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Abstract 
 
Much research has been conducted on the costs and benefits of performing in-depth financial 
statement analysis of individual companies. Myself and three other students from the Eller 
College of Management analyzed Taser International, Inc. (Ticker: TASR) as part of the annual 
CFA Investment Research challenge. This was a time-intensive learning experience, and our 
team placed second in the Southwest region. The question is, was this research worth our time?  
 
This paper assesses the financial knowledge of various college-educated students. A self-
conducted questionnaire revealed that students for the most part do not invest, have mixed 
financial knowledge, and about half would trust a computer to manage their investments. Most 
college students should not be using financial statement analysis due to their lack of experience 
and education in financial topics, and most should consider low-cost investment management 
services.  
 
This study also takes it one step further by analyzing the various alternatives available for those 
looking to invest their money. Although most college students do not have the wherewithal to 
participate in cost efficient buying and selling of individual stocks, there are multiple smartphone 
applications and low-cost investment management services that now provide services once 
reserved for the ultra-wealthy.  
 
 
 
 
 
 
 
 
 
 
 
 
  



Financial Statement Analysis 
 
In order to understand the importance of financial statement analysis, one must understand the 
concept of market efficiency. The efficient market hypothesis essentially states that all 
information is built into stock prices. This means that the individual investor cannot expect to 
“beat the market” by studying and picking stocks based on the financial characteristics of the 
underlying companies. There will be some investors that beat the market because statistically 
some will indeed beat the market, just as there will eventually be a winner of a “paper, rock, 
scissors” championship despite each competitors reliance on luck to win a match. 
 
Today, many argue that the market is “semi-strong form” efficient. This basically means that all 
information except for private information is built into stock prices. Evidence of this would be 
events such as mergers and CEO firings, which can sometimes have a drastic impact on the 
price of a stock. Someone that knows this type of inside information could consistently “beat the 
market”, which violates the all-encompassing efficient market hypothesis. Investors such as 
Warren Buffett and Benjamin Graham by occupation do not believe semi-strong form efficiency 
to be true. In his famous article “The Superinvestors of Graham-and-Doddsville”, Buffett (1984) 
addresses the “luck” factor and argues that value investors have consistently beat the market 
using different tactics, showing that their is something more to the concept of financial statement 
analysis. 
 
This paper does not make a claim that the market is or is not semi-strong form efficient; it simply 
analyzes whether financial statement analysis is relevant to the college-educated student. In 
general, there are three factors to consider in determining whether financial statement analysis 
is worth one’s time: the acquisition cost of information, the trading cost, and the extent of 
outperformance. It does not make sense for one to a buy a stock that is undervalued by $0.50 if 
it costs $0.75 to trade that stock. Additionally, it does not make sense for someone with $5,000 
to devote 50 hours of study to determine that Coca-Cola’s stock is undervalued by $2.00. At 
KO’s current share price of $41 per share, this would allow the investor to earn approximately 
$244, which is equivalent to $4.88 per hour. One can easily argue that this is not worth a college 
student’s time. The sole acquisition cost of information in this hypothetical scenario was time, 
which is a very important, implicit cost to investing. Individuals tend to focus on the costs of 
trading and acquiring analyst reports, but time is probably the most expensive cost of investing. 
 
To see an example of financial statement analysis using projected income statements and DCF 
analysis, refer to Appendix B. This is the financial analysis portion of a research report formed 
by myself and three other students at the Eller College of Management. We spent almost 50 
hours of our time analyzing TASER International, Inc. (TASR), the company that makes the 
well-known TASER stun gun, and also produces the AXON police body camera. After taking 
into consideration qualitative factors and drafting projected income statements, balance sheets, 
and cash flow statements, we determined that TASR was overvalued by about $6 per share. 
Whether our valuation was correct is yet to be determined, but we had conviction in our 
projections and outlook for the company. The real question is, was it worth our time? 
 



Investing is only beneficial if the value generated exceeds the costs, which include time and 
money. In the previous example, the college-educated student would most likely pass on the 
prospect of making $4.88 an hour. But what if this student had $10,000,000 to invest? 
Suddenly, the Coca-Cola trade mentioned above generates a $487,805 return, equal to about 
$9,756 an hour. Is this now worth the college-educated student’s time? Anyone reading this 
paper will simply say “Where do I sign up?” but of course it is not this simple. It is extremely 
difficult to identify these undervalued stocks, and thousands of financial professionals are doing 
this research around the world.  
 
