cost of customer 
acquisition we noted above, ID Watchdog’s lack of capital prohibited them from spending the marketing dollars 
necessary to achieve some sort of critical mass (profitability) in the subscriber base. Just to translate, we think 
lack of capital played a major role in ID Watchdog’s early struggles, and we think that argument may be assisted 
by LifeLock’s success in the context of their access to capital.  To put that into perspective, by the time LifeLock 
logged its first profitable fiscal year in 2012, the company had accumulated a deficit of $220 million.  To compare, 
IDW’s deficit for the same period was about $30 million.  Clearly, customer acquisition in the space has proven 
expensive, and the capital afforded LifeLock was presumably part of the story behind its growth vis-à-vis IDW. 
Beyond the capital issue, it might also be reasonable to assume that LifeLock had a leg up in the management 
category as well.  We are not in a position to assess that, but it may be the case through some portion of the 
Company’s start-up.  Lastly, it might also be reasonable to assume that LifeLock may have possessed some 
additional technological advances as well, which in our view would be topical to the story both past, present and 
future. We submit, there is a fair amount of technology involved in providing the services both LifeLock and IDW 
provide.  However, we think it is important to note that we do not believe that IDW is at any particular technology 
disadvantage relative to its larger competitor.  We think the Company’s recent traction speaks to that notion and 
illustrating that point is our major goal in providing this LifeLock vs. IDW comparison.  By the way, IDW 
management would concur with our view that the are certainly at no technological disadvantage in the space.    
 
In response to the challenges the company experienced with their direct-to-consumer approach, in 2011 they began 
to implement what they referred to as their “the Desktop Partnering Strategy”.  This involved “partnering 
agreements with five anti-virus or other desktop software companies, which have their software installed on an 
estimated 34 million U.S. personal computers”.  During the same time period, along with their strategy “pivot”, 
the Company hired Michael Greene as their new Chief Executive Officer and Chairman of the Board.  
Appropriately, Mr. Greene had an extensive background in the anti-virus space, for example, at Webroot Software 
he “developed and launched their first enterprise product helping to grow revenues from $3 million to $100 
million”. Subsequently, he joined PC Tools as VP of Product Strategy and Business Development and facilitated 
the eventual sale of the Company to Symantec.  Michael Greene remains ID Watchdog’s CEO and Chairman, and 
is largely responsible for what we view as a marked turn around in the story.    
 
Under Mr. Greene’s guidance, in late 2012, the company continued to implement a strategy which steered away 
from direct to consumer marketing and along with their “desktop Marketing Strategy” also began marketing their 
services into the employee benefits space.  Today, the employee benefits space represents the largest part of their 
business, and we expect that will continue to be the case moving forward.  As a result of these changes and the 
traction therein, the Company is experiencing marked improvement in financial results.  For example, 2015 
revenues increased nearly 55% over 2014, and 2016 guidance suggests annual growth in excess of 80%.   
Obviously, the revenue improvement is generating measurable improvements in cash flow and earnings and the 
balance sheet has experienced marked liquidity improvements as well. In short, we view Michael Greene’s 
contribution to the Company as a watershed event that is just now beginning to gather visibility.  We submit, this 
has all taken some time, but frankly, the early failures created some considerable capital headwinds that 
complicated the long climb out of the abyss.  Again, we believe the Company has made immense strides since 
adding Michael Greene who remains at the controls.  As an extension to that thought, CFO Jay Lewis (2011) and 
Chief Information Officer Craig Ramsay (2008) have also been around since the “pivot” of IDW commenced, so 
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we suspect that they too have been substantially instrumental to the turnaround. In aggregate, we think 
management is a cohesive and focused group.            
 

   

Industry Overview 

- The Market 

According to a 2016 Identity Fraud Study by Javelin Strategy & Research, “$15 billion was stolen from U.S. 
consumers in 2015. In the past six years identity thieves have stolen $112 billion”. A 2015 bulletin from the U.S. 
Department of Justice adds some additional statistics;  

x People in households with an annual income of $75,000 or more had the highest prevalence of identity 
theft (11%), compared to those in all other income brackets. 

x 10% of identity theft victims reported that the crime was severely distressing, while over 1 in 3 reported 
“moderate or severe emotional distress” as a result of the incident.   

x 14% of identity theft victims reported out-of-pocket expenses of $1,000 or more.  
x In 2014, 17.6 million people or approximately 7% of U.S residents over the age of 16, were victims of 

identity theft.  

These statistics are the basis for a portion of our thesis regarding IDW.  That is, identity theft carries a heavy 
economic cost providing marked value to approaches that mitigate it. While it may only become a significant 
problem for a relatively small group of victims, those in that category face considerable emotional and economic 
distress, and lastly, people in higher income brackets tend to be targeted for identity theft more than those in lower 
income brackets. We will discuss the relevance of those notions with respect to IDW in a moment. 

