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Under Armour is a company that operates in the Apparel and Textile Products industry, they 
develop, market, and distributed products that they brand for men, women, and youth. They were 
founded in 1996 and by a former Maryland football player, Kevin Plank. Under Armour mainly 
focuses on footwear, athletic and lifestyle products. 

 
SELL 
Current Price:  $19.38 
Target Price:  $13.81 
Market Cap:  8.73B 
Beta:   -0.55 
EBITA Margin: 2.3 
Average Daily Volume: 3.107M 
D/E ratio: .41 
 
 

 
 

 
 

Thesis: Under Armour has consistently raised 
their revenue over the years but at the same time 
have accumulated more and more debt. As revenue 
has grown their net income has dropped 
substantially. Their cost of goods sold and SG&A 
expenses have both increased at a rate that is 
quicker than overall revenue. At the same time they 
are increasing inventory for products that are not 
being sold. From the way they have been 
conducting business and how they look to continue 
with their changes it seems they may need to play a 
lot of catch up before any upside and their stock 
price looks to have more room to decrease in value. 

Catalysts:  
• Short Term(within the year): $190 to $210 

million in restructuring costs. 
• Mid Term(1-2 years):Did not get Real 

Madrid partnership 
• Long Term(3+): decreasing demand in 

sector 
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Earnings Performance: 
 
From the 3rd quarter of 2017 Under Armour has decreased in revenue from $1.4 billion to $1.36 billion in Q4 
then to $1.2 billion in Q1 of 2018 and lastly to $1.17 billion in Q2. At the same time that their gross profit has 
decreased at the same rate. 

Over the last four quarters Under Armour’s EBIDTA margin has significantly decreased and is showing that 
they are projecting it to explode back up in the next quarter which seems unlikely. They had a margin of 2.3% 
the last quarter and from how operations are going they 
are likely to stay around that low area. Under Armour 
estimates earning for the next four quarters with the 
estimates of revenue to still go lower overtime. Also with 
net income it is projected to after a couple quarters of 
positive net income to again fall into the negatives. They 
get 76.5% of their net revenues from North America, 
9.4% from EMEA, 8.7% from Asia-Pacific, 3.6% front 
Latin America and 1.8% from their new program 
connected fitness. This is significant because as of now 
they are trying to get more business internationally but 
they also realize that North America is a big part of their 
business. Their revenue increase in the US was only 1.6% 
in the last year and even though it was 30.8% in EMEA, 
34.3% Asia-Pacific, and 7.3% in Latin America. These places do not help the case that they are not creating 
value in the place where they get more than 75% of their revenue. 
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Industry Outlook 
There are many threats to the apparel and textile industry as of now, the strengthening of the dollar is one of 
the main threats. Apparel and footwear brands have the biggest exposure to weakening when it comes to a 
strong US dollar, especially companies like Under Armour where 90% of their total stores are outlets. They are 
more likely to face pressure from tourism unlike mall based stores. Even though the ratio of tourists to domestic 
shoppers is usually small it still can have an effect on the overall performance of their revenues. A decrease in 
the value of foreign currencies to the dollar can eliminate the potential benefit. With an overall number of 
department stores tightening and even tighter inventory management in the ones that are surviving it adds 
pressure to companies’ wholesales. Sales to date from department stores are at about 12% which are down 
about 20% from a decade ago because of consumer’s preference to shop on off-price stores or to go to the 
stores website directly. This is also where Amazon comes into play. Amazon is expanding into the apparel and 
footwear business and with their unorthodox business model they could start to take away from business like 
Under Armour and others in the industry. The charts below show Under Armour’s sales in the US, and 
internationally. The chart on the left shows that UAA is performing under the Russell Textiles, Apparel & Shoes 
index and the S&P 500 Consumer Discretionary. 
 

 

Strategy/Competition 

Under Armour(UAA) sales are from three main categories; footwear, accessories and apparel with the 
addition of their newer line, connected fitness. These lines include products from basketball, running, 
football, and baseball products. They generate more than 60% of their sales through the wholesale business. 
Places like Cabela’s the Army and Air Force Exchange, and Dick’s Sporting Goods. UAA promotes their 
products by selling to high performing athletes and teams. They have sponsored players like Stephen Curry 
(NBA), Tom Brady (NFL), Andy Murray (Tennis), and George St-Pierre (MMA), and have just started a deal 
with Dwayne Johnson. As these may be considerable feats it still does not get rid of the fact that they are 
racking up more debt than the revenue they continue to bring in. Internationally they have sponsored and 
sold products to several European and Latin American soccer and rugby teams to “drive” brand awareness. 
UAA states that their main quarters that they produce the most revenue is in the last two quarters because of 
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their high priced cold weather products. But, at the same time they also expect their inventory, accounts 
payable, and certain accrued expenses to be higher in preparation for these quarters. After five years of 
growth Under Armour has got too comfortable. They slowed in sales because of reliance on basketball 
footwear, struggling retail stores, and not adapting to the changes in fashions. They now have responded with 
restructurings in mid-2017- early 2018 that sum to $200-$220 million... This is indicating that they may be 
depleting their inventory to cover their debt because the inventory is not selling. Their competitors including 
Columbia, Guess? Inc., G-III apparel, and bigger companies like Nike and Adidas all have been 
outperforming them. 

