
 

 

1 | Behind the Numbers 

 

 

 

 

   

  

 

 

 

Behind the Numbers 4Q 2023 Focus List  
  

 

Top Risks 

 

Company EQ Rating Date Added   

DoorDash, Inc. (DASH) 2- Weak) 10/3/2023  p. 3 

International Business Machines Corporation (IBM) 2- (Weak) 12/15/2023  p. 5 

Marvell Technology, Inc. (MRVL) 3- (Minor Concern) 10/3/2023  p. 6 

Post Holdings, Inc. (POST) 3- (Minor Concern) 12/15/2023  p. 9 

     

 

On Deck Risks 

Company EQ Rating Date Added   
Cintas Corporation (CTAS) 3- (Minor Concern) 12/2/2022  p.12 

Teva Pharmaceutical Industries Limited (TEVA) 2- (Weak) 12/15/2023  p.12 

     

     

 

Top Values 

Company EQ Rating Date Added   
DocuSign (DOCU) 3+ (Minor Concern) 12/15/2023  p.14 

Stanley Black & Decker, Inc. (SWK) 3- (Minor Concern) 10/3/2022  p.16 
Warner Bros. Discovery, Inc. (WBD) 3+ (Minor Concern) 5/8/2023  p.18 

WESCO International Inc. (WCC) 5- (Strong) 5/15/2023  p.20 

 

     

 

On Deck Values 

Company EQ Rating Date Added   
Ares Capital (ARCC) 4+ (Acceptable) 12/15/2023  p.22 

AT&T Inc. (T) 5+ (Strong) 12/15/2023  p.22 
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Overview of the BTN Focus List 

   

Our foundational belief at Behind the Numbers is that earnings quality matters. We believe that 

companies that are resorting to increasingly aggressive accounting such as slashing reserves, 

taking never-ending restructuring charges, or extending depreciable lives to meet earnings 

estimates will eventually face a day of reckoning in the form of an unexpected earnings 

disappointment. Likewise, companies with hidden assets, conservative accounting, or non-

operational headwinds that will reverse are likely to produce better than anticipated results. This 

has been borne out time and again by academic research.  

 

While our Earnings Quality ratings express our level of concern with the reliability and 

sustainability of a company’s reported earnings and cash flows, they do not consider more 

fundamental factors such as valuation, sources of recent revenue growth, upcoming difficult 

comps, or other factors which might make an idea timelier. The BTN Focus List addresses this 

by documenting which companies under coverage we believe are getting closer to the point of 

materially underperforming or overperforming.  

 

The list is divided into Top Risks and Top Values along with an “On Deck” list of companies we 

believe have compelling points but may not warrant being on the top lists due to valuation factors. 

We will continue to publish the Focus List quarterly and will notify clients of the additions and 

subtraction to the list made during the quarter by e-mail.  
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Top Risks 
 

DoorDash, Inc. (DASH) 
 

DASH’s third-quarter beat forecasts for both Gross Order Volume (GOV) and Adjusted EBITDA. 

However, a closer look at the quarter reveals that guidance was an easy hurdle to clear. What’s 

more, we saw multiple unsustainable cuts to key expenses that paved the way for the EBITDA 

beat. Investors should be aware of these cuts and the potential for them to reverse in upcoming 

quarters.  

 

• 3Q guidance for GOV was only $15.8-$16.2 billion and 4Q for $16.0-$16.2 billion. The 

issue we had was GOV was already $16.5 for 2Q. After $16.75 billion in 3Q, DASH raised 

guidance for 4Q to $17.0-$17.4 billion – this may be tougher to meet. Much of this growth 

is due to food inflation, which has reversed for several food ingredients.  

 

• 3Q EBITDA guidance was for $220-$270 million after hitting $279 million in 2Q. Now after 

$344 million in 3Q – guidance was raised for 4Q to $320-$380 million. 

 

• A closer look at 3Q EBITDA shows that DASH showed declining adjusted operating costs 

which add back stock compensation. This was a huge part of the EBITDA beat. Can this 

repeat? 

 

 

  3Q23 2Q23 1Q23 4Q22 3Q22 2Q22 

Adj. S&M cost $413  $429  $416  $395  $386  $388  

Adj. G&A $170  $211  $200  $199  $211  $172  

Adj. R&D $126  $130  $129  $131  $122  $106  

Total $709  $770  $745  $725  $719  $666  

 

 

EBITDA rose by $65 million from 2Q to 3Q. DASH picked up $61 million from cutting overhead 

costs. Wage growth slowed to a crawl too.  

