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Abstract 

 

 During the course of the 2014-2015 academic year, I was involved in the Chartered 

Financial Analyst (CFA) Investment Research Challenge, representing the University of 

Arizona.  This challenge required that a team in undergraduate or graduate education value the 

company Taser International, Inc. and deliver a buy, hold, or sell recommendation to CFA 

professionals and sell-side analysts.  After conducting a fundamental analysis of the company, 

we delivered a sell recommendation.  The 12-month target price that we calculated to be the true 

value of TASR was $20.82, a 22.3% decrease from the stock’s January 21, 2015 closing price of 

$26.80 (this was the date where we turned in our recommendation to the CFA Society of 

Phoenix for grading).  In our valuation, one of our main arguments to sell the stock was that it’s 

price was heavily influenced by news headlines.  This paper analyzes the behavior of investors as 

they incorporate rationality (rather irrationality, in this case) in their stock selection, and how 

biases like judging the value of a company based on headlines will provide an artificially inflated 

market price, as it did in our valuation of Taser International, Inc.  

 

 

 

 

 

 

 

 



  Underhill 3   

I. Introduction 

Bloomberg and the Wall Street Journal, along with a multitude of other financial 

reporters, have an immense power over which companies’ stock prices will trade up, and which 

will fall.  Every few hours, a fresh headline is plastered at the top of these easily accessible 

websites, bolded block letters calling out one company or another on recent announcements, 

triumphs, and tribulations.  Digging into these articles, an investor may encounter quotes from 

senior management, analyst opinion, and can gain a general sense that something good or bad 

has happened (or is going to happen) for the company in question.  The investor—a trained thirty 

something on the trading floors of a New York bank, a student in his or her dorm room using E-

Trade.com, a mom trying to beat the market to contribute to her kid’s college fund—can turn 

right around and use that news to create a short-term capital gain on the stock price.  Typically, 

headlines from Bloomberg, the Wall Street Journal, and the like are quickly absorbed by the 

market so capital gains are few and far between, but that does not stop people from participating 

in the market.  And we cannot forget: the value of a company is not based on the news centered 

on it, but the discounted value of its expected future cash flows.  However, often people still rely 

on headlines and hype to make their investment decisions.  This is where behavioral finance 

steps in.   

 Due to human nature and emotion, irrational biases can cause investors to not always act 

in their own best interests, which can cause negative returns.  This phenomenon is called 

behavioral finance, which is the study of irrational behavior on the behalf of investors.  In a 

perfect world, all people act in their own best interest: they make investment decisions that result 

in a positive outcome, using rationality, proven theories, and mathematical equations as a guide 

to execute their investment strategies.  This means that, assuming that the investor takes a long 
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position, she will elect to invest in a company because she believes that the intrinsic value of the 

company is greater than its current market price.  She therefore buys the company at a discount, 

and plans to sell once the stock price appreciates to a target level, past which she does not 

believe there is any additional value in the company— yielding a positive result.  The only 

problem with this hypothesis of acting rationally is that, as humans, we also have emotional 

attachments.  Investors do not always behave rationally, and are often unknowingly anchored to 

different biases that might not have anything to do with the intrinsic value of the company, such 

as herd behavior or reaction to headlines.  These biases are the basis of investment psychology.  

Not all investments can be made by an algorithm, but that would surely eliminate the 

irrationalities that investors act upon daily.   

II.  Overview of Taser International, Inc.  

 Some companies hit headlines more frequently than others, and subsequently, heavy 

volume trades are executed.  Taser International, Inc. (NASDAQ: TASR) is one of these 

companies.  TASR is a company based in Phoenix, Arizona that provides law enforcement 

agencies with technology solutions such as Conducted Electrical Weapons (more colloquially, 

“Taser guns”), on-body audio and video cameras, and cloud data-storage services for police 

evidence videos.  The price of TASR is highly sensitive to its headlines, as they are typically 

centered on controversial events: 

 

Table 1 

Article  
Release Date           Headline      Source Anticipated 

Reaction 
Open 
Price 

    Close 
Price 

Percentage 
Change 

19 August 2014 

“Shares of the Company that 
Makes Wearable Police 
Cameras Goes Bonkers 

Again” 

Business 
Insider Positive $15.43 $16.11 +4.41% 
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1 December 2014 
“Taser Up on Federal 

Funding for Police Body 
Cameras” 

Investor’s 
Business 

Daily 
Positive $21.35 $22.09 +3.45% 

8 December 2014 
“Taser International (TASR) 

Stock Plunging Today on 
Rating Cut” 

The 
Street Negative $24.00 $23.32 -2.83% 

26 February 2014 
“Taser Sees Costs Growing 

Amid Camera, Overseas 
Push” 

Investor’s 
Business 

Daily 
Negative $25.62 $22.69 -11.43% 

                 * Historical Headlines and Prices from Yahoo Finance 

  

TASR, therefore, is something I will refer to as a “news stock”, to stay consistent with my CFA 

Investment Research Challenge Team.  This indicates that the intra-day stock price is sensitive to 

news announcements, and the magnitude of these changes is often drastic.  For TASR, news 

typically centers on the transition from police handguns to CEWs, and demand for on-body 

cameras to record live evidence of police confrontations.  Investors (the trader, the student, the 

mom) may judge the potential of the company based on the good or bad sentiment that stems 

from the news, thus succumbing to the biases included in behavioral finance theory.   

III.  The CFA Investment Research Challenge 

 From September through February, two other undergraduate students, a graduate student, 

and myself took part in the CFA Investment Research Challenge, hosted by the CFA Society of 

Phoenix.  This global challenge required that our team issues a buy, hold, or sell 

recommendation for TASR.  We were to construct a recommendation based on the intrinsic 

value of the company, looking into future cash flows, growth potential, relative valuation 

metrics, and macroeconomic factors, all the way down to the motivation of management to 

succeed each quarter.  This fundamental analysis would lead us to our final recommendation, 

which we concluded to be a “sell” (Appendix 1 & 2).   
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 Through the challenge, my team listened to a management earnings call for Q3 2014, met 

and interacted with management in their Phoenix office for an analyst meeting, and were able to 

receive feedback on our recommendation from CFA Professionals and sell-side analysts.  We 

were treated as real Wall Street analysts, covering TASR by knowing it backward and forward. 

We matched TASR against competitors based on product, not industry, as there is not a public 

company that makes the same specialized products.  We researched the Democratic Republic of 

the Congo, who provides the minerals required to create the raw materials for TASR products.  

We looked into the past 6-month’s insider trading activity, which was a decrease of 14% in 

shares held by insiders. Essentially, we took the many instructions and hints from speakers 

(investors, accountants, managers) in our FIN 498H Applied Portfolio Management class and 

became familiar with every factor that may influence the stock price of TASR. 

 With all they hype around the August event in Ferguson, MO, the Obama 

Administration’s Federal Funding for on-body cameras, and law enforcement agency demand for 

on-body cameras, why would our team not issue a “buy” recommendation?  The market price of 

the company has squiggled upward since the summer of 2014, and has a saturated market share 

with their Conducted Electrical Weapons (CEWs).  Our team’s response, and one of the 

underlying arguments of our valuation report, is that the true value of the company is still below 

the market price, and that a price correction is in order for the short-term.  We concluded that 

positive news headlines had bid up the market price, and investors were ignoring the 

fundamentals and realistic growth of the company over the next few years.  The idea that TASR 

was a “news stock” drove our argument that, once unrest with the Ferguson, MO case died down 

and as related lawsuits washed away from front pages, investors could focus more on the true 

expected cash flows and growth potential of the company.  At one point in our paper, we noted 
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that, “per our fundamental analysis, it would take a 6-year CAGR [(Compound Annual Growth 

Rate)] of 25.76% to justify the January 21, 2015 share price of $26.80, which would mean robust 

growth for both the [on-body camera, data storage,] and Taser Weapons segments” (Ahmad, 

Graham, Mayer-Marks, & Underhill).  Such robust growth we did not find plausible, with heavy 

competition in the on-body camera segment and market saturation in the weapons segment. 

IV.  Financial Analysis and Valuation 

For our team, fundamental analysis overshadowed any influences of Business Insider and 

similar news websites.  The 12-month target price that we calculated to be the true value of 

TASR was $20.82, a 22.3% decrease from the stock’s January 21, 2015 closing price of $26.80 

(this was the date where we turned in our recommendation to the CFA Society of Phoenix for 

grading).   Our team, though not ignoring headlines, did not base our analysis solely off of the 

company’s publicity.  We tried to not let irrational biases have any influence on our 

recommendation.  

The process for determining the risk factors and future cash flows was extensive, but we 

ultimately created a Discounted Cash Flow (DCF) Excel worksheet, which allowed us to 

determine the value of TASR based on its estimated cost of capital, anticipated cash flows, long-

term growth, and fluctuations in capital expenditures.  The DCF was paired with a multiples 

analysis, which measures the health of a company using price-to-earnings and price-to-sales 

ratios.  Both of these, the DCF and the multiples analysis, returned different company values, 

both of which were below the market price of $26.80 on January 21st, 2015.  From there, we 

weighted the DCF and multiples analysis at 75% and 25% respectively, and arrived at a target 

price of $20.82, a price that we thought most accurately reflected the value of each TASR share 

at the time.  This valuation method is called fundamental analysis, which was covered by Peter 
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Brimm, CFA, in his lecture in our Applied Portfolio Management Class in February of 2015. 

V.  Fundamental Analysis 

Mr. Brimm gave a lecture titled “Stock Picking Through Fundamental Research”, in 

which he detailed the extensive process of conducting fundamental analysis.  Our team used a 

similar process to the one he described, going into depth with our research of the general 

economy, industry, and company operations, but also gave us two major pieces of advice that 

will be incredibly helpful for my next valuation.  The first bit of advice was that “there’s no such 

thing as a free lunch”.   You cannot make a significant capital gain based on the top Bloomberg 

headline (as in finance psychology), as the value of new information will quickly integrate itself 

to the market price within a matter of milliseconds.  It is continued speculation that will drive up 

the price, versus an actual increase in value.  This idea that “there is no such thing as a free 

lunch” indicates that an analyst must always assume that there is information about the company 

that he or she does not have, as information is so quickly incorporated into stock prices.  

Analysts should be asking, “why is my model right, more so than thousands of other investors?” 

not just “why is this stock undervalued?”.  This idea is motivating in the sense that an analyst 

should always be looking for answers, and hopefully, more questions.   

The second most important idea that Mr. Brimm talked about is knowing the difference 

between what drives business fundamentals and what drives the stock price.  For our CFA 

Challenge team, we knew and understood that these two were different: increased demand for 

on-body cameras drives the business, but headlines drive the stock price.  Therefore, we issued a 

“sell” recommendation for TASR, forecasting that the current price had been superficially built 

up over time, and would correct to a normal level within one year, close to the intrinsic value of 

the business.   
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Fundamental analysis requires only rational thought and lots of brainstorming.  But for 

the college student in her dorm room on E-trade.com, she buys Apple because the Apple Watch 

commercial came on her tiny television screen—it must be a “good” company.  This, clearly, is 

not fundamental analysis.  

