
 
    

 

 

 

Company Description: Company 
Description: AXA Equitable Holdings, Inc. 
provides various financial services worldwide. 
It operates through four segments: Individual 
Retirement, Group Retirement, Investment 
Management and Research, and Protection 
Solutions. The company was founded in 1859 
and is based in New York, New York. AXA 
Equitable Holdings, Inc. is a subsidiary of 
AXA S.A., based in Paris, France. AXA 
Equitable Holdings, Inc. (EQH) is quoted 
on the NYSE since May 9, 2018. 

BUY  
Current Price:  $17.34 
Target Price 1Y: $20.15 
Market Cap:  9.2B 
Avg volume:                6.6M 
Shares outstanding:      559M 
P/TangBV LTM:         1.3x 

 

 

 

 
 
Thesis: 
AXA Equitable Holdings Inc. (EQH), an insurance 
company that has been showing a great financial 
performance since its IPO. Q3 results was an exceptional 
term displaying a high growth in the revenue and profit. 
The company is expected to be moving in the same 
positive path due to the margin expansion and the 
investment management unit of AB. 

 

 
Catalysts:  

• Short Term(within the year): margin 
expansion  

• Long Term(3+): Retirement insurance 
expansion  

December 10th, 2018 

AXA Equitable Holdings Inc: (EQH) 
Louise Lapras 

Sector: Financials 
Industry: Diversified financial services 
Current Price: $17.34 
Target Price: $20.15 
 
 

 



 
    

 

 

Business description: 
AXA Equitable Holdings, Inc. provides various financial services worldwide. It operates through two 

complementary franchises in the United States: AXA Equitable Life Insurance Company and AllianceBernstein 

within four segments: Individual Retirement, Group Retirement, Investment Management and Research, and 

Protection Solutions. The Individual Retirement segment offers a suite of variable annuity products, which are 

primarily sold to affluent and high net worth individuals. The Group Retirement segment provides tax-deferred 

investment and retirement plans sponsored by educational entities, municipalities, and not-for-profit entities, 

as well as small and medium-sized businesses. The Investment Management and Research segment offers 

diversified investment management, research, and related solutions to a range of clients; and distributes its 

institutional research products and solutions. The Protection Solutions segment provides a range of universal 

life, indexed universal life, and term life products to help affluent and high net worth individuals, as well as 

small and medium-sized business owners; and a suite of life, short- and long-term disability, dental, and vision 

insurance products to small and medium-size businesses. EQH was founded in 1859 and is based in New York, 

New York. AXA Equitable Holdings, Inc. is a subsidiary of AXA S.A., based in Paris, France.  

EQH covers about 5.3M clients with over 12,100 employees in the US, representing $668B of asset 

management as of Q3 2018. 

 

Financial Performance:  

In Q3, AXA Equitable posted a solid 3Q results that reflected mostly favorably underlining business trends, 

putting the company on a good trajectory to extend its positive EPS momentum into 1H. Investment income 

continues to step higher sequentially as the company optimizes its portfolio and expenses were well 

controlled. Up just 3% overall and easing 3% in the insurance units.  

Profit in the individual annuity and asset management segments benefited from higher fee income. As asset 

balances increases, cash flows in these units were healthy, with AllianceBersteein at $1.3billipon while the 

company’s active variable annuity products generated net cash flows of $700M. Protection segment volatility 

is expected to abate with the company having established positive actuarial margin in their last Quarter.  

AXA Equitable’s margin expansion: 

Profitability is expected to remain strong in Q1 of 2019. After EQH’s pretax operating margin improved by 

440bps in 1Q until 3Q to 29%. This reflects a boost in its AllianceBerstein ownership stake and expectation 

for $75 million in cost saving by 2020. Profitability in the protection-solution business should also be more 

stable give than AXA has exited a loss-recognition testing. AXA Equitable’s operating rose 1% 1Q-3Q. This 

pace is likely to keep persisting, and it was led by sales growth in individual insurance and portfolio 

adjustments that is expected to add $160 million to net investment in 2020. A pressured equity market could 

be a top-line drag for AllianceBernstein and AXA Equitable’s retirement units.  



 
    

 

 

AXA Equitable’s AB unit:  

Underlying trends at EQH investment management unit, AllianceBernstein AB, have been mostly healthy in 

the recent years, despite the industry headwinds. An above average pipeline, a focus on costs including 

moving its headquarters, and generally a solid investment performance bode well for 2019. Though a large 

outflow hurt 2Q, net flows exceeded $10B between 2014-2017. In addition, there is a flat fee rate in the 

current years. For 2Q, on a 5-year basis, the portion of AB’s active strategy institutional assets outperforming 

was 91% for Fixed Income and 73% for equities. AB, which has a $540 billion in assets under management, 

was 19% of EQH’s 2Q operating profit. After the IPO that happed in May, EQH’s stake in AB, which is 

publicly traded, was 65% vs 47% in 2017.  

 

YoY% change in the industry variable life sales: 

Through the first year, premiums are up by 11% in 2018, the near-term outlook for Axa Equitable’s 

protection segment. Which accounted for what is close to 5% of 1H operating profit. The unit’s earnings are 



 
    

 

likely to remain volatile as the company looks to establish a positive actuarial margin, which might result in 

elevated amortization costs. This issue reflect to the impact of the low interest rates that lasted for a long 

period. In addition, due to the sales of variable universal life insurance that are likely to slip if the equity 

markets enter a period of more normal gains. However, in the longer term this unit’s sales should benefit 

relative to the competitors from the company’s advisor force of 4600. Its 2015 entry in the employee benefits 

market is also expected to boost AXA’s business overtime. VUL accounted for almost 49% if the firm’s life 

insurance premium in the past year 2017.  

 

 

AXA Equitable Unit performance:  

Due to the strong margins and healthy flows, EQH is expected to have a solid profit from the company’s 

group retirement unit in the near to medium term. Axa Equitable is the leader in the K-12 education market, 

which might represent about 2/3 of the unit’s a $35 billion in Asset Under Management (AUM). The 



 
    

 

company has been able to capitalize on its specialized education sales force about 1000 advisors to drive this 

new business.  

 

 

Q3’18 Earnings Performance and Guidance: 

In Q3, AXA Equitable beat quarterly non-GAAP earnings (diluted) by 32 cents, up to $1.23 per share, but 

GAAP EPS of ($0.89), which is a miss by $1.44. EQH reported revenues of $1.08B for the quarter 3, which is 

a miss by $2.12B, and a Net Loss of $496M 

However, we can see the Book value per share falling by $1.77 to $22.15, compared to $23.92 in December 

2017 (including Other Comprehensive Income and Losses of ($2.85) per share) 



 
    

 

The key highlights of their Q3 2018 revenues were: 

Individual retirement $434M vs $326M LY (+18% vs Q3’17)  
Group retirement $134M vs $85M 
Investment management and research $96 vs $45 
Protection solutions $137 vs ($3) 
Total AUM (Assets Under Management) of $667.8B at sept 30, vs $672.2B in December 2017 and $651B in 
Q3’17 
During the third quarter, EQH returned a total of $130M to shareholders including $73M in dividends, and 

$57M part of the share repurchase program, and the initial $500 million share repurchase authorization was 

raised to $800M by the Board of Directors. 

  

 

 

 



 
    

 

Ownership: 

Institution own 78.79% of AXA’s float. Investment advisors hold the biggest portion of the total float. 

However, they have been going off from their positions as the rate have decreased by -8.03% this year in 

comparison to last year. Hedge fund come in the second place holding 4.59%, followed by pension fund that 

have 2.95% in their position. 

