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Sector Information - Consumer DIscretionary 

Securities Allocation: Versus the S&P500 Securities Allocation: Versus the SIM Portfolio

As of October, SIM’s consumer discretionary overweight the S&P500 by 0.89%



Overview of Sector - Consumer Discretionary

● Consumer Discretionary is a highly 
cyclical sector. Its business cycle 
closely matches the economy. 

● We see the sector over perform the 
S&P500 in an economic expansion and 
underperform in a recession

We are holding three stocks from the Consumer 
Discretionary sector in our SIM portfolio: 
1. Amazon (with 4.89% OR 489 bps of total assets)
2. General Motors (with 5.63% OR 563 bps of total 

assets)
3. SCI (with 2.23% OR 223 bps of total assets)

● Market Cap is $5,100 Billion 
● Has 83 constituents 



Recommendation: Buy or Sell?
Current 
Basis

Proposed 
Basis

Current 
Price

Target 
Price

Upside 
/Downside

Buy, Sell, Hold?

Service 
Corporation 

International (SCI)
223 248 $35.98 $40.00 +11.17% BUY

General Motors 
(GM)

563 450 $42.66 $59.99    +40.62% SELL (in portfolio)
BUY (otherwise)

Amazon (AMZN) 489 489 $1,129.22 $1,250    +10.70% HOLD (in portfolio) 
BUY (otherwise)

L Brands (LB) 0 100 $49.99 $66.33 +32.68% BUY

Starbucks (SBUX) 0 0 $56.93 $62.00 +8.91% NO ACTION



Service Corporation International (SCI)



Company Description
The United States’ largest provider of funeral and cemetery 
services. 

Founded in 1962, the company’s original strategy was to obtain 
efficiency of business and to reduce overhead by sharing resources. 

Partnering with other firms led to numerous mergers and 
acquisitions. Their business strategy became extremely popular in 
the industry and SCI grew at an incredible rate. 

What began with a single funeral home, is now, 55 years later, a 
company that owns 2,000 funeral service locations and cemeteries in 
the United States and 20 countries worldwide. 



Discussion of Stock - Business Analysis

Market 
Capitalization

Diluted Shares
Outstanding

Dividend Yield 52 Wk Price 
Range

$6.36B 187.47M +1.65% $25.23-$36.56

One Year Historical Prices (TTM)



Discussion of Stock - Business Analysis

● SCI’s addressable market is 
expected to grow exponentially 
with the amount of baby boomers 
aging over 60

○ 14.9% increase from 2016-2020
● Growth drivers include new 

corporate governance, enhanced 
internal controls, and  a new 
training program for all 
employees

● Low inflation, interest rates, 
and President Trump’s pending 
tax cuts are great for SCI

Key Business DriversMarket Share Information



3-Year Returns for Sector, Industry, INdex, and SCI

● 65.84% → Service Corporation International (SCI)
● 36.10% → Sector - Consumer Discretionary
● 28.40% → Index - S&P500
● -24.67% → Industry - Diversified Consumer Services



YTD Growth Performance Compared to Competitors

● Service Corporation International (SCI) → Blue
● Carriage Services (CSV) → Purple
● Stonemor Partners (STON) → Yellow



Business/Financial Comparison to Competitors
Service Corporation 
International (SCI)

Carriage Services 
(CSV)

Stonemor (STON)

Share Price ($) $35.98 $25.98 $7.39

Price Performance Over 
the Past 52 Weeks (% 
change)

+43.19% +7.08% -14.84%

EPS ($) $1.90 $1.03 -$1.00

Revenue (TTM) $3.1 Billion $255.9 Million $331.0 Million

Number of Employees 23,463 2,509 3,220

ROE (% change from 
2007-2017)

+95.89% -750.66% +31.29%

ROIC (% change from 
2007-2017)

+19.58% -51.20% -19.74%



Financials For SCI In The Past and Currently
 10-Year 

Historical Data 
(2007)

Current Data 
(TTM)

Net Income ($) 248M 366M

EPS ($) 0.85 1.90

Free Cash Flow 
($)

199M 291M

Operating Margin 
(%)

15.1 18.5

Gross Margin (%) 20.5 23.3

Current data shows that 
the company is doing much 
better than it was 10 
years ago. 
When looking to the 
future, with the immense 
growth in the industry and 
other positive 
macroeconomic factors, we 
would expect these 
financials to increase. 