Furthermore, the professionals that perform this research and invest billions of dollars on behalf 
of clients do not perform particularly well. According to Vanguard, 72% of mutual funds 
underperformed the S&P 500 over a 20-year period ending in 2010 (Housel, 2014). This 
number is staggering, and one could wonder how these mutual funds have managed to exist for 
20 years by essentially losing their clients’ money. These “professionals” stay up to date on 
company news, market prices, and macroeconomics indicators. Their knowledge of the markets 
goes above and beyond, yet they still underperform the market. This knowledge and information 
is perceived as valuable to individuals looking for someone to invest their money, but this 
knowledge may be worthless. Rainfall is actually a better predictor of future stock returns than 
GDP growth, although both are pretty poor indicators (Housel, 2014). If there is truly a lack of 
correlation between stock market returns and all this valuable information, why does the 
common investor stick with an underperforming mutual fund for 20 years? 
 
College Student Financial Knowledge 
 
The reason investors continue to allow underperforming managers to invest their money is they 
believe they could not perform better managing it by themselves. This may indeed be true. In a 
2011 Gallup poll, 34% of Americans said gold was the best long-term investment and 17% said 
stocks. Since that time, stocks have gone up 87%, while gold is down 35% (Housel, 2014). 
Additionally, half of college-educated Americans do not understand the basic concepts of 
inflation and compounded returns (Maranjian, 2015). This lack of knowledge is prevalent 
throughout the general population. To further understand the knowledge of the college-educated 
American, the following six investment-related questions were asked in a survey to various 
students. All but two of the 74 respondents were between the age of 18 and 24, and the 
sampling included 39 business majors and 34 non-business majors (mostly from the science 
fields).  The official survey results can be found in Appendix A, while the six investments related 
questions are on the next page. Each question’s results are summarized and graphically 
represented following the survey. 
  



Financial Knowledge Survey 
 
1. 

 
2. 

 
3. 

 
4. 

   
5. 

 
6. 

 
 
 



 
Survey Summary 
As you may have noticed, most of these questions are completely subjective. There is not 
necessarily a right answer, although sometimes there may be a preferred answer. For example, 
question number two asks students where they “believe” is the best place to invest their money. 
In general, the results of the survey were in line with overall expectations. The more interesting 
findings will be detailed below, with the complete results attached in Appendix A.  
 
During 2014, did the stock market (S&P 500) go up or down? 
This question went well for most of the survey group. The answer is yes, since the market has 
risen for each of the past five years. About 90% of business majors were correct, and 68% of 
“other majors” were correct, which consist predominantly of science majors. More interestingly, 
those that claimed to have money invested in the stock market performed just slightly better 
than those that didn’t (81% vs 77%). One would assume that those with money in the stock 
market would have a better gauge on its performance than those that did not.  
 

           
 
 
Which one of these investment vehicles do you believe is the best place to invest your 
money? 
This was a rather difficult question. One could make an argument for each of investment types 
listed, but overall history has shown that it is very difficult to beat the market through active 
management (unless your name is Warren Buffett). The management fees, turnover, and tax 
effects of actively managed funds make them less attractive to the common investor. About one 
quarter of actively managed funds beat the S&P 500 over a 10-year period (Morningstar). 
Although this question was not specific enough for there to be a “correct” answer, one could 
argue that index funds was the best choice and mutual funds was the second best choice. As 
expected, about 75% of business majors chose index funds or mutual funds as their answer. 
Meanwhile, only 23% of other majors chose index or mutual funds, and a whopping 51% had 
“no idea”. Only five participants answered “hedge funds” (no business majors), which is an 
encouraging sign. 
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How much, per year, would you expect to pay someone to manage and invest $1,000,000 
of your money? 
In an attempt to gauge what college students expect to pay for “money-management”, this 
question asked students to pretend they had $1,000,000 to invest. The answer choices were 
given in dollar figures, but one could easily calculate these in percentage terms. In percentage 
terms, the survey was asking students whether they should pay a management fee less than 
0.15% per year, between 0.15% and 0.75% per year, between 0.75% and 1.5% per year, or 
more than 1.5% per year. According to the mixed results below, most expect to pay somewhere 
between 0.75% and 1.5% per year. The average mutual fund charges 1.25% yearly 
(Morningstar), while the average investor in these funds is charged 0.71% due to most funds 
being allocated to lower cost mutual funds (Kinnel, 2014). In this case the average college 
student’s expectation was in line with reality.  
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As you can see below, there was not a huge correlation between expected yearly costs and a 
student’s major. Finance and accounting majors expected to pay lower fees than most, while 
“other” majors were spread across the board. Additionally, a greater number of “other” majors 
expected to pay less than 0.15% per year. 
 

