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Elevator pitch: 

A growing Israeli Nano-cap operating in a “hated industry”, trading at a Multiple P/E of 6; 

a strong catalyst is expected in the coming year – access to low interest financing for 

their business - which will lower their costs and turn the valuation to a P/E of 4.5.   

 

Executive summary: 

• Israeli Nano-cap with a market cap of 15.5 million USD that became public by a 

reverse merger in October 2015 

• Operating in a “hated industry” - Shoham offers check discounting financial 

services for businesses and is located in and focused on northern Israel 

• Benefitting from a macro tailwind - Israel’s non-banking alternative financial 

services are growing, up 23% in 2016/2017 

• Strong insider ownership - Founder Eli Nidam serves as Chairman of the 

Board and owns 49% of the company 

• Strong seasoned management – Prior to CEO Eli Cohen’s appointment in 

September 2016, he was an executive at Bank HaPoalim, 1 of Israel’s 2 largest 

banks, and he was the manager of Poalim’s northern Israel business center 

• Cheap valuation - Although displaying top revenue growth of 76% and a 

staggering earnings growth of 388% in the last quarterly report, Shoham trades 

at a single digit PE 

• Inflection point and catalyst in the horizon - We believe Shoham will likely 

gain access to lower cost financing via a bank loan of bond issuance this coming 

year, reducing its internal finance costs from 8%-10% to 4%-5%. The savings will 

strongly affect Shoham’s profitability and it would trade at a P/E of 4.5 

 

*Israel’s currency is the New Israeli Shekel (NIS) ₪. 1 USD = 3.67 NIS as of August 2, 2018 
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Business Environment 

In Israel, check discounting is a widely used form of financing. It is estimated that banks 

provide 80% of the check discounting and the remaining 20% is distributed within the 

fragmented alternative banking finance industry. Currently, the industry is estimated to 

produce 120 billion NIS of economic activity including 30 billion NIS of loans. Over 570 

different companies make up this industry, among them 7 public companies.  

 

Check discounting is regulated, and all players operate with a license and oversight by 

the Israeli Ministry of Finance. Despite this, check discounting has an extremely poor 

reputation. It is perceived as corelated to financial practices such as loan sharking, and 

it is considered connected to underworld crime organizations and elements. 

 

Alternative financing pioneers - In 2011, The Nawi Brothers became the first 

alternative financing company that chose to become a public company, by reverse 

merger. The company then gained access to public market financing in the form of bond 

issuance, which in turn lowered its internal financing costs and improved its profitability. 

The Nawi Brothers further gained legitimacy and press simply by being a public 

company. The positive perception further helped to create a virtuous cycle that 

improved the company’s performance and developed public market awareness for the 

entire industry.  

Today there are seven public check discounting companies trading on the Tel Aviv 

Stock Exchange, and we believe more will join. The driver of this process is the 

commercial advantage for such a company: access to lower cost financing and public 

legitimacy. We also believe that a wave of industry consolidation has already begun, 

and a decade from now, it will be much less fragmented. 
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Business check discounting- The service Shoham provides 

 

Several industries in Israel rely on supplier credit, especially the construction industry, 

Shoham’s core market.  

Here is a scenario of a transaction with a typical customer, a small/medium size 

company:  

Company A (the customer) provided a service to Company B and received a check for 

that service. Company A needs that cash and liquidity now to continue and operate, but 

the check is only cashable in a distant 45 days.  

Company A reaches out to Shoham, who conducts a financial review of Company B 

and Company A using internal sources and external data bases. If no red flags appear, 

the check will be signed over to Shoham as the payee, and Shoham provides Company 

A with funds against the check. 

Since the check will only clear in 45 days, Shoham bears the risk that the check will 

bounce, so Shoham takes some money from Company A’s check, discounting it. The 

discount represents interest and risk per the specific transaction if Company’s B check 

would not clear. Shoham also bills Company A a deal commission. Interest usually is in 

the range of 1%-3% for those 45 days depending on the profiles of companies A and B 

(maximum interest allowed by Israeli law is 30% annually). 

We believe customers seek this form of financing for the following reasons: 

 Inefficiency and bureaucracy in the Israeli banking system - in some cases, a 

customer can receive financing the same day from Shoham while a bank’s 

process generally takes far longer and requires more and daunting paperwork 

 Although 2% interest for a period of 45 days is relatively expensive (more than 

17% annually), in absolute terms, it is a small amount of money for the 

customers 

 Many companies don’t really have a choice - if they cannot stay solvent and need 

liquidity, they must deal either with the banking system or alternative financing  
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Legal landscape 

We additionally believe that check discounting’s popularity is a reaction to an 
intimidating Israeli law: if a check does not clear, the company or person who is the 
“rightful holder” of a check can turn directly to Israel’s Law Enforcement and Collection 
System Authority to collect the debt without going through the courts. This gives a 
significant advantage to the debt owners, and more than that, once a debt is processed 
for collection by the Authority, it incurs a high interest rate and fees. 