 

Short interests: 

 

 

 

 



 
    

 

Conclusion:  

If we apply a valuation based on the price to book multiple (of 0.78x), we come-up with an intrinsic value of 

$20.15 per share, which is 16% higher than the closing price. It looks like the stock has been under-

appreciated. The current trading price would imply a total Equity of $12,422M, the actual Equity being over 

$14B. This valuation being really conservative, it leaves lots of room for the value added by AB, and the 

expansion of the retirement plan for the long-term. 



 
    

 

 



 

 
 

December 12 , 2018 

Teradyne (TER) 
Michael Grasso 

Sector:  Technology 
Industry: Semiconductor Equipment & Materials 
 
 

Company Description: Teradyne designs,       
manufactures, sells, and supports semiconductor test           
products and services on a worldwide basis.  

 
SELL 
Current Price: $33 
Target Price: $34 
Market Cap: 5.9B 
NOPAT (T12M)         209.3M 
Adj. NI Margin (LF)    21.5% 
ROE                            20.5% 
ROIC:                          9.5% 
WACC:                        11.1% 
Debt/E.V.                    .08 
Short Int. % of Float    7.36%   
 

Thesis: The company has seen poor growth this 
year which is forecasted to continue into next year. 
The stock has a minimal upside absolutely not 
worth holding further. The money we have into 
Teradyne should be invested in a more profitable 
company. 
 

Catalysts:  
● Short Term: Market to new customers 
● Long Term: Pay off debt 

 

 

 



 

 

Business & Earnings: 

Teradyne is based in North Reading, Massachusetts. They are a developer and supplier of automatic test                               
equipment. The divisions for Semiconductor Test and Systems Tests are organized by the products they                             
deliver. The market for their test products is concentrated with a limited number of significant customers                               
accounting for a substantial portion of the purchases of test equipment. One customer drives significant                             
demand for our products both through direct sales and sales to the customer’s supply partners. Teradyne                               
expect that sales of their test products will continue to be concentrated with a limited number of significant                                   
customers for the foreseeable future. Therefore, if something happens to one of their customers, this is going                                 
to cause a significant decrease in revenue. As stated by Teradyne, “Despite the strong first quarter results, the                                   
demand outlook for 2018 mobile device test capacity declined sharply in the quarter and our second quarter                                 
guidance reflects that revised outlook," Chief Executive Mark Jagiela said in an interview talking about the                               
results of the first quarter of 2018. When looking at the key stats exhibit above, the revenue growth is very                                       
important to look at. Revenue growth has decreased since 2017 which can be tied to the large decline in the                                       
price per share. Net income and free cash flow also substantially drop from this decrease in revenue. For                                   
2019, revenue is not forecasted to grow by much more than 5% which is not going to cause any serious stock                                         
price spike to where we would make a generous return. Cash and other equivalents as well as the market cap                                       
have seen significant decreases as well for this year. The company is going to continue to lack organic growth                                     
in this highly competitive market. There is nothing that I have come across that stands out indicating that the                                     
stock will have any significant price increase in the short term future. Since revenue, the operating costs, and                                   
discount rate all heavily affect the value and price of this company’s stock, any of these could have a                                     
detrimental effect on stock price as well. 

 
 
 

 
 

 

https://en.wikipedia.org/wiki/North_Reading,_Massachusetts


 

 

Ownership: 
It is important to look at ownership of Teradyne. The exhibit above highlights these points well. From 2012                                   
to 2015, this company had a favorable amount of hedge funds purchasing their stock. If you compare the                                   
highest percentage of ownership of hedge funds owning their stock in 2015, it reached around 13%. It                                 
currently sits at the lowest point that it has seen in years hovering in the high 5% range. In a matter of 2 or 3                                                 
months, it dropped almost 5% this year to where it currently stands. Hedge fund analysts are obviously far                                   
less confident in this stock. The short interest percentage of the float is about 7.4% which is a substantial                                     
amount of the available shares being short sold. The short interest has been the higher this year than the                                     
previous 3 years. This ownership is very important to note due to what other analysts are seeing and                                   
predicting.  
 

 

Debt & Capital Structure: 

Refer to the capital structure on the top of the key stats chart on the bottom of page one. This outlines the 
capital structure from 2010 to the latest filing in the end of September of this year. The company paid off 
their debt from early years and had no debt in 2014 or 2015. However, with recent acquisitions and 
operations, the debt has gone back to around 8% of the enterprise value. This does not seem extremely 
substantial, but the majority of the companies that could be compared to Teradyne have less that .15 for the 
ratio of debt to enterprise value. Companies like National Instruments Corp. have no debt. The industry 
seems to not be able to support large amounts of debt which is important to note. When looking at the type 
of debt that Teradyne holds, a large portion of it falls under a speculative grade rating, which is not ideal. The 
subordinated debt that they have was originally rated B1 and has not changed since. Also, the long term 
foreign issuer credit decreased in its rating from BB- to B+. For their senior unsecured debt which sits high 
on the priority of debt, it is rated A-. Even though this is investment grade, senior debt only holding this 
rating is less than optimal.  

 

Acquisitions & Value: 

In total, Teradyne has publicly acquired 11 organizations. The first acquisition was in August of 2000. Since 
then, they have acquired companies like Eagle Test Systems for $361 million, Universal Robots for $285 
million, and the most recent purchase of Mobile Industrial Robots for $148 million this year (2018). However, 
it is critical to look at  the comparison between the return on investment capital to the weighted average cost 
of capital. It indicates that the company is destroying significant shareholder value upon current operation. 
The ROIC measures to be close to 9.5% and the WACC is sitting around 11%. Teradyne sees the majority of 
growth that they see to be inorganic from the acquisitions causing an increase in revenue.  

 

 



 

 

Bear: 

For the bear case, I simulated a decrease in revenue of 3% from the predicted revenue for the next 5 years. 
After that, the next 5 years have a decrease of 1.5% in revenue. This results in this stock having an intrinsic 
value of around $26 and a target price of $28. The upside probability calculated by the proforma is 0% for 
this simulation. Not only is this return very poor, that would express that the stock is currently overvalued.  

 

 

Base Case: 

For the base case, the proforma was calibrated to have an intrinsic value as close as possible to its current 
share price, which is $32 per share. The upside probability of 8% is very poor with a target of $34. The 
revenue estimates were not adjusted for this case. They were left alone to simulate what would happen to the 
share price if actual estimates are accurate to what occurs in the future ignoring the declining market and 
competitors being much more stable growth than Teradyne.  

 

 

Bull Case: 

For the bullish case, I did the same type of revenue adjustment as I did on the bear case. I increased the 
revenue for the next 5 years by 3%. After that, I increased the revenue for the following 5 years by 1.5%. This 
produced an intrinsic value of $38 and a target value of $41. Even if the price went up, this return is still very 
poor and is not worth keeping in our portfolio any further. When considering the decline in the current 
market combined with competitors having a much more stable business and stock price, I find that the 
likelihood that an increase in price would happen to be unlikely. 

 

 



 

 

Conclusion:  

This company is lacking growth this year since the company has had negative revenue this year compared to 
last. Next year has poor forecasted growth as well. The lack of a drastic increase in any earnings or cash flows 
is another reason why the stock price will most likely not see any extremely high growth. Since the target price 
for all cases simulated provide a minimal gain if any, it is not worth holding this stock further. Since the 
market is currently seeing a decline, this combined with the increased competition will probably cause the 
stock price to either stay stagnant or decrease further in the short term. The intelligent move would be to sell 
our shares in this stock and invest them into another company with a more attractive potential return.  

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 

 



 

 

 

 



 
    

 

 

Company Description:  Chegg (CHGG) provides students with textbook answers, study help, 
required materials, and more services in the areas of STEM, Writing, and more. Their direct-to-
student platform operates on a subscription basis.  