 
 
There was also not much correlation between expected yearly costs and investors. Those who 
do invest did picked the 0.15%-0.75% range in a higher proportion than those that don’t invest. 
This is encouraging, as investors should not pay more than this amount in general. 
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Would you trust a computer program to manage your investments? 
This question leads into the next section of this paper, which analyzes the various computer, or 
“robo-adviser”, investment management services hitting the market. Essentially, an algorithm 
rebalances an individual’s portfolio according to his or her predefined risk characteristics and 
asset weightings. The survey revealed that business majors are more trusting in this new way of 
investing than those in other majors. By fielding questions after the completion of the survey, it 
seems that science and other majors are even distrusting of a human adviser. For this question 
to have more meaning, it may have been useful to ask whether the student would trust a human 
adviser as well. Overall, it seems that the lack of general investment knowledge fuels this lack of 
“trust.”  
 

               
 
 
Have you heard of any of the following investment management applications? Please 
check all that apply. 
It was interesting to note the correlation between those that would trust a computer to manage 
their investments and their awareness of the different robo-advisers on the market. For the most 
part, those that trust a computer program to manage their investments have greater awareness 
of these investment management applications. The graph on the following page shows that a 
great portion of those surveyed, 65%, had not heard of any of these applications. Robinhood, a 
free stock trading app, was the most well known. Wealthfront and FutureAdvisor were also two 
of the better-known services. Overall, the robo-adviser has not infiltrated the college student’s 
vocabulary.  
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Investment Management Services 
 
Not very long ago, an individual wanting to invest had few options. They could attempt to buy 
and sell individual stocks or mutual funds using a “broker”, or they could take the more traveled 
path and simply pay a financial adviser to invest their hard-earned cash for them. The only thing 
wrong with these options was their cost, because people are expensive. Most financial advisers 
charge 1% or more of an individual’s yearly investment balance, and can charge upwards of 
$50 per trade. A newly graduated college student investing $800 per month for 45 years will pay 
about $1,000,000 in cumulative investment management fees, considering a 1% annual fee 
(ignoring trading costs and commission, assuming a 8% annualized return before fees). 
 
Technology has forced fees to come crashing down, forcing many advisers to rethink their 
strategy. It first started with the discount, online brokerages. Now, the “robo-adviser” is 
threatening the traditional adviser’s fee structure. The days of charging 1% every year no matter 
the level of service may be coming to an end. The sections below will describe the various 
investment options, with a focus on the burgeoning “robo-advisers”. 
 
Traditional Advisers 
The traditional adviser, or full-service brokerage, provides more than a way to buy and sell 
securities. Adviser’s can provide tax advice, reassurance, and financial experience. Although 
one could invest in the same securities by themself for much less money, most prefer the help. 
A financial adviser is a personal trainer, therapist, and teacher wrapped into one very expensive 
package. This expense can be worth it if this person cannot stay disciplined and invest 
consistently, just as a personal trainer can be worth the money if it is difficult to get to the gym 
without a person giving you a reason to be there. 
 
Traditional advisory firms consist of stalwarts such as Edward Jones, Wells Fargo, 
Northwestern Mutual, all the way down to a local level. The fees they charge help pay for their 
offices, software, and salaries. Most provide retirement planning services and can help explain 
seemingly complicated subjects, such as whether to go with a Roth or Traditional IRA. The real 
question is, are these services worth $1,000,000 over 45 years, and could a computer 
potentially make these choices for someone for a fraction of the cost? 
 
Online Brokerages 
The online brokerage is in the middle ground of the investment world. The E*TRADE, TD 
Ameritrade, and ScottTrade commercials encourage the average investor to buy and sell 
securities on their own. In order to pay the advertised, low trading cost, an individual must 
execute the trades online and not over the phone. These trading costs usually range anywhere 
from $5-$10 per trade, regardless of the trade size. These commissions are reasonable by 
historical standards, but are relatively pricey when working with trades less than $1,000. In 
order to attract new clients, many of these platforms are offering “commission-free” ETFs. 
Overall, the research tools that these companies provide vary widely, as well as their level of 
customer service.  
 