 

  

Profitability 

Under Armour went from a revenue growth percentage of 28% in 2015 to 21% in 2016, then all the way 
down to only 3.1% in 2017 and as of 6/30/2018 they are at 2.9%. As they continue their operations it’s weird 
to see that their capital expenditures are decreasing but UAA says they are improving their stores and have 
also opened more store locations. They went from being a profitable company with an operating margin of 
10.3 in 2015 to .60 as of 12/21/2017. From their current operations UAA has seen revenue coming in but 
their cost of goods sold and SG&A have been increasing right with their revenue. Over the last three quarters 
UAA has have EBIDTA margins of 3.4, 4.6, and 2.3 showing that as a company they are not producing 
earnings. As of now UAA has a return on assets of 1.59% and a return on equity of 3.28%. 
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 From the picture above you can also see that their ROIC/WACC is -0.61 which shows that this company is 
currently destroying value as they invest more capital. As a whole they are paying out more than they are 
earning on their investments but yet UAA still talks about investing more. If they want to become a more 
profitable company they need to start by fixing their ROIC before they invest more capital. This shows that 
the revenue increase that UAA had is inefficient because at the same time they have cost of revenue 
increasing at almost the same rate, also SG&A is increasing every year. All of this tied together at the same 
time as inventory continues to increase shows that UAA is not selling their products. As of 12/31/2017 UAA 
had a net income of -$48 million and LTM -$159 million. 

 

Debt 

In the most recent earnings call, David E. Bergman, talks about the financials of Under Armour. The total 
debt was down 18% to $779 million. Capital expenditures were down 59% to $34 million and inventory was 
up 11% to $1.3 billion. UAA’s 2018 outlook shows that they expect revenue to be up approximately 3% to 
4% with international growth of greater than 25% being offset by a low-to-mid single digit decline in North 
America. This can pose a threat because over 75% of their business is in North America. They expect third 
quarter revenue to be in-line to slightly down versus last year. Third quarter adjusted gross margin is expected 
to be down approximately 50 basis points due to continued inventory management action. The problem is 
still based on the portion of their ROIC/WACC which is -.61. They are still a value destroying company even 
with the lowering of their debt to $779 million. Also, when it comes to debt UAA has had total debt to equity 
on a steady increase since 2012. From 7.58 in 2012 to 45.43 as of the year ended in 2017. As their debt has 
been on a steady increase they still are not getting any return from their assets, equity or capital. 
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Conclusion 

Under Armour showed bad results for 2017 and have made very little improvement for the first two quarters 
of 2018. They are trending down compared to all of their competitors and they are below even the industry 
itself, they have many threats when it comes to the retail business at it is and the problems they have gotten 
themselves in with their debt do not help their case. As the price continues to drop the short interest is 
growing. It is now at 12.44 and there is a 20% short float even though there is low volume it still is indicating 
more seller positions. With the threats, the debt that was incurred, the amount of inventory that is not being 
sold, and the fact that they have a 
ROIC/WACC that is .61 I believe 
that Under Armour still has a lot of 
catching up and strategizing to do 
before they can see the price of their 
stock increase. I believe that Under 
Armour can find their way back to a 
strong company in the future but as 
of now they are in too deep with their 
financial troubles that they still have 
room to go down. Based on the 
picture of probability there is an 
upside probability of only 8% and can 
see the company decreasing in value 
from now until 2019. 
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Company Description:  Diamondback Energy Inc. operates as an independent oil and natural gas 
company currently focused on the acquisition, development, exploration, and exploitation of 
unconventional, onshore oil, and natural gas reserves in the Permian Basin in West Texas. 

 
             BUY 
Current Price:  $135.40 
Target Price:  $152.33 
Market Cap:  13.799B 
Beta:   0.832 
Other key Metrics/Ratios 
 
P/E Ratio: 20.5       EPS: 6.82 
 
      ROACE/WACC = 1.57 

 

 
 

 

Thesis: I am recommending a BUY on 
Diamondback Energy. FANG has shown the ability 
to weather volatile oil price fluctuations and still 
maintain a profit. Energy securities are 
underrepresented in our portfolio. FANG is 
undervalued and shows strong indications of 
growing. This is not only a lucrative company to 
invest in.; it would give some much-needed 
diversification to an extremely underrepresented 
sector of the economy. 
 
