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While A-Mark is the sort of unique, nichey, underfollowed business that I might be interested in owning at 

the right price, for me, it’s completely unbuyable due to the extreme governance risk that prospective outside 

passive minority shareholders are subjected to.  Management and insiders collectively own enough of the 

company to functionally control it.  While I usually like to see this, the compensation structure suggests that 

they prioritize their own interests’ over those of outside shareholders. 

To start with, the company has a hedge-fund like comp structure, wherein a varying percentage of pre-tax 

profits are assigned to the management team.  On top of solid base salaries relative to the size of the business, 

here is the discussion of incentive comp on page 12 of the recent proxy: 

 

There are a lot of things to dislike there, but perhaps none more than “the Committee could award 

discretionary bonus amounts in excess of the amounts determined under the above formula.”   

Here’s the deal: I view it as disingenuous for the company to state that: 

“we view pre-tax profit as a key financial metric for purposes of our business planning, and one that does not distort the incentives 

to management or promote undue risk and that substantially reflects the quality of the execution of our business plan by our 

management team.”   

I disagree with both components of that.  Let’s start with “reflects the quality of the execution of our 

business plan.”  I don’t view that as true.  Obviously management has some influence over the course of the 

business, but as the 10-K itself states, “a primary driver of A-Mark’s profitability is volatility in commodities 

prices.”  Q1 and Q2 exemplify this - “quality of execution” obviously wasn’t so vastly different as to drive a 
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massive gain in y/y profit in one period and a significant decline in the next.  My view is that management is 

thus being compensated for end-market volatility that is completely outside their control.  This is not pay-for-

performance.  It’s giving management a free call option on volatility.   

Second: for financial businesses, using profit as the only incentive measure does promote undue risk.  You 

only need a passing understanding of the financial crisis to understand that exactly this type of compensation 

was what led to much of the bad behavior and extreme risk-taking behavior.  While A-Mark’s loans are 

generally short-term in nature and thus there’s not a lot of risk of problems cropping up in future periods like 

there was with mortgages, this might not be the case as the company expands into other financing areas with 

different risk profiles.  Offsetting this, of course, the fact that insiders own most of the company hopefully 

mitigates the incentive to make overly risky loans.  

Third: as if the above-discussed compensation package was not already generous enough, the new 

employment agreement with CEO Greg Roberts includes a grant of 300,000 options, vs. just under 7 million 

basic shares outstanding as of earlier that month.  These have a ten year term, vest over four years, and the 

highest exercise price tranche is merely $25.50 - basically 30% upside over the grant-date value of the stock - 

hardly a high hurdle for TSR over ten years.  This employment agreement expires in four years and it doesn’t 

seem like much of a stretch to assume the next re-up will include a similarly generous option package.  So on 

top of all the direct compensation mentioned above, the CEO also appears to get 1% of the company per 

year for just hanging around.  Given the level of his ownership, you can’t seriously argue that retention is a 

risk and he would go elsewhere if not paid. ////// 
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