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Ticker: BGG Current Price: $21.20 

Recommendation: Sell Target Price: $17.54 

Sector: Industrial Goods Analyst: Fred Rockwell Date: January 23, 2014 

 

Recommendation Summary    

Briggs & Stratton Corporation (BGG) has a -2.84% 5 year revenue CAGR and a 

track record of missing earnings. The company reported earnings yesterday and 

missed the $.09 consensus by $.04. BGG has underperformed earnings estimates 

in 3 out of the last 4 quarters. In 2013 the company stopped selling its products 

through mass retailers, which led to a $90M sales decrease and its lowest revenue 

figure in the last 10 years. I rate BGG a sell with a 3-month price target of $17.54, 

a 17% downside from the current price of $21.20. 

Company Overview    

BGG is the #1 producer of air cooling engines in the world.  Its engines are used 

in lawn mowers, snow blowers and portable generators. The company has two 

segments engines and fully assembled products. Company sales are seasonal and 

highly dependent on weather. 

Investment Thesis   

The company has lofty expectations for next quarter which I do not think they can 

meet based on declining sales since 2011, exiting from mass retailers, and a track 

record of missing earnings. Margins remain relatively flat at the company even 

through seasonal changes so to hit the $.98 EPS target for next quarter sales would 

have to increase by 3.5% over last year’s same quarter. Since 2011, sales are down 12%. Exiting mass retail stores 

drove most of the decline in sales and the rest can be attributed to poorly timed shipments. I believe the exit from 

mass retailers will give competitors an edge in continuing to steal market share in the products segment. In the TTM 

BGG missed earnings 3 times by an average of 26.5%. Only 4 analysts at small firms currently cover the company. 

It is hard to predict the weather and thus hard to predict BGG sales. For instance Hurricane Sandy drove a dramatic 

sales increase in portable generators just as heavy rain could drive sales in lawnmowers. No such events appear to be 

on the horizon for the upcoming quarter as the winter has been mild. Current stock prices could be artificially 

boosted by the recent stock buyback announcements. BGG increased its buyback plans by $50M to $150M. The 

company has a history of not completing buyback plans with a completion rate of only 47%. Exiting mass retailers 

was a big mistake and the company’s stock price will suffer in the upcoming quarters as it struggles to boost sales. 

I valued BGG using a multi-stage discounted cash flow model based on free cash flow (FCF). I assumed that FCF 

would continue to decrease by 1% per year, conservative based on recent trends. Below is a price sensitivity analysis 

of my DCF results comparing the tradeoffs between discount 

rates and growth rates.  I would look to short the stock at its 

current price of $21.20 just below the 50-day moving average 

price. This will provide resistance on the upside of the stock 

movement.  

Key Statistics 

Market Cap. 1.01B 

Total Debt 225M 

52-Week $18.21 

Range $25.52 

Beta 1.26 

Shares 
Outstanding 

47.44M 

Shares Short   
FY 2013 

6.66M 

Forward 
Dividend Yld 

2.4% 

50 Day Moving 
Avg. 

$21.26 

Last Reported 
Quarter  

2014 Q2 

Consensus .09 

Actual .05 

DCF Sensitivity Matrix: 

10% 11% 12% 13% 14%

-5% 15.91$     14.95$     14.08$         13.29$     12.58$     

-3% 17.84$     16.71$     15.70$         14.79$     13.96$     

-1% 20.04$     18.72$     17.54$  16.48$     15.52$     

1% 22.53$     21.00$     19.62$         18.39$     17.28$     

3% 25.37$     23.58$     21.98$         20.55$     19.26$     
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