
 
    

 

 
Company Description:  
Callaway Golf Company designs, develops, and 
markets golf clubs, balls, and golf accessories. The 
company manufactures titanium drivers, fairway 
woods, irons, wedges and putters. Callaway is a leader 
in advanced golf technology both domestically and 
internationally.  
 

 

             BUY 
                 Current Price:  $14.51 
                 Target Price:  $16.65 
                 Market Cap:  1.37B 
                 Average Volume:                1.137M 
                 Beta:   1.12 
                 ROIC:                                11.1% 
                 D/E Ratio:                         0.01 
 

 
 

 
 
Thesis: 
Callaway Golf Company will continue to capitalize 
on taking market share across the club and ball 
segments, the growing golf industry, and successful 
M&A that the company has demonstrated in the 
recent future. Callaway will continue its reduction of 
cost and increase margins across the board. 
Callaway will do this while maintaining and 
expanding their exposure on tour with some of the 
best and brightest young stars in golf. This will drive 
up the stock price in both the short and long term.  

 
 
Catalysts:  

 Short Term(within the year): Increased 
earnings vs favorable comps for Q3, EPIC 
line’s success 

 Mid Term(1-2 years): Aggressively taking 
market share across the business, Travis 
Matthew Acquisition  

 Long Term(3+): Continuing good 
judgment in M&A, Golf’s increasing 
popularity 
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Industry Performance and Outlook: 
The golf industry has undergone pressure in recent years with the bankruptcy of a major retailer in GolfSmith 

however, this market correction and consolidation has left Callaway in a position of strength within the market. 

This has led to an increase in average selling prices within the retail portion industry, which will help increase 

overall margins and lead to less unplanned marketing needs. This correction was necessary within the golf 

industry as it weeded out some of the weaker industry competition. The European golf market overall has had 

a strong year, the European market accounts for 14% of Callaway’s total sales. The United States golf market 

(51% of sales) is showing stability after the aforementioned market correction. Golf as a whole is becoming 

more popular with new participants coming to the market in record numbers with 2.5 million new entrants in 

2016 in just the United States alone. Along with the new 

entrants, there will be an increase in retirees coming into 

the market due to the fact that members of Generation 

X (1961-81) will begin to exit the workforce. This will 

mean many of these individuals will either be golfing for 

the first time or golfing much more regularly, which 

would lead to an increase in demand for Callaway 

Products.  

 

 
 

 

Business Description: 
Callaway Golf operates both domestically and internationally as a premier designer, developer and manufacturer 

of golf clubs, balls, and accessories. Callaway operates in five main areas around the world: United States (51%), 

Japan (20%), Europe (14%), Rest of Asia (8%), and Rest of World (7%). In Callaway’s last quarterly earnings 

report, CEO Oliver “Chip” Brewer announced that Callaway has changed from two segments (clubs and balls) 

to three segments. These three segments are golf clubs, golf balls, and gear accessories and other.  

Golf Clubs: The golf club segment is what makes up the majority of Callaway net sales at 64.5%. The golf club 

segment consists  of Callaway Golf woods,  hybrids, irons and wedges, Odyssey putters, packaged sets, and 

sales of pre-owned golf clubs. 

Golf Balls: The golf ball segment makes up 16% of net 

Sales for Callaway and is one of the most promising areas 

within the company. This segment consists of Callaway 

Golf balls and Strata balls, which are designed, 

manufactured and sold by the company. 

Gear, Accessories, and Other: This is the new segment for Callaway, after making the acquisitions of OGIO 

and Travis Matthew, along with a joint venture in Japan; they decided to make a new segment. This segment 

formally consists golf apparel and footwear, golf bags, golf gloves, travel gear, headwear and other golf-related 

accessories. This segment makes up 19.5% of Callaway’s net sales. There is a lot of opportunity for growth in this 

segment with the acquisitions OGIO and Travis Matthew.  