 

• Also, as lawsuits grow against DASH for employee classification and insurance – DASH 

is adding back these growing cash costs to adjusted results too. This cost has tripled in 

recent quarters and this is helping EBITDA too. 
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DASH 3Q23 2Q23 1Q23 4Q22 3Q22 2Q22 

Litigation $44 $49 $19 $19 $14 $15 
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International Business Machines Corporation (IBM) 
 

IBM beat adjusted EPS by 7 cents in 3Q23. We did not see this as a quality beat and 4Q may 

be an inflection point where several headwinds could materialize. We see several levers that 

IBM normally pulls that may be played out:  

 

• Bad debt was a credit of $9 million vs. a charge of $11 million – this added 2 cents. 

 

• The tax rate came in at 11.7% vs. guidance for mid-teens. This added 8-16 cents. 

 

• Interest income rose to $156 million, adding 10 cents y/y. But, it was down from $201 

million in 2Q. This earnings source looks over.  

 

• Depreciation falling by more than accounting change to extend asset lives had been 

helping EPS growth early in the year but that source of earnings vanished in 3Q.  

 

• Workforce rebalancing often jumps after an acquisition. It was only $34 million in 3Q after 

a $4.6 billion deal. We would expect this to rise in 4Q, and in 4Q22 it was only $4 million. 

Normally, this is at least $100 million. 

 

• The large cut in warranty accruals in 2Q became a 1-cent headwind in 3Q which may no 

longer be a source of EPS growth. 

 

• The financing unit showed a $35 million increase in gross profit on only a $12 million 

revenue boost in 3Q. Much of this was cutting bad debt reserves which seems unlikely to 

happen again to that degree.  

 

• R&D came in flat as a percentage of sales in 3Q but IBM is saying wages are rising 8%-

10%. That could be a headwind in 4Q too.  

 

• After three quarters of lower advertising y/y – 3Q saw a small headwind. The tough comps 

are now starting and could this could hurt 4Q more.  
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Marvell Technology, Inc. (MRVL) 
 

MRVL’s 3Q24 non-GAAP EPS of $0.41 beat by only 1 cent. On the earnings call, MRVL 

confirmed weakness in several end markets and even noted it expects more weakness into next 

calendar year.  

 

• MRVL adds back stock compensation to adjusted EPS. It rose to 11.2% of sales vs. 9.5% 

in 3Q23 – that added 2.6 cents to non-GAAP EPS against the 1-cent beat. This added 

2.5 cents in 1Q24 when MRVL beat by 2 cents. It added 2.7 cents to 2Q24 when MRVL 

beat by 1 cent. 

 

• Gross margin added 41bp by having stock compensation as a percentage of sales rise 

above guidance too. 

 

• MRVL is now adding back expenses related to legal challenges for product claims, which 

is boosting gross margin and adjusted EPS. These relate to patents and technology and 

look like ongoing costs. This is important because these likely involve cash payments and 

MRVL often buys/licenses tech from others. These have become meaningful parts of 

adjusted EPS: 

 

 
Non-GAAP adj. 3Q24 2Q24 1Q24 4Q23 3Q23 2Q23 1Q23 

Product Claims $108.0 $90.2 $39.6 $19.7       

Inv. Step-ups       $12.7 $10.4 $6.3 $9.3 

GAAP Gross Margin 38.9% 38.9% 42.2% 47.5% 50.6% 51.8% 51.9% 

non-GAAP 60.6% 60.3% 60.0% 63.5% 64.0% 65.0% 65.5% 

EPS from add-backs $0.116 $0.099 $0.043         

 

 

• Added potential pressures for sales and gross margin are that MRVL noted key Chinese 

customers have big stocks of MRVL chips. The company leases foundry space with third 

parties to produce its products. If it doesn’t use the production due to lower demand – it 

still has to pay and the higher costs run over fewer units. Inventory is down from the peak 

of 130 days to 99, but if the channel is still full and end markets are still weakening does 

MRVL see more problems here? We see capacity commitments remain high as does 

prepaid shipping: 
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Prepaid Ship 4Q 3Q 2Q 1Q 

fiscal 24    $456.6 $498.7 $416.8 

fiscal 23 $481.3 $433.5 $342.3 $305.0 

fiscal 22 $215.9 $139.8 $172.3 $149.1 

 