 

BUY @ $27.13 
Current Price:       $29.04 
Target Price:       $32.23 
Market Cap:       3.3B 
ROIC/WACC                  21.5% 
ROIC/WACC (w/o Goodwill) 
                                         32.9% 
EBITDA Margin              24.77% 
COR/Revenue                 25.6% 
Subscription Growth        45%  
Unique Content Views     110M  
 
 

 

 
 

 
 

Thesis: Chegg (CHGG) offers a valuable service 

to students: providing textbook answers and study 
help on a subscription basis. Not only has CHGG 
been increasing their value to students in the past 
years, but to investors as well. By focusing on their 
digital offerings, CHGG has been able to take 
advantage of higher margins and economies of 
scale. 
 
 
 
 
 

Catalysts: Forward looking projections that call 

for positive/negative outlook that will strengthen 
your thesis. Example: 

 Product Mix Shifting to favor high margin 
products 

 Large college population with strong brand 
recognition  

 Untapped high school market with potential 
to be accessed through CheggMath and 
CheggWriting 

 Economies of Scale and brand recognition 
decrease customer acquisition costs while 
increasing cross selling potential 

 

December 11, 2018 

Chegg, Inc: (CHGG) 
Samantha St.Germain  

Sector:  Consumer Discretionary 
Industry: Educational Services  
Current Price: $29.04 
Target Price: $32.56 
 



 
    

 

 

 

Earnings Performance: 
 

CHGG had a strong Q3FY18, leading them to increase their forecast for the year. CHGG reported a 

19% increase in total net revenues as compared to FY17, clocking in at $74.2 million. This beat estimations by 

$5.11 million. Q3 is their busiest quarter as it is their back to school season, where high school and college 

students are starting a new year. CHGG reported a net loss of $13.7 million, a greater loss than the $11.5 million 

loss in Q3FY17. Non-GAAP net income was $8.7 million for Q3FY18 compared to $1.5 million in Q3FY17. 

Service revenues grew 37% year over year, earning 54.2 million for Q3 and accounting for 73% of revenue. 

Product mix will be discussed in more detail in subsequent analysis.  

 Content views for Chegg Study increased 51% year over year to 110 million views in Q3. In Q3 Chegg 

had 1.7 million subscribers, a 45% year over year increase.  

 

 

 

Product Mix of the Past: Textbooks and Required Materials 
CHGG traditionally has been know for it’s 

textbook services for college students. In 

2010, Print Textbooks accounted for 

99.8% of CHGG’s revenue. At that time, 

revenue was broken down to Print 

Textbooks and Digital Offerings. In 2014, 

Digital Offerings made up 29.9% of 

CHGG’s revenue, dropping Print 

Textbooks to 70.1% of revenue. While 

Print Textbooks were losing revenue share 

within the firm, they were still growing, 

having grown 5% in 2014.  

 In 2015, CHGG renamed the categories 

to reflect the changing nature of their 

business. Print Textbooks are now 

referred to as Required Materials, which 

saw a 13% decrease that same year. In 2014, CHGG partnered with Ingram to fulfill all of Chegg’s print 

textbook sales and rentals. This has allowed CHGG to focus less on the physical aspect of the textbook business 

and more on their digital services, such as ebooks and study help for students. It also allows CHGG to offset 

some of their risk onto Ingram by not having to hold inventory or have any of the risk trying to forecast which 

textbooks will be in demand for the upcoming semester. The Required Materials portion of CHGG’s business 

is now less of a revenue driver and more of an introduction of what Chegg offer’s to students. Books are 

shipped to distinct, recognizable orange boxes that promotes brand recognition, which will be discussed later.  

 

 



 
    

 

New Product Mix: Digital 

Offerings and  

 Digital Offerings, which have 

seen strong growth since 2010, are now 

classified as Chegg Services. This is a 

direct reflection of CHGG’s shift from 

a textbook provider to a digital student 

support business.  Chegg Services 

include study materials, textbook 

solutions, tutoring, test prep, internship 

and career postings, citation and writing 

help, and more. The Chegg Study and 

Chegg Writing services have been 

instrumental in the 44% growth in 

Chegg Service revenue in 2017. In 

Q3FY18, Chegg Service revenue grew 41% yoy.  

Chegg Study is CHGG’s main service provided to students, with it’s catalogue of textbook questions 

and answers growing 41% yoy. This growth in content will help CHGG reach new students. Q3 saw 110 million 

content views, up 51% yoy, reflecting a strong return on investment for Chegg Study. CHGG is also working 

on new products and services to help students and increase their use of Chegg. For example, Chegg is planning 

to add a chat feature to their tutoring platform, which will give students more flexibility on when they access 

tutoring and will be able to access Chegg for that purpose more often, driving site visits.  

The focus on moving towards a more digital focused company has two benefits. First, it differentiates 

itself from competitors. Amazon is another main player in the textbook rental business. As Amazon’s business 

has grown, it has become a major source of 

competition for Chegg. Chegg has been able to 

differentiate itself by moving into a different, yet 

related, business. CHGG has seen their required 

material segment decrease substantially, only 

representing 27.2% of their business in 2017.  

The other major area of value created by 

this shift is in margin. Digital products offer a 

much higher margin than physical products. 

EBITDA margin has improved from 6.7% in 2014 

to 8% for the LTM ending September 30, 2018. 

Net income margin has increased from -40.3% in  

2017 to -1.8% for the LTM ending September 30, 

2018. Net income margin is projected to be 19.6% 

in 2018.  

 

 

 



 
    

 

Large Market and Untapped Potential: 

Education accounts for 7% of the United 

States’s Gross Domestic Product. There are 20 

million college students in the United States 

alone. Chegg had 2.2 million subscribers in 2017. 

Now add 16 million high school students to that 

equation. That means there are 36 million 

individuals in high school or higher, and Chegg 

subscribers account for 6.11% of all students 

who can benefit from their services. Some of 

Chegg’s products can also reach younger 

audiences, such as their writing and citation 

services, which can help students as young as 

middle school. Chegg is also planning on expanding into international markets in the future. 

Beyond subscribers, the Chegg platform has approximately 11 million unique visitors every month. 

This accounts for 30.6% of the education market for high school and above in the United States. Each of 

these visitors has an opportunity to interact with the platform, understand the benefits, and get the word out 

to other students or to become subscribers themselves. As discussed earlier, the textbooks are shipped in 

bright, distinct boxes, which immediately catch the eye. This brand recognition is invaluable. Look in any 

college post office at the beginning of the semester and its likely you’ll see at least one of those boxes waiting 

for pickup. Brand recognition is crucial and CHGG can leverage it as it taps into new and existing markets. 

CHGG is also hoping that its new AI driven math service will help them expand influence in the high 

school market. Introducing students to the brand early is important. Chegg is not a service consumers will 

stay subscribed to in perpetuity like Spotify or Netflix, Chegg’s usefulness is limited to however long the 

student is in school. By reaching students earlier, not only will they have a first mover advantage but will also 

have a longer average length of subscription. So instead of at most a possible life of the subscription being 4 

years, a Chegg subscriber could possibly be 

subscribed for as many as 8 or more years.  

  

Economies of Scale: 

 CHGG has an already large and 

growing database of study materials for 

students across multiple areas of study. This 

means that students are more likely to find the 

content they are looking for on Chegg’s 

platform - and more likely to use it again. If 

students know there is one place that will have 

their answers instead of having to search 

multiple sites for what they are looking for, 

they will just go to where they know they can 



 
    

 

get their answers, which is Chegg. The variety of subjects is also important as college curriculum requires 

students to take a variety of classes in multiple subjects. The shear amount of reliable material increases brand 

loyalty. 

