
 
    

 

 

Paycom Software, Inc. designs and develops software solutions. The Company provides data 
analytical software products to manage the employment life cycle from recruitment to retirement. 
Paycom Software serves customers in the United States. 

 

            BUY at $125 
Current Price:  $136.51 
Target Price:  $150.93 
Market Cap:  8.002 B 
 
ROIC 1.66 
 
Debt to common shares outstanding:  
PAYC :26.07%       Median: 53.67% 

 

 

 

 

Thesis: Paycom is doubling down on expanding 

their business through organic growth. This places 
them in a position of vulnerability. Their company is 
very sensitive to any change in revenue or 
operational cost. With the opening of 2 new sales 
offices, this would allow them to generate ~50 
million dollars in additional revenue in the first 
quarter if all goes according to plan. Due to the fact 
that they are so volatile, I suggest that we place a call 
at $125.  With my projections that the 1-year price is 
around $145, this would allow us to get a 15% 
return. 
 

Catalysts: 
 

 Opening of new headquarters and new 
office in Texas 

 Launching new ad campaign in the 
beginning of 2019 

 How quickly their new sales teams can reach 
their operational capacity 

 

 

Earnings Performance: 

 
Over the Past 2 years, Paycom has out preformed revenue and net income estimates. They have been able to 

deliver for their shareholders and place a focus on client retention and creating value for their clients. This has 

allowed them to see a 51.2% increase in year-to-year growth of EBITDA and a 28.9% increase in revenue year 

to year. Their gross profit margin is consistently between 81% and 84% over the past 4 years, which 

demonstrates that they have a very lucrative product. Paycom’s net income has increased dramatically in the 

same period. In 2014, they had a net income margin of 6.1% and this year their net income margin is now at 

21%.  This shows that the company is starting to effectively cut cost and produce enough revenue to have a 
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more breathing room. Although their stock has gone down from a 52 week high of 164.08, their ambitious 

marketing campaign set for 2019 and the opening of new sales offices in Texas will allow their sales capacity to 

increase by a sizable amount. The stock price dropped in late September due to analysts ranking was 

downgraded from a buy to hold. This caused a substantial reaction in the market, causing the stock price to 

drop $30 dollars. Recently in the last quarter, Paycom emphasized returning value to their shareholders by 

repurchasing 400,000 shares of stock. 

 

 

 
 

 

 

 

Competitive advantage 
 

When comparing to similar software companies, Paycom has some significant advantages to their 

competitors. The companies used to evaluate this were Cadence Design Sys Inc, Athenahealth Inc, Ptc Inc, 

Ss&C Technologies Holdings, Realpage Inc, Guidewire Software Inc And Tableau Software Inc-Cl A. They 



 
    

 

all develop software that have to do with data collection and analyzation.  These companies value depend 

upon their ability to generate revenue from sales and retain those clients they capture.  This is where Paycom 

thrives. They place enormous value returning value to their clients and this has resulted in a 91% client 

retention rate. Another important point is Paycom’s growth is organic. This is why their advertisement 

campaign and how quickly they can get their new sales teams up to operational capacity is pivotal to the 

revenue growth.  Paycom offers an HR solution that covers the employee’s life from first hire to retirement. 

For example, their solution offers things such as candidate and application tracker, background checks and 

talent acquisition. Also included in the software is payroll, government compliance, employee performance 

analysis, time clock and scheduling. Their product is design to enable companies to improve their efficiency in 

all aspects of business instead of just doing say payroll or government compliance. This allows their product 

to stand out from their competitors. 

 

 

 

Growth potential  

As stated before, Paycom is going all in on expanding their company with the purchase of their new 

headquarters in Oklahoma City and a new sales department in Texas. If their ad campaign works as intended 

this would allow them to generate ~50 million dollars in additional revenue in the first quarter of 2019 if they 

meet their projections.  This company has very little debt and a large amount of free cash flows, so they are 

positioning themselves to expand and definitely have the means to do so. 

 

  

Threats and drawbacks: 

This is an internet based company, things such as data breaches are a real threat for this company. If they 

have a breach, this could give their perception that their company is not safe, thus reduce sales, and 

potentially lower their retention rate. In addition to that, if the server network they rely on goes down, they 

would not be able to provide for their clients. Another important thing to note is their industry is extremely 

competitive so maintaining their competitive advantage is paramount. They have to adapt to changes in law 

and technology to stay ahead of the curve and deliver the same value to their customers.  

