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Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

3 Long Ideas Poised to Outperform 
Just as we did last year we’re starting 2021 by looking at the Long Ideas that performed poorly in 2020. Next 
week, we’ll review our best performers. 

 

 

Allison Transmission Holdings Inc (ALSN: $42/share), Korn Ferry (KFY: $43/share), and Johnson & Johnson 
(JNJ: $158/share) are the Long Idea lowlights for 2020. Despite their underperformance, we remain bullish on 
these stocks, and they all remain open Long Ideas. 

Long Ideas Outperformed in 2020 

Figure 1 shows that the average return of Long Ideas outperformed the S&P 500 from the date of publication 
through December 31, 2020 by 5.7%. Not only did these ideas outperform as a long portfolio, only five had 
negative returns.  

Our Long Ideas combine our proprietary fundamental data, proven superior in a paper forthcoming in The 
Journal of Financial Economics1, with qualitative research to highlight firms whose stocks present excellent 
risk/reward. Long Ideas show investors how to use our research and display the transparency of our analytical 
processes.  

Figure 1: Long Idea Performance: From Date of Publication Through 12/31/2020 
 

Number of 
Long Ideas 

Number of 
Underperformers 

Number of 
Outperformers 

Avg Long 
Idea Return 

Avg S&P 
500 Return 

Avg 
Outperformance 

46 25 21 27.4% 21.7% 5.7% 
 

Sources: New Constructs, LLC 

Lowlight 1: Allison Transmission Holdings Inc (ALSN) – 2020 Performance: Down 11% vs. S&P 500 up 
16%: Since Report Publication on June 15: Up 12% vs. S&P 500 up 21% 

Allison Transmission was one of the firms featured in our “See Through the Dip” series of reports, where we 
make the case for a return to pre-pandemic profitability once COVID-19 is in the rear view mirror. Though the 
stock has rallied from lows of $27/share in late March 2020, the stock still offers plenty of upside in the recovery. 

Reason for Underperformance: Pandemic-Related Problems Temporarily Lowered Allison’s Profitability: 
Overall weakness in the economy and customer shutdowns drove Allison’s revenue from $2.7 billion in 2019 to 
$2.2 billion over the trailing-twelve months (TTM). The firm’s return on invested capital (ROIC) has also fallen 
from 17% to 10% over the same time.  

Thesis: Strong Market Position and an Economic Recovery Will Help Improve Profitability: The 
deterioration of the firm’s fundamentals was expected given a slowdown in capital expenditures across the globe 
and represents the anticipated “dip” within our thesis. However, we believe these pandemic-related challenges 
are temporary, and a rebounding economy, along with fully operating customers, will drive the firm’s revenue and 
profitability higher.  

More specifically, with over 60% of the market share of automatic transmissions for medium- and heavy-duty 
commercial vehicles, Allison is well-positioned to benefit from industry tailwinds. The heavy-duty commercial 
vehicle market is expected to grow by 5% compounded annually from 2020 to 2025. While the stock has 
underperformed, we remain bullish on the long-term outlook for the company and the stock. 

 
1
 Our reports utilize our Core Earnings, a superior measure of profits, as demonstrated in Core Earnings: New Data & Evidence, a paper by 

professors at Harvard Business School (HBS) & MIT Sloan. Recently accepted by the Journal of Financial Economics, the paper proves that 
our data is superior to all the metrics offered elsewhere. 

Learn more about the best fundamental research 

http://blog.newconstructs.com/
https://www.newconstructs.com/3-lagging-long-ideas-that-we-still-love/
https://www.newconstructs.com/category/stock-plays-of-the-week/
https://www.newconstructs.com/category/stock-plays-of-the-week/
https://www.newconstructs.com/education/rating-methodologies/
https://www.newconstructs.com/this-firm-is-geared-up-for-a-recovery/
https://www.newconstructs.com/see-through-the-dip-stocks-significantly-outperform-sp-500/
https://www.newconstructs.com/education-return-on-invested-capital/
https://www.mordorintelligence.com/industry-reports/commercial-vehicle-market
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/email-sign-up-best-fundamental-research/
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Current Price Leaves Lots of Upside: We use our reverse discounted cash flow (DCF) model to analyze the 
implied value of the stock based on assumptions about Allison’s future growth in cash flows. 