 

Catalysts: Forward looking projections that call 
for positive/negative outlook that will strengthen 
your thesis. Example: 

x Short Term: Recent acquisition of has 
expanded oil field to 390,000 acres 

x Mid Term(1-2 years): Develop and utilize 
new land and explore more acquisitions.  

x Long Term(3+):  adjust their capital 
structure to help elevate the cost of debt. 

 

 
 
Earnings Performance 
 
For my competitors, I compared FANG to seven other oil companies in the Permian Basin in West Texas. 
They are Energen Corp, Parsley Energy Inc-Class A, Approach Resources Inc, Cimarex Energy Co, Pioneer 
Natural Resources Co, Concho Resources Inc, Laredo Petroleum Inc 

October 5th, 2018 

Diamondback Energy, Inc. (FANG) 
Sam Gerardi 

Sector:  Energy 
Industry: Oil/ Natural gas 
Current Price: 136.5 
Target Price: 150.55 
 



 
    

 

  
 

 
 
FANG has had very strong financials. Their year-to-year growth rate hovering around triple digits three out of 
the last five years and is projected to grow in a similar manner for the near future. Being in the oil industry, 
their EBITDA is consistent and above all other competition in their area. It is hovering around 75% and 
expecting to continue the next few years. Another factor that reinforces the BUY decision is their net income 
margin. With a simple average of around 30%, this company blows the competition out of the water. There are 
many factor that all point to this stock being a BUY.  Over the past year, FANG has outperformed or matched 
EPS and Revenue estimates. When comparing to competition in the same industry and area of operation, 
FANG stands out as the leader due to thing such as best revenue growth year over year and third lowest P/E 
ratio in this class. In addition, using industry specific ratio of ROACE/WACC is 1.57 and ROIC/WACC is 
1.35 from Bloomberg, both of which indicate that the firm is creating value. 

 



 
    

 

.  

Competitive advantage/ Growth potential  

Diamondback Energy has some very impressive industry specific ratios. 73% of every well drilled is 
productive and of those well 97% have their cost paid back in the first year.  Their daily production is up 46% 
from 76,977 to 11,592 Bo/D. Their cash margins are up 36% from a year ago and the cash cost is down 11%. 
This all points to an increase in efficiently. Of the oil produced, 92% is on pipe moving closer to 95%. This 
demonstrates that Diamondback Energy can effectively get its product to market. Diamondback completed a 
record 465,000 lateral feet across our portfolio this quarter, up 72% from 2Q 2017. They continue to 
maximize long laterals and efficient pad development across our acreage. Longer laterals improve capital 
efficiency, and pad development reduces cost for both drilling and completions. 

Looking at the earnings call and the investor presentation, due to their company model of acquiring and 
expanding, this places them in a get position to generate large revenues. Due to the increase in horizontal 
drilling and other alternate drilling methods, the Permian Basin region is one of the most active oil producing 
areas in the country. The basin accounts for about 18% of US crude oil production and 23% of the country’s 
oil reserves. FANG has positioned themselves to become one of the majority holders on land on the Permian 
basin. FANG’s assets in the Permian Basin as well as their prospective plays within the region will stabilize 
the company as it continues on its growth path. 

 

 

 

Section 5: Threats/ Downside 

When participating in the oil industry there are some obvious and unavoidable threats. The largest threat is 
the crude oil price. Diamondback Energy is able to still produce a profit if oil prices get as low as $44/barrel. 
Given that oil prices are hovering around 70 and could potentially to increase in the coming few years, that is 
a positive, if things go their way. Due to global tensions, there is not a clear indication on where oil prices will 
be. The true chink in this company’s armor is their current capital structure. They are financing their capital 
expenditure with debt. This could potentially be a crippling issue if there is an unforeseen drop in oil prices. If 
oil prices fall, this would increase their cost of debt to a fatal level. The beauty of an oil company, especially 
one that is well managed like FANG, if prices rise over $100/barrel, they can virtually wipe out their debt due 
to their large cash margins and low cash cost. 

 

 

 

 

 



 
    

 

Section 6: Ownership 

 

 

Since this is an American company, over 91% of the shares are U.S owned. A majority of that is via 
investment advisors. Besides the exception on August 15th, which was when Diamondback acquired Engeren, 
the trading volume is around 1.3 - 1.4 million shares a day, which makes this security fairly liquid. The short 
interest is around 8.76% of the float. The short interest ratio is hovering around 2.5 and 5.5. Considering the 
ruthless competition and cutthroat nature of the oil industry this short interest is low. 