 
Prepaid Capacity 4Q 3Q 2Q 1Q 

fiscal 24   $292.6  $291.3 $295.9 

fiscal 23 $282.3 $226.9 $132.6 $116.1 

fiscal 22 $54.6 $30.3 $0.0 $0.0 

 

 

• Variable consideration was not a headwind for sales and margins last quarter. This is 

often a 7-cent swing +/-. This accrual allows for discounts, rebates, and price protection 

of chips already in distributor stocks. It lowers sales as the accrual rises. It has an easy 

comp for this quarter, but guidance will have to deal with a tough comp for fiscal 1Q: 

 

 
Var Con/Sales 4Q 3Q 2Q 1Q   4Q 3Q 2Q 1Q 

fiscal 24   $498.3  $501.5 $426.3      $1,418.6 $1,340.9 $1,321.7 

fiscal 23 $572.8 $519.3 $387.0 $349.4   $1,418.4 $1,537.3 $1,516.9 $1,446.9 

fiscal 22 $258.6 $197.2 $190.5 $170.5   $1,343.0 $1,211.2 $1,075.9 $832.9 

 

 

• We noted that 2Q24 was the first time we had seen MRVL report a warranty accrual which 

was $58.9 million. In 3Q24, the accrual dropped to $52.4 million. We don’t know if that 

was used or reversed – but the lower amount was worth another 0.7 cents EPS. 

 

• Cash flow still needs to be adjusted for acquisitions and tech licenses. 3Q24 showed a 

big boost in free cash flow due to working capital being released via lower inventory and 

selling receivables. Those tend to be one-time events: 
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  3Q24 2Q24 1Q24 4Q23 3Q23 2Q23 1Q23 

Cash Ops $503  $113  208 352 411 332 195 

CapEx $54  $111  100 54 43 73 37 

Free Cash  $449  $1  $109  $298  $368  $259  $158  

                

Cash Ops $503  $113  208 352 411 332 195 

CapEx $54  $111  $100 $54 $43 $73 $37 

Purchase Tech $0  $0  $3 $2 $5 $3 $2 

Acquisitions $0  $6  $0 $9 $4 $55 $44 

Tech Licenses $32  $29  $50 $39 $32 $22 $49 

Adj. Free Cash $417  ($33) $56  $247  $327  $180  $63  

                

Working Capital $205 -$123 $2 -$134 -$13 -$203 -$300 
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Post Holdings, Inc. (POST) 
 

POST reported adjusted EPS of $5.34 for the fiscal year ending in September. Forecasts only 

have EPS falling this year to $4.93. We believe as pricing declines and some other costs rise, 

POST will see guidance fall throughout the year.  

 

• The company took more pricing than justified. That drove EPS far above the normal $2-

$2.50 that POST normally reports. Now commodity prices have already dropped after 

fiscal 2023 saw excess pricing of $229 million: 

 

 

  4Q23 3Q23 2Q23 1Q23 4Q22 3Q22 2Q22 1Q22 

Pricing  $12.9  $117.1  $229.8  $231.2  $234.8  $190.7  $85.1  $89.5  

Raw Materials ($30.5) $35.5  $160.4  $142.7  $111.7  $123.7  $51.6  $46.5  

Manufacturing $46.6* $26.1  $23.1  $14.4  $20.6  $27.1  $23.7  $23.4  

Freight ($20.6) ($23.4) ($21.0) $0.0  $19.5  $27.4  $34.0  $27.7  

Net Pricing $8.4  $78.9  $67.3  $74.1  $83.0  $12.5  ($24.2) ($8.1) 

*$46.6 includes $6.6 in employee costs and $5.2 in warehousing cost 

 

 

• POST’s guidance for Food Service to see adjusted EBITDA decline to $95 million per 

quarter should reduce total EPS forecasts more than current levels: 

 

Food Service 4Q23 3Q23 2Q23 1Q23 F23 F22 F21 F20 F19 

Adj EBITDA $117.0 $144.5 $110.0 $109.0 $480.5 $292.3 $197.0 $144.0 $310.0 

Pricing -$49.4 $26.1 $126.6 $142.6 $218.2 $339.3 $69.3     

 

o Going to $95 million would already be a $100 million loss of EBITDA. Against the 

$5.34 in adjusted EPS POST just reported, this would cost POST $1.18 in EPS 

(almost 3x the expected EPS decline).  

 

o We can see that cumulative Pricing vs. Raw Materials are up $170 million for Fiscal 

2021-23. This may have further to go than $100 million in lost income. The 

incremental $70 million being lost is another $0.83. That’s just from one unit. 