 
    

 

 

PGA Tour: 

Any major golf brand needs PGA Tour exposure, what better promotes a brand than having the best players 

in the world use your product? Callaway has some of the most recognizable stars in golf with Phil Mickelson, 

Jim Furyk, and Tom Watson. Callaway also has some of the brightest young players in the game in Daniel Berger, 

Patrick Reed, and Callaway recently signed the number one amateur in the world, Maverick McNealy.  

 

 

  

 

 

Acquisitions: 

In 2017, Callaway has committed almost 200 million dollars to the 

acquisitions of OGIO and Travis Matthew out of California. These were 

all cash purchases, OGIO for $75.5 million and Travis Matthew for 

$125.5 million. The acquisition of OGIO gives Callaway another means 

of revenue within the golf bag portion of the industry. Where Callaway 

maintains a classic look and feel, OGIO can market to a younger 

demographic with fresher design. OGIO also makes various other bags 

including travel, athletic and schoolbags, this gives Callaway exposure to 

a less seasonal industry as well. Travis Matthew, the more recent 

acquisition, is a Southern California company that makes premier 

sportswear apparel and footwear. Callaway plans on letting Travis Matthew continue to run as it has been. 

Travis Matthew is the more expensive of the acquisitions at $125.5 million 

and more importantly 10.1x EBITDA which is expensive. The price is 

justified by the fact that there are significant brand synergies between the 

two companies, Travis Matthew expects low to mid double-digit growth, 

and will add 10-15 million in revenue and around $0.04 to the bottom line 

for 2017. In the future Travis Matthew will enhance margins, EBITDA, 

and free cash flow. The development of these acquisitions, without debt, 

will lead to increase in value and therefor an increase in stock price.  

 



 
    

 

Growth Opportunity:  
In 2012, Callaway realized that a brand revamping was necessary and 

enacted a five-year plan to turn around what at the time was an 

underperforming company. The focus was on increasing margins 

and reducing cost. The restructure reduced the company by around 

7 percent across the board and the stock was trading right around 

five dollars a share when the company initiated their plan. As you 

can see on the chart below, Callaway has turned around operating margin and COGS/Sales. As well as the chart 

to the right which shows the triple Callaway’s stock price over the last five years (length of the initiative).  

In the golf industry, everything comes down to market share. Callaway 

is the number one dollar market share in total clubs, driver, fairway 

woods, hybrid and irons and number one unit share for putters. This is 

where Callaway has been very successful over both 2017 YTD and the 

last 5 years. There has been a 15% CAGR in United States market share 

over the last 5 years leading to a 26% market share in 2017 YTD. This 

shows not only is Callaway the category leader, but they’re gaining 

market share as well to further distance themselves from the rest of the 

industry. On the club side, growth is being led by the ultra-successful 

EPIC line of clubs. In Q1 there were issues of backlog due to the massive 

demand for the EPIC line and other products but those issues have been 

sorted out as of the Q2 earnings call in August. In the golf ball section 

Callaway has almost doubled market share over the last three and a half 

years. This is due to the successful launch of the Chrome Soft and 

Chrome Soft X golf balls in 2015 and 2017 respectively. Not only has the 

golf ball side of the business been taking market share, it has also greatly 

increased profitability as part of a cost reduction strategy, cutting 25 percent plus of manufacturing cost. Along 

with the increase in market share Callaway will pivot to a growth 

strategy with increases in operating efficiencies through cost 

management initiatives and increase in productivity. Also, Callaway 

will continue to seek out high ROIC in both core and tangential 

business. One of these types of projects that proves Callaway’s ability 

to pick good investments is their 15% stake in TopGolf, worth north 

$400 million today on just a 54 million initial investment. TopGolf 

mixes the driving range with a nightclub/social feel and has been 

wildly successful so far.  