To revisit a notion we raised above, it is important to recognize that as part of its service, IDW provides identity 
resolution services. Not all providers in the identity theft business offer the same services.  Several provide 
monitoring and detection services, but fewer provide resolution services as well.  Moreover, recognize that 
resolution services are not the same thing as theft insurance.  Many companies (including IDW) will provide 
insurance against economic loss due to identity theft, however, that won’t relieve the customers from spending 
countless hours fixing/undoing the impact of the theft.  In some instances, identity thieves have committed crimes 
and created outstanding warrants under the stolen identities. In that event, insurance policies won’t help keep an 
identity fraud victim from getting mistakenly thrown in jail but a resolution service may.         

On the other hand, from a practical standpoint, resolution services do look a great deal like insurance in that unlike 
prevention and detection type monitoring, resolution is an after-the-fact service. To put that into perspective, auto 
insurance does not help people prevent an auto accident, although it does help people mitigate the cost of an 
accident once it happens. We think that analogy is topical in terms of the value proposition that ID theft services 
might provide to consumers vis-à-vis other insurance products.  Actually, believe it or not, estimates suggest that 
there are approximately 214 million drivers in the US, and in 2013 there were 5,687,000 police-reported motor 
vehicle traffic crashes.  That suggests that roughly 2.7% of all drivers are involved in a car crash in any given 
year.  That also suggests that Americans (16 years or older) are at least twice as likely to be a victim of identity 
theft than they are to crash their car.      

Putting the above in context, Americans are certainly conditioned to buy insurance (although admittedly they are 
often forced to do so by law).  Estimates suggest that between 85% - 90% of Americans have health insurance a 
similar number of domestic drivers have automobile insurance, and approximately 95% of homeowners have 
home insurance. Around 60% of Americans have some sort of life insurance. On the other hand, industry statistics 
suggest that less than 10% of Americans 16 or older currently utilize an identity theft service, and an even smaller 
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portion utilize a service that provides resolution services. While the current penetration of the potential market is 
relatively low, industry leader LifeLock notes that their research indicates that while penetration of the potential 
markets is relatively low, roughly two-thirds of U.S. adults are concerned about identity theft suggesting a 
considerable open-ended opportunity. Moreover, the proliferation of electronic records in all forms, online 
transactions, mobile devices and other associated technologies coupled with the data breaches, hacking and 
spoofing et al that goes along with them all but insures the continued threat of identity theft in variety of forms.  

 

- The Sweet Spot  

 

As we noted, in 2012 the Company began to pursue opportunities in the employee benefits space. The Company 
has made this particular vertical market the focus of their efforts. We think that strategy holds some topical 
industry related nuances that are worth reviewing. As we illustrate in one of the charts below, if 2016 finishes as 
we expect (which is highly likely by the way), the Company will have grown this segment of the business by over 130% 
for both fiscal 2015 and fiscal 2016. 

Defining the players in the industry is a bit more complex here than in perhaps some other industries.  LifeLock 
is the industry leader with presumably around 20% of the current market share.  However, LifeLock (as well as 
IDW) also provides some services that many of the other players may not, specifically resolution services.  We 
think differentiators of that nature are topical. Moreover, what also seems to be true is that the players that are 
providing a broader spectrum approach (prevent, detect, resolve) also tend to focus on particular verticals. 
LifeLock is the unequivocal leader in the direct-to-consumer market, other significant players are focused on 
distribution through strategic partners such as financial institutions as well as through white label opportunities.  
On other levels, as we noted above the “big three” credit monitoring services (Equifax, Experian and TransUnion) 
all participate in various parts of the industry.  For instance, a considerable portion of the prevention and detection 
piece of most competitors in the space is provided by one or more of the three credit reporting agencies.  In fact, 
the degree to which these credit reporting services are included in particular packages is often the driving factor 
behind the price of those respective offerings.  For example, the biggest differentiator between ID Watchdog’s 
packages is the number of these bureaus they utilize to monitor credit (just one versus all three) as well as access 
to credit reports and score. That said, the three major credit reporting agencies are not only competitors of 
companies like ID Watchdog and LifeLock, but are also providers of some of their services. As we said, the 
competitive landscape of the industry is a bit complex, and there are relatively few pure plays in the theatre.                

Given the nature of the industry, as well as the financial posture of the Company, we believe that IDW’s focus on 
the employee benefits vertical is perhaps an optimal approach for multiple reasons.  