 



 
    

 

Ownership 

 

 

 

This company was founded and based in the US, so this is why a majority of the ownership is in the US. A 

thing to note is the daily trade volume. This demonstrates the volatility of this stock; all the major peaks were 

either earnings announcements or a change advisor rating.  For example, the reason for the last major spike 

was when the rating moved to a buy. The trading volume of this company is around 1 million shares, which 

makes it a fairly liquid stock. The short interest is down from the beginning of the year with its peaks at 22%, 

but has recently had a slight uptick due to the announcement of the new building purchases. Companies such 

as Paycom have to be strategic with their capital allocation. Biting off more than you can chew is often kiss of 



 
    

 

death for expanding tech companies such as Paycom. With the short interest being around 5%, that 

demonstrates that market believes there is growth potential due to the lack of people willing to bet against it. 

 

 

Base case/ Bull case / Bear case 

 

My intrinsic value from my pro forma is 133.24. That is only less than a dollar from what it is currently 

valued. I believe with the new initiatives and constant product improvement will allow the company to grow 

and exceed the analysis projections. The main driver of stock price for this company is revenue, so that is 

what I manipulated to get the bear and bull case. 

 

 

Base case: 133.24| Bear case: revenue decreases by 5% =126.53| Bull case with 5% increase revenue: 139.94 

 

 

 

 

Conclusion:  

Paycom is a rapidly growing company that is putting it money where its mouth is. They are going all in by 

buying new buildings in Oklahoma and Texas. If it works out how it is predicted, we are positioned in the 

perfect time to jump in and ride the revenue increase that is expecting in 2019, but at its current price, the 

reward is not worth the risk.  That is why I believe a call at 125 could allow us to get the type of margin we 

are looking for. If the call works in our favor, my estimates says that we could see a 15%-20% return. Paycom 

is a best-in-class stock that has great growth potential and I believe if the price falls just a bit more, it would 

be a worthwhile investment. 

 

 

 

 



 
    

 

 



 
    

 

 

Company Description:  Flex Ltd. has grown into a global powerhouse in the electronics manufacturing 
services (EMS) and original design manufacturing (ODM) industry. They help startups and existing 
companies take new ideas to market through an intensive process. They also implement electronic 
enhancements into existing production lines to increase efficiency and manufacturing speed. 
 

 

BUY 
Current Price:  $11.97 
Target Price:  $13.60 
Market Cap:  6.37B 
Beta:   1.17 
LTM ROIC                  7.7% 
Current Debt:               $2920M 
Market Cap:                  $6318M 
 

 

 
 

 

Thesis: On the earnings call released in April of 

this year, Flex had missed earnings for the quarter 
which dropped the price of their stock. With a 
promising innovation for the ODM industry, 
Sketch-to-Scale was trademarked in March and 
looks to boost the company from the 52-low they 
have just reached. Flex also has a wide base of 
industry leading subsidiaries that have helped to fuel 
growth and will likely show a positive result for Flex 
moving forward. 
 

Catalysts:  
 Earnings Call on 10/25: 

 Sketch-to-Scale ROIC continuation 

 A reduction of capital expenditures and 
operating costs in the long run to allow for 
higher growth.   

 

Earnings Performance: 

 
Flex Ltd. has decreased in revenue for the past 

two years, 2016 and 2017, and this has been a 

main driver in the lowered Market Cap a seen 

below. Revenues have pushed up since, but a 

significant event in April, a release of their 

earnings showed a revenue that missed analyst’s 

expectations and therefore hit the stock price 

hard. Revenues were expected t be up for a  
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multitude of reason including subsidiary success and the expectation of Sketch-to-Scale to drive revenue for 

the firm higher from March. EBITDA margins have dropped in the past two years which is a slight concern, 

but these are expected to increase in the coming fiscal years due to the increased revenues from newly 

acquired companies. A large impact on this company’s stock price have been revenue and capital 

expenditures, which is typical for this industry, but FLEX should soon see an increase in revenue and a 

reduction in capital expenditures. Also as seen below cash levels have decreased slightly in part to paying off 

debt and using cash to partly finance acquisitions 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Cost of Capital: 

 
Flex holds a core advantage over it’s competitors when it comes to sourcing capital for expansion. With a 

WACC that is over 100 basis points lower than their competitor’s average, they can access cheaper capital and 

they do not need as high of returns to fuel their growth. This stems from two main parts, the first being their 

Investment grade debt rating from Moody’s of BBB. This is shown throughout their investor presentations as 

if to showcase that they have a strong backing and are 

able to cover the outstanding debt. Another reason for 

this cheap WACC is a wide base of companies they 

own and can leverage for capital. These underlying 

companies including NEXTRACKER and AGM 

Automotive are seen as leaders in their fields and 

provide the financial backing that this large firm 

requires to access capital. 

 

 

 

 



 
    

 

 

 

Revenue: 

This is a large issue for Flex as it is unknown when they will see strong and constant growth in revenues. I 

believe that in their earnings call next week, revenues will be back up and this is a prime catalyst for a surge n 

stock price. As I have hinting to and will soon talk about , 

FLEX has many companies all which use some form of 

their EMS have been producing positive revenues, and 

have also been growing rapidly. A large business segment 

of Flex is their Communication and Enterprise compute 

(CEC) and their Consumer Technologies Group (CTG). 