The power concentrated at the Authority sparks heated debate in Israel as being unfair: 
The Authority has the ability to repossess property and debtors have little protection for 
the debt owners. Thus, business managers (and regular civilians) keenly try to avoid 
encounters with the Authority as debtors.  

 

Company and management background 

The company became public in a reversed merger in 2015. 

The founder, Eli Nidam, is a businessman in the construction industry, as well as in the 

check discounting industry, in northern Israel. In June 2016, Shoham decided to 

allocate all check discounting activity to the public shell. 

 

Eli serves as Chairman of the Board and owns 49% of the company (Valued at ~28 

million NIS at current price levels). Last year his salary (employer cost to Shoham) was 

874,000 NIS, and the ratio between his ownership to salary is 32 to 1. We do not know 

the extent of his private business’ size and personal wealth, but it is believed that his 

stake in Shoham is a large part in his personal capital, if not the bulk of his capital. 

Based on those facts, we believe his interests are aligned with small stake holders.  

CEO Eli Cohen is a former banker, having spent most of his career at Bank HaPoalim, 

one of Israel’s largest banks. His former roles include managing Poalim’s Haifa 

business activity and managing Israel’s entire northern region business activity. We 

believe he strengthens Shoham’s regional niche dominance.  

We find both Eli and Eli to be capable and driven operators. 
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Shoham’s office is in Zikhron Yaakov, close to Haifa, the major northern metropolitan 

area. To the best of our knowledge, competing public companies in the industry do not 

have offices or branches in northern Israel, so Shoham benefits from a regional niche. 

Furthermore, after speaking to industry leaders, we believe that a large part of 

Shoham’s business is built around local and regional relationships and networking. An 

interesting anecdote supports this. When we asked management why Shoham does not 

have a website or advertise, something highly unusual we observed, we were told that 

all clients either know them or come to them from word of mouth. (Shoham has since 

built a website but it has yet to be launched).  

We were also told that an immediate and medium-term goal is achieving access to 

lower interest rate financing, either via a bond issuance or via replacing current high 

cost financing with a lower cost bank credit facility.  

Important note: Shoham only works with business check discounting and does not offer 

services to individuals. 
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Selected financial data 

We have only a short and limited public financial history, so the following table 

summarizes the last 5 quarters of operations: 

 

Key takeaways: 

 Strong top line growth- Q12017/Q12018 = 76%; Q12017/Q42018 = 13% 

 Bottom line growth- Q12017/Q12018 = 388%; Q12017/Q42018 = -1% (due to 

higher financial costs and higher bad debt expense) 

 Shoham should earn 8-10 million NIS this year assuming very limited or no 

growth 
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Valuation 

At its current earnings rate, Shoham should earn 9 million NIS this year. 
It has been borrowing credit and paying a high interest rate of roughly 9% annually. Last 
quarter, total debt was 99 million NIS. Once better finance is secured, we believe 
Shoham’s finance cost should drop to 4.5% or below. All saved interest payments 
should drop directly to the bottom line.  

The theoretical result can be seen in the following table:  

 

 

We believe that with lower cost financing, Shoham’s no growth scenario implies an 
annual earnings power of 12.5 million NIS. That is a 4.5 P/E to current market cap. If we 
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apply a multiplier of 8 or 9, a more reasonable multiplier, then the value of each share is 
3.2 NIS, representing a 72% margin of safety to current price. 

This scenario completely overlooks future growth prospects and free options for future 
business development, however, such as the potential creation of a partnership with a 
local financial institution. Once Shoham matures and gains legitimacy, such 
opportunities could be created offering an even more positive investment picture. 

 

Key risks 

 The Nano cap has a limited pubic history 
 The business is cyclical and should underperform if the Israeli economy falls into 

a recession 
 Foreign investors have a forex risk with exposure to the NIS 
 Key personnel risk- Shoham is dependent on its chairman, Eli Nidam, as the 

main driving force behind the company 
 Increased competition and a price war within the industry are potential scenarios  
 Shoham is a financial company, so by investing in Shoham, we are basically 

saying that we trust management and their underwriting process 
 Dilution risk- there are out of money options and warrants at a strike of 4 NIS that 

represent a 20% dilution risk 

Conclusion 

Trading at a P/E multiple of 6, Shoham is cheap relative to its current earnings power 

and very cheap relative to earnings power in a no growth + lower costs financing 

scenario. If future growth continues at its current pace and Shoham accesses lower cost 

financing, the company could be a multibagger.  