 



 
    

 

Base/Best/Worst case 

For my intrinsic value I found that it was every close to the market value. The main factors that influenced 
the price was the projected revenue growth and CAPEX. With a revenue/CAPEX ratio of 50%, it is clear 
that this company has huge CAPEX expense, so any change in things such as the average life of an asset, like 
with wells and drilling platforms, had an enormous effect on the value of the stock. Therefore, with my 
proforma I was conservative with my growth rate and assumed that the average life of the asset is only 12 
years. 

My base case is 134.80 |   best case is 1.01*134.8 = 136.15   | worst case is 0.99*134.8 = 133.45 

My one-year price is 152.33 and the market says it is going to be 168.04. Due to my conservative assumptions, 
that justifies why my one-year price is lower than the market, but I assume it while converge closer to the 
market price. Both Bloomberg and Capital IQ predict that the stock with increase anywhere north of 20%. 

Conclusion:  

 

 

 

With the company’s ratios and business model, Diamondback Energy is position to create a great increase in 
value. Like Girard says, “Listen to the smart people”. In this case, 90.3% of the analysis on Bloomberg that 
cover FANG recommend a buy and 9.7% say hold with 0% recommending selling. This company has the 
ability to justify over 20% in price over the next year, which would a nice return on top of helping to diversify 
the overall Fund portfolio. FANG is the perfect energy company to add to the unrepresented energy sector 
and can provide great enough returns to justify for the potential volatility if oil prices drop.  This is why I am 
recommending a BUY on FANG. 



 
    

 

 

 

 

 



 
    

 

 

Below, insert a screenshot of your “OUTPUT” page from the Pro-Forma. Or, if you built your own model, insert 
screenshot of it here. 



 
    

 

 

Company Description:  First Solar manufactures solar modules. The company uses a thin film, 
semiconductor to manufacture photovoltaic solar modules. FSLR is an international corporation with 
operations in Malaysia and Vietnam, as well as a domestic operation based out of Ohio. Their main target 
market is within the U.S. but they are expanding their existing sales in Western Europe India, Turkey, and 
Australia.  
 

 
SELL / WEAK HOLD 
 
Current Price:  $46.74 
Target Price:  $48.23 
Market Cap:  5.16 B 
Beta:   0.98 
Adj. EBITDA ’15        1004.8B 
Adj. EBITDA ’16        566.1B 
Adj. EBITDA ’17        377.7B 
Adj. EBITDA LTM    349.8 B 
ROC                           -3.44 
ROIC                          -2.59 
  

 
 

 

   

 
 
 
Thesis:  
First Solar is reinvesting in themselves at a 
tremendous rate. However their revenues are down 
and their return on capital is below the industry 
average. Their capital expenditures for the past year 
are pushed up by two expansion products, and this 
has not only raised their debt levels enough to give 
them a poor Kd, but it has impacted current 
operations and destroyed revenue growth. An 
increase number of bookings have been dropped in 
recent years which negatively impacts the forward 
outlook of the company. 
 
 
 
 
 

     
 
 
         Catalysts:  

x Short Term): Expected completion of 
modules in Vietnam to begin commercial 
shipments in Q4 

x Mid Term(1-2 years): Completion of U.S. 
based G6 manufacturing plant. 

x Long Term(3+): Rollout of new modules 
with increased efficiency should spark 
revenue growth, but it is uncertain by how 
much. 
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Earnings Performance: 
 
First Solar hit a record high revenue level of $4.11 Billion, in 2015. Compared to their last twelve months 
revenue of $2.30 Billion, revenue has dropped 44%. The company has made a lot of moves in their industry 
trying to outperform competitors, but it hasn’t done much so far. Investors have become skeptical of the 
projected growth of the company with the many unknowns surrounding First Solar. Their earnings have dipped 
in part do to a focus of constructing 
new facilities that will produce 
modules more efficient than their 
current product. This has impacted 
their current productions and 
revenue levels with their product 
cycle times. First Solar says this is not 
a long term issue and will be back up 
to normal soon, but their Adj. 
EBITDA margins have been steadily 
declining over the past 3 years.  
 

 

Cost of Capital: 

First Solar has taken on more debt in the past year to fuel expansion and growth. They had previously not 
taken on as much debt as similar competitors in their sector, and looking at the financials, it is clear. They 
have a cost of debt of 7.82%, which suffocates their possibility of significant growth. They have a calculated 
WACC of 12.559% which has primarily not been achieved by projects IRR, leading to value destruction. One 
reason their ROC/WACC has been lower than competitors is due to the larger cost of capital and a lower 
earning performance.  
Although First Solar did have 
promising financial sin years 
past, they have hit a roadblock 
after spending a significant 
portion on R&D for the 
Series 5, which they ultimately 
scrapped before returning 
anything for those costs. 