VI. Rationality—the Basis for Determining Irrationality 

Before discussing irrational biases that come into play for investors, I want to discuss a 

major market principal that will help in the understanding of “rational” versus “irrational” 

behavior in finance, the Efficient Market Hypothesis (EMH).   The EMH is a theory that is 

threefold: the market is either weak form efficient, semi-strong form efficient, or strong form 

efficient.  It also assumes that investors are rational.  If an investor assumes that a market is weak 

form efficient, she is assuming that only historical data is used in the calculation of the current 

stock price.  A semi-strong form efficient market assumes that only public information is 

reflected in the stock price.  Lastly, a strong form efficient market assumes that all public and 

non-public information is reflected in the stock price (everyone has access to the same 

information), and that there is no opportunity for arbitrage.  Historically, depending the 

investor’s opinion of the type of market efficiency, this theory helped to explain why a market 

price could deviate from its intrinsic value, and then converge shortly thereafter.  The EMH, as 

well as the Capital Asset Pricing Model equation which determines an expected return, are two 

major theories assuming rational investor behavior.  Over time, economists found that 

investment behavior could not always be explained by these hypotheses, and the study of 

behavioral finance was born.  

VII. The Phenomenon of Behavioral Finance, and Evidence of Irrationality  

Daniel Kahneman and Amos Tversky are two well-respected experimenters and writers 
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in behavioral science, and have heavily influenced the definition of behavioral finance since the 

mid-1970s.  The pair has written multiple papers on the silly irrationalities that influence 

investment decisions, and potentially lead to negative outcomes.  In their paper “Judgment and 

Uncertainty: Heuristics and Biases”, the economists claim that “people rely on a limited number 

of heuristic principles which reduce the complex tasks of assessing probabilities and predicting 

values to simpler judgmental operations”—or simplifying the construction of a fundamental 

analysis for Apple to just buying it because the Apple Watch advertisement is all over your 

homepage; you succumb to availability bias (Science 1124).  

Availability bias is the idea that a person or investor “estimates frequency or probability 

by the ease with which instances or associations could be brought to mind” (Cognitive 

Psychology 208).  In short, people take into heavy consideration the most recent news revolving 

around a company, and tend to quickly make judgment calls on the future stock price based on 

the sentiment derived from the news.  Khaneman and Tversky go on to explain availability bias 

in daily occurrences: if you go see a movie about thermonuclear wars, you might be on edge for 

the following days as your imagination races around the fear that a drastic event like this could 

happen in your hometown.  The probability that a thermonuclear war will happen is the exact 

same as before you saw the movie, but you now draw on the vivid scene, so the idea of a 

thermonuclear war seems more realistic.  Over time, this slight fear will dwindle, and the 

probability of a war will seem as likely as it did before you saw the movie.  A second example is 

that if a driver sees a crash on a highway that he drives every day, he may be more careful 

driving his normal route for a couple of weeks afterward, though the general safety of the 

highway has not decreased.  These biases are based off of past and current experiences and relate 

to behavioral finance in that “availability provides a mechanism by which occurrences of 
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extreme utility (or disutility) may appear more likely than they actually are” (Cognitive 

Psychology 230).   

Investors are biased toward recent information, and, like the moviegoer’s assessment of 

the spiked and then fading fear of the probability of a thermonuclear war, available headlines of 

a stock will allow for a bidding up or down of its price, and then slowly correct to its intrinsic 

value over time as the news settles.  This “settling” is a huge factor my CFA Challenge Team’s 

thought that the market price of TASR was overvalued.  Once the news of controversial events 

dies down, the market price will converge to meet the true intrinsic value of the stock, taking into 

consideration its expected future cash flows.  

Anchoring bias, another factor in behavioral finance, is the idea that an investor will 

tailor her present value of an asset to its historically fair prices.  Looking at historical prices is 

not a bad or elementary way of getting an idea of a stock’s worth, but again, the value of a 

company is the discounted values of its future cash flows; historical prices cannot be used to 

extrapolate future prices.  If stock XYZ has traded in the ballpark of $10.00 to $13.00 in the past 

year, an investor cannot confidently say that it will stay within the same range in the following 

year, or follow any specific sort of pattern.  Historical prices are simply sunk.  The anchoring 

bias steps in when an investor tries to justify a certain price based on its “standard” behavior, or 

range of prices.  For example, as analyst Albert Phung outlines in his discussion of behavioral 

finance, it is a societal norm that a man should spend two-months’ salary for an engagement ring.  

Phung continues that this benchmark, which most men rely on as they likely have little 

experience in purchasing jewelry, is merely an “irrelevant reference point created by the jewelry 

industry to maximize profits, not a valuation of love”.  In finance terms, investors sometimes 

rationalize the current price to be a premium or discount based on historical prices, not the value 
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of future cash flow.  

Yet another interesting piece of evidence for investor irrationality is their behavior when 

he or she has shorted a stock, and the market price of the security ticks upward.   Noah Knauf, 

Managing Director and investment professional of Warburg Pincus private equity, talked about 

this type of behavioral finance in his lecture to our Applied Portfolio Management class last 

November.  He warned that there is a danger of taking a short position in that investors panic 

with any positive uptick of the market price.  In order to limit losses, many short investors react 

simultaneously and instantly buy back all of their shares in order to unwind their short position.  

This heavy volume of buys all at once—a dramatic flight to safety—therefore leads to a quick 

spike in the security’s market price, unpredictable in magnitude.  Investors overreact to positive 

upticks when going short.  Instead of rationally waiting for this spike to correct itself and return 

to the intrinsic value of the company, which may be declining in value and therefore pay off to 

the short position-holder, investors act upon emotions for fear of loss in value as the stock 

appreciates in value.  Investors fail to remember that these spikes are short-term, and a longer 

investment horizon is typically required for a profitable payoff in any equity position, to 

diversify away single-day volatility, as in the case of price spikes.   Mr. Knauf went on to 

describe that a ubiquitous rule of finding a payoff in the equity space, to “buy low and sell high”, 

is almost irrelevant when investors elect to unwind early.  They already sold high, and the 

buyback becomes a sunk cost, as it has not hit a target price originally identified by the investor’s 

fundamental analysis.  The value of the transaction has decreased from that of the original 

strategy. 

VIII.  Short Interest, or Lack Thereof 

Due to the high volatility in the market price of TASR and its reactions to news, analysts 
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and investors had very high short interest in the company when my team began research for our 

valuation.  According to a Bloomberg article from September 2014 (Appendix 3), 12% of 

TASR’s shares were shorted, indicating that investors holding this position were betting that the 

market price of the company was going to decrease, in reaction to an overhype of the value of 

TASR’s future cash flows and post-Ferguson publicity.   Brian Ruttenbur, an analyst at CRT 

Capital Group LLC comments in the article that “the stock tends to spike, and once the news 

slows down, it falls”.  Referring to investors, he continues, “they’re looking at that and thinking 

in the next couple of months, all this Ferguson news will subside” (Ciolli & Renick).  Ruttenbur 

was right, the news did subside, but then talk of Federal Funding for Defense hit newsstands, and 

TASR was once again in the limelight.   

Not all companies are “news stocks” like TASR, reacting to the build up of hype.  The 

market prices of established consumer staples with inelastic products will not necessarily be 

affected by headlines.  People are not going to stop buying stock in Procter & Gamble (PG) if 

your local newspaper reads: “Dentist Calls Crest Toothpaste Dangerous; Now P&G Changing 

Ingredients”.  Crest is a trusted brand; people generally stay loyal to the brand that works best for 

them individually.  Maybe people are wary of the change in Crest’s ingredients for the short-

term, but the whole of Proctor & Gamble will not likely see a hit to their stock price.  There are 

so many other product lines that are incorporated into the value of the company.  Availability 

bias for this business segment will be overshadowed by the financial strength of the other 

business segments, and PG will remain afloat after this headline.  This means that, sure, Investor 

A can read that Crest might lose business in the short term and sell their PG stock because she is 

placing high weight on the newest information.  She is biased with availability of information, 

and subsequently overreacts.  Investor B, on the other hand, will look at the larger picture in that 
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a small hit to Crest sales in the short term will not have a lasting negative impact on the value of 

PG stock, and holds on to her shares.  In fact, when this very article was published on September 

15, 2014 to ABC News-Denver’s website, PG stock rose +0.83%, from $83.18 at open to $83.87 

at close.  

IX.  Conclusion 

 Changes in the value of the company and changes in the price of its stock are two 

separate things.  Capital gains can occur when these two values diverge, though they will quickly 

return to equal value.  Publications can easily create illusions of the divergence of these two 

values, causing investors to think that the stock is actually worth more than its market price, and 

giving the impression that arbitrage is possible.  TASR’s market price bubbled up in parallel with 

its volume of positive headlines, and the artificially inflated market price diverged from the 

intrinsic value of the stock, leading our team to the sell recommendation.  Since our valuation, 

TASR’s stock price has continued to have high volatility.  By January 2016, at the end of our 

one-year investment horizon, we expect a calming of these price overreactions, and a stock value 

of $20.82.  Behavioral finance can get in the way of fundamental analysis if investors are not 

careful.  Each type of investor—the trader, the student, and the mom—needs to be aware of their 

potential availability and anchoring biases, as the market price will eventually return to its 

intrinsic value.   

 

 

 

 

 



  Underhill 15   

Works Cited 

Alter, Maxim.  “Dentist Calls Crest Toothpaste Dangerous; Now P&G Changing Ingredients”.  

ABC7 News Denver.  Scripps Media Inc., 15 September 2014.  Web. 15 April 2015.  

Ahmad, Graham, Mayer-Marks, & Underhill.  “Investment Research: TASR Valuation”.  CFA 

Institute Research Challenge.  N.p., 21 January 2015.  Print.  

Brimm, Peter.  “Stock Picking Through Fundamental Research”.  The University of Arizona.  

The Eller College of Management, Tucson, AZ.  13 February 2015.  Guest lecture.  

Ciolli, Joseph & Oliver Renick.  “Short Sellers Triple Bets on Taser as Shares Surge 70%”.  

Bloomberg.com.  Bloomberg, 11 September 2014.  Web.  15 April 2015.  

Khaneman, Daniel & Amos Tversky. “Availability: A Heuristic for Judging Frequency and 

Probability.” Cognitive Psychology 5 (1973): 207-232.  Web. 20 April 2015. 

Khaneman, Daniel & Amos Tversky.  “Judgment Under Uncertainty: Heuristics and Biases.”  

Science, New Series 185.4157 (1974): 1124-1131.  Web.  20 April 2015. 

Knauf, Noah.  “Private Equity Financing”.  The University of Arizona.  The Eller College of 

Management, Tucson, AZ.  7 November 2014.  Guest lecture.  

Phung, Albert.  “Behavioral Finance”.  Investopedia. N.p., 2015.  Web.  20 April 2015.  

Yahoo Finance- used to retrieve historical prices for TASR and PG. Web.  