Robo-Advisers 
The exponential rise of the assets managed by “Robo-Advisers” marks a major shift in the 
financial industry. Their asset base is estimated at $55-$60 billion by the Aite Group, a relatively 
small portion of the $17 trillion managed by wealth advisers (Demos, 2015). These investment 
management services are fully automated, recommending a mix of ETFs based on an 
individuals risk profile. A few of the services are actively managed, but most adhere to Modern 
Portfolio Theory and strictly invest by asset class using passive securities (ETFs). Almost all of 
the services offer step-by-step help with opening an account and transferring IRAs and 401ks. 
Additionally, all are Securities Investor Protection Corporation (SIPC) protected; meaning an 
individual’s assets will be protected up to $500,000 if the brokerage goes into bankruptcy.  
 
The number of robo-advisers is insanely overwhelming. This paper highlights a few of the 
services below, and organizes them according to “effort involved”. The first category is the 
“Flexible, Choose it Yourself” approach, which allows the individual investor discretion as to 
where their money is invested, even beyond ETFs. The second category is the “Computer with 
a Human Touch” approach, which is a hybrid of personal advisory and computer investment 
management. Finally, there is the “Never Touch it Again” approach, which allows for individuals 
to set their risk tolerance and never worry about rebalancing or hearing from a financial adviser 
over the phone. 
 
“Flexible, Choose it Yourself” 
 
Motif Investing 
Motif has multiple product choices and creates an interesting twist on individual stock investing. 
Investors may create a “Motif”, or mix, of 30 stocks that identify with a certain trend. They can 
pick Motif’s that focus on “Fracking”, “Emerging Consumer Markets”, or “Tablets.” Buying a 
basket of these stocks costs $9.95 per trade, while Motif also offers nine benchmark oriented 
Motifs (similar to an ETF) that are free to trade. 
 
Robinhood 
Robinhood is strictly a smart phone application. It allows investors to buy and sell stocks for 
free, completely eliminating the $5-$10 commission usually charged by online brokers per trade. 
In order to make money, it earns the interest on cash balances, and it will begin offering margin 
trading later this year. It provides a seamless trading experience, but does not offer any 
research tools, which is a shortcoming. 
 
Covestor 
Covestor offers actively managed as well as passively managed portfolios. An individual selects 
a “fund manager” and the individual’s portfolio simply “mirrors” that fund manager’s trades. This 
is all done at a cost of $1 per trade and a management fee of up to 2%. Covestor also offers a 
passive, free option. An interesting note is that these “fund managers” do not necessarily need 
to have a financial background (one was an industrial engineer), although Covestor claims to 
have a strict vetting process. 
 



“Computer with a Human Touch” Approach 
 
Vanguard Personal Advisor Services 
The trusted name in low-cost investing officially revealed a product to compete with the robo-
advisers. Investors must have a minimum of $100,000 to join, but that amount will get them a 
personal Vanguard adviser and a personalized asset allocation mix for the low management 
cost of 0.3% per year. This person will only get to pick from Vanguard ETFs, but these are 
already the lowest cost ETFs out there. 
 
Personal Capital Corp 
Personal Capital offers a financial adviser and its automated service for 0.89% per year. It also 
offers a free financial software, which tracks purchases and investments across multiple 
accounts. Its paid services include “smart indexing”, which is similar to Wealthfront’s “direct 
indexing.” Essentially, this “index” contains a basket of at least 60 stocks. By directly owning 
these stocks, the owner can take advantage of “tax loss harvesting”, potentially saving 
thousands on taxes over the course of a few years. 
 
Learnvest 
Learnvest gives one access to a planner for $19 per month plus a $299 one time set up fee. 
The company does not manage investments or place trades on the investor’s behalf, it simply 
offers advice and step-by-step guides. This seems like a good option for someone that wants a 
personal touch and is not good at budgeting or saving, but does not want to pay the high cost of 
a traditional financial. In order to keep costs low, Learnvest only allows access to a financial 
adviser over the phone and email.  
 
“Never Touch it Again”  
WiseBanyan 
This is one of two completely free and automated investment services. WiseBanyan does offer 
a paid option for more thorough investment advice, but this isn’t highlighted in detail on their 
website. After choosing a risk profile and asset allocation, WiseBanyan automatically 
rebalances this portfolio every quarter, all for free. 
 
