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Disclaimer

SumZero is not a registered investment advisor or broker-dealer, and is not licensed nor

qualified to provide investment advice. There is no requirement that any of our Information

Providers be registered investment advisors or broker-dealers. Nothing published or made

available by or through SumZero should be considered personalized investment advice,

investment services or a solicitation to BUY, SELL, or HOLD any securities or other investments

mentioned by SumZero or the Information Providers. Never invest based purely on our

publication or information, which is provided on an "as is" basis without representations. Past

performance is not indicative of future results. YOU SHOULD VERIFY ALL CLAIMS, DO YOUR

OWN DUE DILIGENCE AND/OR SEEK YOUR OWN PROFESSIONAL ADVISOR AND CONSIDER

THE INVESTMENT OBJECTIVES AND RISKS AND YOUR OWN NEEDS AND GOALS BEFORE

INVESTING IN ANY SECURITIES MENTIONED. INVESTMENT DOES NOT GUARANTEE A POSITIVE

RETURN AS STOCKS ARE SUBJECT TO MARKET RISKS, INCLUDING THE POTENTIAL LOSS OF

PRINCIPAL. You further acknowledge that SumZero, the Information Providers or their

respective affliates, employers, employees, officers, members, managers and directors, may or

may not hold positions in one or more of the securities in the Information and may trade at any

time, without notification to you, based on the information they are providing and will not

necessarily disclose this information to subscribers, nor the time the positions the securities were

acquired. You confirm that you have read and understand, and agree to, our full disclaimer and

terms of use, a copy of which can be accessed by visiting sumzero.com and that neither

SumZero nor any of its Information Providers is in any way responsible for any investment

losses you may incur under any circumstances.
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About Peter Lucey

About Bull & Bear Fund

This user has not provided a personal description.

Bull & Bear is an alternative investment Firm founded by Peter Lucey in 2018 with

headquarters in Winnetka, IL. The Firm employs a discretionary Global-Macro strategy

seeking an absolute return by capitalizing on opportunistic investment ideas

throughout various markets. The Fund is managed by Peter Lucey, a portfolio

manager with over ten years of research and long-short investment experience.
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General Electric Co
Asset Class: Equity  Symbol: GE:US  Updated: 5/31/2019  Posted: 5/31/2019

BY:
Peter Lucey

CURRENTLY AT
Bull & Bear Fund

COMMUNITY RATING:

     9 VOTES  PERCENTILE: 11%

GE lost almost 3x more on their net operating
income YoY from 2017 to 2018. This looks like a
tail spin as they continue to lose large amounts
of cash and sell assets to relieve liabilities.

Return Performance

RETURN TO DATE:  +9.8%
EXPECTED
RETURN:

16.5%

IRR: 36.8%

RETURN VS.
BENCHMARK:
(S&P 500)

N/A

Pricing Details  SHORT

RECENT PRICE: 8.38 USD
8/20/19 at 11:59PM

TARGET PRICE: 7.00 USD

INITIAL PRICE: 9.29 USD 
6/03/19 at 12:00AM

CLOSING PRICE: N/A

  

 ASSET CLASS:
Equity

 SITUATION:
Event / Spec. Sit

 TARGET ALLOCATION:
0.1% - 0.5%

 CATALYSTS:
N/A

 TIMEFRAME:
6 Mo. - 1 Year

Fundamentals

CURRENCY United States
Dollar

52 WK. RANGE 12.71 - 26.12
USD

MARKET CAP 88.3B USD

EV 160.88 Billion

TOTAL CASH 34.91 Billion

TOTAL DEBT 107.53 Billion

BOOK VALUE PER SHARE 4.03

THREE MO. AVG. DAILY
VOLUME (USD) 625,410,000

SELLSIDE CONSENSUS 1.58

Mutiples/Ratios

LTM P/E -4.27

FORWARD P/E 16.59

EV/EBITDA 8.38

EV FCF -34.53

EV SALES 1.34

PRICE BOOK 2.51

FCF YIELD -0.05

DEBT BOOK 3.06

DIV YIELD 2.60

Additional Data

SECTOR Industrials

INDUSTRY Electrical Equipment

COUNTRY United States

REGION North America
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  Thesis

Disclaimer: The author's fund had a position in this security at the time of posting and may
trade in and out of this position without informing the SumZero community.

*Please download Formatted PDF for full graphics and visuals*

ThesisThesis

General Electric Company (GE) operates as a global industrial company founded

in 1892. GE focuses on: Power, Renewable Energy, Oil & Gas,

Aviation,Transportation, Healthcare, and Capital. Over the last hundred plus

years they have evolved and grown to one of the largest companies with so

many different facets to offer. Let me break them down to clearly paint a picture

of their offerings.