 

 

 

 

 

 



  Underhill 16   

Appendices 

Appendix 1- See attached Investment Research: TASR Valuation 

Appendix 2- See attached valuation presentation to CFA Institute Committee 

Appendix 3- See attached BBG article: “Short Sellers Triple Bets on Taser as Shares Surge 

70%” 
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EVENT-DRIVEN PRICE SURGE; KEEP WATCH ON INDUSRTY 
DEVELOPMENTS  
 
We are initiating coverage on Taser International Inc. (NYSE: TASR) with a 
SELL rating and a 12-month target price of $20.82 a 22.3% decrease from the 
stock’s January 21, 2015 closing price of $26.80. We issue a SELL rating due 
to following: 
 
x High price sensitivity to optimistic industry news and product orders 
x High competition in the police video and data storage segment, low 

recorded revenues since inception along with being currently 
unprofitable 

x Future International sales opportunity is uncertain in view of very 
limited success to date due to varying regulations and political issues 

x Revenue expectations hold risk of cancellations and order 
contingencies 

x Fundamentals of the company do not support the current stock price  
 
Investor Enthusiasm 
The incidents related to Ferguson, Missouri and New York City in August 2014 
have led investors to speculate upon the potential long run growth of TASR in 
relation to Law Enforcement Agencies (LEAs).  On-body camera orders have 
surged amidst disputes regarding the police treatment of suspects since the 
publication of these headlines.  The political friction between the Obama 
Administration and Congress will create a challenge for the federal government, 
as they reach a decision on the timeline of and funding for mandated on-body 
cameras.  This could eventual enable TASR investors to capitalize on the gains 
from post-Ferguson events. As a result, we believe the stock is overvalued and 
expect a price correction to take place. 
 
Growth Dependent upon EVIDENCE.com and International Sales 
Increases of TASR’s stock price reflect very optimistic expectations about 
EVIDENCE.com and Video segment (EV) sales. The increased on-body camera 
orders are not expected to be profitable. The company’s data storage system is 
tied with on-body cameras, causing a simultaneous increase in deferred revenue 
and “bookings” (orders without invoices and include cancellation clauses). 
 
International sales have grown but are admitted by TASR to be intermittent. 
Total revenues and gross margins have consistently grown over the past three 
years, with revenues having a CAGR of 12.3% (Figure 1) and margins improving 
from 49.5% to 62.3% (Figure 2), mainly due to domestic Taser Weapons sales.  
Despite the positive domestic sales landscape, our valuation shows that 
the market has bid up the stock price from its fundamental value (Table 
2), and even in the presence of aggressive growth forecasts, the current 
stock price is not fundamentally justified. We believe a price correction is 
in order in the short term. 

Ticker TASR 
Market Cap $1.41 B 

PE Ratio 69.23 
P/S Ratio 8.97 

52 Week Price 
Range 

$10.46-
$27.65 

Current Price $26.80 
1-Year Return 50.65% 

Source: Bloomberg.com 

 
 

Valuation 
  DCF Multiples 

Estimated 
Price $21.45 $18.45 

Weights 75% 25% 
Valuation $20.82 
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Investment Research: TASR Valuation 
Date:  21 January 2015  Current Price:  $26.80  Recommendation: SELL 
Ticker:  NASDAQ: TASR  Target Price: $20.82   Sector: Industrial Goods, Aerospace & Defense 
 
 
 

Figure 1 

Figure 2 

Table 2 

Table 1 

Appendix 1
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Organizational Structure 
TASR has two business divisions:  
i. Taser Weapons (TW) segments: produces stun guns called Conducted 

Electrical Weapons (CEWs) and their cartridges for repeated use. 
ii. EVIDENCE.com and Video (EV) segment: produces on-body cameras 

to be worn by law enforcement, and a cloud-based video storage service 
called EVIDENCE.com.   

 
In December 2014, the company eliminated the position of Chief Operating 
Officer in an effort to flatten the organization and give the executive team more 
visibility into both domestic and international sales. This reorganization allows 
the company to move toward a leaner operation, an important hallmark of 
technology companies. Such reorganization, however, presents the company with 
significant operational risks in production and distribution. 
 

Industry Outlook – Cause for Optimism 

x Established relationship with LEAs looking to adopt technology; allows for 
increase in existing and new product sales 

x Expectation on ensuring that LEAs are more equipped with technological 
products like body cameras and stun guns; widening public debate on the 
treatment of purported police brutality  

 
Business Description 
TASER International, Inc. is a defense company that aims to make communities 
safer by using innovative technologies such as conducted electrical weapons, 
body-worn video cameras, and cloud software for LEA evidence documentation.  
CEWs are used in both local and federal LEAs, military corrections, private 
security, and personal defense markets worldwide.  As a result, weapons are the 
main driver of revenues.  Another product is the body worn-video camera 
system, called AXON.  These cameras, worn by police, capture video and audio 
of police encounters to be used as evidence for any potential 
discrepancies.  AXON cameras are to be used in conjunction with 
EVIDENCE.com, a cloud-based software that manages and stores digital 
evidence for LEAs. 
 

Company Background  
TASR was founded in 1993 and is headquartered in Scottsdale, Arizona.  It was 
co-founded by Rick Smith and Tom Smith, who named the company AIR 
TASER.  In 1998, AIR TASER became TASER International, Inc., and became 
a public company in May 2001.  TASR first revolutionized the law enforcement 
industry with its CEWs.  Since inception, TASR has saved more than 100,000 
lives in averting police weapon choice away from life-threatening guns, and has 
saved countless dollars.  The company has grown to have a market capitalization 
of $1.41 billion.       
 

Operations Summary 

TASR currently has two major operational divisions for each of their main 
products: Taser Weapons (TW), and EVIDENCE.com & Video (EV).  TASR 
operates in the United States and in nearly 150 countries abroad, but no 
individual country outside the U.S. represents more than 10% of total net 
sales.  In total, 760,000 CEWs have been sold worldwide to more than 17,000 
LEAs and military agencies.   

Current Board of Directors 
Patrick Smith  

(Co-Founder, CEO) 

Michael Garnreiter 

Hadi Partovi 

Judy Martz 

Richard Carmona 

John Caldwell 

Mark Kroll 

Bret Taylor 

Current Management 
Patrick 
Smith 

Co-Founder, 
CEO 

Douglas 
Clint 

President, 
Secretary, General 

Council 
Daniel 

Behrendt CFO 
Luke 

Larson CMO 

Source: 2014Q3 10K 
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In 2014Q3, weapons sales constituted $40.01M, an increase of 26.50% from 
2013Q3. In 2014Q3, TASR drove sales from its TASER X26 models, Single 
Cartridges, and the previous TASER X2 model.  These three products represent 
91.27% of the $40.01M in sales in the Weapons segment. 
 
The EVIDENCE.com service and AXON cameras come under the EV 
segment.  Customers typically purchase the equipment and one year of 
EVIDENCE.com in advance.  Therefore, AXON revenue is immediately 
recognized while revenue for EVIDENCE.com is deferred and recognized over 
the service period.  During 2014Q3, TASR’s cloud and video segments 
accounted for $4.339M (Figure 4) of which AXON cameras were responsible for 
$2.455M, representing a 201.06% increase from the respective quarter.  The 
remaining sales of $1.05M comprised of EVIDENCE.com which underwent a 
224.84% increase from 2013Q3.  In total, the 2014Q3 EV segment sales 
represented 9.78% of overall quarter sales of $44.349M. 
 
Revenue and Expense Drivers 
Due to the sales increase from AXON and EVIDENCE.com, as well as 
increased media scrutiny on requiring on-body cameras for U.S. LEAs, these two 
segments are expected to be the major revenue drivers.  
 
2014Q3 saw an increase in international sales of 81.58%.  TASR has noted that 
international sales are generally larger and occur more intermittently than in the 
U.S. due to the customer profile.    

 
 
Company Strategy 
TASR has successfully penetrated the U.S. LEA weapons market with 17,400 of 
approximately 18,000 police departments utilizing TASR weapons.  About 81% 
of the first nine months of 2014’s net sales are attributed to the U.S. market, 
though the company is beginning to shift its focus toward international 
expansion of its weapons business.  TASR has developed multi-language websites 
in Dutch, Spanish, French, and Portuguese to assist their foreign customers in 
learning about the company’s products and placing an order.  
 
TASR updates their CEW models every seven years, mainly in consideration for 
the budgetary constraints of LEAs. Also in consideration for LEAs, TASR 
created the TASER Assurance Plan (“TAP”), where a customer gains the right to 
trade-in their original CEW product for a new product of the same model in the 
future. TAP customers have an extended warranty for the initial product 
purchased and spare inventory, but have to pay annual installments over the 
contract period of three to five years. In 2014Q3, there was an increase of $2.6 
million in TAP sales, but the adoption rate is not very rapid. 
 
Industry Overview and Outlook 
In the Defense Primes sub-industry, TASR is a monopoly for handheld CEWs, 
but are vulnerable to private and public competition for the on-body cameras and 
cloud-based video surveillance services.  Figure 6 depicts the industrial landscape 

Source: 2014Q3 10K 
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while Table 5 addresses the strengths and weaknesses of each product on a more 
macroeconomic level.  
 

 

 
 
Macroeconomic Trends 

Industrials Sector Performance 
With low but steady GDP growth throughout 2014, the Industrials sector has 
returned 5.75% since January 2014.  In a late-contraction, early-expansion 
business cycle, the U.S. market is likely to experience high growth with the 
Industrials sector, a current underperformer.  Equities in the Industrials sector 
tend to outperform in expansionary phases, which is forecasted for the short 
term.    

  
Sentiment Surrounding Recent Police Cases 
The fatal result of the Ferguson, Missouri police confrontation has caused an 
uproar, demanding a clear view into the events that took place.  Families and 
legislators are calling for on-body cameras to be more widespread, and for CEWs 
to be used more frequently than handguns in police defense. 
 
Increase in Federal Funding for Defense 
A recent announcement allocates $75M to LEAs, mandating the purchase of on-
body cameras, a product unit with high growth potential.  This sum is to be 
distributed over a span of three years, allowing TASR to potentially sell 50,000 
on-body cameras.  Congress has yet to approve the plan.   
 

 
 

Taser Weapons (TW) Evidence.com & Video (EV) 

High Barriers to Entry, Low Threat of Substitutes 
x Control of stun gun market, with increasing contracts 

with local and state LEAs  
x No competitors with an effective stun gun product 
x Wide acceptance by police forces to calm a subject or 

when an officer faces danger, with no replacing 
products on the horizon 

Low Barriers to Entry, High Threat of Substitutes 
x Not the only company looking to innovate for 

LEAs; lack of proprietor technology 
x Competitors are developing on-body cameras in 

response to potential legislation mandating police 
on-body cameras 

x EVIDENCE.com will compete with its amount of 
data storage and level of security 

Low Buyer Bargaining Power 
x Allegiance to TASR as a reliable and widely accepted 

weapon of choice 
x Lack of alternatives make it difficult for buyers to 

switch 

High Buyer Bargaining Power 
x Increased competition in this product area has 

heightened the bargaining power of LEAs 

High Supplier Bargaining Power 
x Suppliers have been receiving increased demand for 

raw materials, increasing overall supplier bargaining 
power 

Low Supplier Bargaining Power 
x Abundant availability of resources to implement EV 

because of emerging cloud and digital technologies 
along with camera manufacturers 

Table 5 

Source: Team estimates 
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Decreasing Crime Rate   
According to the Federal Bureau of Investigation, the violent crime rate 
between 2012 and 2013 decreased by 5.1% (Figure 7), mirroring the 5.6% 
decrease in the aggravated assault rate.  Decreases larger than these are seen 
between 2011 and 2012, where the violent crime rate decreased by 14.8% and 
the aggravated assault rate decreased by 13.4%.  Statistics for 2014 are not yet 
available.  As the violent crime rate decreases, LEA need for additional or 
newer models of the CEWs may also slowly decrease.    
 
Competitive Positioning 
Competitors for TASR are aligned by product category. 
 