 A bonus of Chegg’s market is the word-of-mouth opportunity that arises. High School and College 

are very focused on group work. When working on a group project, if one student has Chegg and uses it, it 

introduces other students to the platform. Even outside group work settings, students will often collaborate 

on homework and other assignments, increasing the number of opportunities students have to share the 

platform. And as CHGG starts targeting younger high school and middle school audiences, it increases the 

odds of an older sibling introducing younger siblings or parents it Chegg’s platform. As the number of 

subscribers and users grows, CHGG has a greater opportunity of reaching new students without having to 

spend as many valuable marking dollars on customer acquisition. As mentioned earlier, CHGG subscriptions 

increased 45% year over year and content views increased 51%. The more students that actively use Chegg, 

the greater their word-of-mouth power will be.  

While the Chegg platform has been growing, less has been spent on marketing in the past few years. Selling 

and marketing decreased from $64.1 million in 2016 to $51.2 million in 2017, a 20% decrease. The increasing 

revenues and subscibtions add substance to the fact that CHGG does not need to spend as much on 

customer acquisition because of their vast network of college students using word-of-mouth to introduce new 

students to Chegg. And as Chegg grows, they can take further advantages of these economies of scale.  

 

Conclusion:  

CHGG offers a valuable service to a large market. They have created a brand loyalty that no other 

study platform is able to boast. As they move away from their traditional business of physical textbooks and 

toward higher margin digital products, CHGG is able to create more value for shareholders. CHGG is 

growing at a rapid pace, and with their brand loyalty, word-of-mouth, especially in the college and high school 

setting, is invaluable. This will allow CHGG to continue its growth momentum as lower customer acquisition 

costs. For the foreseeable future, CHGG should continue to offer value to both college students and 

investors as it expands and grows. 

 

 

 

 



 
    

 

 



 
    

 

 

Description: Take-Two Interactive develops and publishes products principally through its two wholly-
owned labels, such as Rockstar Games and 2K, as well as the company’s new Private Division label and 
Social Point, a primary developer of mobile games. 
 

 

 

BUY 
Current Price:             $105.75 
Target Price:  $142.17 
Market Cap:  $11.6B 
ROC/WACC:               1.61 
WACC:                         10.5% 
No Debt 
Default Rating:             bb+ 
SI Ratio:                       1.39 
 

 

 
GAMR ETF 
S&P 500 Index 

 

Thesis: TTWO is a victim of the recent market 

sell off. The gaming industry is in a major growth 
stage that will only expand TTWO’s users. The 
company is poised to benefit greatly from current 
and reacurring sales on Red Dead Redemption 2. IT 
also has entered the eSports industry, which will 
spearhead further integration as the industry grows. 
 
 

Catalysts: Forward looking projections that call 

for positive/negative outlook that will strengthen 
your thesis. Example: 

 Short Term(within the year): Red Dead 
Redemption Two Sales 

 Long Term(3+): eSports Industry   

 

Video Game Industry Outlook: 

 
The gaming industry has continued to grow. According to NEWzoo’s Global Games report, gamers will likely 

spend around $138 Billion this year. This is a 13.3 YoY increase. More than half of teenagers play video games 

and for several hours each day. Gaming will continue to gain entertainment market share, because it is cheaper 

December 11, 2018 

Take-Two Interactive: (TTWO) 
Analyst: Eric Munn 

Sector: Communitcation Services 
Industry: Entertainment 
Current Price: $105.75 
Target Price: $142.17 
 



 
    

 

to consume than cable television or going to the movies. Videogame content sales were up 25% to $7.9B, NPD 

Group says, with broad gains led by mobile games and digital content for consoles/portables. Hardware sales 

were up 11% for the quarter, to $737M, while accessory sales rose 44% with all-time quarterly records in 

headsets as well as in game cards. The model for gaming has completely changed, and TTWO is a perfect 

example. The initial purchase is just the beginning of the spending. 

 

 

The table below depicts TTWO’s growth in digital purchases and recurrent revenue. This digital growth is 

helping margins, as marginal costs become lower as production of disks slows.  

 

 

 
 

 

 

Earnings Performance: 

 
TTWO’s business model is conducive to large relsease on their flagship franchises that occur irregularly. 

However, franchises like their largest producer, Grand Theft Auto 5, bring in continuous revenue, by releasing 

additional content. In the chart below, FY14 shows the release of GTA 5. The earnings of this company are 



 
    

 

staggered as major releases occur. Investors did not expect to see the same amount of success from Red Dead 

Redemption 2, but the initial results are promising.  

 

The cyclilaty of the revenue streams from gaming releases is apparent in the YoY revenue growth. However, 

TTWO has managed to leverage the increase in reccurent revenue from at a essentially zero marginal cost to 

increase net income margins and generate free cash flow. 

 

 

Red Dead Redemption 2: 

The release of RDR2 occurred on October 13, 2018, with critical acclaim. There are not games out that match 

the type of game play available in Rockstar’s Red Dead Redemption series. There is not completion in the 

nitch. Red Dead Redemption 2 sold about 70 percent as well as GTA 5 did over it’s first three days with 725 

million worth of copies sold.  This matched expectations. RDR2 out sold Red Dead Redemption 1’s lifetime 

sales in 12 days.  

The online portion of GTA 5 has been a cash cow. The total sales have been estimated at around 6 billion, a 

large part being recurrent purchases online, which make it the most successful entertainment product of all 

time.  

TTWo is aiming to develop the current beta version of the online feature into something close to as lucrative 

as GTA online. The company took 18 months to really get the online feature right on GTA. Their have been 

issues with the mechanics and already an announced fix of the in game rewards.  

Investors are waiting to see how well TTWO can monetize RDR2 and this is a reason to buy in now. 

 



 
    

 

 

  

RDR2 PC Release: 

Currently, RDR2 is only available on the XBOX One and PS4 Investors are speculating about the PC version of Red 

Dead Redemption 2. If it follows the same pattern as Grand Theft Auto 5, it could be released released in March of 

2019, which is better than the current estimates, some of which do not even believe it will be released. This 

revenue boost may not be priced in.  

 

eSports 2K League: 

There is significant excitement around the growth of eSports. TTWO has joined 

the scene with the first major sport affiliation. Their franchie, NBA 2k, the leader 

in basketball simulation, has a joint venture with the National Basketball 

Association. It started in May 2018. 76,000 people participated in qualifying 

rounds. 17 NBA teams drafted 5 person teams to compete in a 15-week season. 

The league has partnerships with Dell, Intel, and Twitch. The purpose of this 

league is to enhance the engagement of fans, which will build up NBA 2k users, 

and in turn, revenue.  

 

Ownership: 



 
    

 

Hedgefunds entered new positions during a significant drop around July 29th. As unforeseen macro conditions 

have dropped the price, the have remained relatively constant in their postions.  

 

 

 

Short Interest: 

Short interest ratio is at a low postion of 1.39. Short postions took their profits as the price dropped starting 

in October. Investors have now added to their postions once again, but at such a low overall % of the float, a 

small portion believes the price will significantly drop again.  

 

 

Conclusion:  

Take-Two Interactive is part of an industry where we are seeing massive growth 

potential in the long term. As technology advances, TTWO is keeping up with 



 
    

 

ground breaking games. The company’s Red Dead Redemption 2 release was a 

success, and will follow the same pattern as the biggest success in entertainment, 

GTA 5. The intergration of PC and the monetization of the online features will 

lead to runaway success in revenues. The 2K/NBA partnership has fostered fan 

engagement and is a marker for furthing eSports expanision that is looking to 

become a staple in society in the future. 