 

• A huge part of the pricing at Food Service was related to egg prices in calendar 2022 that 

have since plummeted. The Refrigerated Retail segment also has egg products and in 

terms of pricing exceeding raw material inflation – this segment has picked up $54.7 in 
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• ROI was only 8% after all the pricing gains, normally POST is about 6%. If debt multiple 

effectively rises and it cannot finance deals at 2% anymore – how does POST grow with 

more acquisitions these days?   
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On Deck Risks 
   

 

Cintas Corporation (CTAS) 
 

We remain concerned that a large part of CTAS earnings growth is coming from First Aid, which 

is only 10% of sales. The big driver is easy comps as low-margin Covid PPE drop out of the mix. 

Those comps get much tougher going forward and margins look unsustainable compared to 

historical levels.  

 

Falling inventory reserves continue to help EPS too with a 1% change in the accrual worth 4.5 

cents. The reserve peaked at 19% from the normal 9% level and has dropped under 13% now 

at 12.9% last quarter – down 290bp y/y. 

 

 

 

 

 

Teva Pharmaceuticals Industries Limited (TEVA) 
 

TEVA has gone from beating estimates consistently to missing like last quarter or posting much 

smaller beats. We believe it is tapped out on drawing down its sales allowance accruals to 

generate EPS. This is now a headwind as often as it is a source of new earnings.  

 

 

  3Q23 2Q23 1Q23 4Q22 3Q22 2Q22 1Q22 

New Allowance $3,009  $3,243  $3,098  $3,298  $3,147  $3,382  $3,088  

Used Allowance $3,005  $3,121  $3,552  $3,146  $3,379  $3,309  $3,517  

EBIT/EBITDA Help $4  $122  ($454) $152  ($232) $73  ($429) 

EPS impact $0.00  ($0.09) $0.34  ($0.12) $0.19  ($0.06) $0.32  

 

We also see that the rising litigation accruals – which recur every quarter and are part of TEVA’s 

operating model – are added back to non-GAAP earnings. Also, while TEVA touts its debt 

repayment, the accruals to be paid in this area and lower EBITDA are offsetting the lower debt 

figure reported by TEVA.  
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  3Q23 2Q23 1Q23 4Q22 3Q22 2Q22 

TEVA Net Debt $17,725  $18,009  $18,548  $18,411  $19,041  $20,024  

Accrued Litigation $4,905  $4,704  $4,299  $4,186  $4,077  $3,928  

Actual Debt $22,630  $22,713  $22,847  $22,597  $23,118  $23,952  

 TTM Adj EBITDA $4,398  $4,353  $4,362  $4,598  $4,731  $4,812  

Debt/EBITDA 4.03 4.14 4.25 4.00 4.02 4.16 

Actual Debt/EBITDA 5.15 5.22 5.24 4.91 4.89 4.98 
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Top Values 
 

DocuSign, Inc. (DOCU) 
 

DOCU is another company that has some potential tailwinds in play that could lead to guidance 

increasing. For a software company posting positive GAAP EPS, DOCU is only trading for 19x 

this year’s estimate. The biggest market has been real estate-related – home purchases and 

home/apartment leasing which has been much weaker amid rising interest rates. DOCU noted 

that the real estate market is getting stronger y/y this year and this represents a potential source 

of growth for DOCU: 

 

• DOCU capitalizes and defers acquisition costs for new business (largely sales 

commissions and set-up fees). There is some seasonality to this, but it should be a 

positive sign for growth when more acquisition costs are seen.  

 

 

  23-Oct 23-Jul 23-Apr 23-Jan 22-Oct 22-Jul 22-Apr 22-Jan 21-Oct 

New Acq Costs $54.1  $46.0  $43.2  $52.8  $45.9  $63.2  $19.1  $44.6  $41.1  

Amortization  $40.2  $38.2  $35.8  $35.5  $34.2  $53.9  $12.2  $30.9  $28.8  

 

 

• Acquisition costs are mostly cash items paid upfront. The amortization is the expense 

reported in income. When it is growing – this is a positive item for both GAAP and non-

GAAP EPS. Last quarter the spread was 5.4 cents on a $14 million spread. When it’s $7-

$9 million – it adds about 3 cents to EPS. That is not the most conservative way to account 

for this – but we are focusing on the rising figure indicating new business here. 