The power segment revolves around gas and steam turbine generators used for

high voltage output to power of a city. Power has been the anchor on GE

recently and may be one of the biggest issues holding GE back from being a

fantastic company. Power makes up roughly 4.8% of GE’s revenue. The

renewable energy segment builds wind turbines and hydro power and also

offers services and technology to customers to follow through on their product

delivery. Renewable is another monkey on GE’s back while only making up 4%

of their revenue. Oil & Gas focuses on fields and drilling as well as providing

advanced technology in the Oil sector to further the way we extract oil from the

earth. This ties into the position in Baker Hughes that GE is apart of. Oil and Gas

is close to 10% of their revenues.
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The Aviation sector focuses on turboprop and jet turbofan engines for

commercial and general aviation. They also have maintenance, component,

overhaul and replacement areas that focus on aviation. Aviation is the all-star

player here making up the majority of their revenues.

As for the transportation area, they focus on anything from locomotives to

marine diesel engines. GE provides a vast array of services that accompany the

transportation arm of the business as well. They are able to provide rail support

advising, data analytics, and software solutions to all of their transportation

products.

Lastly, the second biggest revenue driver for GE is healthcare. GE broke into the

healthcare industry by delivering some of the most state of the art technology

we see in today's hospitals and clinics. From digital imaging to patient

monitoring to biopharmaceutical manufacturing technologies. These machines

are allowing the healthcare industry to advance like never before. This advanced

technology has been in high demand and consists of 30% of GE’s revenues

currently.

Now, what does all of this mean for the company and its future? Well, to start

off they have a tremendous captain at the helm. CEO and Chairman, Larry Culp

is well liked by bulls and bears of this stock. He is a great communicator and has

the ability to deliver bad news to a point where investors feel less pain and ease

the blow from earnings each quarter. However, I believe GE can only withstand

this so long as we have seen the stock drift lower over the past 2 years.
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OutlookOutlook

Where do we see the stock going from here?

First of all, this is a massive company that is over 120 years old. GE is lucky

enough to have many branches of businesses to sell off in case they need cash.

Currently, they are in dire need to raise some cash and let assets go. Turning

this ship around won’t happen overnight. Imagine turning a freighter around

compared to a jetski. General Electric is a big ship and needs a few years to

reach calm waters. Yes, it can manage to right its balance sheet and become a

great company again. For the last 2 years, earnings estimates have been too

high, misleading investors while cash is gushing out the back door from their

balance sheet. Bull and Bear believes it will take roughly 3 years for GE to get

going again. Until then, we believe it will be in a range from $6 to $11 per share.

We believe their current price-to-book is around $2 to $4 in terms of any kind of

takeover scenario by an interested party. This would be near fire sale conditions

of their assets and businesses, but may be imminent. As revenue continues to

slide it's hard to see the light at the end of the tunnel. One thing we struggle

with is evaluating the worth of GE Capital. This is a worry of ours because even

GE has a hard time putting a number on it. If GE itself can not put a number on

their own business that causes worries for everyone else. Another major

structural component we see is the cost cutting in conjunction with revenues

sliding. Another concern for us is that this stock is propped up purely on the

hope that the ship can turn around. It seems investors have blinders on when it

comes to the 10-k and quarterly earnings. In the upcoming quarters they may

realize there's nothing behind some of these businesses and this will cause a

deeper slide.
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Going forward we would like to see them sell some of their businesses off to

raise cash and focus on their most profitable sector(s). For example, sell power

and renewable energy and focus on healthcare and aviation. They need to cut

losses at this point to raise cash and move on. To be honest, I’m not sure why

they have not spun off sectors prior to this. Did they really think they could stay

competitive in every market with technology improving and margins shrinking?

We remain confident that they can stay solvent and possibly prosper in the

future if their actions today reflect proper cash management.

The bulls are thinking GE is a giant in industrial manufacturing alongside

technology and innovation to help improve our lives. Investors can look the

other way for a few years while the executive leadership tries their best to clean

up the balance sheet and stop the bleeding.

The bear case is easy to make near and mid-term which we stand behind. With

P/E’s of other companies trading in the mid teens and GE at a -4.7 that is

diabolically different. The continuation of losing immense amounts of cash and

continuing to fund failing businesses is a recipe for disaster. Also, GE Capital is a

ghost that no one knows how to value appropriately.

 

Our CallOur Call

With our price target of $7 per share we believe it will get worse before it gets

better. There are some uncertain risks that we recognize such as the valuation

of GE capital and the ability for power to sustain itself. In a worse case scenario

they could break up the entire company and merge subsidiaries with healthy
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companies if needed. A party like Boeing will take the aviation division. GE

Healthcare could go to a Siemens or similar company and so on with the other

subsidiaries of GE. This would be the worst case scenario but may be a reality at

the rate GE is headed.

 

ConclusionConclusion

2019 will definitely be a difficult year for GE as they will struggle to drive

revenue. Cash flow generation and the balance sheet will be monitored closely

by investors. In the first quarter of 2019 GE was estimated to burn roughly $3

billion in free cash flow but came in nearly half that around -$1.2 billion. All of

the bad news has been revolving around power and renewable energy. Aviation

and healthcare are the strongest subsidiaries of GE. These are the biggest cash

generators. Revenue will continue to sink through 2020 with the potential for a

turnaround in 2021 if leadership acts appropriately.