This segments have posted decreased revenues in 2016 

and 2017, but are correcting themselves and will likely 

beat expectations. Their other segments include High 

Reliability Solutions (HRS) and Industrial & Emerging 

Industries (IEI) which constituted 20% and 23% of Q1 FY 2019 revenues, respectively. The good news about 

this is that these are the two segments which are growing the fastest and will help beat revenue goals for the 

coming quarters. The bottom line is that all of these segments are doing well, regardless of any short term 

slow downs 

 

  

Subsidiaries: 

One company that FLEX owns that caught my eye was NEXTRACKER. This company is a part of their 

Industrila and emerging Industries segment and looks to continue building under their parent company. They 

are the leader in the solar industry and have been 

improving their market share tremendously over the past 

few years. One reason behind this is their CEO, an RPI 

grad Dan Shugar. He is a brilliant engineer with a mind 

for solar electricity and has been a part of numerous solar companies before, improving each one of them. 

NEXTRACKER is based out of California and holds 

a tight grip on the solar industry. FLEX recently 

acquired them, a significant amount of their CAPEX 

but as seen large growth in that business group. 

Investments like this are why FLEX hasn’t been 

breaking records in revenue growth, but once all of 

these new capital expenditures start to produce 

returns and efficiency rises with decreased costs, 

FLEX can push even further past my target price of $13.60.  



 
    

 

 

 

Sketch-To-Scale: 

This is a single aspect of the company that could drive it’s success. This offering began to be pushed in 

March, and I think investors expected to rapid of a turnaround on profits, that when the April earnings call 

came around and revenues missed expectations, investor emotions told them to sell. Well now the stock price 

is advantageously positioned for acquisition and we should look to buy. 

Sketch-to-Scale is a proprietary idea that securely brings a person’s idea to life and can handle the whole 

manufacturing and operation of it’s distribution. Flex is a leader in creating operating efficiencies with 

companies and Sketch-to-Scale is just one way of how they implement this idea from the beginning. There is 

true promise as this can be applied to existing businesses and they can bring new ideas to market with help 

from the industry leader.  

 

 

Macro Outlook: 

Looking at the LTM Price Chart, it is clear the 

correlation between the IT ETF and FLEX. Even 

after the one sharp change in April, both holdings 

trended similarly. This is good news for Flex 

because they are a leader in the IT community and are 

cheap right now due to their uncertainty. While IT can be speculative, FLEX is large enough and has a quality 

credit rating to believe that this stock will soar in the coming years.   

 

 

Conclusion:  

Flex Ltd is offering an opportunity to get in cheap on their company. At a 52-week low, the stock is ready to 

shoot back up to its true value, which the market is not reflecting currently. Many investors are hesitant about 

their new trademark, Sketch-to Scale, which they are not sure if it will return enough for the amount of capital 

invested. They have a wide base of revenue streams, but all of them have a relation to the IT sector. If this 

sector continues to grow, which has proven to be one of the fastest growing sectors, I think that Flex has put 

themselves in a great position for the future. 

 



 
    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
    

 

 

Company Description:  Opera is a Norwegian holding company, which provides with web 

browsers through its subsidiaries. Its products include Opera browser for Windows, iOS, and Linux 
computers; as well as the mobile apps Opera for Android, Opera Mini, Opera Touch, and Opera 
News. The company was founded in 1995, and is headquartered in Oslo, Norway. Opera went public 
on the NASDAQ on July 27, 2018. 

 

STRONG BUY 
Current Price:      $6.81 
Target Price:     $12.00 
Market Cap:     $749.5M 
P/E:                     23.16 
Average volume:   287,220 

 
 

Thesis:  
 
Opera has a lot of revenue growth potential, as 
they are in the early stage of monetizing their 
ever-growing customer base -already over 320 
million users per month. The stock was victim 
of macro factors since it went public, but 
financial results will catch analysts’ interests 
within a year. 

Catalysts:  
 

 Short Term(within the year): Monetization 
of Opera News + Opera Touch 

 Mid Term(1-2 years): Stronger presence in 
European and American markets 

 Long Term(3+): Gaining market share of 
“biased” competitors in the US 

 

Business description: 

 
Opera is one of the world’s leading browser providers and an influential player in the field of integrated 

Artificial Intelligence-driven digital content discovery and recommendation platform. Its headquarters are 

located in Oslo, Norway, and is incorporated in Cayman Islands. See the corporate structure here under.  

