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Cord-cutting is not an especially new trend, but is accelerating as 

millennials increasingly choose to forgo a cable subscription for 

over-the-top services, like Netflix and Amazon Prime. While this 

trend is clearly a headwind for video media distributors, it also 

puts increasing pricing pressure on content creators and owners 

who face reduced ad revenue and increased pressure from 

distributors in licensing negotiations. We first look at the 

business models of content owners and various distributor 

groups, then look at consolidation trends in light of the 

aforementioned business challenges as well as regulatory 

challenges.

Content owners and aggregators are the companies that 

own and bundle media for licensing. Examples include Time 

Warner, Disney, NBCUniversal, AMC, and Scripps. They rely on 

distributors to buy the rights to air media typically via long-term, 

sometimes exclusive, contracts. Content owners then earn 

revenue from advertising aired during their programming in 

addition to the licensing revenue. Content is most often bundled, 

meaning high value content, like an ESPN, is packaged with lower 

value content, like a Hallmark Channel, to maintain an offering 

variety as well as maintain monetization of a wide array of lower 

value content that would not sell independently. The primary 

challenge for content owners going forward is reduced ad spend. 

Currently a litt le over 40% of total ad spend across all 

media channels is spent on TV advertising while only 38% of 

media consumption time is spent through TV. Compare this to 

mobile with a 20% share of media consumption time, but only 

5% of all ad spend. This discrepancy is expected to narrow as 

subscriber counts for TV decline, reducing ad revenue for content 

owners. To maintain margins on relatively fixed cost media 

production, content owners seek to raise licensing prices to 

compensate for lost ad revenue. Distributors on the other hand 

want to reduce licensing fees as they lose subscriber revenue, 

creating a two-sided pricing mismatch.

On the distribution side, the primary type of content 

distributor is the traditional ?cable? company, which also includes 

satellite companies. Examples include Comcast, DirecTV, Time 

Warner Cable, Dish, and Charter. These companies own and 

maintain the infrastructure for media delivery and sell 

subscriptions for bundled media access to households and 

businesses. Broadcast distribution is a fairly concentrated 

industry with only one or two players in most geographic 

markets. Over time, distributors acquired regional cable 

companies to form nationwide networks. They often offer 

fixed-line phone and Internet services alongside TV, known as a 

?triple-play? offering. This bundling of services is necessary for 
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 fixed-line phone, that subscribers may not pay for if sold 

individually. All broadcast distribution companies have suffered 

from net subscriber losses over the last few years.

The second type of content distributor is Over-the-Top 

(OTT), which stream content over other companies? distribution 

infrastructure. Examples include Netflix, Hulu, Amazon Prime, 

and increasingly for younger viewers YouTube and Twitch. OTT 

distributors are currently very good with on-demand media, but 

have limited to no live content. This is because live content 

rights are often owned exclusively by the traditional cable 

distributors whose contracts stipulate media companies cannot 

distribute content live through any other channel. This is 

particularly relevant for sports. Therefore, most OTT service 

subscribers also have a cable subscription, but it is an open 

question whether millennials will stick purely with OTT services 

or whether they will buy cable subscriptions later when they buy 

homes. An important issue for OTT distributors is net neutrality, 

which dictates that internet distributors must treat all content 

over their infrastructure equally. Without the FCC?s net neutrality 

rules, internet companies could slow certain video content 

delivery or charge extra for maintaining high quality. While the 

larger companies like Netflix may be able to afford this to 

maintain their service, smaller players may be priced out. This is 

a critical issue for OTTs because video content makes up more 

than 60% of peak internet traffic, with Netflix alone accounting 

for 37%. 

The last type of distributor is the multi-channel telco. 

