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December 7, 2018 Sector: Consumer Discretionary
Thor Industries Inc. : (THO) Industry: Recreational Vehicles
Sam Gerardi Current Price: 60.18

Target Price: 61.44

Thor Industries, Inc. produces and sells a wide range of recreation vehicles. The Company offers
motorhomes, camping, fifth-wheel, and travel trailers. Thor Industries serves customers in the
United States and Canada.

SELL
Current Price: $60.18
Target Price: 68.64
Market Cap: 3,396.0M

Adj. NI margin 5.2%
ROIC: 29.2%

Total Debt: 0

Kd: 5.85%

Credit rating: bbb-
WACC: 10.7%

Thesis: THO isin a contracting sector of the Catalysts:

economy and only shows signs of following the

downward trend. This is not company specific. The e Successfully acquite Erwin Hymer Group
recreational vehicle market has taken a hit in the for2.1 B

past year. At the beginning of 2018, THO was e Marco economic conditions

trading a high of 161.1 and now is at its lowest point
of 55.50. As the economy shows signs of
transitioning into a bearish market, their target
demographic of middle class Americans have less
discretionary income to spend on large invests such
as recreational vehicles.

Invest in organic growth opportunities

Thor Industries Current Position
THO is going all in on expanding their business to incorporate more market share around the globe. The scope
of the business is limited to the North America and with the acquisition of Erwin Hymer Group (EHG), this
has allowed THO to become one of the biggest RV retailers in the world. Erwin Hymer Group is the #1
manufacturer in Europe (based on revenue) with forecasted FY18 sales of $2.9 billion at current exchange rate.
Thor and the shareholders of EHG have entered into a definitive agreement for Thor to acquire EHG for an
enterprise value of approximately €2.1 billion, with the purchase price to be funded with cash and equity. Equity
consideration will consist of approximately 2.3 million shares of Thor. Thor is the #1 manufacturer in North
America with over $8.3 billion in revenue. In 2018 Thor has taken a major hit as far as the stock price. YTD
Thor has dropped 59.05% compared to last year. This is due to underwhelming earnings calls that deflated
consumer confidence in the stock. Looking at their financials position, there are a few red flags that jump out.
Their revenue growth YoY is only at 1.1%. Their gross profit has down from last eyar at a marin of 13.2%
compared to 14% last year. Their EBITDA is following a similar trend. It has gone down from 8.7% to 8.1%.
Their net income margin more or less stagnated at 4.9% compared to 5.2% the year prior. Lastly, due to the
contraction of their business, Thor’s EPS has gone down significantly. Last year the EPS was at $8.12 and it is
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now at $7.23, which represents a -9.8% change. Overall, Thor has been contracting for a full year and it is
reflected in their stock price and a decrease in consumer confidence.

12) GAAP Highlights 13 Earnings 14 Enterprise Value 19 Multiples  16) Per Share  17) Stock Value

In Millions of USD 2015Y 2016 Y 2017 Y 2018 Y Current/LTM 2019 Y Est 2020 Y Est
12 Months Ending 07/31/2015 07/31/2016 07/31/2017 07/31/2018 10/31/2018 07/31/2019 07/31/2020
lal | Market Capitalization 2,927.8 4,017.0 5,539.9 5,003.8 3,259.2

[1! - Cash & Equivalents 183.5 209.9 223.3 275.2 224.9

[1! + Preferred & Other 0.0 . 0.0 . 0.0

[1! + Total Debt . . 151.5

Enterprise Value . ,173.9 5,468.2

Revenue, Ad] 006.8 2.7 7,247.0 8,328.9 3. 8,068.5 8,842.9
Gross Profit, Adj . 26.3 1,043.6 1,164. 1,038. 1,031.6 1,168.5
EBLTDA, Adj 322.0 444.6 655.8 23.9 632. 643.2

Net Income, Adj 02.0 63.8 372.8 429.1 382. 346.9

EPS, Adj

Cash from Operations

Capital Expenditures
Free Cash Flow
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Ownership:

With the recent contraction in THO, there has been significant change in the ownership positions. The
four biggest Geographic owners has decreased. The U.S, Sweden, U.K and Canada has decreased. The
U.S is the most significant because this is where 100% of Thor’s business is located. Looking towards the
top ownership type, hedge fund managers have liquidated 0.03% of their position, which reinforces the
negative sentiment for future growth. Pension funds have also changed their position by 1 basis point,
which shows a lack of faith in the company’s perceived risk.