 

Ownership Summary: 

Currently 91% of Callaway is owned institutionally with 75.7% coming from advisors and 16.09% from hedge 

funds. Within that Blackrock is the largest owner at just over 12% of total shares of shares outstanding. While 



 
    

 

this is over 10 percent, it looks as if Blackrock will remain passive. The 16% overall ownership by hedge funds 

with only 2% short interest overall shows that there is belief that Callaway will continue to grow in price.  

 

 

 

 

 

 

Earnings: 

Callaway is a consumer discretionary, which means that there is significant emphasis on earnings reports and 

with that comes significant price moves. Q2 results were a massive beat for Callaway on both the top and 

bottom lines, with the stock price jumping 8% the following day. This beat was due to the massive success of 

the aforementioned EPIC line and impressive growth in the golf ball segment. This is including the lag in the 

iron business due to the timing of the launch of the EPIC irons. This push back of the full impact of the iron 

launch into Q3 will be one of the factors that help with the quarterly report. The second factor is there will be 

favorable comps because the second half of 2016 is when GolfSmith went bankrupt which caused major 

disruption across the golf industry. Below are charts showing the past and expected growth of revenue and 

EPS. 

On top of the favorable outlook for the Q3 earnings report, during the Q2 earnings report the CEO adjusted 

2017 guidance upward: revenue up 20 million, OPEX down 2 million, and COGS margin down 0.6%. Q3 

earnings are expected to be announced on October 25. 

Conclusion: 

In the end, there are three drivers of this stock price in the immediate future. First, Callaway is taking mass 

amounts of market share on a consistent basis. Second, the cost saving plans have worked and it is time to pivot 

from reconstruction to growth. Third, Q2 was a homerun and Q3 is set up for another big beat, which will 

drive price even higher. Then within the next year or two, the acquisitions that Callaway has made and will 

continue to make will start to impact the top and bottom line. On top of that, in the long term Callaway is the 

best option in an industry with 2.5 million new entrants a year growing at almost an 11 percent rate which could 

go up even further with the retirement of Generation X. This leads to three distinct possibilities. 



 
    

 

Bear Case: Considering everything, I mentioned there is the possibility that Callaway cannot continue the cost 

reduction it has been experiencing and would not see the market share gains in the following years.  That worst-

case scenario would play out as the following pricing distribution that leads to a 1-year price target of $12.96 a 

share, a -12% return. There is about a 15% chance that this is the case. 

Realistic Case: Based off of the more realistic results from the cost saving plans and grabbing market share as 

they have been the most realistic case would lead to a 1-year price target of $16.65 which is a 15% return. There 

would be about a 70 percent chance of this case. 

Bull Case: This case would rely on taking more market share than expected and along with that cutting even 

more cost than expected. In the late 1990s and early 2000s, Callaway operated around 17-25% EBIT. This case 

is aggressive and with a 15% chance of happening. The 1-year target price would be $22.02 for a return of 

51.5% 

*Analyst estimates range from $14-$18 with a median at $16 



 
    

  

Analysis by John Graziano  Current Price: $14.56  Intrinsic Value $14.70 Target 1 year Return: 14.05%

10/5/2017  Divident Yield: 0.3%  Target Price $16.56 Probability of  Price Increase: 92.6%

Market Capitalization $1,374.05

Daily volume (mil) 1.43 #

Shares outstanding (mil) 94.37

Diluted shares outstanding (mil) 96.05

% shares held by institutions 91%

% shares held by investments Managers 70%

Sector Consumer Discretionary % shares held by hedge funds 15%

Industry Leisure Products % shares held by insiders 1.20%

Last Guidance November 3, 2015 Short interest 1.98%

Next earnings date October 22, 2017 Days to cover short interest 2.07

Estimated Country  Risk Premium 6.72% 52 week high $14.67

Effective Tax rate 25% 52-week low $9.77

Effective Operating Tax rate -8% Volatility 26.17%

Peers

Quarter ending Revenue EBITDA Acushnet Holdings Corp.

