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  Commitment to increasing shareholder value 

 International expansion, specifically in Mexico 

and Latin America will increase sales and stock 

value 

 Expansion into new industry through 

BodyArmor equity purchase will drive future 

growth 

Company Description:   

Dr. Pepper Snapple Group, Inc. is a leading integrated brand owner, manufacturer, and distributer of non-

alcoholic beverage in the United States, Canada, and Mexico. DPS offers a diverse product offering, including 

carbonated soft drinks (CSDs) and non-carbonated beverages (NCBs). They have over 35 brands sold in the US, 

with another dozen or so additional brands in Mexico and Canada. These products include teas, juices, sodas, 

water, and mixers. Their Brand portfolio includes popular CSD brands such as Dr. Pepper, Sunkist, 7UP, A&W, 

Canada Dry, Crush, Penafiel, and Schweppes, as well as NCB brands such as Snapple, Mott’s, Hawaiian Punch, 

and many more.  
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Thesis 

Dr. Pepper Snapple Group has positioned itself to 

gain market share in a competitive industry. Its 

expansion to Mexico and Latin America, both 

rapidly growing markets, will increase sales and 

stock value. Additionally, DPS’s equity purchase of 

BodyArmor, a rapid growth sports drink company, 

will help drive future growth. DPS has also 

demonstrated a commitment to increasing 

shareholder value, both through stock repurchases 

and growing dividend payouts. DPS is a low-risk 

investment that can be counted on for consistent 

growth and returns. It is currently undervalued, and 

is a recommended a buy with a target price of 

$99.74. This, when coupled with the dividend 

payout is a one-year return of around 15%. 

 

Industry Outlook 

The Beverage Industry as a whole has been 

relatively unaffected by the recent market 

downturn, oil uncertainty, and global 

macroeconomic risk. It has managed to successfully 

avoid the turmoil caused by the Chinese economic 

downturn and plummeting oil prices. This is 

because it is a slow changing industry, and 

regardless of what happens in the world, consumers 

in North America are not going to stop drinking 

soft drinks. While it is unlikely that DPS stock price 

is going to rise as quickly as some tech company, it 

is also unlikely to lose a lot of value either.  

 

Competitors 

 It is no surprise that Dr. Pepper Snapple Group’s 

main competitors are Coca-Cola and Pepsi. 

However, these two companies are significantly 

larger than DPS; Coca-Cola has a market cap of 

$172 billion, and PepsiCo’s market cap is $136 

billion. DPS market cap is tiny by comparison—at 

$16 billion, it is less than 1/10 the size of Coke. 

Despite being direct competitors, DPS partners 

with Coke and Pepsi. In 2010, they licensed certain 

brands to PepsiCo. And Coca-Cola and executed 

agreements in which the two companies began 

offering Dr. Pepper and Diet Dr. Pepper in 

fountain accounts and their Freestyle Fountain 

program. The agreements have an initial periods of 

20 years w/ automatic 20-year renewal. These 

partnerships are mutually beneficial for the 

companies involved, as Coca-Cola and Pepsi get to 

expand their product offering and Dr. Pepper 

realizes increased sales, and exposure, both 

domestically and abroad.  

 

Foreign Expansion 

 Unlike its larger rivals, DPS does not have global 

presence. It operates in the US, Canada, Mexico, 

and the Caribbean. This puts DPS in a position to 

continue long-term growth in the future, while 

Coke and Pepsi struggle and remain stagnant. Dr. 

Pepper Snapple’s current international revenue 

accounts for only around 15% of its total revenue. 

This, however, will grow significantly in coming 

years. 
 

DPS is experiencing rapid growth in Mexico and 

Latin America. Mexico is the world’s largest 

consumer of carbonated beverages, making it one 

of DPS’s greatest drivers for growth. Last year’s 

sales volume grew by 6% in Mexico and the 

Caribbean, reassuring strong growth in 2016 and in 

the future.  Additionally, they were able to increase 

their Mexican product prices by 9%, increasing their 

net sales and overall profitability. With the Chinese 

economic downturn, it is refreshing to see 

diversification and expansion in Latin American 

markets rather than Asian markets.  
 

Additionally, DPS bought back Snapple Asian 

Pacific rights in 2013 and signed a Western 

Europe license agreement in 2015. Both of these 

markets will become revenue growth drivers in the 

future 

 

Shareholder Value 

Dr. Pepper Snapple Group returns significant cash 

to shareholders through a combination of share 

repurchases and the issuance of dividends. Since the 

company’s spin off in 2008, it has reduced share 

count 3.8% per year through common stock 

repurchases. In December of 2010, their Board 

authorized the repurchase of up to $2 billion of 

their common stock outstanding. By the end of 

2012, they had exhausted this authorization. On 
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November 17, 2011, the Board authorized an 

additional $1 stock repurchase, which was 

completed during 2015. Lastly, on February 5, 2015, 

the Board once again authorized the repurchase of 

an additional $1 billion. As of December 31, 2015, 

they had repurchased approximately 6.5 million 

shares, valued at approximately $521 million. This 

repurchasing of shares will allow DPS to pay out 

higher dividends to shareholder’s without 

increasing the net amount they are spending on 

dividends (as there are fewer shareholders). 