CEWs 
There are no major stun gun competitors with the size and market control of 
TASR.  Alliant Techsystems (ATK) and General Dynamics (GD) are each 
major players in Aerospace and Defense industry, though they do not directly 
compete with the stun gun product.  Companies such as Applied Energetics, 
Inc. and MACE each produce self-defense products, though they have 
significantly smaller market capitalization than TASR.  As a monopoly for 
private and public stun gun products, TASR is looking to increase global 
presence, and is innovating CEW upgrades every few years. 
 
On-Body Cameras and EVIDENCE.com  
TASR is facing heavy competition for its on-body cameras and cloud-based           
data storage system. Digital Ally (DGLY), Vievu (a private company), and 
Panasonic (PCRFY) have each introduced on-body cameras that rival those of 
TASR, as well as corresponding encrypted data storage products.  TASR has an 
advantage in their pricing of on-body cameras, setting its camera price a few 
hundred dollars below those of its competitors (see Table 6).  TASR also offers 
smaller cameras that attach to glasses, and all data is uploaded to 
EVIDENCE.com or the LEA’s local data storage system.  

 
International Markets 
The company has recently increased international market share, and is planning 
to increase its foreign businesses with the sale of CEWs.  TASR has deployed 
product to nearly 150 countries, but only 16% of net sales attributed to 
international sales in 2013. Although in the TW segment TASR doesn’t face 
much competition internationally however it does face considerable 
competition in the EV segment. Vievu has extended its on-body camera line to 
16 foreign countries, and Digital Ally does business with 90 countries 
worldwide. 

 
 

TASR’s Competitive Advantage - TW 
x CEW and camera upgrade trade-in capabilities 
x Availability of TASER Assurance Plan (TAP) 
x Successful defense of historical litigations proving reliability of product 
x Strong business relationship built with LEAs as compared to 

competitors 
 
 

 
 
 

 
 

 
 
 
 
 
 
 

 
 
 
 
 
 

   Weapons Competitors 
Competitor Market 

Cap 
P/S 

Ratio 
TASR $1.41 B 8.97 
ATK $3.98 B 0.77 
GD $46.03 B 1.54 

AERG $400 K 12.42 
MACE $22 M N/A 

Source:  Bloomberg.com 
 
 
 
 

 
On-Body Camera Competitors 

Competitor Market 
Cap 

P/S 
Ratio 

TASR $1.41 B 8.97 
DGLY $40 M 2.029 
Vievu N/A N/A 

Panasonic $24 B 0.39 
GPRO $6.42 B 4.13 

Source: Bloomberg.com 

On-Body Camera Price 
Comparison Chart 

Competitor Price per Camera  
TASR $399.00 
DGLY $795.00 
Vievu $499.00 

Panasonic Not available 
Source: Company websites 

Source: FBI.gov 
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TASR’s Competitive Advantage – EV 
x Lowest price for on-body camera coupled with EVIDENCE.com 
x Multiple security levels and GPS map features for EVIDENCE.com 
x Partnership with Amazon cloud; the trusted IT partner of LEA 

 
Valuations 
We used a combination of Discounted Cash Flow (DCF) analysis and 
comparable multiple analysis to calculate our target price of $20.82. We chose 
to weight our DCF analysis more heavily than our relative valuation due to the 
lack of comparable, publicly traded companies. The recent developments 
mentioned previously have made historic multiple relationships less accurate 
for valuing TASR. 

 
DCF Valuation 
Our team’s DCF analysis results in a share price of $21.45 (Appendix 6), which 
constitutes 75% of our target price. The most sensitive inputs to our DCF 
analysis include revenue growth and gross margin projections.   
 
The assumptions we have made are based on publicly available information, 
industry trends, conditions and prevailing political and regulatory environment. 
They are outlined as follows: 
 

   Sales Growth and Gross Margins 
Due to the varied growth potential of TASR’s two segments, growth rates and 
gross margins were forecasted separately for the Taser Weapons and EV 
segments. Robust growth is projected for the EV segment due to the increased 
number of new orders for AXON cameras as well as EVIDENCE.com 
contracts (Appendix 9). The recent sales spike in this segment is likely to 
continue, and we see the Weapon’s segment to continue its double-digit growth 
over the next six years.  
 
As per our fundamental analysis, it would take a 6-year CAGR of 25.76% to 
justify the January 21, 2015 share price of $26.80 (Table 10), which would mean 
robust growth for both the EV and Taser Weapons segments. Margins for the 
TW segment would have to improve slightly and the EV segment should be 
able to reduce costs per contract as their user base grows, leading to much 
better margins than its current 23% (Table 11 and Appendix 4). To reach 
market price of $26.80, one would need to assume margins improving to 
almost 50% for EV and almost 70% for Taser Weapons. Considering intense 
competition in the cloud and video space, these Gross Margins seem unlikely 
and lead us to conclude that the stock is overvalued.  

 
Residual Growth Rates 
TASR is in a position to leverage its relationships with agencies across the 
world. We therefore assumed a long-term growth rate of 3%, slightly above 
projected real GDP growth. This reflects the fact that CEWs will need 
upgrades, cameras need replacements, and EVIDENCE.com will provide 
consistent subscription revenue.  The current stock price of $26.80 could be 
supported by a much higher terminal growth rate, which our team sees as too 
optimistic considering high competition for the EV segment and unproven 
success in international CEW sales.  

Share Price/Expected Growth 
  $21.45 $26.80 

6-year CAGR 
(Company 

Wide) 
19.53% 25.76% 

6-year CAGR 
(EV) 45.80% 58.05% 

6-year CAGR 
(TW) 14.82% 19.00% 

Cost of Equity 

Risk Premium 5.78% 

Risk Free Rate 1.87% 

Beta 0.966 

Cost of Equity 7.45% 

Share Price/Average Gross Margin 
  $21.45 $26.80 

6-year GM % 
(Company 

Wide) 
61.77% 66.12% 

6-year GM % 
(EV) 38% 45% 

6-year GM % 
(TW) 67% 71% 

Source: Team estimates 
 
Source: Team estimates 

 
 

 

Source: Team estimates 
 
Source: Team estimates 

Table 10 
 
Table 10 

Source: Team estimates 
 
Source: Team estimates 

Table 11 
 
Table 11 

Table 12 
 
Table 12 

Source: Team estimates 
 
Source: Team estimates 

Source: Team estimates 
 
Source: Team estimates 

Table 9 
 
Table 9 
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CAPEX and Depreciation 
There will be an increased need for Capital Expenditures as TASR introduces 
new products and services.  Due to the almost full depreciation of some 
equipment and furniture, as well as the total outsourcing of the database and 
cloud services of EVIDENCE.com, the property and equipment balance has 
decreased as depreciation has exceeded CAPEX over the past few years. This is 
not sustainable as equipment approaches the end of its useful life, and will need 
reinvestment capital to continue operations.   
 
WACC 
TASR has no debt, so the WACC computation is simply its cost of equity. We 
used a risk free rate of 1.87% (the current 10-year treasury yield), a beta of 0.966 
(using a three-year regression of TASR’s returns on the S&P 500 index, 
confirmed by Bloomberg), and a market risk premium of 5.78% (Damodaran). 
This yielded a cost of capital of 7.45% (Table 13). 
 
Multiples Analysis 
TASR is also overvalued on a peer basis. Our relative valuation yielded a share 
price of $18.95, which we gave a 25% weight in our valuation. Because of 
TASR’s monopoly on the CEW market, there are no similar publicly traded 
peers. Additionally, there are few publicly traded companies in the body-worn 
camera market. We were able to compare TASR to a few companies, broken 
down by product type, using relevant multiples (Appendix 7). We chose to value 
the EV and Taser Weapons separately and weight them according their projected 
share of revenue because of the different fundamentals and growth prospects for 
those two segments. 
 
TASR’s weapons segment command’s a premium to more established weapons 
companies like General Dynamics and Alliant Techsystems, while its EV segment 
command’s a premium to other on-body camera providers such as Digital Ally 
and Panasonic because it currently has a dominant position in this market. The 
market has rewarded this over the past 6 months, with Taser’s P/E ratio trading 
on average 147% higher than competitors and its P/S trading on average 406% 
higher than competitors (Table 14 and Appendix 7).  Taser’s current P/E of 
69.24 and P/S of 8.97 are trading at above average premiums that are not backed 
by fundamentals.  
 
Given its PEG ratio of 2.16 and current P/E of 69.23, there is an implied growth 
rate of 32% We do not foresee revenue or profit growth at this pace over the 
next year. TASR is overvalued on almost every metric in comparison to peers, 
with the exception of GoPro (which has a broader and potentially more 
profitable target market). 

Calculation of WACC 
  Percent Weighting 

Cost of 
Equity 7.32% 100% 

Cost of 
Debt (No Debt) 

WACC= 7.32% 

  % of business (expectation)* 6-month Average PE 6-month Average P/S 
Weapons 70% 14.04 1.11 

Video  30% 78.94 2.55 
Weighted 
Average 100% 33.51 1.54 

  Average Historic Taser Premium 147% 406% 
  Expected Taser Ratio 49.21 6.26 
  Expected Share Price 19.19 18.72 
  Equally Weighted Average Share Price 18.95 

Table 13 
 
Table 13 

Source: Team estimates 
 
Source: Team estimates 

0
20
40
60
80

100
120
140
160

Average P/E (6-months)

0.00
1.00
2.00
3.00
4.00
5.00
6.00
7.00

Average P/S (6-months)

Figure 8 
 
Figure 8 

Figure 9 
 
Figure 9 

Table 14 
 
Table 14 

Source: Bloomberg 
 

Source: Bloomberg 

Source: Bloomberg 
 

Source: Bloomberg 

Source: Bloomberg and Team Estimates  
 
Source: Bloomberg and Team Estimates  

Appendix 1



                                            Investment Research: TASR Valuation | 9 

 
 
Financial Analysis 
Core Weapons Segment Providing Steady Returns 
TASR’s weapons segment is seen as providing steady, long-term returns. We 
projected revenue growth of 20% for the fiscal year 2014 and 17% per year until 
2019 (Figure 10).  This is based on our assumption that TASR will penetrate 
international markets and find success with their AXON body cameras 
domestically.  TASR’s ROA and ROE are expected to remain relatively constant 
(without taking into account any future buybacks with its excess cash), and other 
financial metrics will stay consistent or improve over the next five years 
(Appendix 8). 
 
EVIDENCE.com and Video Segment Providing Robust Growth 
We see growth of 65% in 2014 and 70% in 2015 for this segment, though this 
high growth is unsustainable in the long term (Figure 11). This high growth is 
based on the analysis of orders that will hit the books at this time, as well as 
renewed interest in on-body cameras after the recent decision in the Ferguson 
trial. This segment may eventually become the size of TASR’s weapons segment, 
but we foresee it becoming 30% of the business by 2019.  
 
Sound Margins 
Margins are expected to remain relatively constant over the next 5 years because 
of the lower margins provided by TASR’s expanding EVIDENCE.com and 
video segment (Figure 12). As consumer base expands, we see this segment 
increasing margins to around 50%, based on current Software as a Service (SaaS) 
models as well as the fact that much of the segment’s revenue still comes from 
the physical product (AXON cameras). We see the weapons segment to continue 
to reduce its cost of products sold to 33% due to its ability to fine tune 
production and use increased volume from overseas sales to reduce materials 
cost. This leads us to a Net Profit Margin (PM) of 14.84% for 2014 (Figure 13). 
An added risk includes the recent shift to lean operations, which will test the 
company’s production efficiency.  
 