 

• During 2022, renewals were often taking longer than normal, and many were slipping into 

the following quarter. That appears to be correcting itself as receivables and DSOs have 

dropped noticeably last quarter: 

 

 
DSOs 4Q 3Q 2Q 1Q   A/R 4Q 3Q 2Q 1Q 

fiscal 24   47.4 55.5 55.0       $360 $415 $409 

fiscal 23 72.1 60.2 50.2 45.5     $517 $423 $340 $201 

fiscal 22 69.9 51.5 51.2 47.8     $441 $306 $285 $250 
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• DOCU was hugely popular during Covid and customers sought it out. Post-Covid, it found 

that many of its sales staff couldn’t sell – only answer the phone. It has rebuilt that part of 

the business over several quarters now. It is operating with fewer people, but with better 

organization and training. Thus margins are higher and revenues are growing again. 

 

• DOCU held R&D at the higher levels posted in 2Q. This is also where stock compensation 

makes a large impact. Cash R&D is higher, but is not growing as quickly: 

 

 

  23-Oct 23-Jul 23-Apr 23-Jan 22-Oct 22-Jul 22-Apr 

Sales $700.4  $687.7  $661.4  $659.6  $645.5  $622.2  $588.7  

R&D $136.6  $136.0  $115.4  $125.9  $115.9  $126.5  $112.2  

Cash R&D $87.5  $89.0  $77.5  $83.7  $79.4  $84.3  $78.5  

R&D % Sales 19.5% 19.8% 17.4% 19.1% 18.0% 20.3% 19.1% 

Cash R&D % 12.5% 12.9% 11.7% 12.7% 12.3% 13.5% 13.3% 

 

 

• The headwinds seem unlikely to derail some of the tailwinds.  

 

o DOCU’s goal is to have stock compensation at 20% of sales or below. It grew to 

23.2% of sales last quarter – which added 1.2 cents. 

 

o Advertising was down y/y and has been all year – it added 2.7 cents to EPS last 

quarter and seems likely to start growing again. 

 

o Interest income is 6.8 cents of EPS but is no longer growing sequentially.  
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Stanley Black & Decker, Inc. (SWK) 
 

We believe SWK can continue to boost guidance during 2024 like it did last quarter when it beat 

guidance by 22 cents and boosted 2023 forecasts from $0.70-$1.30 to $1.00-$1.40. SWK 

expects gross margin to return to 35%. It bottomed at 19.3% and is still only 27.6% now. 100bp 

of gross margin is worth about 22 cents in quarterly EPS.  

 

• Several reasons for gross margin to recover further exist: 

 

o Retailers were destocking product for much of the last year – SWK sees that 

ending in the current quarter. 

 

o SWK slashed production in 2023 to work down high inventories. Inventory is down 

$1.7 billion from the peak with destocking in the channel. SWK expects to cut 

another $400-$500 without destocking: 

 

 
SWK Inv.  9/30/23 7/1/23 4/1/23 12/31/22 10/1/22 7/2/22 4/2/22 1/1/22 10/2/21 

Total DSI 158.3 151.4 166.3 164.9 186.3 189.5 181.5 172.8 146.7 

Total Inventory $4,978  $5,283  $5,660  $5,861  $6,347  $6,636  $6,268  $5,420  $4,134  

 

 

o Reduced production led to fixed costs and wages running over fewer units which 

raised unit costs. SWK sees the end of reduced production in 2023. It also believes 

it sold much of the higher-cost inventory already from curtailments and raw 

material inflation. Current inventory already reflects lower commodity costs. 

 

o SWK cut SKUs in the last year too. This likely hurt margin if prices were cut to 

simply move that inventory. 

 

o Demand is turning and comps should be very easy for some time. Industrial 

demand was hurt by auto strikes last quarter that have ended: 

 

 
SWK Vol. 9/1/23 7/1/23 4/1/23 12/31/22 10/1/22 7/2/22 4/2/22 1/1/22 10/2/21 

Overall -3% -5% -11% -10% -10% -13% -6% -8% 8% 

Tools/Outdoor -3% -6% -13% -12% -12% -16% -6% -8% 11% 

Industrial -4% -1% -2% 1% 5% 4% -5% -9% -1% 
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o Items that indicate growth are rising again and creating small headwinds for recent 

EPS. Stock compensation rose to $18.4 million from $14.2 million y/y and $12.1 

million sequentially – giving a headwind of 2-3 cents. Warranty expense rose to 

$46.1 million from $38.3 million – for a 4-cent headwind. 