Schwab Intelligent Portfolios 
The second completely free automated investment service, with zero commissions and zero 
management fees. Schwab earns money by recommending some Schwab ETFs and also 
earning the spread on idle cash. Interestingly enough, Schwab recommends cash weightings 
higher than any other robo-adviser service. A high cash balance will reduce volatility, as 
Schwab makes clear, but in the long term it hurts investment returns. 
 
Wealthfront and Betterment 
These are two very similar and well-known robo-advisers. They both have similar fee structures, 
with the management cost set at 0.25% on average. They also both offer tax loss harvesting, 
automatic rebalancing, and have easy to use software.  



*Data from company web sites and Moyer, WSJ

Adviser Account 
Minimum* 

Annual fee Annual ETF costs Personal 
advice? 

Custom Options 

Wealthfront $5,000 0 for <$15,000, 0.25% on 
amounts $15,000+ 

0.05% to 0.75% No Direct indexing, tax-loss 
harvesting  

Betterment None 0.35% up to $10,000 
0.25% for $10,000+ 
0.15% for $100,000+ 

0.05% to 0.35% No Adjust ETF weightings for goal-
specific accounts, tax-loss 
harvesting 

Charles Schwab 
Intelligent Portfolios 

$5,000 None 0.04% to 0.48% No Can eliminate a few of the 
selected ETFs 

Covestor $10,000 0%-2% plus $1 per trade fee 0.05% to 0.75% No Actively and passively managed 
portfolio (“trade mirroring”) 

FutureAdvisor $10,000 0.5% plus $8-$10 per trade 0.05% to 0.59% Yes Access to professional advisor, 
tax-loss harvesting, passive  

WiseBanyan None None 0.08% to 0.13% No Completely free, automatic 
rebalanced. Offers additional, paid 
services  

Hedgeable $5,000 0.75% up to $99,999 
Sliding scale down 

0.05% to 0.88% No Actively managed, can reduce 
positions up to 100% 

Vanguard Personal 
Advisor Services 

$100,000 0.3% 0.05% to 0.75% Yes Access to Vanguard financial 
planner 

Rebalance IRA $100,000 0.5% and  0.05% to 0.60% Yes Two personal advisors that 
rebalance retirement accounts  

Motif Investing $250 None 0.05% to 0.75% No Create own basket of 30 stocks 
for $9.95 per trade, or select ETF 
portfolio for free 

SigFig $2,000 0 for <$10,000, 0.25% on 
amounts $10,000+ 

0.07% to 0.15% No Use accounts at select 
brokerages, and rebalance 
automatically 

TradeKing Advisors $5,000 0.25% 0.12% to 0.20% No Core portfolios with basic ETFs 
and Momentum-based Portfolios 

Learnvest None $228 N/A Yes Access to financial planner to 
create goals and budgets 

Acorns None $1/month for <$5,000 
0.25% for $5,000+ 

0.05% to 0.20% No Automatic rebalancing, rounds up 
purchases and invests one’s 
“spare change” 

Personal Capital  $100,000 0.89% on first $1 million 
0.49% to 0.79%, $1 million+ 

0.06% to 0.10% Yes Access to a personal advisor, 
financial planning, smart indexing 

Robinhood None None N/A No Allows an individual to manage 
and purchase individual securities 
at no cost 



The Future of the Adviser 
 
After considering all of these investment management services, it is important to remember the 
goal of all advisers, whether human or robot. Every adviser’s goal is to grow his or her asset 
base and earn money off that asset base. Competition will force many of the advisers in the 
above chart to be driven out of business, because in a lot of cases it is difficult to beat free. 
Even these free services will need to learn how to make money, and there is probably a long-
term plan to do so (investors beware).  
 
This paper has focused on market efficiency, college student financial knowledge, and passive 
investment oriented robo-advisers. The dramatic shift to index funds and ETFs has caused an 
explosion of the assets in these funds, and at the expense of active investors such as hedge 
fund managers. The question looms, is it possible that such a dramatic shift to passive 
investments could potentially give active managers an even better opportunity to outperform? If 
everyone invests in ETFs and rebalances every month according to their “weight”, this may 
create differences in value and price. This leads to another issue, which is the perception of 
liquidity with ETFs. Investors that buy ETFs are essentially buying a basket of stocks. The 
investor is simply buying everything in that fund without regard to the valuation of individual 
securities, which could create a “bubble” in certain sectors or specific companies that are traded 
thinly in the markets. Once again, this would create an opportunity for the active manager to 
long or short the securities being skewed by this trend.  
 