First, they already failed trying to compete with LifeLock in the direct-to-consumer space.  Given LifeLock’s 
stranglehold therein there is no reason to believe that they would be any more successful doing that today than 
they were 10 years ago. This is the “shotgun” approach to the business and it requires a lot of ammo IDW does 
not possess.  Granted, the direct-to-consumer approach probably allows for the best pricing and perhaps margin 
scenarios because other approaches require the selling efforts of third parties who need to be paid for those efforts. 
Further, when these products/services are sold through things like employee benefit plans, they are often offered 
at discounts to “retail” which is what makes them attractive additions to the plans in the first place. As an example, 
LifeLock’s “premium” product retails for aout 50% more than IDW’s comparable retail offering. From another 
perspective, IDW sells its most popular service package in the employee benefits space at a roughly 35% discount 
to their retail (direct-to-consumer) price.   

Second, we think the employee benefits space is a natural distribution channel for the product/service. Employees 
are used to seeing insurance related products in employee benefit offerings, so we think that fits well.  Moreover, 
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since employee benefits are generally introduced to companies/employers by brokers, the similarities to an 
“insurance” product also fits into that knowledge base.  That is, they are not asking brokers to sell their employer 
clients apples when they are used to selling them oranges. We submit, when it comes to the basket of benefits 
these brokers typically offer, identity theft protection isn’t exactly an orange, but it might be a tangerine.   

Third, LifeLock’s leadership position in the direct-to-consumer space is perhaps enviable.  As we illustrated, that 
leadership position affords them some premium pricing power in the theatre. However, we also think their desire 
to hold that pricing power may keep them from aggressively pursuing other (smaller) verticals.  In other words, 
at least conceptually (we can’t speak to LifeLock’s internal strategies) companies with market share and pricing 
advantages in large pieces of an industry may be reluctant to compete in smaller verticals if it means they have to 
lower the price of their products and services and share margin with third party vendors in order to do so.  It is in 
our view reasonable to assume that the employee benefits space may represent one of those verticals in the identity 
theft protection business.       

Fourth, the Company appears to be carving out some additional niche’s from the employee benefits vertical. For 
instance, in 2013 the Company added monitoring of the National Provider Registry (“NPI”).  The NPI is a system 
developed and administered by the U.S. Department of Health and Human Services.  The registry is an adjunct of 
the Health Insurance Portability and Accountability Act (HIPAA).  Healthcare providers who file electronic claims 
(which is essentially a requirement) must have a unique NPI.  That includes physicians, health plans, insurance 
companies, hospitals, nursing homes, laboratories, pharmacies, medical equipment companies and other providers 
and others. Each registered “entity” is issued a unique 10-digit identifier.  The registry has been around for nearly 
a decade. Unfortunately, like many identifying systems (social security numbers), thieves have found ways to 
acquire these identifiers and use them to illegally file fictitious medical claims subjecting legitimate NPI users to 
a variety of risks.  The Company believes it is the only significant identity theft provider that includes NPI 
monitoring in its service suite.  Specifically, we think the Company has gained some traction among employers 
in the healthcare employee benefits space, and it appears that at least anecdotally some of that traction might 
related to their NPI monitoring capabilities. We think this particular “arrow in their quiver” could be highly 
additive to their success in the vertical, and we wonder if perhaps there aren’t other similar opportunities.  From 
the broader view, we also think this sort of addition may underscore the Company’s ability to identify 
opportunities to enhance their competitive edge in the employee benefits space.               

Fifth, in SEC filings, LifeLock notes that they “focus (their) efforts on adults with a household income in excess 
of $50,000 per year and who are concerned about identity theft, of which (they) estimate there are approximately 
78 million in the United States”. That all makes sense to us.  Conceptually, identity theft is probably a greater 
concern for those who may have more to lose, we suspect at least to some point, those who make more money 
probably have more accounts to protect and we know that people with incomes of $75,000 and higher are the most 
prevalent victims of identity theft. Given those factors, focusing on a vertical that by definition includes (only) 
people who are employed and presumably employed by enterprises that offer a benefits package of some sort, 
which may suggest higher wage earners on the face, makes sense to us.  Incidentally, that may be especially true 
in the health care field where wages tend to be higher than in many other industries.  Just to reiterate, we believe 
they are gaining traction in healthcare.          

Sixth, the Company indicates that their retention rates are in the “high 90% range”.  By comparison we know that 
LifeLock’s 2015 retention rate for the quarter ended December 31, 2015 was 86.5%, and their retention rates for 
fiscal 2015 were actually lower than for fiscal 2014. We think that may suggest that customers paying for identity 
theft via an employee benefits plan may be “stickier” than a retail customer paying with a credit card each month.  
Retention is a big issue in any subscription driven model.    

Lastly, as we have suggested, there are a number of companies offering various iterations of monitoring, 
prevention and detection, but certainly fewer offering resolution services.  In fact, there are (limited) monitoring 
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services available that are actually free to consumers. That said, we think resolution may be a differentiator that 
gives resolution providers a leg up.  The problem is, making the case for resolution services (vis-à-vis services 
without resolution) may require some education on the part of those who offer it.  We think that case may be easier 
to make in an employee benefits setting than perhaps in a D2C approach.  That is, we think the employee benefits 
education process may provide IDW an opportunity to educate and upsell potential customers who may be using 
alternatives that do not include resolution.         