From 1995 to March 2016, Opera was part of the company Otello, listed on the Oslo stock exchange with the 

ticker OTELLO.  Two years after the spin-off, Opera Limited went public on July 27, 2018 as a foreign 

private issuer under the US Securities Exchange Act of 1934 and as such, is exempt from certain provisions of 

the securities rules and regulations in the United States that are applicable to U.S. domestic issuers. Opera also 

qualify as an “emerging growth company” by the JOBS Act of 2012, and may take advantage of specified 

reduced reporting and other requirements compared to those that are otherwise applicable generally to public 
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companies, such as the obligation of having the financial statements certified by external auditors. On July 27, 

2018, Opera offered 9,600,000 American Depositary Shares (ADR) at $12 per share, in addition to the 

200,000,000 shares previously existing. The Net proceeds from the IPO were over $110 million. 

In 2017, 49% of Opera’s revenues were realized in Ireland, 14% in Russia and the remaining 37% were spread 

across the world. The revenues split from the first half of 2018 was as follow: 50.44% from search, 33.60% 

from advertising, and 15.96% from technology licensing. 

As of July 2018, Opera served on average 321.7 million Monthly Active Users (MAU). 

 

 

 



 
    

 

 

   

 

Earnings Performance: 
Opera stock jumped +7.48% pre-market when the company announced its first quarterly results as a public 

company on August 23, 2018. Indeed, they presented spectacular increase in both revenues, and margins, record 

earnings for Opera. Operating revenues for Q2 2018 were $39.8, so an increase of 50% compared to Q2 2017. 

The adjusted EBITDA margin increased by 25 points year over year to reach 40.6%, and Net Income was $7.4 

million, which is 18.6% of revenues, compared to a net loss of $2.6 million in Q2 2017. The adjusted Net 

income represents 27.1% of revenues. Revenues in advertising, search, and technology licensing grew 

respectively by 63.1% ($13.7 million), 26.2% ($19.8 million), and 163.1% ($6.3 million). The growth in 

advertising revenues is mainly explained by the launch of Opera News, as well as a stronger market presence in 

Europe and the United States, where prices tend to be higher. The increase in search revenues is due to review 

of partnership agreements in Europe and the US, improving the revenue share of Opera per search. 

This monetization of products was even more appreciable as the operating expenses only increased by 1.2% 

year over year, totaling $29.4 million. For now, a MAU only generates about $0.50 of revenues per year, but 

this is expected to increase to $0.80 in fiscal year 2019. 

The highlights of the second quarter were the expansion of reach to new users of Opera News, the app launched 

in January 2018, which counted 101 million of average monthly users in the quarter, an increase of over 300% 

year over year. The users of Opera on smartphone reached 182.2 million during the quarter, which is a growth 

of 13.4%. The users of Opera on PC reached 57.1 million in the quarter, so an increase of 25.2%. 



 
    

 

Opera launched during the second quarter Opera Touch, a companion mobile browser for PC, which enables 

seamless transitions between devices. This browser won a Red Dot Award for communication design on August 

16, 2018. 

  

Opera was holding $48.1 million in cash before it went public, for a total debt of $5.8 million.  

 
 

 

 

 

 

 



 
    

 

 
 

 

 

 

 

Growth perspectives: 

 
Opera expects that 2018 full-year revenue will amount to $170-175 million, representing a growth between 
32% and 36% year over year. This translates into a total expected revenue of $91-96 million for the second 
half of 2018, with both sequential and year-over-year revenue growth in each of the third and fourth quarters 
likely to be driven by the search and advertising revenue categories. In order to achieve these results, Opera 
wish to keep focusing on Opera News, as the potential for user growth is the largest in their product 
portfolio. 
Opera plans to use the proceeds of $104.1M from the 2018 IPO to reinvest:  

- 40% in R&D to strengthen AI-driven content discovery and recommendation platform and overall 

portfolio 

- 25% for distribution and marketing to improve brand awareness 

- 25% to chase strategic partnership and/or acquisitions 

- 10% to cover working capital and other needs 

 

In October 2018, after a strong user demand, Opera released its new app Opera Touch for Iphone, following 

the success of the app for Android released earlier during the year. Opera Touch is a completely new browser 

that challenges current, more traditional web browsers.  

On October 8, 2018, they announced a strategic partnership with Ledger capital, the leading strategic 

blockchain advisory and financial services firm. 

 

 

 

 

 



 
    

 

 

Competition: 

Opera is competing in the browser space against Tech giants, such as Alphabet, Apple, and Microsoft. In the 

content space, the competition is even stiffer, because it extends to all local and global news companies, 

where the barriers to entry are relatively low. So the new launch of Opera News app may be subject to 

additional competition in the future. 