Returns to Shareholders 
TASR has engaged in multiple stock buybacks over the past few years. We 
foresee TASR initiating another program to return cash to shareholders, whether 
in the form of a buyback or a cash dividend. This is almost impossible to predict, 
so it is not factored into our analysis. At TASR’s current over-valuation, 
management may find it more prudent to postpone it’s in a dividend in the 
coming five years.  
 
Uncertainty Around Video Segment and International Growth  
There is tremendous uncertainty around the acceptance of both on-body video 
cameras in the U.S. and the CEWs in foreign countries. The financial impact of 
any enhanced regulation or scrutiny would be huge. As of now, we view TASR as 
a “news” stock, with investors distracted from the financial analysis seen above. 
Based on fundamental analysis and current price levels, the risk versus reward 
does not justify such a price premium.  Our financial analysis returns a price that 
reflects the company’s fundamental growth before the recent spikes in the news.  
Following are TASR’s six-month historical stock price in relation to news 
headlines. 
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Headlines during above price movements: 

1) Taser Gains on Police Camera Demand after Missouri Shooting 
2) White House Seen Seeking $200M for Policing and Body Cameras 
3) Digital Ally, Taser Gain Pre-Market Amid Body Camera Funding of 

$75M Over Three Years by the Obama Administration 
4) LA Police to Wear Body Cameras Financed by Spielberg, CEOS 
5) French Police Use TASER on Little Monkey on a Chocolate-Induced 

Rampage 
 
Investment Risks  
TASER faces numerous industry risks due to its international presence in 
allocation to the Defense Products and Services Industry.  These risks include: 

1. Acceptance of products by LEAs, at all levels, both domestic and 
international 

2. The success of cloud-based service sales is dependent on the success of 
the business model integration with LEAs  

3. Rapid technological change and competing products 
4. Most end-user customers are subject to budgetary and political 

constraints that may delay or prevent sales 
5. Municipal government funding rules could allow customers to cancel 

contracts in the future 
6. Patent rights in foreign markets can only be protected in jurisdictions that 

TASR’s patents have been granted 
7. Government regulations to CEWs may affect target markets and sales  
8. There are additional, unique regulatory and political challenges presented 

by international markets  
 
Company-Specific Risks 
TASR faces numerous company-specific risks due to the diversity of its product 
and service selections, and its close relationship with LEAs.  These risks include: 

1. High dependence on sales of CEW X26, X26P, and X2 models 
2. Delays in product development schedules can adversely affect revenues 

(especially for EVIDENCE.com, as it is often reconfigured depending on 
the needs of a specific LEA) 

Figure 14 
 
Figure 14 

6-Month TASR Price Chart 
 

6-Month TASR Price Chart 
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3. Reputational damage and sales loss with product defects or litigation 
highlighted by the media, which might result in higher costs 

4. Security measures with the emergence of EVIDENCE.com as a data 
source 

 
Corporate Governance  
Separate Nominating and Corporate Government, Compensation, and Audit 
Committees coexist to ensure the ethical soundness and accuracy of decisions 
made by the Board of Directors.  Based on these committees’ recommendations 
in their respective areas, shareholders are entitled to one vote per owned share to 
approve or deny these recommendations, which may include elections of 
nominees to the Board of Directors, changes in compensation structure, and 
appointments of independent accounting firms.    
 
Shareholding Structure 
The shareholding structure of TASR shows that the management and insiders 
own a very small share of the company (2%) while the majority of the 
shareholding (76%) is owned by institutional and mutual fund investors. 
  
Insider Trading Activity 
A review of the past 6 months’ insider trading activity shows a primary focus on 
selling shares, which has resulted in a 14% decrease in shares held by the insiders. 
 
Schedule 14(A) Proxy Statement Overview 
Executives are compensated in compliance with the company’s compensation 
philosophy: to attract and retain the most qualified individuals, to link 
compensation to executive performance, and to reward long-term strategic 
management and increases in shareholder value.  As a performance-based 
compensation strategy, cash incentives (new to 2014, previously being 
performance-based Restricted Stock Units) are awarded with surpassing 
benchmarks related to bookings growth, revenue growth, and international sales. 

 

Social Responsibility 
TASR imports most of the minerals (referred to as “conflict minerals”) necessary 
to produce CEW weapons from the Democratic Republic of the Congo 
(“DRC”). TASR is committed to ensuring that minerals supplied from this area 
come from mines that are not abusing their labor force and are not damaging the 
environment.  In effort to ensure that its supply chain is complaint with high 
ethical standards, TASR is in the process of tracking the origins of its minerals 
used to produce its CEWs.   
 
Summary 

We recommend a SELL for Taser International, Inc. After weighting our 
Discounted Cash Flow at 75% and Multiples Valuation at 25%, we believe the 
value of the stock to correct in the coming 1-year horizon, to a target price of 
$20.82. 
 
 
 
 
 
 
 
 

Insider 
Trading 
Activity - 

Past 6 
Months 

Shares Transaction 

Purchases N/A 0 

Sales 199,100 2 

Net 
Shares 

Purchased 
(sold) 

(199,100) 2 

Total 
Insider 
Shares 
Held 

 1.21M  N/A 

% Net 
Shares 

Purchased 
(sold) 

(14%) N/A 

Conflict Minerals 
Tin 

Tungsten 

Tantalum 

Gold 

Source: Yahoo Finance 

 
Source: Yahoo Finance 

2%

76%

22%

Shareholding 
Insiders and 5% Owners

Institutional & Mutual
Fund Owners
Non-Institutional &
Mutual Fund Owners

Source:  Company website 

 
Source:  Company website 
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The author(s), or a member of their household, of this report does not hold a financial interest in the securities of this company.  
The author(s), or a member of their household, of this report does not know of the existence of any conflicts of interest that might bias the 
content or publication of this report. 
Receipt of compensation:  
Compensation of the author(s) of this report is not based on investment banking revenue.  
Position as a officer or director:  
The author(s), or a member of their household, does not serve as an officer, director or advisory board member of the subject company.  
Market making:  
The author(s) does not act as a market maker in the subject company’s securities.  
Disclaimer:  
The information set forth herein has been obtained or derived from sources generally available to the public and believed by the author(s) to be reliable, 
but the author(s) does not make any representation or warranty, express or implied, as to its accuracy or completeness. The information is not intended 
to be used as the basis of any investment decisions by any person or entity. This information does not constitute investment advice, nor is it an offer or a 
solicitation of an offer to buy or sell any security. This report should not be considered to be a recommendation by any individual affiliated with CFA 
Society of Phoenix, CFA Institute or the CFA Institute Research Challenge with regard to this company’s stock. 
 
 
 
 
 
 
 

 
 
 
 

CFA Institute Research Challenge 
 
 
 
  

Appendix 1



                                            Investment Research: TASR Valuation | 13 

Appendix 
 
 

Appendix 1: Income Statement 
 

  

  
              

In US $, thousands 2012 2013 2014F 2015F 2016F 2017F 2018F 2019F 
TASER Weapons (TW) segment revenues 109,055 127,474 152,969 178,973 209,399 244,997 286,646 335,376 
EVIDENCE.com & Video (EV) segment revenues 5,698 10,357 17,089 29,051 46,482 74,372 111,557 145,025 
Total net sales 114,753 137,831 170,058 208,025 255,881 319,368 398,204 480,401 
TW cost of products sold 39,350 44,025 50,480 59,061 69,102 80,849 94,593 110,674 
EV cost of products sold & services delivered 7,688 7,963 12,817 20,336 30,213 44,623 55,779 72,512 
Total cost of products sold                                  
and services delivered 47,038 51,988 63,296 79,397 99,315 125,472 150,372 183,186 
Gross Profit 67,715 85,843 106,761 128,628 156,566 193,896 247,832 297,214 
Operating expenses:                 
Sales, general and administrative 39,086 46,584 56,119 68,648 84,441 105,392 131,407 158,532 
Research and development 8,139 9,888 11,904 12,481 12,794 15,968 19,910 24,020 
Litigation judgments (recoveries) -2,200 1,450 0 0 0 0 0 0 
(Gain) loss on write down / disposal of property and 
equipment, net 161 -27 0 0 0 0 0 0 
Total operating expenses 45,186 57,895 68,023 81,130 97,235 121,360 151,317 182,552 
Income (loss) from operations (EBIT) 22,529 27,948 38,738 47,498 59,331 72,537 96,514 114,662 
Interest and other income, net 83 86 89 91 94 97 100 103 
Income (loss) before provision (benefit) for 
income taxes (EBT) 22,612 28,034 38,827 47,589 59,425 72,633 96,614 114,765 
Provision (benefit) for income taxes 7,874 9,790 13,589 16,656 20,799 25,422 33,815 40,168 
Net income (loss) 14,738 18,244 25,237 30,933 38,626 47,212 62,799 74,597 
                  
EPS                 
Weighted average shares outstanding—basic 53,827 51,880 53,313 53,846 54,385 54,928 55,478 56,032 
Dilutive effect of stock-based awards 896 2,272 2,499 2,749 3,024 3,326 3,659 4,025 
Diluted weighted average shares outstanding 54,723 54,152 55,812 56,595 57,409 58,255 59,137 60,057 
Basic EPS 0.27 0.35 0.47 0.57 0.71 0.86 1.13 1.33 
Diluted EPS 0.27 0.34 0.45 0.55 0.67 0.81 1.06 1.24 
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Appendix 2: Consolidated Balance Sheet 

 
  

In US $, thousands 2012 2013 2014F 2015F 2016F 2017F 2018F 2019F 
Current assets: 

        Cash and cash equivalents $36,127  $42,271  $42,796  $77,964  $117,559  $164,266  $226,216  $299,641  
Short-term investments 1,681 9,101 28,000 28,000 28,000 28,000 28,000 28,000 
Accounts and notes 
receivable, net 18,101 22,488 27,746 33,941 41,749 52,107 64,969 78,380 
Inventory, net 10,993 11,109 13,706 16,767 20,624 25,741 32,095 38,720 
Prepaid expenses and other 
current assets 2,755 5,397 6,659 8,146 10,019 12,505 15,592 18,811 
Deferred income tax assets, 
net 9,396 7,101 9,114 9,114 9,114 9,114 9,114 9,114 
Total current assets 79,053 97,467 128,022 173,931 227,065 291,733 375,987 472,666 
Property and equipment, net 21,952 19,043 17,743 16,978 16,737 16,934 17,400 18,174 
Deferred income tax assets, 
net 11,606 13,679 18,988 18,297 18,297 18,297 18,297 18,297 
Intangible assets, net 3,317 3,317 3,357 3,357 3,357 3,357 3,357 3,357 
Goodwill, net 0 2,235 2,235 2,235 2,235 2,235 2,235 2,235 
Long-term investments 0 12,023 12,023 12,023 12,023 12,023 12,023 12,023 
Other assets 308 618 618 618 618 618 618 618 
ASSETS 116,236 148,382 182,986 227,439 280,333 345,197 429,917 527,370 
Current liabilities: 

