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BUY   Price Target: $95.89 

Key Statistics as of 11/17/2016  Catalysts: 

Market Price: 

Industry:  

Market Cap: 

52-Week Range: 

Beta: 

$83.04 

Restaurants, Food, and Drink 

$15.26B 

$81.05-98.90 

0.67 

  Ability to outperform industry financially 

 Acquisition of Bai Brands 

 Future acquisitions and product changes 

Company Description:   

Dr. Pepper Snapple Group, Inc. is a leading manufacturer and distributor of carbonated and non-carbonated soft drinks. 

As of 2015, DPS had a share of 20.8% of the U.S. carbonated soda market. They also manufacture fountain syrup that is 

sold directly to the foodservice industry. Some popular carbonated soft drink brands that DPS owns are: Dr. Pepper, 

Canada Dry, Seven Up, A&W Root Beer, and Sunkist. Non-carbonated soft drinks include the following: Snapple, 

Hawaiian Punch, and Mott’s. Dr. Pepper Snapple was started in the 1980s, built around the existing brand Schweppes. 

They added brands such as Mott’s, Canada Dry and A&W. In 1995 they acquired Dr. Pepper and Seven Up, Inc. 

President/CEO Larry D. Young has been in office since 10/2007 and has multiple years of experience with the company.  
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Thesis 

Dr. Pepper Snapple Group, Inc. is currently 

undervalued. DPS has a low P/E ratio of 18.81. Using 

forward P/E multiples and Capital IQ data, the 

median implied price per share is $126.23. DPS has 

low short interest at around 5.21%. Focusing on 

ownership, the percent change in new buyers 

increased by 6.59% and the percent change in selloffs 

decreased by 5.62%. This shows that more people are 

getting interested in buying the stock and less people 

are interested in selling. DPS has great margins in 

comparison to its competitors. In addition to that, 

DPS has higher sales growth than both of their main 

competitors, Coca-Cola and Pepsico. Dr. Pepper does 

have a lot of debt, but that shows that investors trust 

that Dr. Pepper will be able to pay the debt back. This 

is also shown with S&P’s high rating of BBB+. The 

stock itself has a high average volume of 1,300,398 

shares, so a lot of trading happens involving this 

stock. Additionally, DPS has outperformed analyst 

estimates on each of their last four quarters of 

earnings. Overall, DPS is an undervalued stock with 

high potential to grow and beat out its main 

competitors. I have DPS as a BUY at $83.04 for an 

approximate return of 18%. 

 

 

 

Financials 

DPS is a large company with market cap hovering 

around 15.9B. In comparison to their major 

competitors, Dr. Pepper’s market cap is about one-

tenth of Coca-Cola and Pepsico’s. The average 

volume on DPS is around 1,307,893 shares. This 

shows that the stock is traded often and has a lot of 

interest in investors. 

 

 

Above is the financial layout of Dr. Pepper Snapple 

Group Inc. compared to its competitors. I pulled data 

from Bloomberg comparing DPS to competitors in 

the food and beverage sub-industry. By looking at the 

margins, Dr. Pepper is operating above the industry 

average for most measures of efficiency. DPS has a 

WACC of 5.93%, lower than the industry average of 

7.61%. Their gross margin of 59.35%, profit margin of 

14.29%, and operating margin of 22.20% are all higher 

than the industry averages of 46.81%, 10.98%, and 

17.72% respectively. Additionally, DPS has higher 

EBITDA margin and 3 year average EBITDA margin, 

showing that they have been more efficient in the past 

and are still currently efficient. DPS margins show that 

they’re growth is not only organic, but they are more 

efficient than most competitors. DPS has an ROIC 

margin of 15.90%, higher than the industry average of 

12.66%. However, using our proforma we calculate a 

more standardized and accurate version of ROIC.  

 

ROIC W/O GW 

   History   LFY  

dps 42.7% 38.8  % 

Competitors 22.5% 25% 

 

Above is the ROIC margin without goodwill of DPS 

against its competitors Monster Beverage Co., Coca-

Cola, and Pepsico. Here I noticed that DPS is even 

more profitable than Bloomberg states.  

 

 
 

In order to show how Dr. Pepper Snapple Group is 

growing, I took a look at cash flows for net income. 