As of July 2018, Opera is the only mobile browser to add a built-in crypto wallet and Web 3.0 support. By 

introducing the crypto wallet, the Norwegian browser developer lowered the barrier of entry into the web of 

the future for users and developers alike. Since the wallet is built into the browser, internet users no longer need 

to install separate Dapp browsers or crypto wallet extensions. Opera also comes with a built-in add-blocker, 

along with a VPN. Privacy and security are one of the main focus of Opera experience. 

 

Another competitive advantage of Opera is being a small, independent firm, giving an objectivity that is not 

equalazed by its competitors. For example, Google was accused of being biased towards conservatives by the 

United States’ President, and was obliged by the EU to quit bundle apps for Android, and this might be an 

opportunity for Opera to grab a foothold in the web browser in the U.S and Europe. However, it should be 

noted that Opera currently has a partnership agreement with Google for a share of revenues on browser 

searches in Ireland. There is no indication of a termination of this agreement at the moment. 

  

 

Ownership: 

As Opera went public only a few months ago, 100% of the traded shares appear to be held by Investment 

advisors.  



 
    

 

 

 

 

Conclusion:  

Opera Limited (OPRA) is a high-growth company, which has turned a profit this year. Since its IPO last July, 

Opera has been a victim of the Technology industry sell in the markets, which caused the price to fall by 43% 

in three months’ time, as did many other technology 2018 IPOs. It is currently trading at $6.81, which implies 

an enterprise value below 4.5 times the revenues estimates for fiscal year 2018 of $170 million. Opera 

earnings show a continuing growth in users for all products, and it just starting to monetize it in revenues, 

promising even higher margins in the future, as the transformation into revenues and service to additional 

users don’t incur significant incremental costs, thanks to unit economics. 

Now is a good juncture to take a second look at Opera: the company has gotten considerably cheaper while 

also reporting a good first earnings quarter since it went public. Opera showed growing revenues and users, 

and managed to turn an operating profit positive.



 
    

 

 



 
    

 

 

 

Company Description: Ralph Lauren 
Corporation designs, markets, and distributes 
men’s, women’s and children’s apparel, 
accessories, fragrances, and home furnishing. The 
company’s products are sold under a wide range of 
brands. Ralph Lauren’s operations include, 
wholesale, retail and licensing. 

BUY @$110.00 
Current Price:  $123.01 
Target Price:  $135.36 
Market Cap:  10.02B 
Average volume:          997.34K 
Gross margin:              61.10% 
Profit margin:              3.40% 
EBITDA Margin:        15.5% 

 

 

 
 
Thesis: Ralph Lauren is an iconic American 

fashion brand built on essential lifestyle promise. 
The brand has always been synonymous with high-
quality American apparel. The company has been 
preforming poorly in the market. However, RL last 
results were strong and continued to demonstrate 
progress on strengthen the brand and show 
indication that the stock is currently undervalued 
with a high potential of growth in the future. 

 
Catalysts:  

 Short Term(within the year):Drive targeted 
expansion in all regions and channels  

 Long Term (3+):  Expand the international 
business. 
A main focus on China’s growth. 
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Company within the industry: 

 
Ralph Lauren built a business empire by sketching out a national fashion 

identify with each design. However, in the recent years, the influence of 

the classic styles has vanished. Sales have flaked steadily as shoppers 

have moved on the casual wear, fast-fashion or even upstart preppy 

brands. The company wanted to keep its brand image and not move-on 

or change their designs, and that had them fall behind the retail industry. 

The company at some time has to adapt and expand within this industry. 

The industry attracts what is close to 30% if the total consumer spending 

in the USA alone; and it is a very competitive market. Currently, the 78 

year-old designer is trying to make a comeback to the brand. The 

company is focusing on becoming trendier in order to increase their sales and experience a higher profit. During 

the first quarter of 2017 north America revenue have fell 11% where the company’s shares were down to 88%, 

to $110.62. “We’ve yet to see that up-stick in sales” said Simon Siegel an analyst at Instinet LLC. “Ultimately, 

that is what is going to be necessary”.  

 

 

Business Overview:  
Ralph Lauren Corporation is galloping at faster clip than when its namesake 

founder first entered the arena 45 years ago. With golden mallet brands such as 

Polo by Ralph Lauren, Chaps, RRL, Club Monaco, and RLX Ralph Lauren, the 

company designs and market apparel and accessories, home furnishing and 

fragrances. Its collections are available at more than 13,000 retail locations worldwide, including many upscale 

and mid-tier department stores as in Macy’s that contributes up to 25% of Ralph Lauren’s wholesale revenue. 

The Brand operates more than 470 Ralph Lauren and Club Monaco retail stores worldwide in addition to 

615+ concession-based shops-within-shops and 10 e-commerce sites. The company is originally New York 

based, it operates in the US, Canada, Europe, Japan, China, South Korea, Southeast Asian and finally Latin 

America. Through a limit number of premier fashion retailers, the company peddles its collection brands 

worldwide. In the USA and Canada, department stores are a major wholesale customer. In Latin America and 

Europe, the wholesale products are sold in department stores and specialty stores respectively. As part of its 

sales effort, the brand distributes its goods to licensed stores operated by franchisees in EU, Middle East and 

Asia. The main licensing partners of the company are: L’Oréal, Peerless, Luxottica Group and Hanesbrands. 