Valuation Multiples Compared to Industry and Index 
 Service Corporation 

International (SCI)
Industry S&P500 (SPX)

Price to 
Earnings

18.7 23.5 22.3

Price to Book 5.4 10.2 3.1

Price to Sales 2.2 1.8 2.2

Price to Cash 
Flow

13.8 12.8 13.8

● SCI performs 
equally, if not 
better than the 
industry or 
index in P/B, 
P/S, and P/CF

● SCI 
underperformed 
in comparison to 
the industry and 
index for P/E 
but the other 
multiples show 
that the company 
isn’t suffering 



Discounted Cash Flow Statement (DCF)



Discounted Cash Flow Overview
● The company is looking at a 

growth rate of +1.5% for 
Revenues each year

● Growth in the Operating Income 
(about 16.9% every year), 
increases in Working Capital 
(4.5% a year) and Amortization 
(.03% per year), are offset by 
the decrease in CapEx of -6.9% 
per year. 

● Even with the large decline in 
CapEx, resulting Free Cash 
Flow still is positive and 
growing at about +1.7% every 
year.

The Implied P/E is 23.3, which results in a 
Discount Rate of 9.5% and a Terminal Growth 
Rate of 5.0%



Recommendation for SCI

● Future addressable market, numerous growth drivers within the company/industry, huge 
market share over competitors

● Superior performance and resources in comparison to competitors, industry, index, and 
sector

● Macroeconomic factors that will help the company do well now and in the future
● Financial data that has shows tremendous growth in the past 10 years 
● Valuation Multiples that are better or the same as index/industry standards
● Increased revenue for the coming years, operating income, working capital, 

amortization, and FCF projected for the next decade

● (Target Price ➗ Current Price) - 1 
● ($40.00 ➗ $35.98) - 1 = 11.17%
● 223 current basis points * 11.17% 

= 247.916 total basis points
● BUY ~25 basis points



Risks to Recommendation For SCI
1. Economic downturn (recession) would lead to less 

disposable income for consumers to spend in consumer 
discretionary and Service Corp Intl. 

2. Increased inflation and/or interest rates will again 
lead to decreased disposable income spent in the 
sector/in the firm

3. Possibility of tax changes leading to increased 
payments for the US citizens → less disposable 
income (not likely with what’s proposed but always 
possible)



General Motors (GM)



Company Description
Founded in 1908, GM designs builds, 
and sells cars, trucks, crossovers, 
and automobile parts. In addition, GM 
offers vehicle protection, parts, 
accessories, maintenance, and auto 
financing. The four major brands 
include Buick, Chevrolet, Cadillac, 
and GMC. GM manufactures in over 30 
countries, with sales in over 120 
nations. The company is headquartered 
in Detroit, MI and  has about 225,000 
employees worldwide.

Industry:
Automobiles & Components

Primary competitors:
FCAU, F, Toyota, TSLA



Business Segments

● Majority of GM’s revenue comes from its North America operation. 
However, this year revenue has declined for North America operation 
compared to last year as the Company chose to dial back production 
due to decrease in demand for cars in the U.S.

● GM Auto accounts for 92% of total revenue where GM Finance accounts 
for 8% of total revenue.



GM Growth Drivers
● Electrification, autonomous 

vehicles, and car- and 
ride-sharing initiatives.

● Improved global economic 
growth.

● Shift in auto industry due 
to technological advances 
and change in customer 
preferences.

● Cost restructuring 
initiatives.

● Acquisitions to accelerate 
innovation.

● Cheap oil prices.