The two main players currently are AT&T and Verizon. They both 

offer mobile phone, TV (IPTV), fixed-line phone, and internet, 

known as a quad-play. Typically the traditional triple-play is sold 

in a bundle with mobile service sold separately. The largest 

nationwide telco companies have increasingly moved into cable 

territory because mobile service has become highly competitive 

and somewhat saturated. Sprint and T-Mobile both offer cheap 

plans that put pricing pressure on AT&T and Verizon. AT&T and 

Verizon both have more comprehensive and generally faster 

networks than the other two, but pricing is often enough to 

convince customers to switch. The best way for AT&T and 

Verizon to remain competitive is to increase the value of their 

offerings over Sprint and T-Mobile. Both are attempting to do 

this by offering exclusive media content. Verizon launched Go90, 

an exclusive media portal on their phones, but it has largely 

failed to date due to low quality content. AT&T recently decided 

to go all-in on its own media content by buying Time Warner for 

a total consideration of $108.7B at announcement. Time Warner 

owns premium content such as HBO, CNN, TNT, TBS, and 

Warner Bros.

AT&T?s announced acquisition of Time Warner 

highlights the challenges faced by players in a highly 

concentrated distribution market. The national telcos are so 

large and few that horizontal consolidation is no longer feasible 

for FCC approval. AT&T and Sprint both attempted mergers with 

T-Mobile in the last five years, both of which were rejected by 

the FCC. Consolidation among cable companies has been more 

successful with Altice acquiring Cablevision this year and Charter 

acquiring Time Warner Cable in 2014, but similar large 

cable-related deal pairings are few and far between going 

forward. After its rejected T-Mobile deal, AT&T added to its 

existing TV distribution offering, U-Verse, which was successful 

in high population density areas, but difficult to scale, by buying 

DirecTV in 2015.

Vertical integration is the more likely merger goal going 

forward as large distributors look to content assets for growth 

and as retention tools for their existing subscribers. It also helps 

offset long-term risk of an accelerated business model shift 

away from traditional TV complemented by mobile media 

consumption to a model in which mobile becomes a substitute. 

While anti-trust rules block distributors from limiting access to 

any content they acquire, they can use the creative teams to 

build out new content exclusive for their subscribers. Data from 

distribution can also be shared with content creators to better 

tailor advertising and content creation. While this form of 

vertical integration doesn?t offer the obvious synergies found in 

horizontal consolidation, it does offer diversification and a 

source of growth. As for regulatory approval, vertical integration 

typically receives less push back, but the party in control of the 

White House often makes the difference. Comcast?s merger with 

NBCUniversal, though controversial, was approved under the 

Obama administration, so similar ?distributor-buys-media? deals 

should in theory face litt le opposition.

Looking ahead 10-20 years, it is clear traditional media 

models will come under greater pressure as OTT services 

dominate millennial viewing habits. Mobile services will continue 

to expand and the key to maintaining market share will likely 

reduce to value added for subscribers in the form of exclusive, 

high quality content. AT&T - Time Warner will be the litmus test 

for other nationwide distributors in proving whether this 

strategy can work on such a large scale.
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Crowdfunding real estate development projects looks to 

revolutionize the real estate investment market. As a result of 

the JOBS Act in 2012, businesses now have an efficient and 

practical way of raising funds from private individual investors 

through ?crowdfunding.? A major benefit for firms from this type 

of fundraising is the ability to bypass the challenges of getting 

approved for loans from major banks. Crowdfunding is quickly 

gaining traction among 

investors because of the 

low barrier to entry, with 

most investments in the 

thousands to tens of 

thousands of dollars. 

This allows investors to 

easily diversify their 

portfolio without investing an exorbitant amount of money. A 

downfall associated with crowdfunded real estate is that these 

investments cannot be traded. Thus, if a disaster strikes, then 

it is nearly impossible for the investor to liquidate their 

investment before the property is disposed. While there is still 

risk associated with crowdfunded real estate, the estimated 

annual return on real estate is approximately 10.75%, nearly 

double that of the S&P 500. 

To have a better grasp on crowdfunded real estate, we 

will look at a current investment project that Realty Shares, a 

crowdfunding firm, is fundraising for. The current project is a 

single-family residential home located in Orlando, Florida, where 

the firm is trying to raise between $1.5 million and $2.5 million 

and has a target hold of approximately 30 months. The 

minimum amount an investor can invest is only fifteen thousand 

dollars, while the estimated annual return is 12%. All investors 

have to do is transfer the funds from their bank to their Realty 

Shares account, and choose which projects they want to invest 

in. For normal everyday investors, crowdfunding real estate can 

be a much more profitable investment option than bonds. 

