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Summary

Stocks that go up 1,400 percent in a year without any fundamental
reason tend to come crashing down.

Wins Finance Holdings is managed by a CEO with a history of destroying
shareholder value.

At a very conservative valuation, WINS has 75 percent downside.

(Source: Thinkorswim)

Wins Finance Holdings (NASDAQ:WINS) has had a fairly good year so far, going up more
than 1,400 percent. Just imagine piling into WINS at $12 and selling at $190 a few weeks
later!

Well, at its current market cap and enterprise value $3.7 billion and $3.6 billion,
respectively, I'm here to tell you to get out now!

Not only is WINS trading at absurd valuation metrics of every kind, the management team
has a track record of shareholder destruction.

When applying the highest comparable book value multiple that the management team of
WINS published in their PowerPoint pitch, downside is 75 percent! When applying the
average multiple used in the PowerPoint pitch, downside is 90 percent!

Comparable valuation as published by WINS' management:
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(Source: SEC filings)

Valuation using the highest book value multiple:

Using the average book value multiple:

A Bit of History

WINS was taken public through a special purpose acquisition vehicle (SPAC) called Sino
Mercury Acquisition Corp. in April of 2015. The valuation of the merger was done at 0.76x
book value, or a $168 million value - 95 percent lower than the company's current
enterprise value.

https://www.sec.gov/Archives/edgar/data/1608269/000121390015003026/f4250415ppt_winsfinance.htm
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The SPAC was headed by a man named Jianming (Jimmy) Hao who became the CEO of
WINS after the merger. Per the company's Form 4 filings, Mr. Hao, along with the rest of
the management team has a large amount of stock options exercisable at $12 per share
in 3 annual installments which began last year. Needless to say, if WINS stays at these
levels, the management team will be seeing some pretty good returns!

If History is an indicator, WINS will end up like Mr. Hao's previous venture, Deyu
Agriculture Corp., a now defunct reverse merger.

Between 2010 and 2013, Mr. Hao served as the CEO of Deyu Agriculture Corp., a
vertically integrated producer, processor, marketer and distributor of organic and other
agricultural products made from corn and grains. Like many companies with Chinese
operations, Deyu went public via a reverse merger with a company called Eco Building
International.

Like many Chinese reverse mergers, Deyu went ker-splat! Below is my attempt at charting
Deyu's stock price through its public filings:

(Source: SEC filings, author estimates)

Further digging illuminated the fact that Deyu was being promoted by a third-party stock
promotion company called Lebed Biz LLC, who was being compensated $20,000 by
another firm called Wall Street Grand for a one month Deyu investor relations contract.
Look at the disclosure below:

https://globenewswire.com/news-release/2010/05/11/420776/191569/en/Eco-Building-International-Inc-Completes-Merger-With-City-Zone-Holdings-Ltd-and-10-80-Million-Private-Placement.html
https://static.seekingalpha.com/uploads/2016/12/8/13137492-14812148983612864_origin.png


So, what does WINS do?

Per the company's 20-F:

[O]ur company is an integrated financing solution provider with operations located
primarily in Jinzhong City, Shanxi Province and Beijing, China. Our goal is to assist
Chinese SMEs, which have limited access to financing, to improve their overall fund-
raising capability and enable them to obtain funding for business development."

The management of WINS believes the opportunity to finance and aid small and medium-
sized businesses in China presents a great growth thesis. According to the management,
the arena of SME financing is a fragmented opportunity…

With over 8,500 guarantee companies, 7,000 micro-lending companies and 1,200
financing leasing companies…Wins will provide a solid platform for future strategic
acquisitions at attractive prices in order to expand our capacity to provide lending
solutions."

So, not only are you investing in a management team that has a history of destroying
shareholder value, you are also investing in a company that will attempt to grow through
inorganic means in a niche where traditional banks aren't willing to operate, given the risks
associated with SMEs!

According to WINS' management, a couple of reasons why traditional banks aren't willing
to lend to SME are as follows:

1. Bank loans usually require borrowers to provide a full set of credit and asset ownership
records, which SMEs generally lack.

2. SMEs usually have limited operating history and credit profiles, are vulnerable to
economic downturns, and have a higher percentage of defaults compared with large,
state-owned companies; it is therefore difficult for banks to justify the risk when lending to
SMEs.

In Conclusion

Selling, or even shorting (if you can find shares to borrow), is simply a no-brainer at WINS'
current valuation.

https://www.sec.gov/Archives/edgar/data/1608269/000121390015003026/f4250415ppt_winsfinance.htm
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Are you really willing to pay 15x book value, 679x net sales, or 307x net income for a
business that operates in a sub-prime section of the financing industry and is being run by
a management team that has a history of destroying shareholder value?
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