Another reason of their WACC being higher than competitors is their market size. Sun Power is simply a 
larger company, as well as Flex Ltd. This allows the companies to have a better credit rating with more assets 



 
    

 

and therefor more collateral to put up against loans. SunPower is even owned by a larger company based in 
France, which they have a healthy relationship with. These factors reduce the likelihood of default and  

 

improve their ability to access more debt at a cheaper cost. These competitors within the solar industry can 
now fuel growth and require a smaller RRR. 

As shown below, First Solar has destroyed value in the past years, in order to fuel a R&D program that may 
possibly fuel their future growth. While the debt that they have incurred has been to fuel this growth it has 
impacted the investor’s outlook on this company as a more long term investment. The growth of First Solar 
isn’t expected to pick up for another fiscal year which has already impacted earnings and growth with high 
costs on capital projects.  

 

 

 

 

 

 

 

 

Cash on Hand: 

For the past few years, 
the level of cash that is 
held by First Solar has 
increased dramatically as 
seen in the chart. Due to 
CAPEX for the current 
year being approximately 
$400 million for a new manufacturing plant this is understandable. However as discussed previously, the 
company also took on a lot more debt, which is typical for the industry but, they have paid a premium to get 
this funding. The outflow of cash to fuel this expansion shows that the company is betting on their Series 6 
module to gain a large market share and lead the industry. This capital project is not expected to start 
generating returns for over a year, which calls into question the true value of this stock. Now that the cash has 
began to leave the company, returns will need to be realized soon in order to keep investors satisfied. 

 

 



 
    

 

 

 

Macro Outlook: 

The solar industry is poised for growth and the sector seems to be 
doing well. An issue that First solar will face is their international 
production of solar modules. With impending tariffs on solar 
imports to the United States, First Solar could face severe penalties 
with plants in both Vietnam and Malaysia. Their prime competitor 
Sun Power has just bought out a rival’s production facility in 
Oregon based on the threat of this Tariff on solar imports. To 
make the matter even more risky First Solar just reinvested in their 
Vietnam facility to build series 6 modules, while continuing their Series 4 at the same level.  

On a positive, First Solar’s largest capital expenditure will be a brand new facility in Ohio to exclusively 
produce the Series 6 PV modules. This will benefit the company in the long run with increased efficiency and 
no threat of a tariff on it’s production. 

The solar industry is growing and First 
Solar is investing in this trend. Their 
issue lies with time to production and 
ability to capture market share when 
they are able to provide cost efficient 
PV systems and modules on a large 
scale.  

 

 

 

Conclusion:  

The fund should decide whether the reduced short-term growth is worth the risk of this holding. The growth 
potential in the near term future is dismal, and the firms primary competitors are showing much better 
returns on capital. The company had increased cash holdings in 2017 to over 40% of revenues, and they still 
had to raise debt to finance the new Series 6 Factory in Ohio. The first production from this plant is expected 
at the earliest one year from now, which doesn’t seem likely after production issues in Q2 with their Series 6 
production in other plants. These have caused yields to drop and unexpected costs to rise in production. 
Currently operating is a factory in Malaysia and a half scale unit in Ohio. 

While the future of the solar industry seems bright, First Solar is quite dull in their financial outlook. 



 
    

 

 

  



 
    

 

 

Company Description:  Dave and Buster’s Entertainment owns and operate small and large stores 
across the United States, Puerto Rico and Canada, combining dining and entertainment. As their 
tag line states: “Eat, Drink, Play and Watch – All under one roof”. Their target is families and young 
men in their 20s. They opened their first store in Dallas, Texas, in 1982, and as of February 2018, 
they owned and operated 106 stores. They focus on a quality customer experience that is not found 
at any of Dave and Buster’s competitors.  

 
HOLD 
Current Price:  $63.79 
Target Price:  $69.46 
Market Cap:  2,477.8M 
Beta:   1.16 
ROE:                           28.7% 
P/E:                            22.7 
 

 
 

Thesis:  
 
Dave and Buster’s offers one of a kind 
experience compared to its restauration and 
entertainment competitors. Their segment mix 
is evolving toward more entertainment than 
food and beverage, which should lead to an 
increasing EBITDA margin. They will be 
investing in new locations and innovation these 
following years. They seem to be slightly 
undervalued, but strong Q2 earnings report 
lessen the price gap. 
 

