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Key Levers:  

 We think President Elect Trump does not need a dust up with Time Warner and Time Warner does not need a 
President Elect with an ax to grind. Thus Trump’s comments at Gettysburg made during the heat of the election 
and while Wikileaks was posting information on CNN contributors should be viewed as Political and not investment 
actionable.  
 

 The Atlantic wrote “The Media takes Trump literally and not seriously and Trumpers Take Trump seriously and not 
literally.” No truer words have been written about this election in our view. We think the Trump’s push back on the 
ATT Time Warner Deal should be taken seriously not literally and investors that do just that will benefit.  
 

 Looking at the situation seriously the merger is good for competition. ATT can nationally compete with the local 
monopolies engineered by Comcast (NC) and Charter (NC) on a local level. New ATT will compete with MSNBC 
which is also was a topic of the Wikileaks. So from a certain standpoint, CNN is not alone and cannot be targeted 
in some kind of fraud purge.  
 

 However ATT must be looking at TWX as an International Asset and we argue after this election the Y/Y 
comparisons will be tough so why not sell or spin off CNN which is predominately a domestic outlet like ESPN. If 
ATT views TWX’s content globally, we argue CNN is a nice to have asset but not a must have asset. Thus ATT 
can spinout or sell and not cross own CNN. If CNN is worth $5 billion or more on a standalone basis, we think 
spinning CNN out eases some of leverage risk in the deal. .  
 

 From The President’s elects perspective his argument may not be with Superman but rather Donna Brazille the 
Wikileaks Target. If we take Mr. Trump  Seriously and not literally we suspect the administration would appreciate a 
more independent CNN not conflicted by its ownership structure. A spinout makes sense to us. If a spinout is 
pursued the President has a success that makes voters, investors and business happy and sends a message 
America is open for business.  

 
Target:   We value TWX by applying a 7X EV/AOCF (EBITDA) multiple to our 2016 AOCF estimate of $16 billion. (Our AOCF 
estimate does not compare with company provided EBITDA metrics and is defined as operating income, excluding D&A expense 
and non-cash operating expenses. Our AOCF measure is the same for all companies we cover) our multiple approaches the peer 
media multiple, 10x, and S&P 500 and reflects AT&T’s bid to acquire TWX. Thus with a premium bid outstanding and the marginal 
possibility for a second bidder to be interested in TWX we reiterate our Overweight rating.  

  

 

 

 

     

 

 

 

Thesis: We thought TWX shares were inexpensive on a relative and absolute basis. TWX had two divisions which are 
poised to execute better than Wall Street expects, Turner and Warner Brothers. We also like HBO. Lastly, Warner’s Movie 
Catalogue is a hidden asset on the Time Warner Balance sheet in our view; the T deal unlocks that value.  
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Risks to Thesis:  

 Cord Cutting, competition, affiliate fee disputes, and A La Cart is not the opportunity we expect  

 An economic downturn weights on spending, Interest rates rise dramatically, FX deteriorates more than expected.  

Risks: http://www.sec.gov/Archives/edgar/data/1105705/000119312515064862/d862821d10k.htm#toc862821_3 
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Share Statistics 

Price 86.07

Shares Out (MM) 798

52Wk Range 91.34-55

MCAP (USDx 1000) 68684

Cash 2155

Balance Sheet Net Debt 21637

Enterprise Value 88165.9

Short Interest 14.5

*Target 12 to 18 Months
a 

 

Key Metrics 2013A 2014A 2015A 2016E 2017E 2018E

Revenue 26,461 27,359 29,879 29,814 31,826 33,014

Operating Income (loss) 5,497 6,268 6,865 7,451 7,220 7,360

GAAP EPS 3.92 4.34 4.62 5.63 6.02 6.24

AOCF 14,527 14,967 15,047 16,550 16,710 16,850

Multiples 

EV/Sales 3.0x 2.9x 2.8x 2.6x 2.4x 2.3x

EV AOCF 5.4x 5.2x 5.2x 5.2x 5.0x 5.0x

PE 18.4x 16.6x 15.6x 13.4x 12.6x 11.7x
 

z 

 