 

- Technology  

If it is not clear from the above, while we have argued that there are some differentiators (beyond pricing) between 
the various offerings in the identity theft protection space, there is not a profound measure of difference between 
the prevailing products and services.  As much as anything, that may have a great deal to do with the provisioning 
of the major components of the (collective) services.  Again, as we suggested above, the backbone for related 
monitoring services is essentially the databases of the three major credit reporting agencies (Experian, Equifax 
and TransUnion).  That is, nearly every provider in the IDT business uses these same databases, and the providers 
of these databases sell them to their customers while at the same time using them to compete with their customers. 
Moreover, there are also industry participants that provide the entire backend technology platform to IDT 
providers on a white label or similar basis as well.  Put another way, there are products and services in the space 
that provide exactly the same service(s), provisioned by exactly the same providers.  That suggests that at least 
from a technology standpoint, the industry involves virtually no barriers to entry. That being the case, we think 
IDW may possess some technology advantages over some existing players. 

From its inception, IDW built its own technology platform.  That fact differentiates it from a number of other 
players in the space.  That may be beneficial from a variety of angles.  For example, owning/controlling their own 
platform allows them to offer enhancements and additions to the products and services that they otherwise would 
be beholden to their platforms providers to add.  We think the Company’s addition of NPI monitoring discussed 
above is a good example of that.  Moreover, owning their own technology may ultimately give the Company a 
cost advantage, at least with respect to those players who purchase the technology from others.  We think that is 
a topical issue given that pricing seems to be a major competitive variable in the space.  In the bigger picture, we 
think the Company’s technology asset may ultimately make them an attractive acquisition target for a suitor 
looking for an entrée into the space that includes both a book of business and a technology platform that enhances 
the value proposition beyond the customer base.          

        Operating Overview 

To reiterate, our general view here is that ID Watchdog is in the midst of a turnaround that was put in motion a few years 
ago.  Granted, it has taken some time for them to get to this point.  Part of that has been about them identifying a market niche 
they could compete in (employee benefits) and part of it has been about digging their way out of the hole the Company 
created for itself prior to finding the employee benefits niche.  

Recognize, the Company continues to support customers from legacy verticals, primarily its Consumer Marketing (“D2C”) 
and Tech Support (the “Desk Top Marketing Strategy”), however, those portions of the business continue to decline in terms 
of overall revenues.  Those declines are a combination of attrition within those portions of the business, as well as the marked 
growth in their employee benefits endeavors: 
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                                          2016 number is an annualized estimated based on 2X the first 6 months of 2016 revenue results.           

  

Looking at the above chart, we think it stands to reason that they intend to continue to focus on the Employee Benefits vertical 
while the other portions of the business are expected to continue to experience attrition as they move forward.  To reiterate a 
point, if 2016 finishes as we expect (which is highly likely by the way), the Company will have grown this segment of 
the business by over 130% for both fiscal 2015 and fiscal 2016.   We have modeled the impact of that attrition albeit at 
our own (contrived) rate.   That being the case, it goes without saying that their success will be driven by their ability to 
maintain and grow their broker relationships in the employee benefits space, as well as articulate and sell their value 
proposition to employers and employees.  To that end, it is important to recognize the seasonality/cycle associated with the 
employee benefits business. Essentially, while the Company spends much of the year marketing to benefits brokers, 
employers and other decision makers in the space, these plans are set for annual enrollments at the first of every calendar 
year.  As a result, much of the final leg work in terms of employers deciding which product(s) will be represented in the 
benefits package as well as getting employees to make their choices in terms of what they want or do not want, are completed 
in Q4 of any given year.  As a result, at some point in calendar Q4, IDW has a good idea of who and how many employers 
and by extension employees, they will be providing services to through the coming calendar year.  That is the reason why the 
Company’s quarterly results for any given calendar year (at least in the employee benefits business) are essentially the same.  
Put another way, once we see their first calendar quarter, we can generally count on the next three quarters reflecting similar 
revenues. Along the same lines, as we review the margin information below, keep in mind that since calendar 4Q generally 
reveals their level of business for the coming year, they tend to adjust staffing in 4Q to accommodate whatever levels of 
business are apparent in the quarter for the coming year.  As a result, the margins can be impacted a bit by the preparation for 
the coming changes in business levels.              
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The chart above illustrates a few margin issues that are worth noting.  Most notably, while we think the Company 
has been generally prudent in terms of keeping G&A reasonably aligned with prevailing levels of business, it is 
clear that there is leverage in this line item. We expect G&A to continue to fall as a percentage of revenue going 
forward, and that nuance should by itself lead to measurable improvements in net margins given our anticipated 
revenue growth. We would note, G&A for the first half of 2016 reflected some overdue salary increases on the 
heels of the improved operating results, that created some anomalous margin results, although they were largely 
usurped by the revenue expansion.  That same notion applies to non-cash compensation for the same period, 
related to options provided to management.  Again, we think these were certainly earned, but they did significantly 
impact net margins on a onetime basis for the period (see the chart below).     