 

Operations: 

Ralph Lauren operates through three main segments: Retail, Wholesale and Licensing. In 2016, the retail 

segment generated more than 53% of the revenue. It sells directly to customers thought their 465 retails 

stores in the US and internationally.   Wholesale represented 44.5% of the total sales, where RL sell their 

goods to major department stores and specialty shops in North America, EU, Asia and Latin America. The 

Licensing segment sells unrelated third parties the right to operate retail stores and use its trademarks in 



 
    

 

connection with making and selling designated products like apparel, eye ware and fragrances in certain 

geographical area.  In 2017 and 2018. The apparel retail and wholesale represented 100% of the revenue. 

 

  

Financial Performance: 

Ralph Lauren’s has enjoyed healthy revenue and profit growth over the past years as it continued to expand 

its retail business and international reach. Until 2016, where the company’s sales have dipped by 2.8% to 

$7.4B. This fall was mostly due to the wholesale sales in the US that decreased by 6%, in addition to lower 

sales in apparel and accessories business due to the decline in of the foreign tourist traffic. During the same 

year, the sales declines combined with the increase restructuring changes caused Ralph Lauren’s net income to 

slide to 44% to $396M. The company’s operating cash levels have then increased by 13% to almost $1B 

thanks to favorable changed in working capital tied to accounts receivable, prepaid expenses and other 

current asset. Looking at the following years 2017, 2018 we can see that there is a major decline on the 

revenue growth rate by -10.2% with  and -7.1% respectively. The company has indeed had its worst financial 

performance these past 2 years.  

 



 
    

 

 

  

Ownerships:  

Institutions own 117.40% of Ralph Lauren’s Float. 

Investment advisors own 78.87% of the float with 

Vanguard Group Inc. being the top holder 

11.89%. Bank of New York Mellon Corp come on 

the second place owning 8.43% of the float. 

Followed by BlackRock Inc. who also own a big 

portion of 7.98%. Hedge Fund Managers own 

11.47% of the total float. Hedge fund are more 

optimistic than investment advisors as they have 

been adding to their positions, there is change in the rate of +3.66 between the past year and the current year. 

Which means that they see the stock as a safe haven within the retail industry. 

 

 

 Sales outlook: 

Looking at the company’s first quarter, the results were strong and showed a continued progress on 

strengthening the brand a driving execution. The company has delivered a strong AUR growth, lower 

discount, higher grow margin and operating profit growth.Q1 revenue have increased by 3.7% on reported 

basic and 1% on constant currency. The revenue growth rate remains negative at a rate of -3.4% and 

compared to -7.1% during last year’s Q1. These positive results were mainly driven by the strong 



 
    

 

performance in Asia and the benefit of wholesale shipment timing through North America and EU.Asia 

revenue growth has increased by 16% in constant currency during Q1. Ralph Lauren have adjusted a high 

sales growth through their spring-summer product that lead by mid single-digit growth in the Polo brand. 

Adjusted grow margin expanded a 120 basis points in Q1. Adjusted operating margin was 11.1% up to 90 bps 

to last year’s Q1. Looking at the revenue by segments, wholesale revenue in EU have jumped by 13% in 

constant currency in the first quarter again it is due to the shift shipment timing. Turning to Asia, the revenue 

increased by 19%. There was an outstanding performance across the Asian market, 10% growth in japan, and 

over 40% growth in mainland china and 20% growth in greater China. Looking at the BS, the company has 

ended its quarter having $2B in cash and investments compared to $1.4 of the past year’s first quarter. 

Inventory has increased by 3% reflecting investments in EU factories and direct-to consumer expansion. 

The year-to-year revenue growth is currently at -3.4% and expected to keep increasing for the following 

predicted 7-10 years with a slower pace. Ralph Lauren will keep experiencing a growth rate of -0.3% in 2019 

with a revenue of $6.2 followed by a jump to a positive revenue growth of 2.3% in 2020 with a revenue of 

$6.3B, 2.5% in 2021 with a revenue of $6.4B and 4.1% for 2022 and 2023 similarly with a revenue increasing 

up to $7.1B. The growth will be a result of expanding the business internationally, and focusing on achieving 

the long-term goals of reaching $500M of revenue in the following 5 years from China alone. The company is 

also working on accelerating their digital growth. In EU Ralph Lauren will continue to elevate and improve 

their digital presence by upgrading their technology platform that are directly operated digital flagship, similar  

to what they implemented in North America. This way the company can target more customers by offering 

them a better consumer experience and that will act directly on the net sales. 