        Accounts payable 6,223 6,221 6,483 7,930 9,755 12,175 15,180 18,314 
Accrued liabilities 7,065 8,840 10,907 13,342 16,411 20,483 25,539 30,811 
Current portion of deferred 
revenue 4,287 6,878 8,486 10,381 12,769 15,937 19,871 23,973 
Customer deposits 500 1,154 1,424 1,742 2,142 2,674 3,334 4,022 
Current portion of capital 
lease payable 34 36 38 40 0 0 0 0 
Total current liabilities 18,109 23,129 27,338 33,435 41,077 51,269 63,925 77,120 
Deferred revenue, net of 
current portion 7,836 13,341 19,986 24,448 30,072 37,534 46,799 56,459 
Liability for unrecognized tax 
benefits 2,903 3,122 1,800 1,800 1,800 1,800 1,800 1,800 
Long-term deferred 
compensation 0 376 376 376 376 376 376 376 
Long-term portion of capital 
lease payable 103 67 39 0 0 0 0 0 
Total liabilities 28,951 40,035 49,539 60,059 73,326 90,979 112,900 135,755 
Stockholders' equity: 

        Common stock 1 1 1 1 1 1 1 1 
Additional paid-in capital 111,661 139,424 161,729 164,729 165,729 165,729 165,729 165,729 
Treasury stock, at cost  

(67,203) 
 

(92,203) 
 

(114,645) 
 

(114,645) 
 

(114,645) 
 

(114,645) 
 

(114,645) 
 

(114,645) 
Retained earnings 42,883 61,127 86,364 117,297 155,924 203,135 265,935 340,532 
Accumulated other 
comprehensive loss -57 -2 -2 -2 -2 -2 -2 -2 
Total stockholders' equity 87,285 108,347 133,447 167,380 207,007 254,218 317,018 391,615 
LIABILITIES AND 
EQUITY 116,236 148,382 182,986 227,439 280,333 345,197 429,917 527,370 
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Appendix 3: Cash Flow Statement 

  

In US $, thousands 2012 2013 2014F 2015F 2016F 2017F 2018F 2019F 

Cash flows from operating activities: 

        Net income (loss) $14,738  $18,244  25,237 30,933 38,626 47,212 62,799 74,597 
Adjustments to reconcile net income (loss) to net 

cash provided by operating activities: 

        Depreciation and amortization  6,519   5,131   4,300   4,515   4,741   4,978   5,227   5,488  
(Gain) loss on write down / disposal of property and 
equipment, net  161   (27)  -   -   -   -   -   -  
Loss on disposal of intangibles  195   168   -   -   -   -   -   -  
Bond premium amortization  29   289   675   -   -   -   -   -  
Provision (recovery) for doubtful accounts  (242)  24   143   175   215   269   335   404  
Provision for excess and obsolete inventory  554   595   20   -   -   -   -   -  
Provision for warranty  527   1,001   517   517   517   517   517   517  
Stock-based compensation expense  3,422   4,340   5,000   3,000   1,000   -   -   -  
Deferred income taxes  1,683   621   -   -   -   -   -   -  
Provision for unrecognized tax benefits  920   219   (1,322)  -   -   -   -   -  
Excess tax benefit from stock-based compensation  (4,713)  (6,797)  (5,849)  -   -   -   -   -  
Change in assets and liabilities: 

        Accounts and notes receivable  (6,080)  (4,411)  (5,258)  (6,195)  (7,808)  (10,358)  (12,862)  (13,411) 
Inventory  (62)  (711)  (2,597)  (3,060)  (3,857)  (5,117)  (6,354)  (6,625) 
Prepaid expenses and other current assets  177   (569)  (1,262)  (1,487)  (1,874)  (2,486)  (3,087)  (3,219) 
Accounts payable and accrued liabilities  4,433   5,559   2,329   3,882   4,894   6,492   8,062   8,405  
Deferred revenue 4,169 8,096 8,253 6,357 7,280 9,844 12,347 12,841 
Customer deposits 87 654 270 318 401 532 660 688 
Net cash provided by operating activities 26,517 32,426 30,456 38,956 44,135 51,882 67,643 79,686 

Cash flows from investing activities: 

        Purchases of investments 
 (6,242) 

 
(29,112) 

 
(28,000) 

 
(28,000)  (28,000)  (28,000)  (28,000)  (28,000) 

Proceeds from call / maturity of investments  9,640   9,380   9,101   28,000   28,000   28,000   28,000   28,000  
Purchases of property and equipment  (1,334)  (1,783)  (2,960)  (3,750)  (4,500)  (5,175)  (5,693)  (6,262) 
Proceeds from disposal of fixed assets  46   34   -   -   -   -   -   -  
Purchases of intangible assets  (429)  (323)  (40)  -   -   -   -   -  
Business acquisition, net of cash acquired  -   (1,258)  -   -   -   -   -   -  
Net cash (used in) provided by investing activities 

 1,681  

 

(23,062) 

 

(21,899)  (3,750)  (4,500)  (5,175)  (5,693)  (6,262) 

Cash flows from financing activities: 

        Repurchase of common stock  
(19,996) 

 
(25,000) 

 
(22,442)  -   -   -   -   -  

Proceeds from options exercised  1,929   15,357   8,597   -   -   -   -   -  
Payroll tax payments for net-settled stock awards  -   (309)  -   -   -   -   -   -  
Payments on capital lease obligation  (9)  (34)  (36)  (38)  (40)  -   -   -  
Excess tax benefit from stock-based compensation  4,713   6,797   5,849   -   -   -   -   -  
Net cash used in financing activities  

(13,363)  (3,189)  (8,032)  (38)  (40)  -   -   -  

Effect of exchange rate changes on cash and cash 
equivalents  (9)  (31)  -   -   -   -   -   -  
Net increase (decrease) in cash and cash equivalents  14,826   6,144   525   35,168   39,595   46,707   61,950   73,424  
Cash and cash equivalents, beginning of year  21,301   36,127   42,271   42,796   77,964   117,559   164,266   226,216  
Cash and cash equivalents, end of year $36,127  $42,271  $42,796  $77,964  $117,559  $164,266  $226,216  $299,641  
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Appendix 4: Common-Sized Income Statement 
 

 
 
 
 
 
 
 
 
 
 
  

In US $, thousands 2012 2013 2014F 2015F 2016F 2017F 2018F 2019F 
TASER Weapons (TW) segment revenues 95.0% 92.5% 90.0% 86.0% 81.8% 76.7% 72.0% 69.8% 
EVIDENCE.com & Video (EV) segment revenues 5.0% 7.5% 10.0% 14.0% 18.2% 23.3% 28.0% 30.2% 
Total net sales 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
TW cost of products sold 34.3% 31.9% 29.7% 28.4% 27.0% 25.3% 23.8% 23.0% 
EV cost of products sold & services delivered 6.7% 5.8% 7.5% 9.8% 11.8% 14.0% 14.0% 15.1% 
Total cost of products sold and services delivered 41.0% 37.7% 37.2% 38.2% 38.8% 39.3% 37.8% 38.1% 
Gross Profit 59.0% 62.3% 62.8% 61.8% 61.2% 60.7% 62.2% 61.9% 
Operating expenses: 

        Sales, general and administrative 34.1% 33.8% 33.0% 33.0% 33.0% 33.0% 33.0% 33.0% 
Research and development 7.1% 7.2% 7.0% 6.0% 5.0% 5.0% 5.0% 5.0% 
Litigation judgments (recoveries) -1.9% 1.1% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
(Gain) loss on write down / disposal of property and 
equipment, net 0.1% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Total operating expenses 39.4% 42.0% 40.0% 39.0% 38.0% 38.0% 38.0% 38.0% 
Income (loss) from operations (EBIT) 19.6% 20.3% 22.8% 22.8% 23.2% 22.7% 24.2% 23.9% 
Interest and other income, net 0.1% 0.1% 0.1% 0.0% 0.0% 0.0% 0.0% 0.0% 
Income (loss) before provision (benefit) for income 
taxes (EBT) 19.7% 20.3% 22.8% 22.9% 23.2% 22.7% 24.3% 23.9% 
Provision (benefit) for income taxes 6.9% 7.1% 8.0% 8.0% 8.1% 8.0% 8.5% 8.4% 
Net income (loss) 12.8% 13.2% 14.8% 14.9% 15.1% 14.8% 15.8% 15.5% 
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Appendix 5: Common-Sized Balance Sheet 
 

   
  

as % of assets 2012 2013 2014F 2015F 2016F 2017F 2018F 2019F 
Cash and cash equivalents 31% 28% 23% 34% 42% 48% 53% 57% 
Short-term investments 1% 6% 15% 12% 10% 8% 7% 5% 
Accounts and notes receivable, net 16% 15% 15% 15% 15% 15% 15% 15% 
Inventory, net 9% 7% 7% 7% 7% 7% 7% 7% 
Prepaid expenses and other current assets 2% 4% 4% 4% 4% 4% 4% 4% 
Deferred income tax assets, net 8% 5% 5% 4% 3% 3% 2% 2% 
Total current assets 68% 66% 70% 76% 81% 85% 87% 90% 
Property and equipment, net 19% 13% 10% 7% 6% 5% 4% 3% 
Deferred income tax assets, net 10% 9% 10% 8% 7% 5% 4% 3% 
Intangible assets, net 3% 2% 2% 1% 1% 1% 1% 1% 
Goodwill, net 0% 2% 1% 1% 1% 1% 1% 0% 
Long-term investments 0% 8% 7% 5% 4% 3% 3% 2% 
Other assets 0% 0% 0% 0% 0% 0% 0% 0% 
ASSETS 100% 100% 100% 100% 100% 100% 100% 100% 
Current liabilities: 

        Accounts payable 5% 4% 4% 3% 3% 4% 4% 3% 
Accrued liabilities 6% 6% 6% 6% 6% 6% 6% 6% 
Current portion of deferred revenue 4% 5% 5% 5% 5% 5% 5% 5% 
Customer deposits 0% 1% 1% 1% 1% 1% 1% 1% 
Current portion of capital lease payable 0% 0% 0% 0% 0% 0% 0% 0% 
Total current liabilities 16% 16% 15% 15% 15% 15% 15% 15% 
Deferred revenue, net of current portion 7% 9% 11% 11% 11% 11% 11% 11% 
Liability for unrecognized tax benefits 2% 2% 1% 1% 1% 1% 0% 0% 
Long-term deferred compensation 0% 0% 0% 0% 0% 0% 0% 0% 
Long-term portion of capital lease payable 0% 0% 0% 0% 0% 0% 0% 0% 
Total liabilities 25% 27% 27% 26% 26% 26% 26% 26% 
Stockholders' equity: 0% 0% 0% 0% 0% 0% 0% 0% 
Common stock 0% 0% 0% 0% 0% 0% 0% 0% 
Additional paid-in capital 96% 94% 88% 72% 59% 48% 39% 31% 
Treasury stock, at cost -58% -62% -63% -50% -41% -33% -27% -22% 
Retained earnings 37% 41% 47% 52% 56% 59% 62% 65% 
Accumulated other comprehensive loss 0% 0% 0% 0% 0% 0% 0% 0% 
Total stockholders' equity 75% 73% 73% 74% 74% 74% 74% 74% 
LIABILITIES AND EQUITY 100% 100% 100% 100% 100% 100% 100% 100% 
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Appendix 6: DCF Analysis 
  