For the chart above, we combined selling expenses and benefits broker commission to reflect the transition to the 
employee benefits focus. The Company anticipates ongoing broker commissions in the 27% of (employee 
benefits) revenue range.  We added these together, because we essentially expect traditional selling expenses to 
continue to be replaced by the broker commissions as employee benefits revenues become a greater share of the 
whole. While there will certainly be selling expenses beyond the commissions as the company markets the services 
at trade shows and through other channels, we do expect the ending selling and commission expense(s) (as a 
percentage of revenues) to normalize to a relatively visible level.  Not surprisingly, this will be the largest expense 
item going forward.           

We also expect Cost of Revenues to decline on a margin basis going forward. As we understand it, much of this 
line item is encompassed in the Company’s call center, which largely customer support.  This is one of those 
expenses they gain visibility on in the final quarter of a given year to provision the following calendar year.  While 
some of this line item is variable (they need a particular number of support people per customer) a reasonable 
enough portion is fixed such that it does provide some margin leverage.  Actually, we think ongoing efficiencies 
due to both scale and process improvements may contribute to that as well.  As a result, we do suspect that revenue 
expansion will lead to lower costs of revenue on an incremental unit basis.            

 

0.00%

20.00%

40.00%

60.00%

80.00%

3
/3

1
/1

3

6
/3

0
/1

3

9
/3

0
/1

3

1
2

/3
1

/1
3

3
/3

1
/1

4

6
/3

0
/1

4

9
/3

0
/1

4

1
2

/3
1

/1
4

3
/3

1
/1

5

6
/3

0
/1

5

9
/3

0
/1

5

1
2

/3
1

/1
5

3
/3

1
/1

6

6
/3

0
/1

6

IDW - Particular Expense Margins 

Cost of revenue

 General and administrative expense

Selling Expense Including Broker Commissions



 

 
10 

 

 

 

As the chart below reflects, the net margin history has been quite volatile, which has been the result of a handful 
of variables, for example, they took a charge at the end of 2015 with respect to some litigation issues that had 
been hanging around for some time. Also, as we alluded to above, the first half of 2016 has seen some “catch up” 
in terms of management compensation tied to the improved results.  Again, we have no argument with that. In 
addition, because the Company has a number of outstanding warrants, the net margins have been impacted by 
ongoing valuation adjustments to the underlying warrant liabilities.  Keep in mind, these are non-cash items, which 
frankly are distracting to investors trying to evaluate the results (at least on a cursory level).  However, a 
considerable portion of these warrants actually expire in calendar 2016, which means that unless they are extended, 
some of the confusion around “warrant liability” charges should disappear.  By the way, accounting procedures 
like this are one of the reasons we are not typically big fans of warrants.   

We believe the sporadic margin history is one of the reasons the street has been reluctant to embrace the 
Company’s turnaround.  As we all know, when it comes to stocks visibility is our friend, but volatility…not so 
much.  In retrospect, much of the margin volatility can be traced to a handful of items, namely the lingering 
negative impact of past (desperate) capital decisions, as well as the seemingly positive transition into the employee 
benefits vertical.  Regardless, our expectation is that they may have transitioned the business to a point of more 
visible and improving net margin performance.  We think that fact alone, provide we are correct about revenue 
growth, will move the valuation needle in the stock.  

Moving on, we have covered most of the more topical operating line items, but there is an item below that line 
that deserves some ink.  The Company currently services debt on 15% investor notes with a principal balance of 
just under $2.8 million. The Company recently announced more conventional (and considerably cheaper) 
financing to replace this debt. We think their ability to secure that conventional financing speaks volumes about 
their improved financial condition.  To that end, it is important to recognize the progress the Company has made 
over the past several quarters in terms of fortifying the balance sheet:  
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The balance sheet progress is related to two major events, first, IDW’s transition to positive operating cash flow 
and a recent preferred conversion into common shares. 

 

Risks and Caveats 

While it is our view that IDW is on the cusp of a marked turn of fortune, as with many small companies, there are 
measurable remaining risks to the story.  Here are some of the more obvious.   

We have noted that much of the Company’s turn-around seems to be correlated with CEO and Chairman Michael 
Green’s addition to IDW. We believe he has played a considerable role in their recent success, so conversely, we 
would view his departure as largely negative.  We think that notion likely applies to both Messrs. Lewis and 
Ramsay as well.   