With an average daily trade volume of 1.4 million, Thor is a fairly liquid stock. The trade volume
typically doubles during the earning calls. This is advantageous to us because it would allow the fund to
easily liquidate its position to get some much needed cash for the fund.

The short interest for THO has gone up in recent days, but is still lower than it was last year. The
short interest is currently at 3 million shares or 6.07% of the float. The short interest ratio is at 3.34 days
to cover and it has had a positive .88 day change.
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Compare Current Stats Against JRV{OPVEEY S
v Insider - Based on Last 6 Months
51) Institutional 12/02/18 C T 52) Insider 12/02/18 Curr  Change

1D % of Shares Held 99.73 100.02 0.2912 2D % of Shares Held 4.54 4.53 |~

12 % of Float Held 104.57 104.86 0.2912 22 % Chg Insider Positions +4.55 +4.33 l=

13) # of Institutions 678 678 .00% 23) # of Insiders 12 12 0.00%|1=

149) # of Buyers 224 228/ +1.79%|2 |24 # of Buyers Opn Mkt 1 1 0.00%|l~

15 # of Sellers 204 206/ +0.98%l2 |29 # of Sellers Opn Mkt 0 1

10) # of New Buyers 82 77 26) # of Shrs Bought Opn Mkt | 505,000 505,000  0.00%l

17) # of Selloffs 107 106 2 27) # of Shrs Sold Opn Mkt 500,000 505,028/ +1.0 ’

18) % Chg in Inst Positions +0.44 +0.33 # |28 Avg Opn Mkt Buy Price 81.09 81.09 0.00/l2
29) Avg Opn Mkt Sell Price 81.08 80.97 1~

- O O

53) Geographic 12/02/18 Curr Change 54) Ownership Type 12/02/18 Curr Change

3D UNITED STATES 75.78 75.74 ~ |41 Investment Advisor 71.48 71.52 +0.042

32 SWEDEN 8.38 3.3 # |4]) Hedge Fund Manager 9.58 9.55 =

33) UNITED KINGDOM 5.73 5.72 # 43) Bank 6.99 7 +0.01l~

34 Unknown 4.33 4.31 #~| |44 Individual 4.33 4.31

35 CANADA 2.44 2.43 /|45 Pension Fund 2.61

36) NORWAY 0.93 0.93 .00~ |46) Foundation 1.89

37 LUXEMBOURG 0.76 0.81 0. ~ |47) Insurance Company 1. 1.01 0.00/l=

38) SWITZERLAND 0.53 ] .00~ |48 Sovereign Wealth Fund . 0.92 0.00/1

39 GERMANY 0.37 0.42 49) Corporation .43 0.43 0.00/l=

2,999,014  Short Interest Ratio 3.34 % Float Currency
149,108 Change in SI Ratio .88 Change in % Float  0.29

Track Annotate Zoom Hij: 57275

M Short Interes

Average Daily Volume 0.898M

Growth potential

With Thor soon being the largest RV manufacturer in the world, it would seem that it would be a given that it
has value. Thor has an emphasis on organic growth, which is one of their main focuses in this coming year. In
their recent earnings call. Thor states that the macro outlook on the industry is positive. With many baby
boomers coming of retirement age, this demographic is an integral part of their business. Another key aspect
of their marketing strategy is trying to attract younger buyer in order to make a life time customer. Their
recent ad campaign, “Go Your Own Way” and “Go RVing”, targets younger first time buyers to the lifestyle
choice of an RV. Thor is also placing an emphasis on continuous investments in new products, features and
floorplans. With short product development cycle enables Thor to introduce new models every year,
reinforcing the consumer trade-in cycle. As far as expansion, recent new and expanded campuses added over
the last two years as allowed Thor is become a major force in the industry. By investing in future campus
expansions underway in Ohio and Idaho, this will allow Thor to reinforce its presence in the market.
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THO
THOR | NDUSTRIES 12 NYSE