DCF Valuation 
                    

 
2012 2013 2014F 2015F 2016F 2017F 2018F 2019F   

EBIT 22,529 27,948 38,738 47,498 59,331 72,537 96,514 114,662   

EBIT(1 - Tax Rate*) 14,684 18,188 25,180 30,874 38,565 47,149 62,734 74,530   

Stock-based compensation expense 3,422 4,340 5,000 3,000 1,000 0 0 0   

Deprecation & Amortization 6,519 5,131 4,300 4,515 4,741 4,978 5,227 5,488   

Operating Cash Flow 24,625 27,659 34,480 38,389 44,306 52,127 67,961 80,018   

CAPEX -1,763 -3,364 -3,000 -3,750 -4,500 -5,175 -5,693 -6,262   

+/- changes in NWC* -4,071 -4,505 -7,593 -7,807 -9,841 
-

13,055 
-

16,211 -16,902 Terminal 

Free Cash Flow 18,791 19,790 23,886 26,831 29,965 33,896 46,057 56,854  58,560  

Period 0 0 0 1 2 3 4 5  5  

PV Using Calculated WACC  18,791 19,790 23,886 24,970 25,952 27,321 34,548 39,688  891,169.68  
                    

Total PV of Cash Flows: 
 

1,043,649    
Sensitivity Analysis Matrix   

Less Debt (Net Cash)  (82,819)       Terminal Growth Rate   

FCF available for Equity ($mil) 
 

1,126,468      
 

$21.45  2.0% 3.0% 4.0% 5.0%   

Shares Outstanding (mil) 52,520   

W
A

C
C

 

5.5% 
 

$28.73  
 

$38.55  
 

$61.92  
 

$189.16    

Price per Share  $21.45    6.5% 
 

$22.37  
 

$27.53  
 

$36.90   $59.19    

Current Market Price Per Share  $26.80    7.5% 
 

$18.35  
 

$21.46  
 

$26.39   $35.33    

% Overvalued -20.0%   8.5% 
 

$15.58  
 

$17.63  
 

$20.61   $25.31    

    
 

9.5% 
 

$13.56  
 

$15.00  
 

$16.96   $19.80    
Key Assumptions for PV: 

   
            

WACC 7.45%                 

Terminal Growth 3.00%                 

                    *Tax rate = 35% (past two years) 

 
*Tax rate = 35% (past two years) 
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Appendix 7: Multiples Analysis 

 

  

Company 6-month Average PE 6-month Average P/S 
TASR 49.21 6.26 
PCRFY 22.51 0.41 
DGLY - 2.00 
GPRO 135.37 5.25 
ATK 10.36 0.76 
GD 17.71 1.46 

Ticker Name Market Cap P/E PEG P/EBITDA 
CAGR (5 

yr) 
P/S ROE 

TASR 

TASER INTERNATIONAL 

INC 1.41B 69.24 2.16 34.98 13.73% 8.97 20.70% 

PCRFY PANASONIC CORP- ADR 27.83B 16.83 0.55 4.81 1.48% 0.4 2.10% 
DGLY DIGITAL ALLY INC 35.8M - - - -3.97% 1.82 -130.95% 
GPRO GOPRO INC 6.43B 106.55 1.38 36.79 N/A 4.13 - 
ATK ALLIANT TECHSYSTEMS INC 3.99B 10.55 0.91 5.16 1.06% 0.77 19.61% 
GD GENERAL DYNAMICS CORP 46.03B 18.63 2 11.09 0.08% 1.54 18.17% 
  Industry Average 21.69B 30.82 1.26 11.69 2.51% 1.67 13.40% 

  % of business (expectation)*** 6-month Average PE 6-month Average P/S 
Weapons* 70% 14.04 1.11 
Video** 30% 78.94 2.55 

Weighted 
Average 100% 33.51 1.54 

  Average Historic Taser Premium**** 147% 406% 
  Expected Taser Ratio 49.21 6.26 
  Expected Share Price***** 19.19 18.72 

  Equally Weighted Average Share Price 18.95 

*The "Weapons" comparable companies include GD and ATK 
**The "Video" comparable companies include PCRFY, DGLY, and GPRO 
***We expect Tasers EV segment to become 30% of it’s business in 4-6 years 
****Calculated by dividng Taser's 6-month average P/E and P/S by peer 6-month weighted average P/E and P/S ratios  
*****Calculated by taking Taser's expected P/E and P/S and multiplying by TTM earnings and sales per share, respectively 
 
 
*The "Weapons" comparable companies include GD and ATK 
**The "Video" comparable companies include PCRFY, DGLY, and GPRO 
***We expect Tasers EV segment to become 30% of it’s business in 4-6 years 
****Calculated by dividng Taser's 6-month average P/E and P/S by peer 6-month weighted average P/E and P/S ratios  
*****Calculated by taking Taser's expected P/E and P/S and multiplying by TTM earnings and sales per share, respectively 
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Appendix 8: Financial Analysis 

  

 
2012 2013 2014F 2015F 2016F 2017F 2018F 2019F 

Liquidity Ratios 
        Current Ratio 4.37 4.21 4.68 5.20 5.53 5.69 5.88 6.13 

Quick Ratio 3.09 3.19 3.60 4.18 4.56 4.77 4.99 5.26 
Cash Ratio 1.99 1.83 1.57 2.33 2.86 3.20 3.54 3.89 

         Efficiency Ratios 
        Asset Turnover  1.04 1.04 1.03 1.01 1.01 1.02 1.03 1.00 

NWC Turnover 5.00 5.49 5.46 5.35 5.36 5.40 5.40 5.32 
A/R Turnover 7.68 6.79 6.77 6.74 6.76 6.81 6.80 6.70 
Days Sales Outstanding 47.55 45.40 42.44 40.13 38.19 36.52 35.18 34.26 

         
         Profitability Ratios 

        Gross Profit Margin 59.0% 62.3% 62.8% 61.8% 61.2% 60.7% 62.2% 61.9% 
EBIT Margin 19.6% 20.3% 22.8% 22.8% 23.2% 22.7% 24.2% 23.9% 
EBITDA Margin 25.3% 24.0% 25.3% 25.0% 25.0% 24.3% 25.5% 25.0% 
Net Profit Margin 12.8% 13.2% 14.8% 14.9% 15.1% 14.8% 15.8% 15.5% 
ROA 13.3% 13.8% 15.2% 15.1% 15.2% 15.1% 16.2% 15.6% 
ROE 17.4% 18.7% 20.9% 20.6% 20.6% 20.5% 22.0% 21.1% 

         Solvency Ratios 
        Taser has no debt and we do not foresee any need for leverage in the near future 
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Appendix 9: Taser Orders 

 

 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

Chula Vista Police Department (CA): 118 AXON body cameras with five years of EVIDENCE.com 
and TASER Assurance Plan 
Pueblo Police Department (CO): 113 AXON body cameras with five years of EVIDENCE.com and 
TASER Assurance Plan 
Livermore Police Department (CA): 100 AXON flex cameras with five years of EVIDENCE.com 
Dallas-Fort Worth Int'l Airport (TX): 100 AXON flex cameras with five years of EVIDENCE.com, add-
on order 
Fort Myers Police Department (FL): 42 AXON flex cameras with five years of EVIDENCE.com and 
TASER Assurance Plan 
City of Cocoa Police Department (FL): 42 AXON flex cameras with five years of EVIDENCE.com, 
add-on order 
Poplar Bluff Police Department (MO): 39 AXON body cameras with five years of EVIDENCE.com 
Harrisonburg Police Department (VA): 30 AXON flex cameras with five years of EVIDENCE.com 
Virginia Commonwealth University Police (VA): 25 AXON flex cameras with five years of 
EVIDENCE.com and TASER Assurance Plan 
Los Angeles Policed Department (CA): 3,130 Taser X26P Smart Weapons, 860 AXON flex cameras 
with five years of EVIDENCE.com 
Pasco County Sheriff's Office (FL): 415 AXON Flex cameras and five-years of EVIDENCE.com 
Henrico Police Department (VA): 50 X2s with TASER® Cam™ HD recorders 
Hillsborough County Sheriff's Office (FL): 139 X26Ps, upgrade 
International Order: 250 X2s 
International Order: 692 TASER® X26™ CEWs 
International Order: 59 X26Ps with 59 TASER Cam HD recorders 
Montgomery County Police Department (MD): 250 X2s 
Ontario Provincial Police (ON): 1,879 X2s 
Pennsylvania State Police (PA): 110 X26Ps 
Savannah-Chatham Metro Police Department (GA): 206 X2s, TAP 
Sacramento Police Department (CA): 70 X26Ps 
Texas Department of Public Safety (TX): 120 X26s 
The Port Authority of New York and New Jersey (NY, NJ): 50 X2s with TASER Cam HD recorders 
York Regional Police Service (ON): 185 X2s 
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Eller College of  Management 

Valuation: Taser International, Inc. 

2015 CFA Investment Research Challenge 

Sohaib Ahmad, Ryan Graham, Saleiha Mayer-Marks, Ali Underhill 

Agenda 

• Recommendation'

• Core Business'

• Valuation'

• Risk Analysis'

• Summary'

SELL Recommendation 

Taser International, Inc: TASR 

Ticker TASR 
Market Cap $1.41 B 

PE Ratio 69.26 
P/S Ratio 8.97 
52-Week  

Price Range $10.46-$28.30 
Current Price $26.98 
1-Year Return 50.65% 

•  Aerospace and Defense company  
•  Revolutionized law enforcement 

industry with Conducted Electrical 
Weapons (CEWs) 

•  Two major operating divisions: 
–  Taser Weapons (Weapons) 
–  EVIDENCE.COM & Video 

(Video) 

Recommendation Valuation Risk Analysis Summary Core Business 

Ticker:  NASDAQ: TASR                   Price as of  18 February 2015:  $26.98 
Recommendation:  SELL            12-month Target Price:  $20.82 
Sector:  Industrial Goods, Aerospace & Defense                       Downside:  22.83% 

Key Concerns: 
 
•  High price sensitivity to events 
•  High competition in video segment 
•  Historically low revenues in video 

segment 
•  Uncertain international sales 
•  Fundamental valuation of  company does 

not support current stock price 

'

SELL Recommendation 

Valuation Risk Analysis Summary Valuation Risk Analysis Summary Core Business 

22.83%  
downside 

 

Current Price: $26.98 

Target Price: $20.82 

Recommendation Valuation Risk Analysis Summary 

News-Driven Price Reactions 

1.  Taser Gains on Police Camera 
Demand after Missouri Shooting  

2.  White House Seen Seeking 
$200M for Policing and Body 
Cameras  

3.  Digital Ally, Taser Gain Pre-
Market Amid Body Camera 
Funding of  $75M Over Three 
Years by the Obama 
Administration  

4.  LA Police to Wear Body 
Cameras Financed by Spielberg, 
CEOS  

5.  French Police Use TASER on 
Little Monkey on a Chocolate-
Induced Rampage  

Headlines during price movements: 

Valuation Risk Analysis Summary Core Business Recommendation 
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Valuation Risk Analysis Summary 

Intermittent International Sales 

1.  Intermittent international sales 
2.  Patent protected in only 10 

countries and the EU out of  
the 150 countries in operation 

3.  Taser International’s website is 
only in 5 languages 

4.  Differing laws and regulations 
against using that type of  force 
in each country 

Taser Weaponry Patent-Protected Countries: 

Valuation Risk Analysis Summary Core Business 

Key Concerns: 
!