Catalysts:  
 

x Short Term(within the year): 13% unit 
growth, opening of 15 new stores 
location 

x Mid Term(1-2 years): Product 
differentiation in the entertainment 
section: new games, increasing VR titles 

x Long Term(3+):  new capital allocation, 
increase in share repurchase 
authorization, quarterly dividend 

 

 

Earnings Performance: 
 
Dave and Buster’s Entertainment Inc. (D&B), missed on revenue by 4.36% for fiscal year ended February 2018, 
but beat on EBITDA margin, as they have for the past years. Over the past 5 years, they have shown a positive 
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Dave & Buster’s entertainment: (PLAY) 
Louise LAPRAS 

Sector: Dining and entertainment 
Industry: Restaurants 
Current Price: 63.79 
Target Price: 69.46 
 



 
    

 

EBITDA surprise compared to estimates of 7.39%, but of 0.85% on revenues. For the first half of fiscal year 
2018, D&B reported $651.38M of revenues, with an EBITDA margin of $161.1M, so 25% of revenues. For 
the Fiscal year ending in February 2018, they reported an increase in revenues of 13%, reaching $1.14B, with a 
slight negative leverage: EBITDA margin decreased by 18bps. They also report a more efficient employee 
management, making in 2017 $300 per $1 spent on employee salary. CEO Brian Jenkins announced this year a 
new focus on customer service, hiring new employees to welcome and direct customers for a more personalized 
experience. 
In Q2, they announced encouraging growth figures in all segments, but not to forget that it is a cyclical business, 
therefore the summer quarter is always impressive, compared to the other quarters. Revenue grew by 14% year 
to year, with a growth of 17% in the amusement section, which accounts for over 60% of their revenues. Food 
sales grew by 14%, and beverage by 10%. However, their EBITDA margin, adjusted, grew by 17%. Indeed, 
with the proportion of revenues attributed to entertainment, original costs are high but low maintenance and 
operating costs are clearing appreciable margins. With these factors, I think that an average growth in revenues 
of 9.8% for the next 15 years is reachable, with an EBITDA margin flourishing around 21%. 
 
 

 
 
 
Business description: 
 
Dave and Buster’s Entertainment offers a wide variety of activities in its owned stores. Indeed, they offer all 
at the same location to watch sports, drink cocktails, eat traditional American food, and play various 
attractions. They have small and large stores depending on the location, and launched their 17K stores earlier 
this year. These new type of store are smaller, with an emphasis on the D&B sports area. They will enable 
Dave and Buster’s in the near future to enter new markets, such as areas with lower population density, and 
target families even more. Up until now, D&B stores were mainly located in high population areas, such as 
New-York, California, and Texas.  

D&B went public on October 1, 2014 at a price of $17 a share. Since 2014, the stock reached a peak at $73.48 
in June 2017 after strong earnings growth announcement. For the year ended October 1, 2018, the trading 
average has been around $50.74 crossing this average in August after earnings call, and announcement of 
further geographical expansion, quarterly dividend to be declared, increase in share repurchase authorization, 
as well as new product differentiation. 



 
    

 

 

 
 
Industry and competition: 
 
Dave & Buster’s has been doing significantly great comparing to the industry’s growth. The company is 
expected to keep doing well and sustain a momentum going forward due to their exclusive business style and 
various sales-building initiatives (Eat, Drink, Play and watch). The company is both preforming well on the 
Food-Beverage food chain and on their amusement and entertainment chain that is accounted for 56.6% of 
the company’s revenue. Both sectors are moving hand-on-hand through forward growth.  

With its combination of activities, Dave and Buster’s has a true competitive advantage over the rest of the 
industry. There are a lot of dining chains, fast food chains, some offers to watch sports games at the same 
time but none has the same variety. Therefore, it is not fair to compare D&B to its restauration competitors, 
considering that only 40% of its revenues are from food and beverages. 

There is only one real competitors in terms of activity: Champps, a chain of nightspots popular for karaoke 
and game, but Champps is a privately owned company.  

 

 

Expansion and transformation: 

In Q2 earnings call was announced further geographical expansion with their new store model. In Q2 only, 
they have opened 5 new locations, and plan on opening 14 to 15 during the year, which would represent a 
13% increase in unit growth. 
According to Dave and Buster’s CEO, The Company is looking for a laser-focused on four strategic 
priorities. First, they are willing to evolve offering to drive a better differentiation by introducing new games 
and enhancing the food and beverage. During the last quarter, the company has had their biggest game 
launching in their history, launching their first VR title and Jurassic World VR expedition. The company is 
also looking forward to release other high-tech games into their platform in the very near future. Secondly, 
Dave and Buster’s has also rolled out their new menu where they upgraded in the food and beverages. The 
menu includes more and better choices and options. The menu size yet will be reduced by 20% of the 
offering, however the company believes that they are offering a better quality and taste of the food. Third, the 
firm is also working on improving their services and reducing friction once guests are inside their stores, since 



 
    

 

they were dealing with this obstacle for the past years. Finally, PLAY is also focusing on ensuring to reach 
their audience more effectively and to communicate the new news and values, which will help them to 
understand their costumers and consumers better. 
 