In this scenario, we assume: 

• Allison maintains its TTM NOPAT margin of 19% (vs. 24% in 2019) 
• Revenue falls 3% compounded annually from 2020 to 2022 (in line with consensus estimates) 
• Revenue grows at 3.5% thereafter, which is the average global GDP growth rate since 1961 

In this scenario, Allison’s non-operating profit after tax (NOPAT) falls by 1% compounded annually over the next 
decade (including a 41% drop in 2020) and the stock is worth $56/share today – a 25% upside to the current 
price. See the math behind this reverse DCF scenario. Such a scenario could prove conservative given that in 
the five years prior to the pandemic, Allison grew revenue and NOPAT by 5% and 15% compounded annually, 
respectively.  

Figure 2: Allison Transmission’s Historical and Implied NOPAT 
 

 
 

Sources: New Constructs, LLC and company filings 

Lowlight 2: Korn Ferry (KFY) – 2020 Performance: Up 4% vs. S&P 500 up 16%: Since Report Publication 
on February 5: Down 1% vs. S&P 500 up 11% 

While we did not anticipate the large economic impact of the pandemic at the time, KFY proved to be resilient 
even in a volatile 2020. The stock fell 48% over the roughly two-month period following our report in February. 
Since its March lows, the stock rallied 97% and finished the year with a modest 4% gain. 

Reason for Underperformance: Economic Downturn Hurt Organizational Consulting: The decline in 
economic activity heavily impacted this cyclical consulting business. Fiscal 1Q21 saw a year-over-year (YoY) 
revenue decline of 30%. The firm’s profitability also sharply declined as ROIC fell from 12% in fiscal 2020 to just 
7% TTM. However, fiscal 2Q21 saw a much lower YoY decline of just 13%, which indicates the firm’s recovery is 
underway. 

Thesis: Strong Balance Sheet and Data Advantage Ensure a Bright Future: Korn Ferry has navigated the 
challenges of the pandemic with excellent liquidity and ended fiscal 2Q21 with an investable cash balance of 
$458 million (monthly general and administrative expenses and CAPEX are only ~$21 million). This strong cash 
balance, along with its ability to generate free cash flow (FCF), helps the firm earn our Attractive Credit Rating. 

While having a strong financial position is essential in times of uncertainty, Korn Ferry’s data advantage over its 
competitors gives us even more optimism about the firm’s future. With over 69 million assessments and 
awards/benefits data for 20 million people across 12,000 firms, Korn Ferry has one of the largest people and pay 
databases in the world. The firm leverages this information to better retain clients and generate referral business 
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http://blog.newconstructs.com/
https://www.newconstructs.com/education-close-the-loopholes-how-our-dcf-works/
https://www.newconstructs.com/education-net-operating-profit/
https://www.newconstructs.com/wp-content/uploads/2021/01/NewConstructs_DCF_ALSNvaluation_2021-01-06.png
https://www.newconstructs.com/top-rated-firm-trading-at-the-largest-discount-in-years/
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https://www.newconstructs.com/education-free-cash-flow/
https://www.newconstructs.com/where-to-get-our-credit-ratings/
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across its various segments. In fiscal 2020, 90% of the firm’s business was completed on behalf of clients who 
had worked with Korn Ferry in the previous three years. 71% of revenue was generated from clients that utilized 
multiple product lines within Korn Ferry’s operations. 

Furthermore, the firms strong cash position mentioned above allows it to continue to invest in its data business. 
Despite short-term setbacks, Korn Ferry should be able to utilize and expand its data advantage and improve its 
profitability over the long term. 

Current Price Leaves Lots of Upside: Below we use our reverse DCF model to analyze the implied value of 
the stock based on different assumptions about Korn Ferry’s future growth in cash flows. 

In this scenario, we assume: 

• Korn Ferry’s NOPAT margin returns to fiscal 2020 levels of 10% (vs. 7% TTM) 
• Revenue falls less than 1% compounded annually from fiscal 2021 to 2023 (in line with consensus 

estimates) 
• Revenue grows at 3.5% thereafter, which is the average global GDP growth rate since 1961 

In this scenario, Korn Ferry’s NOPAT grows by just 2% compounded annually over the next decade and the 
stock is worth $67/share today – a 56% upside to the current price. See the math behind this reverse DCF 
scenario. For reference, prior to the pandemic, Korn Ferry grew NOPAT by 26% compounded annually since 
fiscal 2010 and 11% compounded annually since fiscal 2000.  