REAL ESTATE
Crowdfunding Real Estate
Raymond Chung

Och-Ziff Capital Management(NYSE: OZM) is a publically traded 
aspect of the management company which operates multiple 
funds. OZM manages a total of approximately $42B across 
long/short equity ($26B), credit ($12B), real estate ($2B) and other 
funds. The structure is primarily that of a typical hedge fund 
charging the typical 2% management fee and 20% incentive fee, 
although there are a few private equity style vehicles managed by 
OZM.

 OZM has been beleaguered over the past year by an 
investigation into bribery in its dealings in Libya and Zimbabwe. 
Recently, one of OZM?s funds pleaded guilty to a violation of the 
Foreign Corrupt Practices Act (FCPA) while the OZM management 
company entered into a deferred prosecution agreement. As part 
of this agreement OZM agreed to pay a fine of roughly $400M. 
The money for this payment came from a cash infusion in the 
form of a preferred equity investment by senior management.

 However, while the fines levied were only $400M, the 
decline in the market?s valuation of OZM has been over $4B over 
the past year. This is partially due to spillover effects from the 
investigation. Many investors are uncomfortable allocating 
money to a manager which has essentially pleaded guilty to 
corruption and was shown to be engaging in it on a wide scale 
(the issue was more than one rogue employee). This issue has 
been compounded by poor performance across the OZM?s funds 
which is also spurring investor withdrawals. In the first half of 
2016 for example, OZM?s master fund suffered a net decline of 

2.1%. As a result of these two factors capital has been fleeing ? in 
the month of September alone investors withdrew over $2B from 
OZM.

 The dynamics of OZM currently serve as an example of 
hedge funds in general as well. On one hand, OZM is incredibly 
cheap right now, trading at roughly 4.6x forward EV/EBITDA. On 
the other hand, OZM?s ?cheap? comes with incredible risks. Hedge 
fund assets are notoriously not sticky and the possibility of a 
downward tailspin in which withdrawals lead to layoffs leading to 
decreased performance and increased withdrawals is in no way 
out of the question. As a result, OZM is very much at a 
crossroads: : if it is able to stop the bleeding,  the current price 
would be a wild discount; however at the same time it is also 
possible that this is the beginning of the end.

FINANCIALS
Och-Ziff Capital Management
Graham Jordan
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Close to 50% of the global automobile market (cars and 

commercial vehicles) in 2015 were sold in the two largest 

markets, the US and China. This is a marked change from the 

market shares in 2005 (on the right) as China has seen 

automobile sales grow exponentially, while Europe and the US 

have had auto industries that have declined.

The auto 

industry has 

generally grown 

from 2005, with a 

slight decline 

during the 

financial crisis in 

08-09, growing 

from 65 million to 

roughly 90 

million in 2015. 

The majority of 

growth has come 

from Asia and 

China in 

particular, with 

car sales growing 

from 5 million to 

25 million in over 

the decade. 

In 

comparison, the 

majority of other 

markets have stayed 

relatively steady, 

with only minimal 

growth achieved in 

USA and negative 

growth in Europe 

over the same time period. This has largely been due to a lack of 

economic growth in more developed countries over this period, 

which tends to directly impact the extent of automobile use and 

purchase in the various regions, along with the fact that they 

have largely saturated their ability to grow. 

Moving forward, while headwinds are expected within 

the US auto industry, it is likely that the majority of auto growth 

will be achieved in 

emerging market 

economies like 

China that have 

room to grow 

vehicle penetration 

with increasing GDP 

levels. 

INDUSTRIALS
Global Automotive Sales - A Primer
Nicholas Tan

American Airlines (AAL) recently beat Wall Street performance 

estimates in the third quarter of 2016. Reporting a net income 

of $737M ($1.40 per share) in what turned out to be the 

company?s second-best quarter in history, American Airlines? 

unit revenue (defined as revenue per seat flown per mile), rather 

than following the industry trend of decreasing in value, actually 

increased in the month of September. 

