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Key Statistics as of 4/29/2016

Thesis Points:

Market Price:
Industry:
Market Cap:
52-Week Range:
Beta:



Uber continues to rapidly take market share



Company could go bankrupt as soon as 2018



Free cash flow shows company is destroying value

$9.00
Road and Rail
$3.8B
$6.9-21.31
1.89

Company Description:
Hertz Global Holdings, Inc. is a holding company that operates car, truck and equipment rental centers through its
subsidiaries in the United States and internationally. In addition to car rental and equipment rental businesses, Hertz
provides fleet leasing and management services.
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Thesis
Hertz Global Holdings, Inc is a sell. It is currently
trading at 5.6X Ebitda with downside potential of
50%. Hertz is in a dying industry as Uber continues to
steal market share. People simply do not rent cars
anymore as a paradigm shift has occurred within the
industry. Unfortunately, Hertz is also highly leveraged
with the majority of their long term payments being
due by 2018. It will be very difficult for Hertz to come
up with the appropriate cash to make these payments
with the current status of their financials. With nearly
negative $9B in free cash flow this past year, the story
Hertz is telling shows a quickly declining business
structure. The assets also contains significant flaws as
this analysis will show.

Industry Outlook
Car rental sales are declining within the industry. This
is largely due to the high price sensitivity of consumers.
Rental car transactions have fallen 15 percentage points
over the last 2 years with Uber recently taking the
majority of the market share at the end of 2015 as this
graph shows:

This study was conducted by surveying American
business travelers. Uber and Lyft now have 43% of the
market share with rental companies declining to 40%.
Taxis have obviously taken the biggest hit. Avid Budget
group another car rental company also took a sharp
decline with shares going down nearly 50% last year.
The biggest issue for these rental companies is that
Uber and Lyft are still new and growing. Uber plans to
expand globally and take over the market even more.
This will pose a significant problem for Hertz as almost
25% of Hertz business is in foreign markets. The first
large expansion will occur in China. Hertz has
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operations in big cities such as Shanghai and Beijing.
This could pose further issues for Hertz.
People simply do not see the convenience in renting
cars anymore. It is cheaper and easier to use Uber and
Lyft. One can just use the Uber application to order the
ride and be picked up within 5-10 minutes. The prices
are also cheaper overall. The average price of a car
rental is about $40 per day while Uber rides average
$15. Short rides make more sense to take an Uber. And
with the high price elasticities of the consumers in this
industry it is worth it for people to simply take a bus or
Amtrak for the longer trips.

Debt Obligations vs. Working Capital
Hertz currently has $16B of debt with only $486M in
cash. The majority of debt payments will come within
the next few years as well. By the end of 2017, Hertz
will have to pay $4B in US fleet notes as shown below:

A large part of the debt is supposed to be repaid this
November as well. Amounting to $1.7B. This will likely
begin to cripple Hertz. Over the next few years more
debt payments will come up:

The interest rates on these notes range from 3.26% to
7%. The note due in 2018 is another $2B payment that
will be extremely difficult for Hertz to pay for without
becoming even more leveraged. The future notes will
begin to contain even higher interest rates. The working
capital is also negative as shown below:
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Conclusion

They have not had positive working capital in nearly six
years. This suggests that they will struggle to pay off
short term obligations more as in the future as the debt
payments previously discussed come into the picture.

I recommend an immediate sell on Hertz. The current
industry is fundamentally flawed and shows little signs
of recovery without taking significantly lower margins.
Uber is taking over the market and their expansion to
China will most likely decrease the share of Hertz
further. Not only is the industry going down, the capital
structure is very bad. Hertz is highly leveraged and will
have to pay a large chunk of their long term debt in
2018. If Hertz cannot come up with the capital,
bankruptcy is imminent. Consistent negative free cash
flows of $9B show that the sustainability of Hertz is
very low.

The negative working capital and high amount of
leverage show that there will be a considerable change
in the possibility of bankruptcy within the next few
years.

Financials
The financials for Hertz are sketchy. The reason I say
this is because of the assets on the balance sheet. Of
the 23B of assets, over 80% of these assets are
noncurrent. Intangible assets amount to $5.2B alone.
Property plant and equipment result in the other
$14.3B. PPE is most likely misstated due to the high
amounts of depreciation and accounting tricks that are
associated with it.
Hertz has also struggled to create cash over the past
year as their cash conversion cycle suggests: It
currently takes them almost 9 days to complete the
cycle. This is the highest the number has been since
2009. Free cash flow is also highly important to bring
up. Their capital expenditures are increasing much
faster than the company is able to collect on cash
from operations. The majority of the cash from
operations is also from depreciation which suggests
that Hertz is performing even worse than they state.
$3B of the $3.3B is from depreciation and
amortization. The free cash flow is the lowest that it
has been for Hertz since 2005. The current free cash
flow is -$9B. This shows that the company is not
sustainable in the long run if they continue to perform
this way. They are not seeing a return of investment.
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