Clearly GE has way too much leverage. I’ve looked for any reason to be nice to

this stock but I truly can not find anything. It’s essentially had a negative P/E

ratio since 2017. We are seeing a -4.7x P/E as of recent. This does not bode well

for GE and its investors. Drowning in debt and unable to keep the cash coming

in the door they will need to do something fast. Looking around they have many

businesses but some are difficult to value. GE Capital was going to raise $50

billion dollars but in reality they raised $20 Billion through the sale of assets last

year keeping them alive up till 2020 if managed properly. As many analysts on

the street have determined, GE capital’s book value is close to $0 and most

likely a negative value.
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Key takeaways from our research:Key takeaways from our research:

-Leading up to this you could see the cash draining as GE decided to cut their

dividend all the way down from $1.24 a share in 2008 to $.04 a share now.

-Power needs to come back, Renewables are stagnant as well.

-$10 per share does not reflect where the fundamentals currently stand, they are

expecting a swing in GE power to go from -$3B to around -$1 Billion. Power will

not flip on a dime to bring back revenue.

-Significant and structural concerns in renewables and capital.

-Management has said the demand will be flat over the next few years for power

and GE plans to be more selective with the projects they take on.

-Power power power is the big negative

-levered free cash flow from DEC 2017 has gone from -1.339B to -3.609B as of-levered free cash flow from DEC 2017 has gone from -1.339B to -3.609B as of

March 2019March 2019

-How will they survive and continue? How do they get out of this hole? Is this a

death spiral? Massive negative cash flow, negative p/e, negative value on GE

capital. The only tangible business that makes money is aviation and healthcare.

-They have allegedly only touched $2 of the $40B credit lines from banks.
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-Where is the sense of urgency?

-Who will rescue the cash generators (aviation, healthcare)?

-Why not sell the rest of Baker Hughes? This would create a large cash reserve.

References:

https://finance.yahoo.com/quote/GE/profile?p=GE

CNBC

Bloomberg

Marketwatch.com

Google Finance
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The author has not yet posted any updates for this idea.

  

Idea Updates

Join the discussion on SumZero by visiting
sumzero.com/pro/research/ideas/17350"

https://sumzero.com/pro/research/ideas/17350%22


Continue the discussionContinue the discussion

There are 6 comments6 comments on this idea. Visit https://sumzero.com/pro/research/ideas/17350https://sumzero.com/pro/research/ideas/17350  for the full

discussion.

  Comments

Partner
$100M - $500M HEDGE FUND   JUNE 06, 2019

How much risk do you think there is that the company could sell assets for values that

exceed your estimates (& reduce debt in the process). Asked another way given the leverage

how confident are you in your valuation est...

Mahmoud Sharaf
FIDELITY MANAGEMENT & RESEARCH   JUNE 08, 2019

Thanks for the write-up. How does the prospect of lower rates (both the shift lower in 10yr

TSYs and potential Fed Funds rate cut) impact GE and GE Capital? What do you see as the

true intrinsic value of GE in a normaliz...

David Swartz
MORNINGSTAR  JUNE 09, 2019

Is this a good short from a risk-reward perspective? GE's problems are well-known. How is

your view different than the views of other investors? 

Are there any actions the management could take that would make you look at i...
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SumZero is the world’s largest community of investment professionals working at hedge 
funds, mutual funds, and private equity funds. With nearly 15,000 pre-screened 
professionals collaborating on a fully-transparent platform, SumZero fosters the sharing 
of many thousands of proprietary investment reports every year and offers several 
ancillary services in support of that effort. These free services include capital 
introduction services, buyside career placement services, media placement, and more. 
SumZero’s membership base is represented by analysts and PMs at nearly all of the 
world’s largest and most prominent investment funds.

About SumZero

Ideas Published on SumZero

10,000+

North America - 77.5%

Western Europe - 10.2%

East and South Asia - 7.9%

Other - 4.4%

REGION

Small Cap - 25.2%

Mid Cap - 21.6%

Mega Cap - 14.4%

Micro Cap - 14.0%

Large Cap - 13.4%

Nano Cap - 11.5%

MARKET CAP

6 mo. - 1 Year - 26.4%

1-2 Years - 39.4%

Less than 3 months - 4.0%

3-6 months - 8.0%

2-5 Years - 22.2%

TIMEFRAME



LO N G S H O R T

85% 15%

IDEA BREAKDOWN BY DIRECTION

Consumer Discretionary - 21.9%

Financials - 14.9%

Technology - 14.0%

Industrials - 10.3%

Communications - 10.1%

Energy - 7.7%

Materials - 7.5%

Consumer Staples - 6.5%

Health Care - 6.1%

Utilities - 1.0%

IDEA BREAKDOWN BY SECTOR

21% of all ideas on SumZero contain at least one catalyst type

A full write-up on SumZero contains an average of 2,376 words

8,000+ Companies Covered

Visit https://sumzero.com to start your free trial.
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