We have suggested that the industry probably lacks significant barriers to entry.  That may be an unenviable 
position for a relatively small player in the space. We think the Company’s focus on the employee benefits space 
may mitigate this issue on some levels, but outside of the relationships and goodwill they are building in the 
benefits space (and perhaps some small advantages related to owning their one back end platform) they really 
possess no particular advantages over most of the players in the industry many of which are considerably larger 
than IDW.  While they appear to be quite competitive in their niche, there is no particular reason that others won’t 
get more aggressive in the benefits space. 

We have argued in the affirmative the advantages we see in IDW’s focus on the employee benefits vertical. On 
the other hand, regardless of the value proposition (as we see it) and the presumed growing threat of identity theft, 
this remains in our view, a “discretionary purchase”.  Our sense is that a slowing economic environment and/or a 
deteriorating employment picture, might be particularly negative, especially in the employee benefits space.   

In our research/analysis endeavors we see considerable deal flow in a variety of industries including technology.  
Clearly, spoofing, hacking, breaching and all of the other technology assaults, are a big problem.  That might be 
a good thing for companies like IDW that are in the business of mitigating those crimes.  On the other hand, 
necessity is the mother of invention.  As long as those problems persist, there will almost certainly be a robust 
effort to find better ways to stop them.  The general view in the identity theft business is that “no one can 
completely stop identity theft”.  That may be true, but that doesn’t mean there aren’t a bundle of folks trying to 
prove that wrong.  The current fix to identity theft, prevent, detect and resolve, is not exactly an “elegant” solution 
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in today’s high tech world. It is entirely possible that technology could come along to disrupt the current identity 
theft status quo.  

We have argued that the balance sheet and by extension IDW’s financial condition is improving, which is true. 
However, that posture is one bad employee benefits campaign away from being not so true.  We think it is fair to 
say that the Company is perhaps guardedly optimistic about the current employee benefits campaign, which will 
carry the calendar 2017 numbers. They will have a much more accurate sense of that shortly, but again, given the 
general environment (the low unemployment rate for instance) and the traction they seem to be getting amongst 
potentially new employers, we think 2017 will reflect markedly positive comps. However, our conclusions 
regarding higher valuations are certainly dependent on growing the business well beyond 2017.  Translation; we 
feel good about the visibility through 2017 but beyond that, success will require a lot of hard work on the part of 
IDW, which they can control, but probably a reasonably positive economic environment as well, which they 
cannot control.  As an extension to that idea, we think the Company may be out if the woods in terms of having 
to dilute the company further.  Succinctly, that is one of the big problems with microcap stocks…guessing how 
many shares will be outstanding before they finally reach sustainable profitability (and the dilution madness can 
stop).  Again, we think they have climbed that hill, but that is not to say that adverse events couldn’t once again 
create working capital issues that force them into less than desirable equity transactions.  

We have provided a projected operating model reflecting our estimates for the coming quarters. Projecting 
operating results for small emerging companies is a difficult and error prone task.  This model will almost certainly 
be inaccurate, and perhaps even measurably so.  We do however think we will get the trend right, setting aside 
some of the other risks we have noted. We generally tend to get the projections closer to actual results the longer 
we stick around (provided the visibility of the Company actually improves as we project).  Again, we will update 
our operating model with subsequent earnings results, but this will be a fluid document going forward.      

Lastly, we are a fundamental analysis shop so the technical nature of the names we follow is not our focus.  We 
are not suggesting that technical don’t matter, they just don’t matter much to us. That said, the stock is quite 
illiquid, and those who require liquidity should heed that variable.  As our name indicates and our mission 
statement attests, we view illiquidity as potential telltale of value.  In our view buying stocks when they are illiquid 
and selling them when they are liquid is optimal, but we submit, it requires patience.  Others on the other hand, 
see illiquidity as an undesirable condition of equity ownership.  As we stand today, IDW shares are clearly illiquid. 
As a side note, contrary to the street’s general disdain for reverse stock splits (which fundamentally we don’t 
understand), we think that would be appropriate here. They may or may not do that in the near/intermediate term, 
but for those who see that as a risk (again we are not in that camp), we would submit that as a possibility.     

These are just some of the more obvious risks associated with ID Watchdog shares.   There are likely a number 
of others.                                   

 

Summary and Conclusion  

We were introduced to this story several years ago, even prior to Michael Greene’s addition.  Over the years, we 
have sat through more than one ID Watchdog presentation, and frankly it never moved us much … until now.     