Threats

Although Thor’s presentation says that the macro outlook seems positive, over the course of the most recent
year the fluctuation in stock price shows that its assumptions may be flawed. In recent months, the
macroeconomic environment has hinted that we may be facing a impending bear market. This would have a
substantial impact on Thot’s business. Companies within the recreational vehicle industry are subject
to volatility in operating results due to external factors, such as general economic conditions,
credit availability, consumer confidence, employment rates, prevailing interest rates, inflation, other
economic conditions affecting consumer attitudes and disposable consumer income, demographic changes
and political changes. With signs pointing to an economic contraction with things such as interest rate
increases paired with a down turning market, this could have a material impact on their business. Thor’s
product require financing in most instances due to the high price point. If discretionary spending
decreases while credit facilities tightening credit requirement could be a recipe for economic hardship for
Thor.

Competition

The industry in which Thor is engaged is highly competitive. The recreational vehicle industry is
generally characterized by low barriers to entry, which result in numerous existing and potential
recreational vehicle manufacturing competitors. A number of their operating subsidiaries also compete
with each other. Competition is based upon price, design, value, quality and service as well as other
factors. Competitive pressures have, from time to time, resulted in a reduction of Thor’s profit margins
and a reduction in our market share. Sustained increases in these competitive pressures could have a
material adverse effect on their results of operations.

*Before anticipated synergies, purchase accounting adjustments and transaction related expenses THO

THOR | NDUSTRIES 18 NYSE
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Base/Bear/Bull cases

Base case:

Intrinsic Value ly-larget Prnice
Vahation with UFCF 3 5410 % 63.33

Market and Analysts' Meclian Taspet 60.02
EVD--Random Variables Deviation from estimate
Revenue

Operating costs

Capital expendituges

Discount Rate

Number of Monte-Carlo simulation trials (approximately 1 min per 300 trials)—

Intrinsic Value Distribution--Probability (Upside)=2%
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Bear case
Intrinsic Value 1y-Target Price
Vahlation with UFCF 3 4206 § 502

Masket and Analysts’ Median Target $ 60.02
EVD--Random Variables Deviation from estimate

Revenue

Operating costs

Capital expenditures
Discount Rate

Number of Monte-Catlo simulation trials (approximately 1 min per 300 trials)

Intrinsic Value Distribution--Probability (Upside)=2%
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Bull case:
:
Intrinsic Value 1y-Target Price
Valation with UFCF 3 6659 3% 76.89
Alarket and Analysts” Aledian Tuget k3 6002 3% 103.50

EVD--Random Variables Deviation from estimate

Revenue

Operating costs

Capital expenditares
Discount Rate

Number of Monte-Carlo simulati i i Jy 1 min per 300 trials)—

Intrinsic Value Distribution- -Probability (Upside)=1%

Statistics Intrinsic Value Target Value
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Conclusion:

Due to our current position with this company as well as our need for cash in the fund, we are left with
two options. The first and safer option is that we liquidate our position and realize our losses, which are
significant, and use the cash that we get from the sale to reinvest into a different business. Option 2 is we
stretch the time horizon and see if this year was just a hiccup as far as the financials are concerned. Thor
will soon be the largest manufacturer of RVs and can capitalize on the economies of scale associated with
it. We have lost about half of our initial investment, so it may be worthwhile to see if the stock rebounds.
In my opinion, we should follow through with the first option and recoup our losses with a more lucrative
investment.
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Target 1year Return: 7.053