 

Target Price: $142.93 

 

 

 

 



 
    

 

 



 
    

 

 

 

Company Description: LVMH Moet Hennessy 

Louis Vuitton SE is a luxury goods company. Its 

business activities are divided into various business 

groups, including Wines & Spirits, Fashion & 

Leather Goods, Perfumes & Cosmetics, Watches & 

Jewelry, Selective retailing and Other activities. The 

Company has approximately 70 brands and over 

3,950 stores around the world. It produces still and 

sparkling wines from various wine-growing regions, 

as well as whiskey. The Fashion & Leather Goods 

business group includes brands, such as Louis 

Vuitton, Fendi, Donna Karan, Loewe…It focuses on 

the perfumes, make-up and skincare business, and 

offers a range of brands, including Christian Dior, 

Guerlain and Kenzo. The Watches & Jewelry sector 

operates in two segments: high-quality 

watchmaking, and jewelry and high jewelry.  

BUY  
Current Price:  $249.50 

Target Price:  $293.24 

Market Cap:  125.308B 

Average volume:        648,880K 

Gross margin:             66.33% 

EPS                             11.92 

EBT Margin:               20.08% 

 

 

 
 
Thesis:  
LVMH reported excellent results since their first merger. 
During the last Quarter LVMH recorded an outstanding 
financial marks with a double-digit increase in both 
revenue and profit.  Due to the standards of the quality 
and creativity that LVMH offers, in addition to their 
strategy of acquiring more brands and expanding their 
stores throughout the world; the company will indeed 
keep attesting remarkable performance in the long-term.    

 
Catalysts:  

 Short Term(within the year): Growth in EU, 
US and Asia 

 Long Term (3+): Higher growth in all the 
segments. 
-Acquiring more luxury brands  
-Expanding more in the Asian market and 
throughout the world 

December 12th, 2018 

Moet Hennessy Louis Vuitton: 
LVMH 
Ala Saidi 

Sector:   Consumer Discretionary 
Industry: Textiles, Apparel and Luxury Goods  
Current Price:$249.50 
Target Price: $293.24 
 

 



 
    

 

 
 
 

 
 

Business Overview:  
LVMH Moet Hennessy Louis Vuitton is the world’s largest luxury goods 

company, with brands that are bywords for the good life and everything showy. 

LVMH makes wines and spirits (Dom PERIGNON, Moet & Chandon, Veuve 

Clicquot, and Hennessy), perfumes (Christian Dior, Guerlain and Givenchy), cosmetics (Nude, Fresh, and 

Benefit), fashion and leather goods (Donna Karan, Givenchy, Kenzo, and Louis Vuitton), and watches 

and jewelry (TAG Hauer, Bulgari). LVMH’s selective retail division includes Sephora cosmetics stores, 

Le Bon Marche Paris department stores, and 61% of DFS Group (duty-free shops). Chairman Bernard 

Arnault, the richest man in France and his family own about 46% of LVMH through Group 

Arnault.LVMH acquire Christian ; Dior in a $12 billion in 2017.  

Mergers and Acquisition: 

LVMH started their merger history in year 1987; a $4 

billion merger was effected between Louis Vuitton with 

Moet-Hennessy, which allowed LV to expand its 

investments in the luxury business, while saving Moet-

Hennessy from the threat of takeover. Later on, in 1988 

LVMH acquired Givenchy and Berluti, this acquiring 

expansion on luxury brands continued until 2017 when the 

company has acquired Christian Dior $13.1 Billion deal. 

In 2016, LVMH acquired Germany luxury baggage Rimowa for 640 million. The Acquisition increased 

LVMH’s exposure to the growing luxury tourism market.  

In 2018 LVMH’s investment arm L Catterton acquired US HVAC Airxcel. The company produces 

heating, ventilation and related appliances for RVs, classrooms, and telecommunications enclosures under 

brands including Coleman-Mach, MaxxAir, Suburban, Dicor and more.   

Financial Performance: 

LVMH Moët Hennessy Louis Vuitton, the world’s leading luxury products group, recorded revenue of 

€42.6 billion in 2017, and an increase of 13% over the previous year. Organic revenue growth was 12%. 

All business groups recorded double-digit organic growth with the exception of Wines and Spirits, whose 

growth in the second half was limited by supply constraints. With organic revenue growth of 11%, the 

trend seen since the beginning of the year continued into the fourth quarter. Profit from recurring 

operations reached €8 293 million in 2017, an increase of 18%. Operating margin reached 19.5%. Group 

share of net profit was €5 129 million, representing growth of 29%. 



 
    

 

 

 

 

Ownerships:  

Institutions own 68.51% of LVMH Float. 

Investment advisors own 26.37% of the float with 

Capital Group Cos Inc. being the top holder with 

only 2.02%. BlackRock Inc. come on the second 

place owning 1.52% of the float. Followed by 

Vanguard Group Inc. who also own 1.38%. 

Holding company own 69.76% of the total float. 

Investment advisors have been adding to their 

positions, there is change in the rate of +0.63 

between the past year and the current year. Which mean that they see the stock as a safe haven within the 

industry.  

 

 



 
    

 

Performance by segment: 

Fashion and Leather Goods:  the group achieved organic revenue growth of 13% in 2017. On a reported 

basis, revenue growth was up 21% and profit from recurring operations increased by 27%. Louis Vuitton 

continued to demonstrate outstanding creativity across all of its businesses, maintaining a good balance 

between innovations and the strengthening of its iconic product lines. New products arising from the 

collaborations with the artist Jeff Koons as well as the Supreme brand, the launch of the brand’s first 

smart watch and the inauguration of the Maison Louis Vuitton Vendôme in Paris were among the key 

events of the year. Christian Dior Couture, whose business became fully consolidated within the Group in 

the second half, achieved an excellent performance.  

Perfumes & Cosmetic:  the group recorded organic revenue growth of 14%. On a reported basis, revenue 

growth was 12% and profit from recurring operations increased by 9%. Perfumes Christian Dior grew 

market share in all regions, driven by the worldwide success of its fragrance Sauvageand the vitality of its 

iconic perfumes J’adore and Miss Dior. The makeup segment grew strongly too.  

Watches & Jewelry: the group recorded organic revenue growth of 12%. On a reported basis, revenue 

growth was 10% and profit from recurring operations increased by 12%. Bvlgari achieved an excellent 

performance and continued to gain market share thanks to the strength of its iconic 

lines Serpenti, B.Zero1, Diva and Octo. Growth was particularly strong in Asia, the United States and 

Europe.  

 

Selective Retailing business group recorded organic revenue growth of 13%. On a reported basis, revenue 

growth was 11% and profit from recurring operations was up 17%. Sephora continued to gain market share. 

Its growth was particularly strong in North America and Asia. A new territory, Germany, was inaugurated, 

while Sephora expanded its online presence in Scandinavia, Mexico and the Middle East. The year 2017 

was a positive turning point for DFS, with better-positioned markets, especially in the second half. The new 

stores in Cambodia and Italy continued to grow. 



 
    

 

 
 

Dividends: 
At the Annual Shareholders’ Meeting on April 12, 2018, LVMH will propose a dividend of €5 per share, 

an increase of 25%. An interim dividend of €1.60 per share was paid on December 7 of last year. The 

balance of €3,40 per share will be paid on April 19, 2018. 



 
    

 

 

 

Competition: 

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

LVMH have had great results in 2017 especially in Q4. LVMH has a strong image and a high value. However, 

the fact that the company holds 7 different sectors, cannot really be compared to other companies that 

operates in a single sector. Yet as seen below, the main competitors of LVMH are Christian Dior, KERING, 

Hermes International and Prada. LVMH takes the first position comparing a market cap of 126.02B vs 

59.64B Christian Dior that comes on the second place, the gap between each of the competitors market cap is 

huge. YoY revenue growth is 13.39%for LVMH, in addition to a YoY EPS growth of 28.61% that is 

relatively median in contrast to other competitors.  