We have always understood the need. There are very few weeks that go by without some news reference to a data 
breach or other compromise of the world’s technology infrastructure. in fact, becoming a victim seems like a 
certainty for anyone with an internet connection, a smart phone and/or a social media account. We would venture 
to say that the vast majority of us, probably more than those charged with “protecting” us would like to admit, 
have already been victims, and probably more than once.  That being the case, our exposure is more a question of 
the degree to which it impacts us rather than if it ever impacts us at all. Again, we are clear about the need for 
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people to protect themselves from identity fraud.  Inasmuch as that may be true, the fact is there remains a 
considerable portion of the population that does not utilize these services (or utilizes services that may not optimize 
their chance of fully mitigating a negative event) and therein lies the opportunity.  The question is, how do 
providers reach those who are not yet committed to a solution, and, how do incumbents hold on to those who are? 

Unfortunately, after over 30 years evaluating emerging enterprises, we still don’t know as much as we wish we 
did but we do know this, success requires far more than a bona fide opportunity.  We think it is important to note 
that current management is responsible for turning the Company around and they have accomplished that in part 
by recognizing its strengths and its weakness and by acknowledging what it is and what it is not.   

Looking over the competitive landscape, we tend to think that while there may not be vast differences between 
the offerings of many of the competitors, we do think there are some, and we think IDW may be a leader in that 
regard in part because they have been there from the beginning with their own infrastructure.  That edge (their 
ability to add NPI monitoring for example) may provide them a leg up specifically in the employee benefits space, 
which we think could be a big enough “greenfield” to put IDW on the map, and their valuation well in excess of 
the current stock price.  Just to make the point crystal clear, we think having a proprietary platform (which again 
is a feature unique to IDW relative to most of the competition) allows IDW to stay at the forefront of adding 
features and functions to the product that can indeed differentiate them, which may insulate them on some levels 
from the “commodity” pricing pitfalls that may be congruent with the industry. On the other hand, we also think 
the proprietary platform affords them additional opportunities to drive down their costs of providing their services.  
Obviously, neither of those advantages, adding new features and improving the efficiency of the platform, are 
advantages available to those who don’t control their technology infrastructure. By the way, we think this 
advantage may at some point make the company an attractive acquisition candidate even beyond the obvious 
value associated with its expanding book of business. That brings us to another final point that may need a bit 
more color.  

The Company has spent a good deal of time, money and other resources positioning itself in the employee benefits 
space. The goodwill they have accumulated in the process should not be overlooked.  Recognize, they now have 
relationships with a handful of the largest employee benefits brokers in the country. Those relationships are not 
quickly or easily forged, in part because they require the “gate keepers” for these enterprises to first be comfortable 
with the products and services as well as with the purveyors’ abilities to deliver them. It is difficult for small 
undercapitalized companies to get their foot in the door at these large sales organizations, much less be able to 
stick. The experience that employers/employees have with these benefits providers is ultimately a reflection on 
the brokers and their organization. In short we do view these relationships as significant barriers to entry in the 
employee benefits space.  We also think their traction amongst these large brokers may speak to the competitive 
position and overall favorability of IDW’s services.  Put another way, we think the brokers do plenty of due 
diligence before choosing the products and services they are going to represent.  We also believe that these 
relationships are beginning to result in IDW’s exposure to larger employers (1000+ employers) and a much larger 
resulting pool of higher paid employees, who we know are more likely to purchase identity theft services.  
Moreover, as we alluded to above, having their own proprietary platform has enabled them to better develop 
employee benefits related functions such as back office integration, reporting and other vertical specific 
advantages that others may not have and may therefore find difficult to develop and/or add.      

Make no mistake, we submit, the Company faces a variety of challenges most of which are extensions of those 
they have already faced.  That may be the bad news, but then the good news is that they have managed to weather 
many of those to this point and the proof is in the results.  The improvement in the Company’s financial results 
over the past 18 months is undisputable.  We can argue/speculate over their ability to continue that trend, but the 
improvement in the Company’s financial results over the past 18 months is undisputable.   

As we noted, the next 90 days will provide us with great visibility into the Company’s prospects for 2017 and in 
addition general visibility with respect to their (continued) traction the employee benefits space.  Conceptually, 
we think a successful 2017 campaign is paramount in the face, but will also speak volumes to their ability to 
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expand their market share in the employee benefits niche. As we conceded above, while we feel comfortable that 
2017 will measurably exceed 2016, our price target is based largely on performance beyond that horizon.  
However, our target is also based on DCF assumptions about costs of capital (discount rates) that have, in our 
view, improved markedly over the past few quarters as balance sheet liquidity has improved. By the way we would 
view news regarding a conventional refinancing of the investors notes (referenced above) as validation of our 
“lower cost of capital” assumption.  

To summarize, from the 10,000-foot view, we see ID Watchdog as a turnaround situation that has largely flown 
under the street’s radar.  We submit, the “turn around” portion of that statement may lack full validation, but we 
would also suggest that extraordinary opportunities rarely exist in stories where everyone knows everything there 
is to know.  We think the potential risk/reward in the ID Watchdog story at these particular valuations is 
extraordinary.  