Therefore, as stock repurchases continue, DPS 

holders can expect consistent and even growing 

dividend payouts.  

 

 

DPS’s quarterly dividend has more than tripled 

since 2010. It currently offers a dividend yield of 

2.3% and a ratio of 48%. These large dividends 

paired with significant share repurchases mean that 

DPS returns nearly all of its earnings to its 

shareholders. 

Investors in DPS can continue to expect high 

returns from DPS in the future, with expected EPS 

growth between 7% to 11% per year and a divident 

yield of 2.31%, shareholder can expect total returns 

betwene 9.31% and 13.31% per year.  

 

Financials 

Dr. Pepper Snapple’s 2015 earnings showed 

promising results; DPS managed to maintain 

constant growth of net sales, which were up 3% in 

2015. Income from operations grew 9% to 

$1,312M, and it continued to grow dividends up to 

2.3%. Additionally, both revenue and earnings per 

share exceeded expectations.  DPS ended 2015 with 

EPS of $4, an 11% increase from last year ($3.59).  
 

DPS has a P/E ratio of 23.17, which is high in 

comparison to other industries, but the lowest when 

compared to peers in its industry. When Dr. Pepper 

Snapple’s P/E is compared to that of its 

competition, it shows undervaluation that could be 

capitalized on  

 DPS MNST KO PEP  Industry 

P/E 23.17 44.34 26.21 26.79 23.96 

 

Not only does DPS have low P/E relative to its 

peers, but it is expected to continue to fall, giving 

investors a strong buying opportunity.   

 

Dr. Pepper Snapple Group has a return on invested 

capital of 18.02%, well above its weighted average 

cost of capital of 6.98%. Its ROIC/WACC is 2.58, 

demonstrating long term value creation. DPS’s 

ROIC has risen steadily since 2009, and will 

continue to do so.  

 

BodyArmor 

 Dec09 Dec10 Dec11 Dec12 Dec13 Dec14 Dec15 

ROIC 11.73 13.03 15.75 15.63 25.54 16.53 18.02 

 In August of 2015, Dr. Pepper bought an 11.7% 

equity stake in BodyArmor for $20 million. 

BodyArmor is an upcoming growth brand in sports 

drink market. Sports Drinks make up an over $6.3 

billion industry, and although BodyArmor faces 

steep competition in a relatively saturated industry 

with Gatorade and Powerade, it has managed to 

nearly double sales in the last year. Prior to DPS 
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equity purchase, BodyArmor was in 20 states, 

mainly in convenience stores. It had a two year goal 

of being in all 50 states, and a five year goal of $100 

in sales. In 2014, BodyArmor did $30M in sales, 

over $50M in 2015, and is on track to do $100M in 

2016—making it well ahead of its five year plan. 

Currently, BodyArmor can be found in 40 states 

and 25,000 stores, due in large part to its access to 

DPS large distribution network.  
 

 Despite being in a very competitive and saturated 

industry, BodyArmor differentiates itself by 

offering a superior product with electrolytes, 

coconut water, and vitamins. It has no artificial 

colors or flavors and has 2.5 times the electrolytes 

found in other sports drinks.  

 

 DPS purchase of BodyArmor equity provides 

diversification away from their CSD products into 

a very attractive growth industry. While carbonated 

soft drink sales are declining across the country, 

non-carbonated beverage sales are growing at 

double the rate of carbonated—2% vs 4% for DPS. 

 Adding BodyArmor continues DPS diversification 

away from CSDs into a hot growth market. While 

CSDs are a low growth product, the sports drink 

market continues to grow. From 2009 to 2014, the 

market grew at an avg. 0f 3.8% per year, and 

BodyArmor grew 180% in 2014—well ahead of 

market. This is why this deal is so important to Dr. 

Pepper—BodyArmor has the potential to gain 

market share and reach $1B in sales. A company 

doing $100M in sales in 2016 isn’t a huge deal to a 

company as large as DPS, but a company doing $1B 

annually in five years is. The growth potential for 

BodyArmor is huge, and will be a large value creator 

for DPS as it continues to grow in the coming years. 

 

Conclusion 

Dr. Pepper Snapple Group has been steadily 

beating analyst estimates; it beat estimates in all four 

quarters of 2015 and I expect it to continue to in 

the coming quarters. Its commitment to increasing 

shareholder value coupled with strong financials, 

international expansion, and the purchase of 

BodyArmor equity, position DPS for future growth 

and value creation. With a current price of $90.35 

and a 1 year target of $99.74, DPS offers a modest, 

yet reliable 12.45% return. Add the 2.3% dividend 

yield and investors can expect a total return of 

nearly 15%. While this is not astronomical, it offers 

investors a safe, yet reliable return, making it a BUY. 
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