6/30/2016 0.28% -15.09% Nautilus, Inc.

9/30/2016 3.78% -148.23% Johnson Outdoors Inc.

12/31/2016 -9.06% -220.05% Malibu Boats, Inc.

3/31/2017 6.38% 15.66% Brunswick Corporation

6/30/2017 1.01% 2.57% MCBC Holdings, Inc.

Mean 0.48% -73.03% Escalade, Incorporated

Standard error 2.6% 47.0%

Management Position Total compensations growth Total return to shareholders

Brewer, Oliver CEO, President & Director 2.38% per annum over 4y 7.69% per annum over 4y

Lynch, Brian CFO, Senior VP, General Coun 13.63% per annum over 2y 19.78% per annum over 2y

Leposky, Mark Senior Vice President of Glo 6.39% per annum over 3y 3.22% per annum over 3y

Howie, Neil Managing Director of Europe, 8.95% per annum over 4y 7.69% per annum over 4y

Thomas, Jennifer Chief Accounting Officer and N/M N/M

Burke, Patrick Vice President of Finance & N/M N/M

Profitability ELY (LTM) ELY (5 years historical average) Peers' Median (LTM)

Return on Capital (GAAP) 11.1% 5.35% 35.59%

Operating Margin 6% 1.37% 8.18%

Revenue/Capital (GAAP) 1.95 3.91 4.35

ROE (GAAP) 28.7% 5.6% 37.1%

Net margin 18.1% 1.8% 6.5%

Revenue/Book Value (GAAP) 1.59 3.12 5.71

Invested Funds ELY (LTM) ELY (5 years historical average) Peers' Median (LTM)

Cash/Capital 9.3% 10.3% 18.0%

NWC/Capital 35.7% 41.1% 19.0%

Operating Assets/Capital 50.2% 41.1% 46.1%

Goodwill/Capital 4.8% 6.4% 16.9%

Capital Structure ELY (LTM) ELY (5 years historical average) Peers' Median (LTM)

Total Debt/Market Capitalization 0.01 0.14 0.37

Cost of Existing Debt 4.0% 7.5% 4.4%

CGFS Rating (F-score, Z-score, and default Probability) BB BBB AA

WACC 12.4% 12.7% 9.9%

Period Revenue Growth Forecast NOPAT Margin Forecast Revenue to Capital Forecast

Base Year 14% 14.2% 1.44

6/30/2018 10% 6.1% 1.39

6/30/2019 8% 6.9% 1.39

6/30/2020 6% 7.6% 1.34

6/30/2021 6% 8.2% 1.29

6/30/2022 5% 8.8% 1.23

6/30/2023 5% 11.3% 1.17

6/30/2024 4% 11.8% 1.08

6/30/2025 4% 12.3% 1.00

6/30/2026 3% 12.9% 0.92

6/30/2027 3% 13.4% 0.85

Continuing Period 2% 15.2% 0.78

Period Return on Capital Forecast WACC Forecast Price per share Forecast

Base Year 20.4% 12.4% $14.40

6/30/2018 8.5% 12.5% $16.10

6/30/2019 9.5% 12.6% $18.06

6/30/2020 10.1% 12.4% $20.16

6/30/2021 10.6% 12.3% $22.36

6/30/2022 10.9% 12.2% $24.79

6/30/2023 13.1% 12.1% $27.20

6/30/2024 12.7% 12.0% $29.71

6/30/2025 12.3% 12.0% $32.32

6/30/2026 11.8% 11.8% $34.99

6/30/2027 11.3% 11.8% $37.72

Continuing Period 11.9% 11.8%

CENTER FOR GLOBAL FINANCIAL STUDIES NEUTRAL

Callaway Golf Company, together with its subsidiaries, designs, manufactures, and sells golf 

clubs, golf balls, golf bags, and other golf-related accessories in the United States and 

internationally.

Callaway Golf Company 
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