A few key characteristics can be attributed to the 

company?s success. First, although American Airlines? domestic 

sector suffered along with the rest of the industry?s domestic 

sectors, the company has realized high amounts of growth in its 

operations in Latin America, relative to competitors. This sector 

has also generated large amounts of positive unit revenue. 

Second, with the price of crude oil still at less than 50% of its 

mid-2014 price, many airlines? cost of operations hasdeclined.As 

an added benefit, lower oil prices have also likely increased 

consumers? discretionary income, and potentially the portion of 

income allocated to travel as well. Third, American Airlines is 

beginning its ?no-frills fares? to take back market share that 

Frontier, Allegiant, and Spirit (all discount airlines) currently 

hold. Although this strategy of bare bones flying does sacrifice 

the service that American is used to providing, the option for 

flyers to purchase this product is a sign that the airline is still 

actively competing and attempting to grow. 

With consumer confidence at its highest point since the 

recession of 2007 (104.1) and consumer spending having grown 

4.2% YoY in 2Q16, the demand for airline services should lead to 

growth. Going forward, investors may be able to expect 

improving performance from the airline industry--specifically 

from American Airlines.

CONSUMER RETAIL
American Airlines and Consumer Demand
Brandon Li
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TACTICAL OPPORTUNITIES
Pitch Idea Overviews

Cal Maine Foods
Dan Kesler 

Cal-Maine Foods, Inc., incorporated on September 10, 1969, is a 

producer and marketer of shell eggs in the United States. The 

Company operates through the segment of production, grading, 

packaging, marketing and distribution of shell eggs. It markets 

its shell eggs through its distribution network to a group of 

customers, including national and regional grocery store chains, 

club stores, food service distributors and egg product 

consumers.  

Cal-Maine  Foods' performance is dependent on the 

price of eggs which is mainly determined by the supply of eggs 

in the market (demand is usually stable). In the last year the 

company has reported lower revenues due to a significant 

increase in the supply of eggs which translated into low prices 

and the stock has dropped almost 40% in the last 12 months. 

The decline in the price of eggs came after one of the highest 

egg prices in history following a breakout in the influenza 

disease. In 2016 the price of eggs has gone down again after 

renewal in the supply. Currently Cal Maine does not satisfy all of 

its demand since it is able to produce only about 80% of its 

demand. In order to close this gap Cal-Maine buys eggs from 

other producers and sells them with almost no profit margin. 

We believe that due to the very low debt the company has and 

the potential for investment in additional production 

capabilit ies, the company is a good target for an LBO 

acquisition. By using the debt to invest more in production 

capabilit ies and meeting current demand we think that the 

company?s performance  can be improved  with its strong 

competitive advantages as the largest player in the industry. 

Furthermore, given the company's low trading price, we believe 

this is a good time to purchase the company at a discount. 

Maui Land and Pineapple Com pany
Ray Kukelis

The Maui Land and Pineapple Company (NYSE: MLP) owns, 

develops and operates real estate on the island of Maui in 

Hawaii. It currently has a market cap of $128.4 million. It trades 

at a P/E of 6.15, and is, in our view, very undervalued and a 

potential LBO target. Its land holdings on the books are at the 

value they were purchased for between 1911-1932. Considering 

the inflation rate since that time and the land price inflation in 

Hawaii, the value of MLP?s assets is severely understated.

Recent land sales by MLP were for around 

$480,000/acre. Even if we assume the average price of the 

company?s land is a quarter of that, and that only 25% of the 

land is sellable (a very conservative assumption), the sale of this 

land would still bring in over $690 million. Due to this, we 

believe that MLP is a candidate for a potentially very profitable.

HEALTHCARE
Biotech IPO and the Halt  of Fasinumab
Jacob St illman, St acy Lawrence, and Ben Adams

One key industry 

trend in 

biotechnology is the 

languishing IPO 

prices over the 

summer. Nearly all of 

the biotech IPOs are 

trading below their 

initial offering prices. 

