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Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

Diamonds in the Rough of the Consumer Cyclicals Sector 
The Consumer Cyclicals sector currently earns an Unattractive rating based on the market-weighted aggregation 
of the 443 stocks we cover in the sector. The Amazon (AMZN) impact and slow growing economy has led to 
declining profits and even bankruptcy for many companies in the sector. However, a few companies have 
overcome these struggles and managed to thrive.   

By leveraging our Robo-Analyst technology1 to parse and analyze company filings, including the footnotes and 
MD&A, we have identified companies with multiple years of after-tax profit (NOPAT) growth and above average 
returns on invested capital (ROIC)2. These companies are also undervalued compared to peers, and our DCF 
model reveals low expectations for future profit growth baked into the current stock prices. 

Below we highlight three standout companies in the Consumer Cyclicals sector: Thor Industries (THO: 
$109/share), The TJX Companies (TJX: $81/share), and AMC Networks (AMCX: $51/share).   

Improving ROIC is Correlated with Creating Shareholder Value 

Numerous case studies show that getting ROIC right is an important part of making smart investments. We also 
know that there is a strong correlation between improving ROIC and increasing shareholder value. Per Figure 1, 
ROIC explains 75% of the difference in valuation for the 443 Consumer Cyclicals stocks under our coverage. 
THO, TJX, and AMCX all trade at significant discounts to sector peers as show by their position below the trend 
line in Figure 1.   

Figure 1: Three Undervalued Stocks in the Consumer Cyclicals Sector  

 
 

 
 

Sources: New Constructs, LLC and company filings 

 

                                                 
1
 Harvard Business School features the powerful impact of our research automation technology in the case New Constructs: Disrupting 

Fundamental Analysis with Robo-Analysts. 

2
 Ernst & Young’s recent white paper, “Getting ROIC Right”, proves the superiority of our research and analytics. 

y = 35.859x - 0.5416
R² = 75%

0

2

4

6

8

10

12

14

16

0% 5% 10% 15% 20% 25% 30% 35% 40%

E
n

te
rp

ri
s
e

 V
a
lu

e
 /
 I
n

v
e
s
te

d
 C

a
p

it
a

l

Return On Invested Capital (ROIC)

Consumer Cyclicals Stocks Trading Below Fair Valuation

TJX

THO

AMCX

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.cnbc.com/2017/09/23/here-are-the-retailers-that-filed-for-bankruptcy-protection-in-2017.html
https://www.newconstructs.com/technology/
https://www.newconstructs.com/education/accounting-loopholes/
https://www.newconstructs.com/education/accounting-loopholes/
https://www.newconstructs.com/education-net-operating-profit/
https://www.newconstructs.com/education-return-on-invested-capital/
https://www.newconstructs.com/education-close-the-loopholes-how-our-dcf-works/
https://www.newconstructs.com/education-close-the-loopholes-how-our-dcf-works/
https://www.newconstructs.com/category/roic-drives-valuation/
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Strong Fundamentals and Low Valuation 

Besides trading below peers, THO, TJX, and AMCX have grown NOPAT each of the past five years and 
currently earn an ROIC at or above the Consumer Cyclicals sector average of 13%. Per Figure 2, each of these 
three stocks also has a lower price-to-economic book value (PEBV) ratio than the sector. A lower PEBV ratio 
indicates the market expects less profit growth from these three stocks than it does the sector as a whole, 
despite THO, TJX, and AMCX being more profitable, as measured by ROIC.  

Figure 2: 3 Stocks Undervalued Compared to Sector Despite Higher Profitability  

 

Company Ticker 5-yr NOPAT CAGR ROIC PEBV 

Thor Industries THO 25% 25%                0.9  

The TJX Companies TJX 9% 17%                1.3  

AMC Networks AMCX 17% 13%                0.4  

Consumer Cyclicals Sector 8% 13%                6.9  
 

Sources: New Constructs, LLC and company filings 

Thor Industries (THO: $109/share) 

Thor Industries, a motorized and towable recreational vehicle (RV) manufacturer, was first featured as a Long 
Idea in June 2016 and subsequently closed in October 2016. Over this time, THO was up 30% while the S&P 
500 was up just 2%. Since closing the Long Idea, THO’s fundamentals have only strengthened, and a recent 
drop in valuation makes for an excellent “buy the dip” moment.  

Over the past decade, THO’s revenue has grown 10% compounded annually while NOPAT has grown 12% 
compounded annually, per Figure 3. THO’s NOPAT margins, which have improved from 4% in 2007 to 6% over 
the last twelve months (TTM), have been the key driver of its improving profitability.    