 

• We believe it is important to note that SWK continues to add back only one-time 

restructuring charges to non-GAAP results (not stock compensation, not taxes, not legal 

costs like many others). Of the $1.02 added back in 3Q23 – only 36 cents was due to 

restructuring compared to $1.29 in 2Q23, and $0.86 in 1Q23. The rest in 3Q related to a 

trademark impairment. The restructuring bills are getting smaller. 

 

• Pension costs were up $9.0 million y/y largely due to higher interest cost – hurting results 

by 5 cents.  

 

• FX contracts recognized into Cost of Sales swung from a $14.8 million gain to a loss of 

$0.7 million – that was an 8-cent headwind.  

 

• Bad debt reserves look low at 5.2% vs. 8.0% to start the year. However, SWK wrote off 

and removed $20 million of the reserves in 2Q. About 1.2% of the decline is due to this 

and the rest is due to a rise in receivables. Bad debt expense was actually up $1.7 million 

y/y.  

 

• Watch for an uptick in tax rate in 4Q. SWK noted in the 10-Q that 3Q23 taxes benefited 

from an interim tax benefit that is expected to partially reverse in 4Q. 
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Warner Bros. Discovery, Inc. (WBD) 
 

The market continues to miss WBD’s improvement in operations which are masked by hefty 

restructuring charges and lower advertising EBITDA. We believe the market will catch on more 

in 2024 and WBD could see steadily increasing guidance. It’s important to note that at $12 and 

$42.4 billion of net debt – WBD’s Enterprise value of $71.7 billion is only 6.5-6.8x 2023 EBITDA 

guidance of $10.5-$11.0 billion, which is up from $9.2 billion in 2022. Where does this improve: 

 

• WBD will have achieved $4 billion in cost savings by the end of 2023. Not all of them have 

annualized at this point. It expects to reach $5 billion during 2024. That alone would push 

EBITDA close to $13 billion, without any positive from advertising. 

 

• Advertising is down by $984 million YTD – that is partially due to less content with the 

writers’ and actors’ strikes that are now resolved, which should help. There was a tough 

comp for 2Q as 2Q22 included NCAA Final games that did not recur in 2Q23. The 

Olympics were also in some of the 2022 numbers. WBD rebuilt the sales team and there 

are easy comps now. This is a wildcard that could turn positive for results in 2024. 

 

 

  3Q23 2Q23 1Q23 4Q22 3Q22 2Q22 

Advertising $1,709  $2,448  $2,237  $2,226  $1,944  $2,802  

 

 

• The streaming business is set to grow in 2024. It may already be included in a Verizon 

bundling deal. It rolls out in 1Q24 in Latin America and several European countries. The 

original forecast was for streaming to break even in 2024. It is already profitable in 2023. 

It will carry the 2024 Olympics too. 

 

 

  3Q23 2Q23 1Q23 4Q22 3Q22 2Q22 

MAX EBITDA $111  ($3) $50  ($217) ($634) ($558) 

 

 

• Retiring debt should also help. There are 2.44 billion shares so every $2.44 billion of debt 

that is retired should move that much Enterprise Value from debt to stock and boost the 

stock price by $1. The cash flow is there to support some debt retirement too.  
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  3Q23 2Q23 1Q23 4Q22 3Q22 2Q22 

Free Cash Flow $2,059  $1,722  ($930) $2,412  ($192) $789  

 

 

 

• Note that the free cash flow during this period included $1.5 billion in cash restructuring 

costs that will not recur. Also, the interest payments on the debt occur in 1Q and 3Q of 

about $900 million. WBD has already retired $12 billion in debt since the company was 

formed. The 3Q23 shows enormous cost savings in place as the $2 billion is net of interest 

expense too.  

 

• If only synergies already in place fully kick in, that should get EBITDA to $13 billion without 

advertising recovering or more operating leverage from streaming. Free cash flow should 

be about $5 billion and retiring that much debt would make the stock $22 at 7x EBITDA 

and $27 at 8x. 
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WESCO International, Inc. (WCC) 
 

WCC beat and raised guidance in 3Q. Fifty-one cents of the beat related to one-time tax items, 

but the beat still looks solid with some headwinds too. The company appears headed to a change 

in business where pricing moderates more, but volumes pick up again. In 3Q, pricing was about 

3% due to actions taken last year that have not fully lapped yet. That should also push 

inventories and COGS growth down too. As pricing fully laps and the destocking completes, the 

volume growth should return. We would expect WCC to see the following in 2024: 

 

• Cash freed up from inventory levels in unit terms and some pricing relief.  