Earnings per Share 

Year 1Q 2Q 3Q 4Q

2014A 1.42 0.95 1.11 0.85

2015A 1.15 1.15 1.26 1.06

2016E 1.51 1.20 1.86 1.04

A-Denotes Actual 

E-Denotes Estimate 
a 

http://www.sec.gov/Archives/edgar/data/1105705/000119312515064862/d862821d10k.htm#toc862821_3
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Analyst Certification 

 

I, Richard R Tullo, hereby certify (1) that the views expressed in this report accurately reflect my personal views about any or 
all of the subject securities or issuers referred to in this report and (2) no part of my compensation was, is or will be directly or 
indirectly related to the specific recommendations or views expressed in this report.  

 

 

About Ratings Transparency  

 

Ratings for OVERWEIGHT AND UNDER WEIGHT rated securities are typically reviewed for a potential ratings and or price 
target change when the market closing price is within 5% of the price target on initiation. The review process generally takes 
1 to 20 days to complete however: market conditions, geopolitical events, industry regulations as well as other contingencies 
may influence the timeliness of the review process. We have no obligation to tell you when opinions or information in Albert 
Fried &Company LLC, research change apart from when we discontinue research on a subject company.  

 

 

 

About Adjusted Operating Cash Flow (AOCF) 

 

AOCF is a NON-GAAP measure of income similar to EBITDA (Earning before interest, taxes, depreciation and amortization 
expense). We define AOCF as; operating income less depreciation, amortization and non-cash executive compensation. We 
like AOCF as it provides a standard measure of earnings and value across a large spectrum of the Technology, Media and 
Telecommunications universe we cover. As we cover securities which have significant non-cash costs and or significant 
differences in capital structures, even within industry peers, we use Enterprise Value-to-AOCF (EBITDA) as a primary 
valuation method in most of our coverage universe. We define Enterprise-Value (EV) as Market Capitalization less Cash, 
plus Debt and we exclude minority interest as minority interest income and or expense is typically excluded from our AOCF 
calculations. Moreover, in several Companies we follow options exist to PUT (Buy) Minority interest to the parent on 
favorable terms which may or may not add value in an acquisition scenario. Companies we follow may, in Company reports, 
use there own definitions of AOCF or similar measures such as AOI, EBITDA or Company share of EBITDA which may differ 
materially from our AOCF measure. We maintain no obligation to either reconcile our measure to company metrics or 
reconcile to GAAP Measures.  
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Price and Ratings Table  
 

 

 

 

Date 1/21/2016 10/24/2016

Target $90 $107

Price $67.93 $90.00

Rating Overweight Overweight

Type Report Report 

Direction Initiation Note 
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IMPORTANT DISCLOSURES 

 

Albert Fried & Company LLC produces a variety of analytics and research products, including but not limited to fundamental analysis, equity linked 
trading desk analytics, quantitative analysis, market commentary reports, fixed income, and trade ideas. Certain products may be exempt from 
FINRA rule 2711. Recommendations contained in one type of analytics product may differ from recommendations contained in other types of 
analytics products, whether as a result of differing time horizons, methodologies, or otherwise. Albert Fried & Company LLC does not provide 
investment banking services and is not expected to provide investment banking services in subject securities. Businesses operated by Albert Fried & 
Company LLC, may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report. 

 

Guide to Albert Fried Fundamental Equity Research Rating System 

 

Stock Rating  

 

1) OVERWEIGHT suggests capital appreciation to our 12 to 18 Month Price Target of at least 30% from the price on the initiation or upgrade date of 
coverage.  

 

2) MARKET PERFORM denotes less than 30% upside but greater than 10% upside to our 12 to 18 Month Price Target on the initiation or upgrade 
date of coverage.  