Thesis Summary 
 
This research shows that college students, like most Americans, are not adequately educated 
on important investment topics. For the most part, these students should be “passive” investors. 
Additionally, they can avoid the high costs of a personal financial advisor by taking advantage of 
the computer based investment services that have proliferated over the past few years. The 
field of finance and economics will forever contain unknowns. The next bubble, stock market 
darling, or technological innovation cannot easily be predicted, and these services allow the 
individual investor to make sure he or she at least matches the overall performance of the 
market.  
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APPENDICES 
Appendix A 
 
1.##During#2014,#did#the#stock#market#(S&P#500)#go#up#or#down?#

! !

!

Answer# Response# %#

!

Up! 58! 78%!

!

Down! 16! 22%!

!

Total! 74! 100%!

! ! ! !

! ! ! !2.##Which#one#of#these#investment#vehicles#do#you#believe#is#the#best#place#to#invest#your#money?#

!

Answer# Response# %#

!

Hedge!Funds! 5! 7%!

!

Mutual!Funds! 27! 36%!

!

Index!Funds! 10! 14%!

!

Individual!Stocks! 7! 9%!

!

I!have!no!idea! 25! 34%!

!

Total! 74! 100%!

! ! ! !

! ! ! !3.##How#much,#per#year,#would#you#expect#to#pay#someone#to#manage#and#invest#$1,000,000#of#your#
money?#

!

Answer# Response# %#

!

$1H$1,499! 8! 11%!

!

$1,500H$7,499! 19! 26%!

!

$7,500H$14,999! 27! 36%!

!

>$15,000! 20! 27%!

!

Total! 74! 100%!

! ! ! !

! ! ! !4.##Would#you#trust#a#computer#program#to#manage#your#investments?#
! !

!

Answer# Response# %#

!

Yes! 38! 51%!

!

No! 36! 49%!

!

Total! 74! 100%!

! ! ! !

! ! ! !5.##Have#you#heard#of#any#of#the#following#investment#management#applications?#Please#check#all#
that#apply.#

!

Answer# Response# %#

!

Wealthfront! 6! 8%!

!

Learnvest! 6! 8%!



!

Sigfig! 7! 9%!

!

Future!Advisor! 9! 12%!

!

Robinhood! 11! 15%!

!

Betterment! 5! 7%!

!

Personal!Capital!Corp! 2! 3%!

!

I!have!not!heard!of!any!of!these! 48! 65%!

! ! ! !

! ! ! !6.##Do#you#currently#invest#money#in#the#stock#market?&nbsp;#
! !

!

Answer! Response! %!

!

Yes! 26! 36%!

!

No! 46! 63%!

!

I'm!not!sure! 1! 1%!

!

Total! 73! 100%!

! ! ! !7.##What#is#your#major?#
! ! !

!

Answer# Response# %#

!

Business!(Finance!or!Accounting)! 19! 26%!

!

Business!(all!other!majors)! 20! 27%!

!

Science/Technology/Engineering/Medicine! 18! 25%!

!

Social!and!Behavioral!Sciences! 11! 15%!

!

Other! 5! 7%!

!

Total! 73! 100%!

! ! ! !

!

Others!

! !

!

Communications!

! !

!

Nursing!

! !

!

Criminal!Justice!

! !

!

Health!Sciences!

! !

!

Native!American!Studies!

! !

! ! ! !8.##What#is#your#age?#
! ! !

!

Answer# Response# %#

!

!<18! 0! 0%!

!

18H24! 71! 97%!

!

>24! 2! 3%!

!

Total! 73! 100%!

 
 
 



Appendix B: Taser International, Inc Financial Analysis 
 

 

  
              

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 

Income Statement
 



   

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 

Consolidated Balance Sheet Consolidated Balance Sheet 



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  



                                                  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) 



                                  Multiples Analysis 
 

  

Company# 6Tmonth#Average#PE# 6Tmonth#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)***# 6Tmonth#Average#PE# 6Tmonth#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 
 



 
                                                Financial Analysis Ratios 

 

 
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 

 