Figure 3: Korn Ferry’s Historical and Implied NOPAT 
 

 
 

Sources: New Constructs, LLC and company filings 

Lowlight 3: Johnson & Johnson (JNJ) – 2020 Performance: Up 8% vs. S&P 500 up 16%: Since Report 
Publication on February 26: Up 10% vs. S&P 500 up 21% 

In our report, Long Ideas: Finding Gold in the Footnotes, we noted that Johnson & Johnson’s Core Earnings 
were rising while GAAP net income was falling. Fundamentals are better than most investors realize, and we 
continue to see upside for this stock. 

Reason for Underperformance: The Pandemic Slowed Healthcare Expenditures: The COVID-19 pandemic 
negatively impacted the healthcare industry as many people deferred elective procedures. As a result of this 
slow down, Johnson & Johnson’s revenue fell from $82.1 billion in 2019 to $80.9 billion TTM. Furthermore, 
Johnson & Johnson’s COVID-19 vaccine candidate has taken longer to develop than others from Pfizer (PFE) 
and Moderna (MRNA) after its trial was temporarily paused in October, which has hurt the stock price as well.  
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https://www.newconstructs.com/long-ideas-finding-gold-in-the-footnotes-2/
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Thesis: Competitive Advantages and Recovery in Healthcare Spending Will Drive Future Revenue: 
Johnson & Johnson has several advantages that should allow the firm to resume revenue growth in 2021. These 
include: 

• Segment Diversification: The firm operates in the Pharmaceuticals, Medical Devices, and Consumer 
Health segments.  

• Product Diversification: Johnson & Johnson has 26 products generating over $1 billion each in annual 
sales which further diversifies its revenue stream.  

• Market-Leading Products: ~70% of the firm’s sales come from products that have either first or second 
market share position. 

• Large R&D Pipeline: In 2020, Johnson & Johnson had 182 pharmaceutical products in its R&D pipeline 
making it the fourth largest pipeline worldwide and ahead of other notable firms such as Pfizer, 
AstraZeneca (AZN), Merck (MRK), GlaxoSmithKline (GSK), and Eli Lilly (ELY). 

Furthermore, Johnson & Johnson’s sales should receive a nice boost with a recovery in healthcare expenditures 
in 2021. After slightly falling in 2020, IHS Markit expects global healthcare expenditures to grow by 5.8% in 2021.  

Despite the challenges the firm faced in 2020, Johnson & Johnson continued to grow its economic earnings from 
$11.4 billion in 2019 $12.2 billion TTM. 

With its strong competitive position and improving fundamentals, we believe Johnson & Johnson has plenty of 
room to grow profits moving forward. 

Current Price Leaves Lots of Upside: Below we use our reverse DCF model to analyze the implied value of 
the stock based on different assumptions about Johnson & Johnson’s future growth in cash flows. 

In this scenario, we assume: 

• Johnson & Johnson’s NOPAT margin falls to the ten-year low of 22% (vs. 24% in 2019) 
• Revenue grows 4% compounded annually from 2020 to 2023 (in line with consensus estimates) 
• Revenue grows at 2% thereafter, which is below the average global GDP growth rate since 1961 of 

3.5% 

In this scenario, Johnson & Johnson’s NOPAT grows by 2% compounded annually over the next decade and the 
stock is worth $204/share today – a 29% upside to the current price. See the math behind this reverse DCF 
scenario. Such a scenario could prove conservative given that Johnson & Johnson has grown NOPAT by 4% 
compounded annually over the past decade and 8% compounded annually over the past two decades.  

Figure 4: Johnson & Johnson’s Historical and Implied NOPAT 
 

 
 

Sources: New Constructs, LLC and company filings 

$3,000

$5,000

$7,000

$9,000

$11,000

$13,000

$15,000

$17,000

$19,000

$21,000

$23,000

1
9
9

8

1
9
9

9

2
0
0

0

2
0
0

1

2
0
0

2

2
0
0

3

2
0
0

4

2
0
0

5

2
0
0

6

2
0
0

7

2
0
0

8

2
0
0

9

2
0
1

0

2
0
1

1

2
0
1

2

2
0
1

3

2
0
1

4

2
0
1

5

2
0
1

6

2
0
1

7

2
0
1

8

2
0
1

9

T
T

M

2
0
2

0

2
0
2

1

2
0
2

2

2
0
2

3

2
0
2

4

2
0
2

5

2
0
2

6

2
0
2

7

2
0
2

8

2
0
2

9

N
O

P
A

T
 (

$
m

m
)