  

Debt: 

 

Dave & Buster’s has $366M of debt 
outstanding. This represents their total debt 
combining short-term and longterm debt. 
This debt is devided between two 
borrowings, a short term portion of $15M 
and a long term borrowing of $351M. The 
total debt represents 46.48% of the total 
revenue of the company. 

 

 

 

 

 

 

 

 

 



 
    

 

 

Ownership: 

Institutions own 143.37% of the float of Dave & 
buster’s. Investment advisors own 84.79% of the 
total float with BlackRock Inc. having the largest 
holding of 18.91%. This indeed represents a large 
amount of holding. Followed by Vanguard group that 
also has a significate amount of holding of 9.95%. 
Hedge funds own 9.04% of the total float with Hill 
Path Capital LP coming on the top of the list owning 
3.36% of total shares outstanding. Hedge funds have 

been adding to their positon, trusting that the company’s stock will keep rising. Most holders see a potential of 
growth in the company. 

 

 

Conclusion:  

Dave and Buster’s Entertainment is a promising long position on the long term. The financials of the 
company, along with recent announcements of the CEO Brian Jenkins suggest that over the next ten years, 
the company’s profit margin should increase, due to the increasing proportion of entertainment in the 
revenue mix. The combination of unit growth, customer focus, and product differentiation using movies VR 
games, D&B is completely changing its future, for the better.  

 



 
    

 

 



 
    

 

 
 

Company Description:  Steven Madden, Ltd. 
Designs and manufactures fashion footwear 
for women, men and children. The company’s 
shoes are sold through Steven Madden retail 
stores, department stores, and apparel and 
footwear specialty stores and online. Steven 
Madden offers include sportswear, jeans, 
outwear, intimate apparel, eyewear, hosiery 
and jewelry and retail. 

BUY 
Current Price:  $49.00 
Target Price:  $71.04 
Market Cap:  2.92B 
Beta:   0.91 
P/E Ratio:                   22.08 
 

 

 

 
Thesis: Steven madden is a brand that is highly 
positioned in the retail industry. The company 
delivered robust financial results and is making its 
way to important investments for the future. Steven 
madden is experiencing a very high growth in their 
international business. Their revenue has been 
growing significantly the past years and still 
estimating a high growth in their sales and earnings, 
as well as generating shareholders return over the 
long-term.  
 
 

 
Catalysts:  

x Short Term(within the year):International 
Business growth, expanding the company’s 
capabilities through acquisition 

x Mid Term(1-2 years): High growth in the 
retail industry 

x Long Term (3+):  Opening new platforms 
and expanding more internationally. 

 
 
 
 

October 4, 2018 

Steven Madden: SHOO 
Ala Saidi 

Sector:  Consumer Discretionary 
Industry: Textiles, Apparel and Luxury Goods 
Current Price: $49.00 
Target Price:$71.04 
 



 
    

 

 
Industry Performance Store/Web: 
Retail industry ranks among the top US industries. The retail sales attracts close to 30% of the total consumer 
spending in the US.  Yet, Rough times may be hitting the industry hard; but quick look at Steven Madden’s 
performance during the past year gives a hint that anything in the retail industry is actually amiss. 2017 was the 
year of digital discovery. So many people has assumed that Amazon for instance was the giant of the industry 
and every good will be purchased online. Well, that was not the case. Most big stores like Walmart and Target 
were all moving aggressively into the same online pitch. Analysts believe that 2018 will be the year of technology, 
were most retailers will focus on creating a new operating models that will be mainly let the customers have 
control on what is the most convenient way for them to shop whether it is in store or online. Steven Madden 
stated that they are looking forward for the upcoming year for them to create what is most trendy for their loyal 
customers.  

 
 
 
Business Description:  

Steven Madden, Ltd. Designs and manufactures fashion footwear for women, 

men and children. The company’s shoes are sold through Steven Madden retail 

stores, department stores, and apparel and footwear specialty stores and online. Steven Madden offers include 

sportswear, jeans, outwear, intimate apparel, eyewear, hosiery and jewelry and retail. It operated through five 

business segments: wholesale footwear, wholesale accessories, retail, first cost, and licensing. The wholesales 

business boasts seven divisions: Madden Girl, Steven. Steve Madden Men’s and Stevies; in addition to Daisy 

Fuentes, Betsey Johnson, Olsdenboye accessories business through licenses. The company is New York based 

and rings up to 92% of its sales in the United States. Steven Madden shoes and accessories are similarly sold in 

Mexico, South America, Europe, Asia, Australia and Middle East and India. There 120+ Steven Madden-owned 

stores in the USA. Steven Madden have a 3y growth on their revenue in US and 4.21% 3y international growth.  