 

 



 
    

 

Conclusion:  

In conclusion, I recommend LVMH stock as a buy. The company has been having excellent results especially 

in 2017, these results reflected the strong desirability of LVMH brands and the effectiveness of the company’s 

strategy. LVMH had a double-digit increase in both revenue and profit from their recurring operations. There 

was a strong growth in Asia and US and an outstanding momentum at LV, the profitability remained at an 

exceptional level. In addition to an excellence performance at all the sectors. Cash from operations before 

changed in working capital was 5.5B euros, an increase of 21% and a net to debt ratio of 23% at the end of 

Q4. LVMH is expected to keep showing a great results on the long term, in reflection to their expansion in 

Asia and EU and following their strategy of acquiring more luxury brands into their sectors.  

 

 



 
    

 

 



 
	 	 	 	

	

	

CVS Health Corporation is an integrated pharmacy health care provider. The 
Company's offerings include pharmacy benefit management services, mail order, 
retail and specialty pharmacy, disease management programs, and retail clinics. The 
Company operates drugstores throughout the U.S., the District of Columbia, and 
Puerto Rico. 

 
BUY @ $70.00 
 
Current Price: $74.09 
 
Target Price: $101.44 
 
Market Cap:       95B 
  
ROIC:                         8.89 
 
Debt/Market Cap:       65% 
 
WACC:                       8.2% 
 
 
 

 

 
 

 

Thesis:  
CVS is currently underperforming in 
the industry along with their 
competitors because of the falling 
market. With a good viewpoint of the 
future CVS looks to be a powerhouse in 
the coming years. They increased cash 
and are expected to jump in size of free 
cash flow this is due to their merger with 
Aetna. This merger was $69 billion and 
is a major key for CVS in the future of 

Catalysts:  
• Short Term(within the year): Merger with 

Aetna 
• Mid Term(1-2 years): same store sales 

growth in the future 
• Long Term(3+):   

December 8, 2018 

CVS 
Kyle Agresta 

Sector: Healthcare 
Industry: Health Care Plans 
Current Price: $74.09 
Target Price: $101.44 
 



 
	 	 	 	

	

the drugstore business because Aetna is 
the number 3 U.S. health insurer with 
around 22 million members. This 
merger along with the coming growth 
are two very important components to 
boost CVS price in the market and give 
substantial growth to the company 
overall. 
 
 
 
 

 

Earnings Performance: 
CVS revenue growth percentage year over year went from an average of 12% from 2014-
2016 and from 2016 to present it has been around 3%. They have kept EBITDA margin a 
steady 7% year to year and are still producing a gross profit margin of approximately 16-
17%. Over the last 12 months they increased cash from repayment from negative $598 
million to $37 billion which helped in their growth of cash from financing activities from 
negative $6.7 billion to $35.5 billion. Looking at the income statement CVS currently has 
revenue of $188 billion with a cost of goods and services of 158.7 billion (84% of revenue), 
which gives them a gross profit of around $29.3 billion (16% of revenue) 
 
 
 

 
 
 
 
 



 
	 	 	 	

	

 

The images above show CVS income statement and Key Stats from Bloomberg. These show 
CVS cash has significantly increased from the merger with Aetna. This also shows the 
importance that the merger held for future revenue and cash flow for CVS. Looking at their 
earnings trends they have beat estimates the last 5 quarters for EPS and have beat 6 of the 
last 8 periods for revenue and EBITDA 
 

 
 
 
 
 
 

 

 



 
	 	 	 	

	

 

Debt 

CVS took on about $35 billion more dollars in debt after the Aetna deal which is the deal 
that would combine CVS’ drugstore and pharmacy benefits manager platform with 
Aetna’s insurance business hoping to lower costs. According to preliminary results more 
than 98% of CVS shareholders and 97% of Aetna’s shareholders were in favor of the deal. 
CVS health CEO Larry Merlo stated, “The combined company will be well positioned to 
reshape the consumer health care experience, putting people at the center of health care 
delivery to ensure they have access to high-quality more affordable care where they are, 
when they need it,” The debt that CVS got from this deal in a sense is good debt because it 
is focused on lowering costs. Health spending equals about 18 percent of the nation’s gross 
domestic product and that is expected to reach 20% by 2025. CVS and Aetna have 
combined to try and use CVS’ retail stores to help rein in health care costs. Hoping that 
they will get more people in their walk in clinics at drugstores and keep them out of more 
expensive sites like emergency rooms. Within the next year or so, CVS and Aetna expect 
MinuteClinics to perform about 90 percent of services provided in primary care facilities, 
up from about 40 to 45 percent now 

  

Strategy: 

CVS started a Retail Pharmacy Store Development plan which is focused on entering new 
markets, adding stores in existing markets and relocating stores to more convenient sites 
this has been a very key growth driver for CVS and continues to be a  growth driver. They 
acquired Target’s pharmacies in late 2015 which in turn carried them past Walgreens in 
terms of annual revenue making them the big dogs around their competitors. In addition to 
adding new stores CVS has made an effort to increase sales in their current stores. Their 
sales are comprised to more than two-thirds prescription drug sales and the retailer is 
attempting to grow revenues from OTC medications and general merchandise through its 
private label product offering. Finally their acquisition of Aetna for 70 billion was a power 
move more for a defensive purpose because of the big players like Amazon eying a move 
into the prescription drug market. 

 

 

 



 
	 	 	 	

	

 

Ownership 

 

 

Comparing CVS ownership summary from a year ago to now it is clear to see that the 
number of buyers has increase by 54% and the change in insider positions has increased by 
36%. The number of sellers recently has increase but this may be because of the overall 
decrease in the market. You can see from the chart on page 1 that CVS almost perfectly 
follows the Consumer index and that has also been on its way down along with the market 
itself. This should bring up some attention to the price of CVS because it seems that they 
are dropping in price but growing as a company. They have grown the past year in same 
store sales growth and have increased revenue and kept operating costs low. 

CVS is showing strong signs of growth from their new deal with Aetna and they are 
continuing to grow seen by their growth in same store sales from 2016 to now. The 
company alone was doing well and now with the merger the stock is looking very cheap 



 
	 	 	 	

	

because they will keep their costs low and bring in a lot more revenue and cash over the 
coming years. 

 

Bull case: 

 

CVS going forward has a lot of room to grow because of their merger they can keep 
growing and innovating along with keeping their costs low. Currently CVS has its 
operating expenses at only 10% of overall revenue so by lowering expenses and increasing 
their revenue they can prove themselves as a sustainable company. This could push the 
price well above its yearly high of $83 and push their company back up where they were a 
few years ago, floating around $100-$110. 

 

 

 

Bear Case: 

CVS worst case scenario would be if the merger doesn’t affect their production and 
amazon comes into the market and takes over. That along with the continuing of a market 
decrease would be the only reason that seems to be possible. If this occurred then CVS 
could continue to drop to its yearly low of $60 dollars and maybe even lower. 

 

 



 
	 	 	 	

	

 

Conclusion:  

Bases on the growing revenue that is expected in 2019 and the merger that CVS and Aetna had this year it 
shows that they are a well position company to continue further growth. They have a lot of cash on hand, 
around 41 billion and they now have a plan to open new sites and increase sales at existing sites. Even though 
the merger grew costs by a sizeable amount they are now focused on lowering their costs as a whole. 
Currently CVS is a very cheap company and the lower it goes the cheaper it will be for a good buy on a good 
company that will have very large growth in the future. 

 

 

 



 
	 	 	 	

	

 



 
	 	 	 	

	

 



 

 
 

December 7, 2018 

Activision Blizzard (ATVI) 
Michael Grasso 

Sector:  Consumer Discretionary 
Industry: Personal Video Games 

Company Description: Activision Blizzard, Inc.         
develops and distributes content and services on             
video game consoles, personal computers, and           
mobile devices. The company operates through           
three segments: Activision Publishing, Inc.; Blizzard           
Entertainment, Inc.; and King Digital         
Entertainment. Its products include various genres,           
including first-person shooters, action/adventure,       
role-playing, strategy, and others. 