This is similar to the 

poor performance in 

2015, during which 

four out of every five 

biotech IPOs have 

broken issue. Likewise, the average biotech IPO in 2016 

experienced 40% of insider buying, which approximately 

doubles the 20% insider buying average of 2014 and 2015. IPO?s 

poor performance increases investors? scrutiny pertaining to 

future IPOs, creating more pressure on biotech VCs.

Another major news within the healthcare industry 

recently is FDA?s halt on Fasinumab. Fasinumab is a monoclonal 

antibody nerve growth factor inhibitor targeted to lower back 

pain in Phase IIb. The nerve growth factor inhibitor market is 

projected to become a multimillion-dollar market given the large 

scale opiate abuse problem plaguing painkillers today. The 

mid-stage study was being carried out by Teva Pharmaceuticals 

and Regeneron. The companies are now planning to lower the 

dosage and to continue the phase III fasinumab osteoarthritis 

program.
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2 Pager Example: TGNA
Andrea Chew, Amos Leow, Gerald Sim
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Energy
What 's Happening?
Just in Han, Vict oria Sut herland, Jason Bao

OPEC Rhet or ic Not  Taken Ser iously (WSJ)

- The cartel once saw its role as an oil-price 

maker and was able to swing the market by 

regulating its own production to match 

global demand

- However, an American oil boom made 

OPEC?s production less relevant to prices, 

and OPEC members like Saudi Arabia are 

now instead competing fiercely to maintain 

their share of the market by pumping full 

t ilt

- Internal divisions such as the geopolitical 

rivalry for power in the Middle East 

between Saudi Arabia and Iran have made 

reaching a consensus difficult

Pet robas t o sell sugar  et hanol producer

- Petrobas seeks to sell 45.9% stake in 

Guarani S.A. to France?s Tereos 

Internacional

- Brazilian company plans to sell a total of 

$15.1 billion of assets by the end of the 

year

- Petroleo Brasileiro SA was rewarded with 

its first rating upgrade in five years after it 

step up in efforts to unload assets and 

began implementing a new fuel price policy

Tot al t o Cut  Invest m ent  and Cost  (WSJ)

- The company plans to cut its investment to 

between $15 and $17 billion a year in 2017, 

down from an expected $18 to $19 billion 

this year and set up a target to cut costs by 

more than $4 billion in 2018, up from more 

than $2.4 billion expected this year and 

more than $3 billion targeted in 2017.

- The company would generate enough cash 

flow to pay its expenses and dividend with 

a price of Brent oil at between $40 and $45 

in 2020

- The company will focus on giant projects 

where production costs are low and where 

efficiency gains are easier to find, while 

reducing its exposure to costly assets such 

as oil sands or mature declining fields

The Wharton Investment and Trading Group Newsletter started out as 

a brief conversation which Danielle  and I had at the end of last 

semester. As one of the largest clubs on campus, WITG has always 

strived to not only educate its members about investing, but also 

provide a supportive knowledge-sharing network. The WITG community 

is proud to have some of the brightest and most driven people. Given 

our different backgrounds, there is so much we can learn from each 

other. We wanted to make sure that we have an open internal platform 

for everyone to share their expertise and experiences in various fields.

With the help of all of our Investment Team Portfolio 

Managers, we have created the first issue of this internal newsletter 

initiative. It contains both overviews of key trends and pitch ideas 

prepared by WITG members across our Investment Teams. As each 

team has a different focus, we hope that this newsletter will inform 

WITG members on interesting events happening in other industries, get 

updates on each Investment Team?s progress, and familiarize 

themselves with the format and characteristics of both short pitch idea 

write-ups and more formal two pager pitches. 

Moving forward, we hope to send out these newsletters more 

frequently. Not everyone can be present at each GBM throughout the 

semester, so we hope that this newsletter can be another platform for 

us to share the work we have done related to investing, and learn a 

thing or two from each other.

Please feel free to reach out to me anytime if you want your 

work to be part of the next issue (or want to get involved in the editing 

process as well) at pailuo@wharton.upenn.edu. As always, a huge 

thank you to everyone for all the time and energy you put into WITG!

Best, 

Laura

Let t er f rom t he Edit or
Laura Luo