 

 

Competition: 

Retailers offering products that are unique have a distinct and absolute advantage over their competitors. As 

mentioned before, Ralph Lauren was slightly falling behind the industry therefore also falling behind their 

competitors. However, the brand still has its strong image that gives it a high value in comparison to the other 

brands in the sector. Comparing RL to other brands financially, we can see that the company has a negative 1-

year revenue growth with an average of -7.07% and a high EPS of 41.94%. that might resulted due to their 

operating income that were at 7.6% and increased to almost 11% in the current year,  because they managed 

to drop their cost of goods sold (COGS) by negative 6 points. Yet we can see an increase in their selling and 



 
    

 

general admin expenses that might be due to a distribution channels. 3

 

 

 

Conclusion:  

In conclusion, I recommend the Ralph Lauren stock as a buy @ $110.0 expecting a 22.4% return. I have also 

projected a one-year target price for the stock that is $135.06. Based on my analysis, Ralph Lauren stock is on 

a none-stop fluctuation and instability. However, the company is expecting a growth over the upcoming 10 

years (buy low, sell high).  Many factors can have a negative effect on the company such as the trade-war. Yet, 



 
    

 

there is a good potential on the company’s performance and revenue growth. 

 

 



 
    

 

 



 
	 	 	 	

	

	

Skechers U.S.A., Inc. designs and markets branded contemporary casual, active, rugged, and lifestyle 
footwear for men, women, and children. The Company sells its products to department stores and 
specialty retailers. Skechers also sells its products internationally through distributors and directly to 
consumers through its own retail stores. 

 
 
BUY 
Current Price: $29.72 
Target Price: $42.82 
Market Cap: 6.454B 
Beta:  1.0 
Other key Metrics/Ratios 
 
EBITDA margin: 11.1 
Total debt: 7.85 
Total Equity: 15.59 
Total Debt/Equity: 4.15 
ROIC: 12.24 
Gross margin: 46.56 
Avg volume: 3.46 million 
 
 

 
 

Thesis: Since 2012 Skechers has been 
increasing their revenue at an average of around 
20% and has had an EBITDA margin at an 
average of around 12. They have had net income 
at an average of around 6.8 and they continue to 
reinvest into the company to build their brand, 
innovate, and start a global expansion. They 
have a major market growing in China and will 
be opening a new distribution center there. 
They are starting new products and building 
their market. Many of their customers are now 

Catalysts:  
• Short Term: Reinvesting and innovation 

into the company to build cash 
• Mid Term(1-2 years): New corporate 

offices and distribution center in China 
• Long Term(3+): Expand globally 

October 21, 2018 

Company Name: SKX 
Kyle Agresta 

Sector:  Shoes and Retail Apparel 
Industry: Consumer Discretionary 
Current Price:29.72 
Target Price: 42.82 
 



 
	 	 	 	

	

international and they have been seeing a lot of 
success. Skechers is coming a long way from 
where they started as a company and they are 
becoming a top company in their industry. 
 

 

Earnings Performance: 
 
Over the last four years Skechers has grown their net income from $140 million in 2014 to $277 million 
in 2017. Over the past 4 years to current LTM they have had an average revenue growth of 21.16% and 
a constant gross profit of 45-47%. Skechers EBITDA margin has been steadily around 10-13% year 
after year. All of this showing that they have had a growing company earning around 10 to 13 cents on 
the dollar. Skechers cash and cash equivalents have increased from $466 million in 2014 to $890 million 
LTM along with their total debt decreasing from $188 million in 2014 to $87 million LTM, this showing 
that they may be positioning themselves for an acquisition. Skechers has been trying to rebrand 
themselves to attract an older market so that cash may be to help with advertising and pushing their 
brand to an older market. On 4/18/2018 (Q2) Skechers stock dropped 35% this was due to the fact that 
their merchandise is selling so fast that they could not keep pace with demand for their products and 
keep costs under control. It showed Skechers inability to replenish their inventories of popular 
footwear and caused distribution bottlenecks and higher costs associated with fixing them. Skechers 
resolved this problem by ramping up its global presence, non-North American sales now representing 
almost half of their revenue, which is up around 30% from 2014. Skechers is now building a distribution 
center in China to ease inventory hiccups where their sales jumped more then 30%. This charts below 
show where there estimates for EPS in Q3 were lower and their revenue was slightly lower which 
caused the dip in their stock. After Q3 ended Skechers had record sales of $1.176 billion which is an 
increase of 7.5% and international wholesale sales increase 11.8% while repurchasing 1.4 million shares 
of common stock. Their brand has been growing internationally with men liking the “chunky” style. 
It has been popular with men, women, work, and golf. Skechers is showing a lot of upside potential 
with their growing market in the states and internationally. 
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Growth Potential 