 
HOLD 
Current Price:              $46 
Target Price: $50 
Market Cap: 36.04 Bil 
NOPAT Margin (Yr)   550.5 Mil 
Adj. NI Margin            12.37% 
ROE                            5.6% 
ROIC                           4.03% 
WACC                          9.26%   
Debt/E.V.                    .08 
Short Int. % of Float    3.02% 

 

 

Thesis: The upside of keeping Activision 
Blizzard in our portfolio is not as large as the 
downside. Growth is expected to be below what’s 
needed for a significant increase in stock price. 
Increased competition in the industry has likely 
slowed sales. While the portfolio still has made an 
overall gain on this company, it should be sold and 
invested in another company with a more favorable 
upside.  
 

Catalysts:  
● Short Term: Continue to push sales for Call 

of Duty Black Ops 4 into the holiday season 
● Long Term: Pay off debt; Advertising for 

games and micro-transaction support 

 

 



 

 

 
 
Earnings & Products: 
This video game industry does see recurring revenue from games that have been previously released and still                                 
sees purchases as well as micro transactions. However, these companies make the majority of their new                               
revenue from new game releases. Call of Duty, Destiny, Overwatch, Marvel, and mobile applications are                             
some of the popular game series that Activision has produced. The first Call of Duty was released in 2003.                                     
Ever since then, the game has been a major source of revenue and publicity for the company. The annual                                     
release of a new Call of Duty game is a big deal for Activision. The franchise remains one of the company's                                         
top four titles that make up two-thirds of annual revenue, and it has generated more than $10 billion over its                                       
lifetime. There have been several Call of Duty installments in recent years that have sold as much as $1 billion                                       
within the first few days of launch. The 2013 release of Call of Duty Ghosts and the 2012 release of Call of                                           
Duty Black Ops 2 were the last two releases to hit $1 billion in sales right after the launch. However, investors                                         
were likely looking for more sales growth year over year for this franchise. UBS claimed that it expected Call                                     
of Duty Black Ops 4 to sell 15% to 20% more units than the release of Call of Duty in 2017. Not all investors                                               
view this as a negative. However, the lack of forecasted growth in revenue is simply not attractive. Another                                   
aspect to hurt the sales of the latest Call of Duty is the timing of the release of the game. It’s worth noting                                             
that Black Ops 4 came out during a busy time for new video game launches, so this might have ate into the                                           
game’s sales. By looking at key stats above, Activision clearly is consistently generating profits and                             
maintaining margins. As mentioned before, the company does has weak forecasted growth for the next few                               
years really limiting future revenues. When using these to value the stock, it provides a very minimal upside                                   
which is frankly not worth holding the stock further just from a numerical perspective alone. As can be seen                                     
below in the earnings trend graph, Activision has been hitting and exceeding their earnings estimates for the                                 
past 6 quarters with one exception, being quarter 3 of this year. Even though quarter four does spike in                                     
estimated revenue, it can also be seen that quarter 3 of 2017 did substantially better than quarter 3 of this year                                         
(2018).  
 

 

https://www.fool.com/investing/2018/04/20/heres-activision-blizzards-4-biggest-franchises.aspx


 

 

 

 

 
Debt & Acquisitions: 
Activision has had around 15 major acquisitions including Blizzard from owner Vivendi for 5.8 Bil in 2013.                                 
The company became Activision Blizzard following this acquisition. In 2016, they acquired King.com for 5.9                             
Bil which is an interactive entertainment company which provides online games for many different places and                               
companies. They are well known for their mobile application games like Candy Crush. The year of 2016 had                                   
the highest amount of debt that they’ve owed. Since then, they have worked on paying off and substantially                                   
reducing this debt. The one positive effect this could have would be the debt rating going up on this                                     
company. That would make investors view this stock as a safer investment because the risk of default is less.                                     
Although this is possible, the WACC does not appear to be ready to decrease and the chance of a being                                       
assigned a more favorable debt rating is not necessarily going to happen right now. It is important to note                                     
that the discount rate does have a substantial effect on this company’s stock price.  
 
 

 

 

 



 

 

Competition & Industry: 

The current weighted average cost of capital is just above 9%. The screenshot above was taken a few days 
beforehand. When looking at ROIC and WACC, the company is destroying significant value. The 
ROIC/WACC using the updated values is around .45 which is very poor alone. When comparing it to the 
other major competitors of Activision, E.A. and Take-Two are creating substantial value. They have a much 
higher ROIC and ROE with a similar WACC. Activision Blizzard is destroying a significant amount of value 
unlike its competition. However, when looking at the Activision as well as E.A.’s and Take-Two’s stock 
prices, they all follow the same trend. The line chart on page 1 has the stock price of these three companies. 
All three companies have seen a significant drop in stock price following the same trend since around 
September of this year. As mentioned above,  the other big games with October of 2018 launches include 
Assassin’s Creed Odyssey, Soul Calibur VI and Red Dead Redemption 2. Red Dead Redemption 2 sold 15 
million copies in 8 days after its release and continues to do incredibly well with many awards and 
nominations. Not to mention, every gamer that I personally asked about these games stated that they would 
not be buying all of the new games that have been released since they are above $50 per game. Therefore, it is 
very likely that the competition of other video games is eating into the profits of Activision, and will provide 
too much competition for such an old franchise like Call of Duty to see sales figures like they have in the best 
with their best selling games for the short run in the future.  

 

Short Interest: 

Around 3% of the shares of the float have been short sold. Even though this does not appear extremely 
significant, it is worth noting that short interest is at the highest that it has been in over a year.  The volume 
for this short interest has also increased.  This is worth considering because of how much research and 
analysis goes into buying shorts for investors. Investors are clearly seeing current conditions for Activision to 
be less than optimal and see a further decline in price to be very possible.  

 

 

 



 

 

 

Base Case: 

The growth used in this case were computed by the proforma. The first 6 years of growth are 10.8, 8.6, 12.6, 
9.5, 13.9, and 9.8 percent. The reason that this is important is because the majority of analyst estimates are not 
this generous. Bloomberg and Capital IQ have substantially lower forecasted growth rates. This case could be 
viewed as a bullish case under the condition that Activision manages to see increased growth from what has 
been predicted. The intrinsic value of the stock using this setup in the proforma sits around $45 per share. 
The target price is $49. This return is absolutely not worth keeping this stock in our portfolio.  

 

Median Estimates: 

 

Median growth rates predicted by Bloomberg analysts are 8.0, 9.4, 8.3, 5.1, 5.4, and 5.9 percent for the next 
six years. These growth rates are much lower than what the proforma had originally computed and are much 
closer to other analyst estimates. The growth rates after the sixth year converge on the continuing period rate 
which is 2.5 percent. The intrinsic value and target price under this case are both in the mid $30s which would 
eliminate any gain that the portfolio has made on this stock if not create a loss.  

 

 

 



 

 

Conclusion:  

Even though Activision has produced various great selling games in the past, future revenue growth is 
forecasted to be much slower than previous years. The major competitors of Activision are also seeing a 
significant decrease in price. However, this company is destroying value and its closest competitors are not. 
The short interest is at the highest point that it has seen in the past year. When all of these aspects are 
compared to the minimal upside of revenue growth and stock price, this stock is absolutely not worth keeping 
in our portfolio. The potential downside is much larger for the short term. Since we have still made a gain on 
holding this in our portfolio from the purchase date until now, this would be a great time to sell this stock 
and invest the money in another company which appears to have a much more attractive upside. It is very 
possible that this company will see an increase in stock price in the long term when the market picks up and 
Activision invests in another best selling game or program. For the short term, this is not the case and it is not 
worth the risk of keeping this company’s stock.  

