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Revised EPS Forecast

EPS Forecast Reduced due to Slow Sales and Schwinn Bid

[image: image3.wmf]Table 1: Operating Forecast

  

($ Million, except per share)

1997

1998

1999

2000

2001

2002

Revenues

580.7

584.2

422.9

488.2

333.1

342.4

Cost of Goods Sold

488.6

392.2

386.1

406.8

288.6

294.5

  Gross Profit

92.1

76.2

36.7

81.3

44.5

47.9

SG&A

75.7

59.7

56.2

53.8

45.1

44.0

Plant Reconfig

0.0

21.3

38.6

0.7

0.0

0.0

Operating Income

16.4

-4.9

-58.0

26.9

-0.7

3.9

Interest Expense/ (Inc.)

3.9

2.5

1.8

8.4

0.7

0.7

Other Income/Expenses

1.0

0.0

0.3

1.3

-1.0

-0.4

PreTax Income

11.5

-7.4

-60.1

17.1

-0.4

3.6

Income Taxes

3.0

-2.9

-20.8

6.4

-0.2

1.4

Discont. Ops

0.5

2.3

6.1

24.3

0.0

0.0

Net Income

9.0

-2.2

-33.3

35.0

-0.3

2.3

EPS

-Diluted (as reported)

0.69

$     

 

(0.18)

$    

 

(3.13)

$      

 

3.39

$     

 

(0.02)

$    

 

0.22

$     

 

    From on-going operations

1.03

$     

 

(0.02)

$    

 

0.22

$     

 

Diluted Shares

13.1

12.3

10.6

10.3

10.5

10.5

Effective Tax Rate

26%

39%

35%

38%

38%

38%

Boldface data are forecasts.

Growth Rates

   Sales

0.2%

0.6%

-27.6%

15.4%

-31.8%

2.8%

   Net Income

22.1%

-124.2%

-1437.6%

205.1%

-100.7%

-992.3%

   EPS

-102.3%

-992.3%

Margin Analysis

   Gross 

15.9%

13.0%

8.7%

16.7%

13.3%

14.0%

   Operating

2.8%

-0.8%

-13.7%

5.5%

-0.2%

1.2%

   Net

1.5%

-0.4%

-7.9%

7.2%

-0.1%

0.7%

[image: image4.wmf]Table 2: Target Price Calculations

  Multiples

LTM

2002

Target

Range

Current*

Forecast

Estimate

Range

Price/Book

High

3.7

0.9

2.0

7.18

$      

 

14.35

$ 

 

Low

1.1

1.0

7.18

$   

 

Price/Sales

High

0.33

0.15

0.33

32.71

$    

 

10.79

$ 

 

Low

0.10

0.10

3.27

$   

 

P/E*

High

6.3

-260.7

28.0

0.22

$      

 

6.04

$   

 

Low

-2.7

6.0

1.29

$   

 

             * Current P/E is based on 2001 EPS forecast

Average

High

10.39

$ 

 

Low

3.91

$   

 

Average

7.15

$   

 










Source: Baseline

Key Investment Points

· Management reduced its EPS outlook for 2001 from $0.50-$0.70 to $0.00-$0.12.

· Main reasons for the lowered expectations are below normal bike sales and expenses associated with the failed Schwinn bid.

· Huffy Sports and Service First are expected to show strength.

· We lowered our EPS forecast and our 12-18 month target price is now $7.50.

Company Description

Huffy Corporation (“HUF”) designs and manufactures sport products and provides services for retailers.  The Company's Consumer Products segment makes bicycles, basketball backboards, backboard support systems, goals and related products through its wholly-owned subsidiaries: Huffy Bicycle Company and Huffy Sports Company.  The Company’s Huffy Service First unit provides retailers with in-store and in-home assembly and repair and in-store display services for a variety of products. 

Revised Outlook

We are reducing our EPS forecast for 2001 and 2002 for the following reasons:

· Bike sales will be lower than expected as the economic slump, exacerbated by the events of September 11th is expected to further reduce consumer confidence and spending.  

· The gross margin will be pressured as HUF reduces prices to move excess inventory by year-end.

· Expenses related to the failed Schwinn acquisition will exceed the breakup fee by $500,000 to $1.0 million (at most, an estimated $0.06 per share after taxes).

While this is disappointing news, there are also several positive results that should be noted.  

· Huffy Service First (“HSF”) continues to perform well.  We expect this trend to continue as businesses seek to reduce costs by outsourcing work to HSF.

· Huffy Sports (basketball backboards) appears to have gained market share.  This unit could get an additional boost from a renewed interest in basketball with Michael Jordan’s return to the game.