121812018 Probability of Price Increase: 1
: Description Market Dats
;om L-pear Price Vahime Graph e Thear Industries, Inc., through itz subsidiariesp. dezignz, manufactures, and zellz Market Capitalization $3.330.02
mem = |- ac recreational vehicles [Fi%s], and related parts and accessories primarily in the United | Daily volume [mil] 266
Enm = \_,-q-f-ll gl - = . Etates and Canada, Fhares cutztanding [mil) S2.81
140m o - e ;" Diluted shares autztanding (mil] 5287
LA MLN\:""\ boaz = % shares held by institutions 12
5 onm =, ey = General InfFormation % chares held by investments Managers 2%
# soo0 e = Fector Consumer Dizcretionary % shares held by hedge funds Ak
oo 1 H 1 Ty Industry Automobiles % shares held by insiders 4.17%
00 Last Guidancs May &, 2015 Zhart inkerest E.BE%
mo0 Mext earnings date December 6, 2005 Days to cover shart inkerest 000
om oz Market Accamptions 52 week high $161.45
1T YIE 33 I IE AT EE RN EIE 91 10/IE i 12018 Estimated Equity Risk Premium A S0 mack low 6352
EEzlom: ——THD Cemaumer Dixorenaey Effective Tax rate 24% wWalakility 27.66%
Pazt Earning Surprises Market and Credit 3cores Industry and Segment Information
Buarter ending Revenue EBITDA Fecommendation [ETARE) Yalue--2 LTN Revennes by Geographic Segmel LTM Rerennes by Business Segments
0201 12.53% BaR Pt Fccommendation [ETARE] Description--Fell | Morth America--100% Riccreation %ehicles - Towables--72%
W32ms 43R -1.50% Buality Ranking Value--A- -- Recreation Yehicles - Matorized--26%
4i30201s -0.06% 0EB1% Buality Banking Description--Abave Average | -- Other--4%
TE20E 4.25% -22.4E% Short Score--2 -- Intercompany Eliminations---2%
100512018 -TEd% -2L0% Market Fignal Prabability of Default % [Non- | -- -
Mean 257 -3.85% Ratingz]--5.11% Feers
Standard error 1.0% 30N Creditflodel Score [Mon-Ratings)--bbb+ “winnebago Industrics, Inc. KAEE Group AE [publ)
Management Poczition Total Compensations Growtl ZTtock Price Growth During Tenure Polariz Industries Inc. Mewmar Carporation

Orthwein, Peter

Co-Founder & Executive Chairman of the Baar

1.2T% per annum over By 0.52% per annum over Gy

Erunswick Corporation

Jayeo Corporation Pry. Led.

Martin, Robert President, CEQ & Director 16.25% per annum over By | 0.G2% per annum over Gy MMNC Corporation -
Zuhl, Colleen Senior WP & CFO F5.93% per annum over By 0.52% per annum aver By rigane S8, -
dulian, Kenneth Fenior Wice President of Adminiztration & Hur 23.71% per annum over Sy FAX per annum over 5y Porter’s 5 Forces [Scores are perceatiles)
Waelfer, W, Fenior WP, General Counzel & Corporate e 22.63% per annum over By 0.E2% per annum over By
Trinzke, Mark Sice President of Investar Relations
Profitability THO [LTH) THO Historical Peers" Median [LTM)
Rieturn on Capital [GAAP] 221% 23.37% 14.77%
Operating Margin B3 5.55% &.55%
Revenue! Capital [GAARP) 385 4.52 177
ROE [GA4P) 23.2% 2T.8% 21.8% ™ o
et margin 4.3% 60X 52% Comprtition—
Revenue!Book Yalue [GAAR] 4. T245TEES 465 413 LOWEST TIER.
Invested Funds THO [LTH) THO Hiztorical Peers" Median [LTM) ' =
CashéCapital 15.8% 15.6% 63X
N CICapital 15.0% 15,354 23.0%
Operating Assets/Capital flax 44.7% 45.35%
GoodwilliCapital 19.3% 24.7% 211% ’

THO Hiztorical Peers" Median [LTM) Threas of
Tokal Debt!Market Capitalization o o 053 Swubutitutca—
Cost of Debt 5.0% 5.0% 5.0% HICHEST TIER
CGFE Rating [F-zcore, Z-score, and default Probabili A4 —
WACT .95 10.7% G.6N

Yalwation

Forecast Assumptions
Revenue Growth CAGR
Average Dperating Margin
Auerage Met Margin
Growth in Capital CAGR
Growth in Claims CAGR
Auerage Return on Capital
Average Return on Equity
Auerage Cost of Capital
Average Cost of Equity

Explicit Period [12 years])
3%

&%
5%
10%
3%
2%
13%
0%
2%

Intrinsic Value Distribution—Frobability (Upsida)=

Zencitiviry Artdbution Analysic

Opeadng mn

Capital oxp:

Demecrem ¢ Bxde