Skechers had a record Q3 in sales and beat their SG&A expenses and EPS even though revenue fell 
short. Their product lines continues to have substantial acceleration in sales and they resonate 
favorably. I believe that they have very limited downside potential with a lot of positive growth 
coming their way. As of now, Skechers has analysts at 6 buys, 7 holds, and 0 sells with an average 
price target of $33. Skechers has been doing a lot to expand and rebrand their business, they talked 
in the Earnings report about opening new stores and remodeling. They also mention that the stores 
they are opening are bigger footprint stores because they are focusing in on the outlet and 
warehouse expression. They have been doing very well with return on equity also going from 1.18 in 
2012 to 16.18 in 2017. On the revenue side they had 69.1% of overall revenue in the United States and 
30.9% other international (mainly China). Which has now shifted to 53.2% in the US and 46.8% 
international because they are becoming a lot more popular in china and other international areas. 
Skechers currently has begun meetings with their domestic accounts for fall of 2019 and next month 
will be meeting with their international distributors, subsidiaries and joint venture partners. They are 
going into 2019 with a fresh new product in the pipeline and are continuing to invest in their brand 
and infrastructure and they expect to break ground for their new corporate offices and distribution 
center in China. They have a strong cash position and balance sheet and look to be very well 
positioned for global expansion. As you can see below Skechers has been growing consistently year 
after year and their cash and cash equivalents have been growing showing they are gaining a good 
position for expansion while lowering debt and continuing to produce value. 

 

  

 

 



 
	 	 	 	

	

Debt 

Skechers net debt from 2012 to 2017 has increased from -$183 million to -$655 million this is because 
of the expansion that they are trying to do. Their investments have increased shown by their cash 
from investing activities which went from -$138 million in 2017 to -$170 million LTM. Selling 
expenses were essentially flat versus the prior year at 7.7% which is a 50 basis point increase from 
8.2% of sales in the prior year. Long- term debt was $69.8 million compared to $71.4 million on 
9/30/2017. Skechers has opened 13 new company owned domestic and international stores and six 
store models which was $12 million out of $36.1 million in capital expenditures. For the remainder of 
2018 Skechers expects their capital expenditures to keep going about $20-$25 million for 10-15 more 
store openings and 10-15 remodels. This is the reason that they have had a property, plant, and 
equipment increase from $362 million in 2012 to $541 million at the end of 2017. Doing this 
expansion Skechers has still kept their total debt low decreasing from $118 million in 2014 to $87 
million LTM while increasing their assets from $940 million in 2012 to $2.1 billion LTM. 

 

 



 
	 	 	 	

	

Ownership Skechers had 76.72 ownership by investment advisors as of 10/14/2017 which has 
increased to 76.80 and a current ownership of 13.95 by hedge fund managers and the number of new 
buyers has increased by 3.17%. Short interest was at a high point of 11.252 million at the end of Q3 
when price dropped and is slowly decreasing back down as the price slowly rises. With the average 
daily volume at 2.168 million. There was a few sell offs after the Q3 reports were off estimate on 
revenue but as Skechers fixes those problems investors are losing their doubts in their heads and the 
price is starting to push back upwards.                                                                                                                                                                                                                                                                                                                                               

 

 

 

Bear Case 

With the very limited downside that I see from Skechers there is a possible case that they already 
could have gown through their phase of growth. This would assume that they would be declining 
soon or start to slowdown in sales. If this happened and their expenses grew compared to their 
revenue then it could be a problem for the company. If their Expense/Revenue ended up around 
95% then there could be a slight downfall in price to around the $18-$20 range.  

 

 

 

 

 

 



 
	 	 	 	

	

 

Bull Case 

If skechers continues to produce the way that they are producing and expanding the way that they 
are expanded it is possible that their stock price can go up a significant amount. They have kept 
revenue at around 12-15% each year and have kept their EBITDA margin around a consistent 12%. 
Assuming that they revenue tapers out to 2.5% and they can keep their EBITDA margin to even 6% , 
which is less than historical average, while keeping their CAPEX/REV ration to their historical 
average at around 3.74 they could see their stock price go up around $42 dollars. They currently have 
a ROIC/WACC of 1.26 showing they are a value creating company and they have a small debt-to-
equity percentage of 4.02% they are currently one of the top out of their competitors and I don’t see 
why they would not continue to grow and expand. 

 

 

Conclusion 

Skechers has been a powerhouse the past few years and they have increased revenue, profit, EBITDA along 
with decreasing costs and increasing cash on hand. They are turning into a strong company that has the 
potential for global expansion with an upside potential that could be very large. If they continue to expand 
and grow with the results that they have seen already in china and other international areas they could see a 
strong push in stock price in the upcoming year or two years. 
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