 

• Unit demand to return as customers work off their inventories. 

 

• As WCC’s orders and deliveries normalize – it should earn more rebates from its suppliers 

– helping gross margin. 

 

• Its own customers could earn larger rebates from WCC too which are booked against 

sales. The net impact of rebates rising overall – is a small headwind for WCC. During 

destocking – it should be a small tailwind to help net pricing and offset any volume 

weakness.  

 

• The higher volume though should leverage costs more and help margins. Much of the 

cost reduction efforts are happening during this whole process of inventory reduction and 

lower volume growth and should be more evident as the situation normalizes.  

 

What we always liked at WCC is the underlying markets are still growing – which makes it easier 

to bring inventories down. Currently, the end markets are reducing inventories too which is 

offsetting volume growth in other end markets and continued growth in cross-selling acquired 

companies. WCC just posted a volume figure of 0.2% in organic growth for 3Q23. The acquisition 

is another 2.4%. Destocking at ESS moderated in 3Q compared to 2Q and should continue in 

4Q. Destocking at Broadband continues and should through 1H24. Backlogs remain above 

historical levels. 

 

• With flat volumes, the volume rebate from suppliers was down in 3Q, impacting Cost of 

Goods Sold by 50bp – which is 33 cents. Without this change – gross margin would have 

been flat. 

 



 

 

21 | Behind the Numbers 

 

 

 

 

• Keep in mind, as part of the inventory destocking process – WCC guided to a 40bp 

headwind for gross margin in 2H23. It came in at 50bp for 3Q, which may imply some 

improvement for 4Q and a tailwind for EPS. That is not factored in as the guidance 

increase was due to the tax items.  

 

• WCC has one fewer workday in the quarter which hurt sales by 1.6% and would 

deleverage fixed costs slightly. SG&A came in flat as a percentage of sales.  

 

• Inventory continues to decline from the periods of supply chain delays and then 1Q when 

many orders on backlog arrived near quarter-end: 

 

 

  3Q23 2Q23 1Q23 4Q22 3Q22 2Q22 1Q22 4Q21 3Q21 

Inventories $3,541  $3,584  $3,730  $3,499  $3,490  $3,166  $2,881  $2,666  $2,570  

DSIs 73.7 72.4 77.8 74.2 75.7 67.1 66.8 63.5 61.1 

 

WCC is likely still about 8-10 days higher than where it wants to be. This helped cash flow 

by $11.2 million in 3Q, but 8-10 days could free up about $400 million more of cash from 

inventory. That would be offset by falling payables too for a net amount above $100 

million.  
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On Deck Values 
 

 

 

Ares Capital (ARCC) 
 

ARCC has raised new capital in recent quarters that reduced its debt-to-equity ratio giving it 

room to grow again and keeping below its 1.25x maximum target: 

 

 
  3Q23 2Q23 1Q23 4Q22 3Q22 

Debt/Equity 1.03 1.07 1.09 1.26 1.24 

 

 

It is making newer loans that have more equity behind them and stronger documentation. Plus, 

the loans start with higher yields. With banks on the sidelines, competition is lower and ARCC 

can be even pickier. 

 

There is still spillover income of $1.18 that supports the new increased dividend of 48 cents per 

quarter. Core EPS has been 60 cents which could also push the dividend higher in the near 

future. 

 

 

 

AT&T, Inc. (T) 
 

Debt dropped from $156 billion in 2021 to $129 billion in 3Q23. Free cash flow is expected to be 

strong in 4Q23 at over $6 billion. In 2024, capital spending should decline and further boost free 

cash flow by another $4 billion annually. AT&T plans to retire more debt with this rising free cash 

flow. 

 

Every $7.2 billion of debt that is retired should move that much enterprise value to the 

stockholders – which is $1 per share. That’s a 6% return along with the 7% dividend yield. AT&T 

should also see earnings/cash flow growth from retiring more copper lines and having 

incremental customers added to existing Broadband that come in at much higher profit margins 

than the first group. (They pay the same prices but have a fraction of the infrastructure costs).  
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Explanation of EQ Rating Scale 
 

6- (Exceptionally Strong)- Indicates uncommonly conservative accounting policies to the point 

that revenue and earnings are essentially understated relative to the company's peers. Higher 

possibility of reporting positive earnings surprises 

 

5 (Strong)- Indicates the company has no areas of concern with its reported results and we see 

very little risk of the company disappointing due to recent results being overstated from 

aggressive reporting in recent periods. 