 
    

 

 

Operations: 

Steven Madden’s wholesale operations represents almost 85% of the revenue. Where footwear contributes 
65% of that total. There company’s retail owns 120 stores. The retail business accounted for 15% of sales in 
year 2012. Steve Madden’s success is a result of its focus on the wholesale operations. As the company is 
growing their segments, their gaining is not only from their footwear but also in their accessories business. 
Indeed, gains by the wholesale business is the primary sales driver in recent years. 

 

  

Financial Performance: 

Steven Madden’s sales have been jumping since year 2012. Their total sales have jumped by 24% in year 2012 
compared to year 2011. After rising more than 50% in their previous annual comparison. 2012 was a main 
year for rapid rising sales. Followed by the same continued success. Looking at 2017, the year was great for 
the company. Net sales have increased by 10.5% to $1.5B. The adjusted EPS rose by 10.3% to $2.24. 

  



 
    

 

Ownerships:  

Institutions own 115.42% of Steven Madden 
Float. Investment advisors own 81.52% of the 
float with BlackRock Inc being the top holder 
12.82%. Individuals come on the second place 
owning 8.03% of the float with the founder 
and creator himself Madden Steven that holds 
7.59% on hand followed by Rosenfeld Edward 
0.82%. Hedge Fund Managers own 3.84% of 
the total float. There are no interesting 
movements in the ownerships; this could mean 
that investment advisors and hedge fund managers are not expecting anything outstanding for the moment.

 

 

Revenue: 

As stated, the company has been doing great for the past year the company grew by 10.51% in their revenue. 
The Company’s revenue was a little over $1.55B. Currently the Company has a revenue of $1.59B. Most 
revenue generated from their wholesale division that represents 82.41% of the total sales, that is $1.27. 
Looking at the segments, Footwear is where the company gets its most revenue from that is 65.8%, retail 
17.6% and accessories 16.6%.Accordingly, the company’s gross profit is 71.5% from total wholesales and 
28.5% from retail. 

 



 
    

 

The year-to-year revenue growth is currently at 7.1% and expected to keep increasing for the following 10-15 
years with a slower pace. The major revenue growth in 2017 was due to the expanding of the company’s 
international business. As their international net sales have increased by 15% for the year. The operated 
markets  Canada and Mexico have both show a very strong growth also the SM in EU joint venture have 
continued on exceeding the company’s expectation in sales and earnings. Steven Madden will keep 
experiencing a high growth with a slower pace for the upcoming 5-12 years. A growth rate of 6.7% in 2018 
with a revenue of $1.6B, 5.7% in 2019 with a revenue of $1.7B, 5.9% in 2020  with a revenue of $1.8B and 
5.6% for 2021 and 2022 similarly with a revenue reaching $2B. The growth will be a result of the high growth 
in the retail industry as well as the new launching of the new joint ventures in China and Taiwan and the 24 
new locations in Asia and eventually other countries. The firm believes that Asia represents a major growth 
opportunity for them. 

 

 

Competition: 

Given the diversity of brands within every retail category, retail firms often launch and manage brands that 
compete with one another. Certainly, retail is known for being a very competitive industry. Most companies 
in this sector are looking for new ways to be creative and unique in order to attract customers and sell their 
products. Retailing does not only focus on tangible stores now but also on online stores, which brings even a 
higher competition between the firms. Looking at the table below, we notice that few of the competitors have 
a negative revenue while Steven Madden is on the top. Mainly reflecting the revenue and EPS growth that the 
company experienced. Steven Madden has a ROIC/WACC ratio of 1.40, which means that the company is 
creating value. 

 



 
    

 

 

 

Conclusion:  

In conclusion, I recommend the Steven Madden stock as a buy at its current price of $49.8. I have also 
projected a one-year target price for the stock that is $71.04. Based on my analysis, Steven Madden will keep 
experiencing a high growth on their upcoming years. The industry as well has a high potential of increasing 
and growing in the long-term. Financial analyst have a recommendation of 57.1% Buy and 42.9% sells and 
0.00% which means that they believe that there is a potential of growth within the company.  

 

 

 

 

 

 

 

 

 

 

 



 
    

 



 
    

 

 