 

 

 

 

   

 



 

 

 

 



 
    

 

 
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 is in a contracting sector of the 

economy and only shows signs of following the 
downward trend. This is not company specific. The 
recreational vehicle market has taken a hit in the 
past year.  At the beginning of 2018, THO was 
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. 
 
 

Catalysts:  
 

 Successfully acquire Erwin Hymer Group 
for 2.1 B 

 Marco economic conditions  

 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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Thor Industries Inc. : (THO) 
Sam Gerardi 

Sector:  Consumer Discretionary 
Industry: Recreational Vehicles 
Current Price: 60.18 
Target Price: 61.44 
 



 
    

 

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.  
 

 
 
 

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. 

 



 
    

 

 
  

 

 

  
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. 



 
    

 

 

 

 
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 Thor’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.  

 

 
 
 



 
    

 

Base/Bear/Bull cases 
Base case:  

 
 
 
Bear case 

 
 
 
Bull case: 
 

 
 



 
    

 

 
 

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. 
 
 



 
    

 

 



 
    

 

CGNX Peers

NOPAT Margin 19.3% 12.03%

Adj. NI Margin 19.3% 10.88%

ROIC 1.77% 2.71%

ROE 1.68% 2.38%

Total Debt/Capital 0.00% 12.18%

Kd - 4.51%

Credit Rating - bbb

Ke 11.77% 13.23%

WACC 11.77% 11.69%

Key LTM Data

 

Company Description: Cognex vision helps companies improve product quality, eliminate production 
errors, lower manufacturing costs, and exceed consumer expectations for high quality products at an 
affordable price. Typical applications for machine vision include detecting defects, monitoring production 
lines, guiding assembly robots, and tracking, sorting and identifying parts. With such a broad range of 
products and systems,  

 

                Short 
Current Price:  $43.92 
Target Price:  $33.00 
Market Cap:  7.56 B 
 
 

 

 
 
 
 
 
 
 

 

Thesis:  
 
Great margins, growing FCF, no debt, and a short? 
I’m betting against the market after taking a look at 
the Massachusetts based machine –vision company 
Cognex (COGNition EXpert) The company has a 
great product, but seems to be having trouble selling 
their top-of-the-line scanners and defect detectors. 
This misstep in the balance sheet will only be 
compounded in error if the market is on edge, and 
the company is not making the sales it needs to be. 
Their YoY Q3 revenues are down, but estimates for 
Q4 are higher than they were just one year ago. While 
they have consistently beaten earnings in the past, 
with a few small misses, Cognex will have to step 
their sales up in the last quarter if they want to turn 
their 20% tumble for the year around. 
 

Catalysts:  
 Short Term: Market Volatility  

 Mid Term: Decrease of margins due to 
backlog and recievables 

 Long Term: Anybody’s Guess   
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Cognex: (CGNX) 
Zachary Girvin 

Sector: Information Technology 
Industry: Electronic Equipment and Components 
Current Price: $43.92 
Target Price: $33.00 
 



 
    

 

 

 

Earnings Performance: 
2017 was a great year for Cognex, 

beating revenue estimates every quarter. 

In 2018 Q1, they missed revenues by a 

small lot, and with the overall economy 

at it’s peak, emotions looked to 

outweigh analysis as people sold out at 

the company’s all time high. A quick 

look at their financial show high 

margins, which begs the question why a 

company with no debt and great 

margins tank after a record year? 

Revenue grew 43.6% last year and look 

to continue hit double digit marks for 

the closing year.  

 

 

 

Cash: 

I always like to look at the cash a company holds before anything else. A company like CGNX had 31% of 

assets in cash last year, raising a red flag for their outlook. With no interest payments to make why is this not 

getting cycled in to spur organic growth that a firm in the IT world needs. Their Capex has increased, but they  

 

 

 

have not invested enough it seems, especially with their low RRR given a comp with competitors on page 1. 

This issue of cash and not having a good next idea that can drive profits and possibly lead them to be 

acquired led me to dig into some other items next. One important note is also their R&D costs which have 

increased, but I’m not sure it is to the extent that a machine vision company might need. 



 
    

 

 

Forecast: 

Remember, CGNX looks like a solid company. So I decided 

to boost revenue in the explicit period to see the firm’s 

reaction. These were the revenue projections I used in the 

proforma. Double digit revenue growth fro years couldn’t 

pick this company out of the dirt. I asked myself why this 

would be, there is no debt, assumptions make sense for the 

given industry and discount rate remained at Ke. This posed 

some questions about the underlying fundamentals of the 

firm, which shed some light on the topic. This company has 

a great portfolio of products, in an industry that is highly 

competitive, and in my belief will take off. This issue in the 

tech world as everyone knows, great ideas don’t always 

promise that windfall return, and have a higher chance of 

crashing than soaring. I’m not one to usually bet against the 

market, but if we look at the industry now, and  our basically 

decade long bull market, uncertainty is looming. And with 

eroding fundamentals, an uncertain outlook, and a priceto 

FCF of $54.19 I’m watching CGNX by the second. The 

market has had mixed feelings on this company in the past 

couple months, and I think we are going to see a sharp 

downturn very soon. 

 

  

Short Interest: 

A quick look to the chart shows a relatively 

high short interest for the company. With a 

high daily volume, this is a stock that I feel 

would be a good candidate to short and I 

think many investors have a similar outlook. 

I want the fund to take a look at this and 

realize, we can time this decision just right, 

and get in before the stock takes any more 

hits. The float has increased since last year 

 

 

 



 
    

 

Accounts Receivables: 

I wanted to check the fundamentals of the company and decided to look at the all important Accounts 

Receivables. Here I found an issue. The A/R had over doubled and without reason. Their COGS/Remains 

about the same 22% and their CCC looks to have no material change, but A/R does. In a year with such 

significant growth in revenue, why is there now a large issue with collections. This is hurting the financials for 

Cognex and if this isn’t cleaned up in the year, which I don’t believe it will be, we are all going to see CGNX 

continue its plunge. 

 

The issue I see with this is they aren’t getting their money back quick enough and they need that money to 

start new research on other products which will open new markets and fuel similar growth to last year. 

 

 

Inventory: 

Here’s the smoking gun. Cognex looks great on paper, as long as that paper isn’t their balance sheet. 

Inventories have came out of no where and don’t seem to be moving. If their warehouses are full in 2017 and 

their 2018 Q1 earnings are missed, do you really think they sold all of these items? 

 

I would be okay if their raw material were up, after a great year, why not take on some more and try to move 

some product. I’m not okay with stagnant finished goods that all but sextupled in a calendar year. Where are 

they selling this stuff and why is it not getting sold anymore. From everything I’ve read the product is great, 

the price point is fair, as it allows a company to make back their money outlayed by saving costs and 

operating so much more efficiently. The only thing left is a backlog and a missed sales quota.  

 

 

 



 
    

 

Conclusion:  

Cognex is a risk no doubt about it. If you buy in now, they may have another terrible year and drop to $30 a 

share. If you short them, they might have collected on all of their receivables, and sold the entire warehouse 

of inventory, sending them to $50 or $60 bucks a share. They might have, but how are we kidding, they are 

losing efficiency and they can’t find customers for their cameras. They have cash sitting in their accounts, 

which I might add they aren’t paying much of, and they don’t know what to do next. Last time I checked 

growth and stagnant didn’t mean the same thing. I love looking at a company and seeing a pile of cash slowly 

get smaller and inventories slowly getting bigger, and thinking I only wish I shorted them sooner. Look at the 

facts and short CGNX. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
    

 

 