GM Growth Inhibitors
● Excess inventory problem
● Protectionist policies by 

the foreign government
● Sluggish economic growth
● Ongoing and pending 

litigation cases that 
costs billions of 
dollars.



 Acquisitions
● On May 2016, GM acquired Cruise Automation Inc., an 

autonomous vehicle technology company, to further 
accelerate its development on self-driving vehicles.

● On October 2017, GM acquired Strobe, a company who 
invented the latest laser/radar technology that will 
drastically improve the cost and capabilities of GM’s 
self driving vehicles.

● In 2016, GM invested $500 million and owns 9% stake of 
ride hailing company, Lyft Inc. The value of Lyft has 
doubled since.



Financial Analysis
Income Statement Projections Key Financial Ratios and Metrics

● GM sales growth is improving within the last three years. Last year, GM’s sales grew 
7.7% faster over the median industry.

● I expect GM’s revenue growth to slow to be -11%, 0.5%, and 1% for 2017, 2018, and 
2019. 

● My projected EPS estimates are more 
aggressive than the consensus, mainly 
driven by higher projection for growth 
EVs in China, share buybacks, 
investments in urban mobility, and GM’s 
leaner approach on production.



Relative Valuation
 GM Consumer Discretionary 

Sector
S&P500 (SPX)

Price to Earnings 6.86 22.09 21.81

Price to Book 1.52 5.00 3.07

Price to Sales 0.42 1.60 2.09

Price to Ebitda 3.12 10.33 11.33

GM is currently undervalued and I believe GM should trade at a premium 
multiple to the sector and market as a whole. The company has convincing 
prospects with EVs, autonomous vehicles, and vehicle sharing businesses. The 
U.S. and global economy are also getting better, so I expect GM to trade at a 
higher multiple.



Relative Valuation
 GM Ford FCAU Average

Price to Earnings 6.97 7.33 6.90 7.07

Price to Sales 0.42 0.31 0.20 0.31

Price to Book 1.44 1.45 1.45 1.45

Price to CF 4.50 2.89 2.16 3.18

EV/EBITDA TTM 2.51 2.78 1.80 2.36

GM is relatively in line with its competitors. I think this is a fair figure 
as the company has exceptionally performed YTD and it has more potential 
upside than its competitors.



Relative Valuation



DCF



DCF Overview

Given GM’s strong leadership in electric and self-driving vehicles, combined 
with aggressive cost-savings initiatives, I project the value to be $59.99, 
implying 41% upside from its current price of $42.26. I chose discount rate 
of 12% to factor in risks associated with ongoing lawsuits against the 
Company, potential increase in the price of oil, and aggressive competition 
in China, among other things. I chose terminal rate of 2% to account for 
GM’s growth prospects in technology and innovation, such as electrification, 
autonomous vehicles, OnStar 4G LTE and connected car, as well as investments 
in urban mobility.



Recommendation for GM

● Unclear strategy as to capitalize on self-driving cars, EVs and ride sharing.
● GM’s increased reliance on sales incentives as it cleared excess inventory.
● Protectionist policies by the Chinese government that blatantly favor domestic 

companies for EVs market, coupled with aggressive competition from foreign 
competitors.

● Sluggish economic growth and lack of consumer confidence in countries where GM markets 
its products.

● Ongoing and pending litigation cases that could costs GM billions of dollars.
● Rumor on an immediate repeal of $7,500 EVs tax credit in the U.S.

Although we really like to buy some more 
GM, its current weight in our SIM 
portfolio has exceeded the 500 bps limit. 
So we decided to sell the GM, reducing 
its weight from 562 bps to 450 bps due to 
risk constraints



Risks to Recommendation For GM
1. GM success in electrification, autonomous vehicles, 

and car- and ride-sharing initiatives.
2. GM success in launching and selling new products 

next year.
3. Stronger than expected U.S. and global economy.
4. Substantial decrease in oil prices.