· HUF remains a cash flow machine.  Despite the lower than expected results, management indicated that cash would increase $8.0 million during the quarter.

How Will September 11th Impact Consumer Spending Over the Long Term?

The key question is how the events of September 11th will impact consumer spending over the long term?  Prior to the Attack, consumers were already shifting into a savings mode as their stock portfolios shrank and as the flood of layoff announcements raised concerns about their own jobs.  All these fears and concerns were intensified in the wake of September 11th.  

But something else also happened.  There has been a reawakening of core values in core values such as increased patriotism, the importance of family, and how everything can change so fast.  The key question is if the increased importance of family will generate spending on goods that promote family interaction and help parents express their rediscovered love for family?  Will families forego the SVU for a new set of bikes?   

Outlook

We reduced our EPS forecast and target price to reflect our expectation of lower sales and gross margin pressure.  Our forecast for 2001 is now a loss of $0.03 (versus our previous $0.63) and our 2002 forecast is now $0.25 (down from our earlier $0.89).  

The key change to our 2002 outlook is that we reduced our 2002 sales growth rate from 5.0% to 2.8%.  We base this assumption on our expectation of an economic recovery at mid-2002 with sales growth (if any) occurring in late 2002.  However, due to the many uncertainties in today’s environment, it will take time to determine if this is an aggressive or conservative assumption.
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             P/E

Price to

Sales/

Ent Val/

2001

2002

Book

CF

Sales

Share

EBITDA

HUF

-260.7

25.3

0.9

3.7

0.15

$42.41

1.6

BIKE

-

-

0.3

-

0.14

$19.50

8.9

Sector Ave.

20.7

12.0

1.8

10.5

0.98

$18.44

8.2

Sales>$500MM

14.3

12.2

2.2

11.6

0.78

$30.97

13.0

Source: Baseline, researchstock.com


Our 12-18 month target price is now $7.50, down from our prior target of $12.00, but at the high end of the range (Table 2).  This target reflects both our reduced operating outlook but also our expectation of a higher multiple once we work through the next three-quarters.  Table 3 contains the current valuation multiples for the leisure sector.




This report contains "forward looking" statements within the meaning of U.S. federal securities laws.  Forward-looking statements regarding the Company's performance inherently involve risks and uncertainties that could cause actual results to differ from such forward-looking statements.  Factors that would cause or contribute to such differences include, but are not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product lines/services; competitive factors; new product/service introductions by others; technological changes; dependence upon third party vendors; and other risks discussed in the Company's periodic report filings, including interim reports, with the Securities and Exchange Commission,  By making these forward looking statements, researchstock.com, Inc. undertakes no obligation to update these statements for revisions or changes after the date of this report.

Unless specifically attributed to others, all opinions, comments, forecasts, assumptions, and estimates contained in this report are those of the analyst and researchstock.com and were based on public information believed to be correct as of the date of this report.  

NEITHER RESEARCHSTOCK.COM NOR ANY PROVIDERS OF INFORMATION MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS INFORMATION AND MAKE NO EXPRESSED OR IMPLIED WARRANTIES OF MERCHANANILITY OF FITNESS FOR A PARTICULAR USE.

researchstock.com, Inc. is an independent research firm that publishes research reports on companies that may, or may not be clients.  researchstock.com, Inc. derives most of its compensation from investment research and financial advisory services, and has been compensated for the preparation of this report.  researchstock.com, Inc.'s monthly retainer is a fixed monthly fee of $2,500.  Researchstock.com does not accept any form of equity as compensation, nor does it have any “performance” incentives.  This information is solely for informative purposes and is not solicitation or an offer to buy or sell any security. It is not intended as being a complete description of the securities, markets or developments referred to in the material. The information contained herein is subject to change without notice, and we assume no responsibility to update the information in this report.  Any sales or earnings forecasts contained in this report were independently prepared by researchstock.com, Inc., unless otherwise stated, and are not endorsed by the management of the company which is the subject of this report.  All expressions of opinion are subject to change without notice.  The information contained herein was obtained from sources, which we consider reliable, but we have not independently verified such information and thus do not guarantee that it is accurate or complete. Additional information is available upon request.  researchstock.com, Inc. and/or its officers and directors, stockholders, and employees, and/or members of their families may have a long/short position in the securities mentioned in this report and may make purchases and or sales for their own account of those securities as principal or agent in the open market or otherwise. researchstock.com, Inc. or one of its affiliates may from time to time perform investment banking or other services for, or solicits investment banking or other business from, any company mentioned in this report.  This report does not take into account the investment objectives, financial situation or particular needs of any particular person.  Investors should obtain individual financial advice based on their own particular circumstances before making investment decisions on the basis of this report.
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