Figure 3: THO’s Revenue and NOPAT Since 2007 
 

 
 

Sources: New Constructs, LLC and company filings 

In addition to profit growth, THO has efficiently managed its balance sheet despite acquiring many smaller RV 
manufacturers over the years. Average invested capital turns, a measure of balance sheet efficiency, have 
increased from 3.54 in 2012 to 4.48 TTM. Rising margins and efficient capital use have improved THO’s ROIC 
from 14% in 2012 to a top-quintile 25% TTM. The firm has also generated a cumulative $407 million (7% of 
market cap) in free cash flow (FCF) since 2012. 

Strong Growth Supported by Industry Trends 

The recreational vehicle industry has been growing significantly in recent years, with a 12% compounded annual 
growth rate in unit shipments since 2012. Thor has capitalized on this industry growth and reported record 
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revenue and net income in fiscal 2Q18. Going forward, the Recreation Vehicle Industry Association expects RV 
shipments will grow to new records in 2018. Thor management also notes that the industry is attracting new 
buyers at an impressive pace. 34% of RVs sold in 2016 were to new buyers, with 80% of the new buyers under 
age 65.  

Recent Selloff Presents Buying Opportunity 

THO is down 29% year-to-date, while the market is down just 3%. This underperformance is largely attributable 
to concerns of President Trump’s recent tariff announcement. However, these concerns appear to be overblown. 
Thor noted in its fiscal 2Q18 call that the tariffs will have less impact on its business than others, as it purchases 
its steel and aluminum from domestic suppliers. Additionally, the firm noted that it is already working with 
suppliers to minimize any impact and believes it can pass price increases on to consumers if necessary to 
maintain strong profit margins.  

At its current price of $109/share, THO has a PEBV ratio of 0.9. This ratio means the market expects THO’s 
NOPAT to permanently decline by 10%. This expectation seems rather pessimistic for a firm that has grown 
NOPAT by 17% compounded annually since 1998 and 25% compounded annually over the past five years.  

If THO can maintain current NOPAT margins (6%) and can grow NOPAT by 7% compounded annually over the 
next decade, the stock is worth $143/share today – a 31% upside. This combination of strong fundamentals and 
undervalued stock price earn THO a spot in April’s Most Attractive Stocks Model Portfolio.  

The TJX Companies (TJX: $81/share) 

The TJX Companies, a discount apparel and home fashions retailer, has been able to successfully fend off the 
growing threat of Amazon and e-commerce. Much like previous Long Idea Ross Stores (ROST), TJX is able to 
compete with online offerings by providing deals on apparel and home goods that often cannot be replicated 
online. 

Over the past decade, TJX’s revenue has grown 7% compounded annually while its NOPAT has grown 11% 
compounded annually, per Figure 4. NOPAT growth has been driven by rising margins, which have improved 
from 5% in 2007 to 8% TTM.   

Figure 4: TJX’s Revenue and NOPAT Since 2007 
 

 
 

Sources: New Constructs, LLC and company filings 

In addition to profit growth, TJX has efficiently managed its balance sheet and the capital invested into its 
business. Average invested capital turns, a measure of balance sheet efficiency, are currently 2.3, which is also 
the average over the last decade. Rising margins and efficient capital use have improved TJX’s ROIC from 12% 
in 2007 to a top-quintile 17% TTM. The firm has also generated a cumulative $9.6 billion (19% of market cap) in 
FCF since 2012. 
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Comparable Store Sales Showcase Strength of Business 

In a difficult retail environment, TJX has consistently broken trend. Fiscal 2018 represented the 22nd consecutive 
year in which comparable store sales increased year-over-year. Comparable store sales growth is a direct result 
of TJX’s value proposition to consumers and the ability of its business model to adapt to consumer demands. 

Stock Price Provides Upside Potential 

Despite consistent comparable store sales and NOPAT growth, TJX is up just 8% over the past two years while 
the S&P 500 is up 27%. At its current price of $81/share, TJX has a PEBV ratio of 1.3. This ratio means the 
market expects TJX’s NOPAT to only grow 30% from current levels over the remaining life of the firm. This 
expectation may seem optimistic for some firms, but not TJX, considering it has grown NOPAT 12% 
compounded annually for nearly 20 years, or since 1998. While TJX’s PEBV is higher than most companies we 
recommend, the consistent and long-term track record makes these expectations look easily beatable.  

If TJX can maintain current margins (8%) and grow NOPAT by 6% compounded annually over the next decade, 
the stock is worth $97/share today – a 20% upside. Add in the 1.6% dividend yield and 22 consecutive years of 
dividend increases and TJX could be an excellent portfolio addition. 

AMC Networks (AMCX: $51/share) 

AMC Networks, a cable television operator and content creator, showcases strong fundamentals in a market 
where quality content is king. Since 2012, AMCX’s revenue has grown 16% compounded annually while its 
NOPAT has grown 17% compounded annually, per Figure 5. Increased profit growth can be attributed to rising 
NOPAT margins, which have improved from 17% in 2012 to 18% in 2017.  