At the end of Fiscal Year 2011 DPS had net income 

of $606 Million. As for the last 12 month DPS is 

reporting net income of $867 Million. This about a 

43% increase in 5 years. Also, net income has been 

growing more rapidly in recent years. 

 

 

 



Siena Market Line 
4th week of November 2016 

 3 

 

 

 

 
 

Not only is net income a great foundation of growth 

for DPS, but their sales growth is impressive as well. 

Compared to their three main competitors, they rank 

second in growth at 2.63% year to year. Already 

established companies such as Coca-Cola and Pepsico 

are actually decreasing sales growth as time goes on. 

This is because the world, and the United States 

specifically, are becoming more aware of the health 

hazards that soda creates. If this is so then why is Dr. 

Pepper still growing positively? DPS is becoming 

aware of this trend and are acting on it fast. They are 

becoming a more healthy company by acquiring health 

conscious beverages. 

 

 
Using our proforma in Microsoft Excel, the sensitivity 

attribution analysis shows that revenues affect 69.5% 

of changes in price per share. This is a significant 

amount. DPS has great sales growth and net income 

growth, leading me to believe that the price will 

continue to rise. 

 

Ownership 

As stated before, DPS has high trading volume. 

However only 6.76% of DPS is owned by a hedge 

fund. Additionally, there is not a lot of insider trading 

happening within the company. On the other hand, 

the percent change in number of new institutional 

buyers increased by 6.59%. The percent change in 

number of selloffs decreased by 5.62%. This shows 

that there is interest in this company from institutions, 

and most of the interest is to go long in DPS. Also, 

there is less interest to go short. 

 

 
 

 

Short Interest 

 

 
DPS has a relatively low short interest ratio of 5.21%. 

As of July 2016, DPS had a short interest of 8.96%. 

The large drop in short interest may be explained by 

Dr. Pepper’s ability to identify customer’s needs and 

react on them. Dr. Pepper is furiously trying to adapt 

to the new health standards of citizens and make their 

company more appealing to those types of citizens.   

 

 

Debt/Acquisitions 

 

Dr. Pepper Snapple Group has a debt to equity ratio 

of 1.56. This may seem high, but being in the beverage 

industry requires a lot of debt. Pepsico has a debt to 

equity ratio of 2.79 and Coca-Cola has a debt to equity 
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ratio of 1.8. Ultimately, DPS has a lower debt to 

equity ratio than two of the most developed 

companies in its industry. However, the fact that DPS 

is able to take on so much debt means that investors 

trust that they will not default. This can be shown 

through DPS’s debt rating of BBB+ by Standard & 

Poor’s.  

 

 
 

One event that is necessary to point out is that on 

November 8th, Coca-Cola, Pepsico, and Dr. Pepper’s 

share price plummeted. This was because on 

November 8th three bay area cities, San Francisco, 

Oakland, and Albany became the first in the country 

to levy a tax on sodas and other sugary drinks in an 

effort to reduce country-wide diabetes and obesity. 

This may seem like a downside of the stock, but Dr. 

Pepper is doing all it can to prevent this tax from 

effecting itself as much as competitors. This tax levy 

will not have that big of an effect on DPS since 11% 

of its revenues come from outside the United States. 

That being said, they still have plenty of room to 

expand internationally to further avoid these taxes.  

 

On November 22nd, 2016, Dr. Pepper Snapple Group 

acquired Bai Brands for $1.7 Billion. Bai Brands s one 

of the fastest growing flavored water companies in the 

U.S. and its sales are growing. In 2015 Bai Brands had 

$120 Million in sales and this year its on pace for $300 

Million. At the same time, soda sales have been 

plummeting. DPS could not have made a smarter 

move in order to gain a competitive advantage against 

Coca-Cola and Pepsico. 

 

 

 

 

Conclusion 

Overall, Dr. Pepper Snapple Group Inc. is a company 

that has a lot of room for growth. DPS has the ability to 

take on a lot of debt while still operating at efficient 

margins of operation. Their financials show that they are 

organically growing and have great growth in net income 

and sales. Their most recent acquisition of Bai Brands 

shows us that DPS is ready to satisfy the new philosophy 

of customers, which is to start drinking healthier. I 

believe this DPS is a BUY because they are the only 

company in the industry to act as fast as they are in an 

effort to appeal to the most customers.
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