Amazon (AMZN) Recommendation 

Why Hold:

○ We are choosing to hold Amazon because the portfolio has almost 500 bps of 
weight, it’s currently at 489 bps.

○ If we weren’t part of the portfolio, We’d BUY:
■ Amazon is the leader of the American retail business with $136bn in net sales and $245bn in 

estimated GMV in 2016.
■ The Company has an exceptional operational efficiency, network effect, and great focus on 

customer service: this should translates to even bigger market share in the future
■ Substantial growth opportunities in international markets. 
■ Target price is $1,250, yielding 10.69% total projected return

● Risks: 
○ Unique challenges in international market such as local commerce regulations, 

infrastructure investments and incumbent competition.
○ Strong competition from well-capitalized competitors that could lead to even more 

aggressive price competition and longer-term margin pressures. 

Description: Amazon is an online retailer that sells its 
products through a website. AMZN provides services, such 
as co-branded credit card agreements and advertising. 



Starbucks Corporation (SBUX) Recommendation

● Why No Action: 
○ Our price target is at $62.00 which puts it at an 8.91% upside, which is 

lower in comparison to the other stocks in the sector - don’t buy or sell
○ If you want to buy:

■ Macroeconomic factors that contribute to the positive spending of 
disposable income on expensive coffees - so could buy if need be

■ Competitive advantages in the industry - resources and locations
● Risks: 

○ Economic downturn will lead to less people buying coffee every morning
■ Negative change in economic factors leading customers to pursue their 

caffeine fix at cheaper competitors: Dunkin’ and McDonalds

Description: Starbucks is a 
roaster, marketer, and retailer of 
specialty coffee and tea worldwide



Starbucks Discounted Cash FLow Statement           



L. Brands (LB) Recommendation

● Why Buy: 
○ Currently undervalued with huge upside potential: (PE 14.8 VS Ind. Avg. 24.1) (3YR 

Revenue growth 5.3 VS Ind. Avg. 4.1)
○ High levels of consumers brand loyalty and prioritization of quality + fit over price.
○ Limited amount of direct competition in women’s lingerie retailing, with GAP in lower 

price point and La Perla at higher price point.
○ Healthy long-run growth opportunity in China and improved global macroeconomic 

conditions.
○ My price target is $66.33 USD, yielding 32.68% total projected return. 

● Risks: 
○ Sluggish wage growth, potential increase in labor costs, and low barriers to entry in 

the industry.
○ Premium price targeted at young demographic, yielding risk of losing customers in 

economic downturn.

Description: L Brands Inc. is a women’s intimate, 
personal care, and beauty retailer. The Company through 
its retail outlets sells products under various brands 
such as Victoria’s secret, Pink, Bath & Body Works, La 
Senza, and Henri Bendel Brands.



L Brands Discounted Cash FLow Statement           



Conclusion
1. Service Corporation International 

(SCI)
2. L. Brands (LB)

1. General Motors (GM)- For 
our portfolio, sell the stock 
since it is over the 5% mark, 
but otherwise BUY!

1. Starbucks (SBUX)

1. Amazon (AMZN)- hold for 
portfolio, BUY otherwise!



Recommendation
Current 
Basis

Proposed 
Basis

Current 
Price

Target 
Price

Upside 
/Downside

Buy, Sell, Hold?

Service Corporation 
International (SCI) 223 248 $35.98 $40.00 +11.17% BUY

General Motors (GM) 563 450 $42.66 $59.99     +40.62% SELL (in portfolio)
BUY (otherwise)

Amazon (AMZN) 489 489 $1,129.22 $1,250     +10.70% HOLD (in portfolio) 
BUY (otherwise)

L Brands (LB) 0 100 $49.99 $66.33 +32.68% BUY

Starbucks (SBUX) 0 0 $56.93 $62.00 +8.91% NO ACTION



Sector Weighting Recommendation 

Current SIM Weight:      12.76%
Current Sector Weight:   11.87%
Recommendation:          12.87%
Increase of +1.00% compared to the benchmark



QUESTIONS?
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