We are initiating coverage of ID Watchdog with an allocation of 5 and a 12–24 month price target of $.43 ($USD).  
We will adjust our allocations and our targets as more information about the Company’s progress becomes 
available. We would add, we are using discounts rates in our valuation conclusions well in excess of what we 
think their current cost of capital might be.  In other words, if our assumptions prove reasonably accurate, we 
think intrinsic value 24 months from now could be comfortably in excess of our established target herein.       

   

     

                     

 

 

 

 

 

 

 

 

 

 

 

 



 

 
15 

 

Projected Operating Model 
(Reflected in $USD) 
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General Disclaimer:  

Trickle Research LLC produces and publishes independent research, due diligence and analysis for the benefit of it investor base. 
Our publications are for information purposes only. Readers should review all available information on any company mentioned in 
our reports or updates, including, but not limited to, the company’s annual report, quarterly report, press releases, as well as other 
regulatory filings. Trickle Research is not registered as a securities broker-dealer or an investment advisor either with the U.S. 
Securities and Exchange Commission or with any state securities regulatory authority. Readers should consult with their own 
independent tax, business and financial advisors with respect to any reported company. Trickle Research and/or its officers and 
employees, and/or members of their families may have a long/short positions in the securities mentioned in our research and analysis 
and may make purchases and/or sales for their own account of those securities.  

Trickle Research has not been compensated directly by I.D. Watchdog, Inc. for the publication of this report nor has I.D. Watchdog 
compensated Trickle Research for any other services associated with this research.    

Trickle Research has an exclusive content licensing agreement with SMM.Global whereby SMM.Global pays Trickle Research a fee 
for any Trickle labeled content displayed, hosted or distributed on its site: www.SMM.Global.  Per that agreement, SMM.Global may 
charge issuers to host and distribute Trickle licensed research.  Trickle Research does not accept payment from the subject issuers of 
its research, it may however be paid fees for the exclusive licensing of research by SMM.Global provided SMM.Global chooses to 
distribute Trickle’s publication(s).          

Reproduction of any portion of Trickle Research’s reports, updates or other publications without written permission of Trickle 
Research is prohibited.   

All rights reserved.   

Portions of this publication excerpted from company filings or other sources are noted in italics and referenced throughout the report. 

 

Rating System Overview 

 
There are no letters in the rating system (Buy, Sell Hold), only numbers. The numbers range from 1 to 10, with 1 representing 1 
“investment unit” (for my performance purposes, 1 "investment unit" equals $250) and 10 representing 10 investment units or $2,500.  
Obviously, a rating of 10 would suggest that I favor the stock (at respective/current levels) more than a stock with a rating of 1.  As 
a guideline, here is a suggestion on how to use the allocation system. 

Our belief at Trickle is that the best way to participate in the micro-cap/small cap space is by employing a diversified strategy.  In 
simple terms, that means you are generally best off owning a number of issues rather than just two or three.  To that point, our goal 
is to have at least 20 companies under coverage at any point in time, so let’s use that as a guideline.  Hypothetically, if you think you 
would like to commit $25,000 to buying micro-cap stocks, that would assume an investment of $1000 per stock (using the 
diversification approach we just mentioned, and the 20 stock coverage list we suggested and leaving some room to perhaps add 
another 5 of the names from our profiles).  We generally start initial coverage stocks with an allocation of 4.  Thus, at $1000 invested 
per stock and a typical starting allocation of 4, your “investment unit” would be the same $250 we used in the example above.   Thus, 
if we initiate a stock at a 4, you might consider putting $1000 into the position ($250 * 4).  If we later raise the allocation to 6, you 
might consider adding two additional units or $500 to the position.  If we then reduce the allocation from 6 to 4 you might consider 
selling whatever number of shares you purchased with 2 of the original 4 investment units.   Again, this is just a suggestion as to how 
you might be able to use the allocation system to manage your portfolio.  

 

For those hung up on the tradition of more typical rating systems (Buy, Sell, Hold) we would submit the following guidelines. 

A Trickle rating of 1 thru 3 would best correspond to a "Speculative Buy" although we would caution that a rating in that 
range should not assume that the stock is necessarily riskier than a stock with a higher rating.  It may carry a lower rating 
because the stock is trading closer to a price target we are unwilling to raise at that point.  This by the way applies to all of 
our ratings.  

A Trickle rating of 4 thru 6 might best (although not perfectly) correspond to a standard "Buy" rating.  

A Trickle rating of 7 thru 10 would best correspond to a “Strong Buy" however, ratings at the higher end of that range would 
indicate something that we deem as quite extraordinary..... an "Extreme Buy" if you will.  You will not see a lot of these. 