Figure 5: AMCX’s Revenue and NOPAT Since 2012 
 

 
 

Sources: New Constructs, LLC and company filings 

AMCX currently earns an ROIC of 13%, which is equal to the Consumer Cyclicals sector average.  The firm has 
also generated a cumulative $863 million (28% of market cap) in FCF over the past three years.  

Content Creator Can Leverage Existing Content and Could Be a Buyout Target 

AMC is best known for creating critically acclaimed series such as Mad Men, Breaking Bad, and The Walking 
Dead. Many believe the company’s success is tied to its most recent hit, The Walking Dead, and that its profits 
will plummet when that show ends.  

However, concerns about The Walking Dead are nothing new. In fact, ratings for The Walking Dead have been 
in steady decline for the past three seasons, yet AMCX has continued to improve NOPAT. Moving forward, AMC 
is looking to diversify popular franchises into different revenue streams, such as The Walking Dead video games 
and merchandising. AMC has also created spin off shows such as Better Call Saul and Fear the Walking Dead 
to capitalize on the success of its hits. 
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The company also has deals in place to provide its content through Comcast (and soon YouTube) via AMC 
Premiere. Additionally, in the battle for content, AMC remains a takeover target. Disney (DIS) could immediately 
boost its own upcoming streaming service, or supplement Hulu’s offerings, in which it owns a stake. Similarly, 
Apple (AAPL) could look to AMCX should its attempt to develop original content not succeed as planned. 
Beyond streaming assets, a competing cable provider, such as Discovery Communications (DISCA) could view 
AMCX as a way to increase its leverage and pricing power with advertisers.  

Shares Priced for Significant Cut in Profits 

AMCX is down 6% year-to-date while the S&P 500 is down 3%. Now, at its current price of $51/share, AMCX 
has a PEBV ratio of 0.4. This ratio means the market expects AMCX’s NOPAT to permanently decline by 60%. 
Meanwhile, AMCX has grown NOPAT by 17% compounded annually since 2012. Such pessimistic expectations 
are also at odds with consensus 2018 EPS estimates, which have risen from $6.97/share in December 2017 to 
$8.13/share in April 2018, which implies 13% EPS growth.  

AMCX’s current economic book value, which measures the no-growth value of the stock, is $123/share – or 
141% above the current price. If AMCX can maintain 2017 NOPAT margins (18%) and grow NOPAT by just 3% 
compounded annually for the next decade, the stock is worth $139/share today – a 173% upside.   

This article originally published on April 4, 2018. 

Disclosure: David Trainer, Kyle Guske II, and Sam McBride receive no compensation to write about any specific 
stock, style, or theme.  

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.  

http://blog.newconstructs.com/
http://www.newconstructs.com
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https://www.newconstructs.com/wp-content/uploads/2018/04/NewConstructs_DCF_AMCXvaluation_2018-04-04.png
https://www.newconstructs.com/diamonds-in-the-rough-of-the-consumer-cyclicals-sector
https://twitter.com/NewConstructs
https://www.facebook.com/newconstructsllc/
https://www.linkedin.com/company/new-constructs
https://stocktwits.com/dtrainer_NewConstructs
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New Constructs® - Research to Fulfill the Fiduciary Duty of Care 

Ratings & screeners on 3000 stocks, 450 ETFs and 7000 mutual funds help you make prudent 
investment decisions. 

New Constructs leverages the latest in machine learning to analyze structured and unstructured 
financial data with unrivaled speed and accuracy. The firm's forensic accounting experts work 
alongside engineers to develop proprietary NLP libraries and financial models. Our investment ratings 
are based on the best fundamental data in the business for stocks, ETFs and mutual funds. Clients 
include many of the top hedge funds, mutual funds and wealth management firms. David Trainer, the 
firm's CEO, is regularly featured in the media as a thought leader on the fiduciary duty of care, 
earnings quality, valuation and investment strategy. 

To fulfill the Duty of Care, research should be:  

1. Comprehensive - All relevant publicly-available (e.g. 10-Ks and 10-Qs) information has been 
diligently reviewed, including footnotes and the management discussion & analysis (MD&A).  

2. Un-conflicted - Clients deserve unbiased research.  

3. Transparent - Advisors should be able to show how the analysis was performed and the data 
behind it.  

4. Relevant - Empirical evidence must provide tangible, quantifiable correlation to stock, ETF or 
mutual fund performance. 

Value Investing 2.0: Diligence Matters: Technology is Key to Value Investing With Scale 

Accounting data is only the beginning of fundamental research. It must be translated into economic 
earnings to truly understand profitability and valuation. This translation requires deep analysis of 
footnotes and the MD&A, a process that our robo-analyst technology empowers us to perform for 
thousands of stocks, ETFs and mutual funds. 
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers.  None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers.  New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.   
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research.  In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.   
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report.  Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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