 

4 (Acceptable)- Indicates the company may have exhibited a minor “red flag”, but the severity of 

the issue is not ``yet a concern. Minimal risk of an earnings disappointment resulting from 

previous earnings or cash flow overstatement 

 

3 (Minor Concern)- Indicates the company has exhibited either a larger number of or more 

serious warning signs than companies receiving a 4. The likelihood of an immediate earnings or 

cash flow disappointment is not considered to be high, but the signs mentioned deserve a higher 

degree of attention in the future. 

 

2 (Weak) Indicates the company’s recently reported results have benefitted materially from 

aggressive accounting. Follow up work should be performed to determine the nature and extent 

of the problem.  There is a possibility that upcoming results could disappoint as the impact of 

unsustainable benefits disappears. 

 

1 (Strong Concern)- Indicates that the company’s recent results are significantly overstated and 

that we view a disappointment in upcoming quarters is highly likely 

 

In addition to the numerical rating, the EQ Review Rating also include either a minus or plus sign. 

A minus sign indicates that our analysis shows the overall earnings quality of the company has 

worsened since the last review and there is a possibility the numerical rating will fall should the 

problem continue into upcoming quarters. Likewise, a positive sign indicates that the overall 

earnings quality is improving, and the company may see an upgrade in its numerical rating should 

the trend continue.  
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Key Points to Understand About the EQ Score 
 

The EQ Review Rating is much more than a blind, quantitative scoring method. While we utilize 

proprietary adjustments, ratios, and methods developed over decades of earnings quality 

analysis, the foundation of all of our analysis is reading recent SEC filings, press releases, 

conference call transcripts and in some cases, conversations with managements.  

 

The EQ Review Rating is not comparable to a traditional buy/sell rating. The Rating is intended 

to specifically convey the extent to which reported earnings may be over/understated. 

Fundamental factors such as forecasts for future growth, increasing competition, and valuation 

are not reflected in the rating. Therefore, a high score does not in itself indicate a company is a 

buy but rather indicates that recent results are a good indication of the underlying earnings and 

cash generation capacity of the company. A low score (1-2) will likely result in us performing a 

more thorough review of fundamental factors to determine if the company warrants a full-blown 

sell recommendation. 
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Disclosure 
 
Behind the Numbers, LLC is an independent research firm structured to provide analytical research to the financial 

community. Behind the Numbers, LLC is not rendering investment advice based on investment portfolios and is not 

registered as an investment adviser in any jurisdiction.  All research is based on fundamental analysis using publicly 

available information including SEC filed documents, company presentations, annual reports, earnings call transcripts, 

as well as those of competitors, customers, and suppliers. Other information sources include mass market and industry 

news resources. These sources are believed to be reliable, but no representation is made that they are accurate or 

complete, or that errors, if discovered, will be corrected. Behind the Numbers, LLC does not use company sources 

beyond what they have publicly written or discussed in presentations or media interviews.  Behind the Numbers does 

not use or subscribe to expert networks.  All employees are aware of this policy and adhere to it. 

 

The authors of this report have not audited the financial statements of the companies discussed and do not represent 

that they are serving as independent public accountants with respect to them. They have not audited the statements 

and therefore do not express an opinion on them. Other CPAs, unaffiliated with Mr. Middleswart, may or may not have 

audited the financial statements. The authors also have not conducted a thorough "review" of the financial statements 

as defined by standards established by the AICPA. 

 

This report is not intended, and shall not constitute, and nothing contained herein shall be construed as, an offer to sell 

or a solicitation of an offer to buy any securities referred to in this report, or a "BUY" or "SELL" recommendation. Rather, 

this research is intended to identify issues that investors should be aware of for them to assess their own opinion of 

positive or negative potential. 

 

Behind the Numbers, LLC, its employees, its affiliated entities, and the accounts managed by them may have a position 

in, and from time-to-time purchase or sell any of the securities mentioned in this report. Initial positions will not be taken 

by any of the aforementioned parties until after the report is distributed to clients, unless otherwise disclosed. It is 

possible that a position could be held by Behind the Numbers, LLC, its employees, its affiliated entities, and the 

accounts managed by them for stocks that are mentioned in an update, or a BTN Thursday Thoughts. 

 

 

 

 

 

 



 

 

 

 

 

 

 