Recommendation 

Core Business 

Small Business Accelerated Start 

AIR TASER 
founded by Rick 
and Tom Smith 

Changes name to  
Taser International, Inc.  

Becomes a public company 
on NASDAQ, under  

ticker: TASR. 
Opening price: $8.67 

1990 2005 2000 1995 

1993 1998 2001 

Valuation Risk Analysis Summary 

Model 34000 

Initial product launches and key dates 

TASER ECD 

1993 1999 

TASER X26 

2003 

TASER X26c 

2004 

Valuation Risk Analysis Summary Recommendation Core Business 

Mutually Exclusive Business Segments 

Taser Weapons EVIDENCE.COM  
and Video 

•  CEWs 
 
•  Cartridges 

•  International presence 

•  Cloud-based video 
storage service 

 
•  On-body cameras 

•  Domestic presence 

Valuation Risk Analysis Summary Core Business 
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Recommendation 

Monopoly on Stun Gun Market 

Valuation Risk Analysis Summary 

Aerospace and Defense Industry: 
 

Alliant Techsystems (ATK) 
General Dynamics (GD) 

 
 

Other Defense  
Product Manufacturers: 

 
Applied Energetics, Inc. (AERG)  

Mace Security International (MACE) 

International Markets: 
 

CEWs in nearly 150 countries 
 

Only 16% of  net sales attributed 
to international sales 

Core Business 

Competitor Market Cap P/S Ratio 

TASR $1.41 B 8.97 

ATK $3.98 B 0.77 

GD $45.82 B 1.50 

AERG $430.00 K 13.27 

MACE $22.69 M 0.93 

Recommendation Valuation Risk Analysis Summary 

Heavy Competition for Video Segment 

On-body camera 
 price advantage 

Above-average Price to Sales 
ratio, possibly indicating 

overvaluation 

Core Business 

On-Body Camera Competitors 
Competitor Market Cap P/S Ratio 

TASR $1.41 B 8.97 
DGLY $36.04 M 1.83 

Panasonic $28.28 B 0.41 
GPRO $5.98 B 3.39 

On-Body Camera Competitors 
Competitor Price per Camera 

TASR $399.00 
DGLY $795.00 
Vievu $499.00 

Panasonic Not available 

Recommendation 
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Valuation Risk Analysis Summary 

Mixed Outside Influences 

Projected positive performance for Industrials Sector 

Stock price overreaction regarding increased availability 
of  law enforcement on-body cameras 

$75 million increase in Federal Funding for Defense 

Core Business Recommendation Valuation Risk Analysis Summary 

Decreasing Crime Rate 

Since  
2009: 

'

Since  
2012: 

'

-12.3% -4.4% 

Core Business 
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Violent Crime Offenses 

Recommendation 

Valuation and Financial Analysis 

Core Business Risk Analysis Summary Valuation 

Robust Sales Growth 

Robust Sales Growth 
 
 

Uncertainty around: 
 

Video Segment (unsustainable 
high growth) 

 
Intermittent International Sales 
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Recommendation 

Rapid Sales Growth 
!

Driven by Video Segment 
!

Core Business Risk Analysis Summary Valuation 

Optimistic Video Sales Growth 
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Video Growth as % of  Sales 

Recommendation 

Relatively Steady Margins 
!

Core Business Risk Analysis Summary Valuation 

Steady Margins 
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Recommendation 
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Hurt by Video Segment 
!
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Core Business Risk Analysis Summary Valuation 

Steady Margins 

Relatively Steady Margins 

Recommendation 

Weapons 
70% 

Video 
30% 

Core Business Risk Analysis Summary Valuation 

Multiples Analysis Weighting 

Recommendation 

47%!
Historic!
Premium!

306%!
Historic!
Premium!

Core Business Risk Analysis Summary Valuation 

Multiples Analysis Weighting 
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Recommendation 
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TASR' PCRFY' DGLY' GPRO' ATK' GD'

Average P/S (6-months) 

47% 
Historic 
Premium 

306% 
Historic 
Premium 

Core Business Risk Analysis Summary Valuation 

Multiples Analysis Conclusion 
50% Weighting 50% Weighting 

MA= $18.95 per share 
-29.8% below current price of  $26.98 

Recommendation 

Calculation of  WACC 

  Percent Weighting 

Cost of  Equity 7.45% 100% 

Cost of  Debt (No Debt) 

WACC= 7.45% 

Cost of  Equity 

Risk Premium 5.78% 

Risk Free Rate 1.87% 

Beta 0.966 

Cost of  Equity 7.45% 
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Core Business Risk Analysis Summary Valuation 

DCF Assumptions 

Recommendation 

Share Price/Average Gross Margin 
$21.45 $26.98 

6-year GM % 
(Company 

Wide) 
61.77% 66.12% 

6-year GM % 
(EV) 38% 45% 

6-year GM % 
(TW) 67% 71% 

Share Price/Expected Growth 
  $21.45 $26.98 
6-year CAGR 

(Company 
Wide) 

19.53% 25.76% 

6-year CAGR 
(EV) 45.80% 58.05% 

6-year CAGR 
(TW) 14.82% 19.00% 

Core Business Risk Analysis Summary Valuation 

DCF Conclusion 

DCF= $21.45 per share 
-20.5% below current price of  $26.98 

Recommendation 
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DCF: 
$21.45 

Multiples 
Analysis 

$18.95 
$20.82 

Target Price 

Core Business Risk Analysis Summary Valuation 

Target Share Price Conclusion 

Recommendation 

Risk Analysis 

     Company Risk 
      
 
     Market Risk 
      
 
     Regulatory Risk 
 
 
     Upside Risk 
''''

Risk Assessment 

Core Business Risk Analysis Summary Valuation 

Non-
renewal of  
contracts 

Increased 
competition 

for video 

Increased 
competition 
for weapons 

Product 
failures 

'

Product 
malfunction 
'

Limited 
products 

'

Missing 
growth 
targets 

Issues in 
foreign 
markets 

Accelerated 
adoption 

rates 

Recommendation 

 
•  Current market price is 

justifiable only under aggressive 
growth forecasts 

•  25.7% 6-year CAGR required 
to support current stock price 
–  Calculated CAGR: 19.53% 

•  Unlikely to achieve the 
forecasted level of  growth 

Company Risks 

Core Business Risk Analysis Summary Valuation 

Missing Growth Targets 

Missing 
growth 
targets 

Recommendation 

Company Risks 

Product Concentration and Malfunction 

Core Business Risk Analysis Summary Valuation 

•  Limited suite of  core products, 
serving the same customers 

•  Limited sources of  revenue 

•  Negative affect on revenue as 
a result of  disruption in 
product function 
•  Potentially lead to lawsuits 

Recommendation 

Market Risks 

Core Business Risk Analysis Summary Valuation 

Competition and Contract Risks 

 
•  Highly competitive video 

segment'

•  Low competition in weapons 
segment 

•  Nonrenewal of  weapons 
contracts will have a negative 
impact 

'

Recommendation 
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Foreign Market Risks 

Core Business Risk Analysis Summary Valuation 

 
•  Foreign markets present their 

own regulatory and political 
risks 

•  Slow adoption rates in 
foreign markets lead to slower 
realization of  international 
growth 

Regulatory Risks in Foreign Markets 

Recommendation 

Upside Risks 

Core Business Risk Analysis Summary Valuation 

Upside Risks  

 
•  Higher than expected adoption 

rate by LEAs 

•  Increased funding for LEAs 

•  Significant international 
growth 

Recommendation 

 
 
•  Insiders own only 2% of  equity 

•  CEO/Founder has remained 
unchanged since formation of  
company 

•  Insider selling over past 6 months has 
resulted in 14% decrease in insider 
shareholding 

'

2% 

76% 

22% 

Shareholding  
Insiders and 5% Owners 

Institutional & Mutual Fund 
Owners 

Non-Institutional & Mutual Fund 
Owners 

Corporate Governance 

Core Business Risk Analysis Summary Valuation Recommendation 

Summary 

Recommendation: SELL!

'
'
'
'
'
'
'
'
'
'
'
'
'
'
'
'

22.83%  
downside 

 

Current Price: $26.98 

Target Price: $20.82 

Summary 

Core Business Risk Analysis Summary Valuation 

Event-Driven Price Changes 

Overly Optimistic Growth Forecasts 

Heavy Competition with Video Segment 

Recommendation 
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Short Sellers Triple Bets on Taser as Shares
Surge 70%

Sept. 11 (Bloomberg) -- Short sellers are taking aim at Taser International Inc., betting the stock’s 70 percent
rally in less than two months is excessive.

Almost 12 percent of Taser shares have been borrowed and sold to speculate on declines, up from 3.8 percent on
July 17, according to data compiled by Markit Ltd. The stock soared since late July on speculation demand will
increase for police cameras following riots in Ferguson, Missouri, where an officer killed an unarmed teenager.

There’s concern that the stock, now trading at more than 50 times earnings, has reached unsustainable levels,
according to Simon Colvin, a research analyst at London-based Markit. Sturm Ruger & Co., the largest publicly
traded U.S. firearms maker, has also seen increased short selling in the past two months as declining demand for
guns hurt sales.

“Some investors are thinking it’s a high-growth story, but does it warrant such a big increase in share price?”
Colvin said in a phone interview. “The stock is up big over the last month, and people are thinking the share
move might have gotten ahead of itself.”

Steve Tuttle, a spokesman for Taser, did not immediately respond to an e-mail or phone message requesting
comment.

About 6.1 million shares of Taser have been sold short, the highest level since 2010, according to data from
Markit. Short interest was less than 2 million on July 22. The stock added 0.7 percent to $17.86 as of 12:51 p.m.
in New York.

Gun Shorts

Bearish bets make up about 26 percent of Sturm, Ruger & Co. shares, up from 17 percent in late June. The
stock is down almost 30 percent this year and the company missed analysts’ quarterly earnings and revenue
estimates in July.

The death of Michael Brown was part of the national debate in the late summer as President Barack Obama

by Joseph Ciolli and Oliver Renick
9:52 AM MST September 11, 2014

http://www.bloomberg.com/authors/AQf5jv6LyEc/joseph-ciolli
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urged Americans to “step back” from violent clashes between police and protesters. Without any footage of the
shooting, the incident caused community leaders including New York City Public Advocate Letitia James to
call for the implementation of police body cameras.

Analysts are still bullish on Taser. Among the six firms that cover it, four have the equivalent of buy ratings,
including JPMorgan Chase & Co., data compiled by Bloomberg show. The Scottsdale, Arizona-based company
is forecast to report earnings growth of 12 percent for 2014 and 37 percent in 2015, according to analyst
estimates.

Volatility is nothing new for Taser’s stock, according to Brian Ruttenbur, an analyst at Stamford, Connecticut-
based CRT Capital Group LLC. While Taser shares reached a nine-year high in February, the stock was down
almost 50 percent by mid-July.

“The stock tends to spike, and once news slows down, it falls,” Ruttenbur said in a phone interview. “They’re
looking at that and thinking in the next couple of months, all this Ferguson news will subside.”

To contact the reporters on this story: Joseph Ciolli in New York at jciolli@bloomberg.net; Oliver Renick in
New York at orenick2@bloomberg.net

To contact the editors responsible for this story: Lynn Thomasson at lthomasson@bloomberg.net Jeremy Herron
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