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Recommendation Summary    

Quick Silver, Inc. (ZQK) has not had positive EPS since 2006, but its stock price 

has run up recently driven by a new management plan to spur sales and cut costs. 

In my opinion, the plan will erode brand value and hurt sales. ZQK will likely 

suffer the same fate as its competitor Billabong, which saw its price go from $12 

to cents on the dollar after experiencing similar problems several years ago. I rate 

ZQK a sell with a 6-month target price of $4.10, a 45% downside from $7.51. 

Company Overview    

ZQK designs, develops and distributes apparel, footwear and accessories through 

the brands Quicksilver, Roxy and DC. Products are sold primarily through 

wholesalers and also through licensed and owned stores and the internet. 

Investment Thesis   

It is hard to turn around an apparel company that is losing interest from consumers 

and it is even harder when you stray from your core values. In May 2013, the new 

ZQK management team unrolled a plan to cut OH by 20%, reduce inventory by 

30%, decrease SG&A by 300bps, and increase sales by 2.5% per year. Sales and 

margins have not improved, but the stock price is up over 25% since. If all it took 

was a new marketing plan to boost sales then I am sure Aeropostale, 

Abercrombie, and AE would be executing that plan right now. All 3 companies have lost considerable share in the 

last year. But, consumer behavior is difficult to predict. ZQK has seen sales slump across all three brands and in all 

geographic markets. SG&A and inventory days on hand have steadily increased over the years so I agree that there 

is room for efficiency. Cost cutting will be difficult logistically and layoffs could hurt moral but even if ZQK 

improves margins it would still need top-line growth to restore profits. The company’s plan to improve sales is to 

move away from sponsoring athletes and sporting events and to use social media, point of sale marketing, and print 

ads to bring in customers. 100+ athletes have already been released. This deviates from what established the brand 

originally. ZQK is a lifestyle brand that embodies the culture of the athletes and sports that it promotes. Moving 

away from core values while sales plummet could be a recipe for disaster. On top of that, management plans to close 

more underperforming full price retail stores all while increasing sales. 25 were closed in 2013, leaving 276. Warren 

Buffet measures intrinsic value creation by BV growth. ZQK has steadily seen BV decrease. Since 2010, the 

company has issued over $700M in debt, with rates between 7.875% and 10%. After another bad quarter or two, I 

expect company P/BV ratios to 

return to avg. pre-2007 levels of 

2.19, with a 6-month target 

price of $4.10.                                               

    

Key Statistics 

Market Cap. 1.27B 

Total Debt 807M 

52-Week $4.81 

Range $9.29 

Beta 2.54 

Shares 
Outstanding 

169.5M 

Shares Short   
FY 2013 

18.2M 

Dividend Yld NA 

50 Day Moving 
Avg. 

$8.30 

Last Reported 
Quarter  

2013 Q4 

Consensus .04 

Actual (.04) 

Financial Statistics & Ratios 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Valuation Ratios

EV/EBITDA 11.41 10.63 11.49 11.73 4.92 8.77 6.51 6.63 11.01 34.79

P/S 1.33 0.86 0.79 0.62 0.12 0.12 0.33 0.29 0.28 0.81

P/BV 2.86 2.08 2.11 1.70 0.47 0.53 1.00 0.92 0.96 3.96

Solvency

Current Ratio 2.53 1.66 1.74 1.72 1.86 2.30 2.65 2.62 2.54 2.49

Total Debt/Equity Ratio 0.31 1.24 1.17 1.26 1.77 2.28 1.19 1.23 1.30 2.25

Long Term Debt/Equity Ratio 0.28 0.87 0.78 0.87 1.32 2.00 1.15 1.19 1.24 2.19

Liquidity Ratios

Average Age of Inventory (Days) 95.18 106.23 115.74 122.22 121.14 101.12 112.34 120.94 122.36 132.76

Intangibles % of Book Value 49.5% 95.1% 86.7% 72.5% 74.0% 104.4% 77.5% 66.7% 70.7% 107.2%

Inventory % of Revenue 14.2% 21.7% 18.0% 18.4% 13.8% 13.5% 14.6% 17.8% 17.1% 18.7%