 

3) UNDERWEIGHT suggests price appreciation of 10% or less from the price on the initiation or downgrade date of coverage over the next 12-18 
month period  

 

4) NC denotes “Not Covered”.  

 

Distribution of ratings system 

 

Albert Fried & Company LLC provides fundamental research on 11 companies, of which 8 (72%) are rated OVERWEIGHT, 3 (28%) are rated Market 
Perform and 0 (0%) rated UNDERWEIGHT 
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Disclaimers  

 

Any estimates or forecasts may not be met. This report contains forward-looking statements, which involve risks and uncertainties. Actual results 
may differ materially from the projections described in the forward-looking statements. The material contained in this report is for informational 
purposes. Albert Fried & Company LLC research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or 
to participate in any particular trading strategy or an offer or recommendation, to buy or sell securities mentioned. We have no obligation to tell 
you when opinions or information in Albert Fried &Company LLC research change apart from when we discontinue research on a subject company. 
Facts and views presented in Albert Fried & Company LLC, research have not been reviewed by, and may not reflect information known to, 
professionals in other Albert Fried & Company LLC business areas, including investment banking personnel. Albert Fried & Company LLC research 
personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of associated 
expenses unless pre-approved by authorized members of Research management. 

 

Neither Albert Fried & Company LLC nor any person involved in the preparation of this publication accepts any liability or responsibility for the 
accuracy or completeness of this publication and none of them makes any representation or warranty in relation thereto. Recipients of this report 
should conduct their own investigation, confirmation and analysis of the information contained in this publication. Much of the company-specific 
data and information in this report was obtained directly from the company’s SEC filings, reputable news wires or the company’s management. No 
recipient should act on the basis of any matter contained in this publication without considering and, if necessary, taking appropriate legal, 
financial, and other professional advice upon the recipient’s own particular circumstances. Investors are advised to undertake their own 
investigation of the merits of investing in the Companies profiled in this report. Information contained herein is based on sources we believe to be 
reliable but we do not guarantee their accuracy. Prices and opinions concerning the composition of market sectors included in this report reflect 
the judgments as of this date and are subject to change without notice. Reprints of Albert Fried & Company LLC reports are prohibited without 
permission.  

 

Albert Fried & Company LLC, or persons associated with it may own securities of the issues described herein and may make purchases or sales 
while this report is in circulation. Albert Fried & Company LLC, lists all companies mentioned where Albert Fried & Company LLC, owns 1% or more 
of a class of common equity securities of the companies. For all other companies mentioned in Albert Fried & Company LLC, research, Albert Fried 
& Company LLC, may have an investment of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may 
trade them in ways different from those discussed in Albert Fried & Company LLC, research. Employees of Albert Fried & Company LLC not involved 
in the preparation of Albert Fried & Company LLC, research may have investments in securities/instruments or derivatives of securities/instruments 
of companies mentioned and may trade them in ways different from those discussed in Albert Fried & Company LLC, Derivatives may be issued by 
Albert Fried & Company LLC, or associated persons. With the exception of information regarding Albert Fried & Company LLC, Albert Fried & 
Company LLC, research is based on public information. Albert Fried & Company LLC makes every effort to use reliable, comprehensive information, 
but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or information in Albert Fried & 
Company LLC, research changes apart from when we discontinue research on a subject company.  

 

Albert Fried & Company LLC, policy does not allow any analyst to own shares in any company he/she covers. No employee or household member 
thereof, serves as an officer or director of a covered company. Albert Fried & Company LLC does not make a market in any securities contained in 
this report. Additional information is available upon request. 

 

Models and Additional Information are Available On Request  

Albert Fried & Company LLC, reserves the right to withhold reports, licensed and proprietary models, methods and analytics from entities including 
but not limited to persons, institutions and media outlets which do not maintain active subscription, distribution, clearance, or trading relationships 
with Albert Fried & Company LLC, and any of its subsidiaries and affiliations. 
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