JNJ Is Worth $204/Share With Moderate NOPAT Growth

NOPAT Future NOPAT

Implied future NOPAT

Implied Share 
Price = $204

http://blog.newconstructs.com/
https://www.jnj.com/_document/2020-investor-fact-sheet?id=00000171-a911-db9d-a577-ef9d0a0c0000
https://www.jnj.com/_document/2020-investor-fact-sheet?id=00000171-a911-db9d-a577-ef9d0a0c0000
https://www.statista.com/statistics/791306/top-pharma-companies-by-randd-pipeline-size
https://ihsmarkit.com/research-analysis/global-healthcare-spend-to-remain-stable.html
https://www.newconstructs.com/education/education-close-the-loopholes/education-economic-earnings/
https://www.newconstructs.com/wp-content/uploads/2021/01/NewConstructs_DCF_JNJvaluation_2021-01-06.png
https://www.newconstructs.com/wp-content/uploads/2021/01/NewConstructs_DCF_JNJvaluation_2021-01-06.png


   DILIGENCE PAYS 1/6/21 

 

Page 5 of 7 

 

This article originally published on January 6, 2021. 

Disclosure: David Trainer, Kyle Guske II, and Matt Shuler receive no compensation to write about any specific 
stock, sector, style, or theme. 

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research. 

  

http://blog.newconstructs.com/
https://www.newconstructs.com/3-long-ideas-poised-to-outperform/
https://twitter.com/NewConstructs
https://www.facebook.com/newconstructsllc/
https://www.linkedin.com/company/new-constructs
https://stocktwits.com/dtrainer_NewConstructs
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Footnotes adjustments matter. We are the ONLY source. 

We provide ratings, models, reports & screeners on U.S. 3,000 stocks, 700 ETFs and 7,000 mutual funds. 

The Journal of Financial Economics reveals that: 

• Markets are inefficiently assessing earnings because no one reads the footnotes. 

• Corporate managers hide gains/losses in footnotes to manage earnings. 

• Our technology brings the material footnotes data to market for the first time ever. 

Combining human expertise with NLP/ML/AI technologies (featured by Harvard Business School), we shine a 
light in the dark corners (e.g. footnotes) of hundreds of thousands of financial filings to unearth critical details.  

Forthcoming in The Journal of Financial Economics, the HBS & MIT Sloan paper, Core Earnings: New Data and 
Evidence, proves our superior data drives uniquely comprehensive and independent debt and equity research. 

This paper compares our analytics on a mega cap company to other major providers. The Appendix details 
exactly how we stack up against Bloomberg & Capital IQ. 

Learn more. 

Quotes from HBS & MIT Sloan professors on our research: 

Superior data: 

 “[New Constructs’] Total Adjustments differs significantly from the items identified and excluded from 
Compustat’s adjusted earnings measures. For example… 50% to 70% of the variation in Total Adjustments is 
not explained by IBSPI Adjustments, OIADP Adjustments, or OPE Adjustments individually.” -– pp. 14, 1st para. 

Pick better stocks: 

“Trading strategies that exploit non-core earnings produce abnormal returns of 8% per year.” – Abstract, 5th 
sentence 

Risks of using legacy data providers: 

“we identified cases where Compustat did not collect information relating to firms’ income that is useful in 
assessing core earnings.” – pp. 16, 2nd para. 

Build better models: 

“… the machine [NC’s Robo-Analyst technology] learned and replicated human analysts’ judgements based on 
their prior decisions. It did so with greater speed and scale to produce a database covering a broad cross-section 
of firms.” – pp. 9, 2nd para. 

Exploit market inefficiencies: 

“…analysts and other market participants are slow to impound the implications of the distinction between core 
and non-core earnings, especially those disclosed from the footnotes section of the 10-K” – pp. 35, 1st para. 

Fulfill fiduciary duties: 

“These costs [of analyzing footnotes] point to the potential for increasing inequities in the usefulness of financial 
statements for sophisticated versus unsophisticated investors who differ in their technological capabilities for 
processing 10-K information” – pp. 35, 2nd para. 

 

 

 

 

 

http://blog.newconstructs.com/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/harvard-publishes-case-study-on-our-robo-analyst-technology/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/compare-our-data-roic-to-other-providers/
https://www.newconstructs.com/
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.  
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.  
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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