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4Q22 Earnings Analysis
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Deleveraging is going well. With the long maturity of the debt, we should not be too worried
about the company’s balance sheet. Besides, rising interest rates are not going to affect them
that much with mostly fixed debts.



Let’s look at the 10-K

https://s201.q4cdn.com/336605034/files/doc_financials/2022/q4/90eea2f5-2a70-4b6d-8149-b26
ee7a25f34.pdf
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Let’s have a look at my predictions



My predictions were closer to the pro-forma numbers compared to actual numbers.

This is not something we should be worried about since when the companies merged in April
2022, the actual numbers are only for DISCA prior to that.

Besides, many assets were sold and cash was raised. Also, underperforming segments were
closed, saving cash for the future.

Overall, whenever there is a merger, an additional margin of safety has to be taken for these
unexpected changes.



A positive FCF shows that much of the expenses were non-cash









Valuations

We will look at pro-forma numbers to have a better understanding of the company.



We are going to be more conservative than the forecast of the company. For example, they
project EBITDA of $11 billion for 2023. We are taking only $10.5 billion.

We use a discount rate of 15% with a terminal growth rate of 3%.



We have been more conservative and the company is still undervalued even if we take a margin
of safety.

Exit Multiples

We look at P/FCF



Conclusion

WBD is still undervalued, and potential returns are great in the long-term. Short-term headwinds
are still present with slower economic activities and the costs related to the merger. It is still a
BUY for me long-term.

2Q23 Earnings Analysis - Aug 5, 2023



I have been lowering the intrinsic value of WBD as the stock price falls, claiming that I was
being more and more conservative. Was that the right approach or am I missing something?

https://s201.q4cdn.com/336605034/files/doc_earnings/2023/q2/presentation/WBD-2Q23-Earnin
gs-Presentation.pdf

The company has more than doubled its FCF even with lower revenues.
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Let’s have a look at the different segments



DTC is the only segment where revenues have growth and they managed to have positive
EBITDA



Something I have certainly missed in my earlier valuations is the net debt of $44.7 billion. It was
even bigger in the past.

I have calculated the intrinsic value only based on FCF.

But the debt is also an issue. Not all the FCF is going to owners as creditors are paid first.

The company is trading at X7 estimated FCF for the year but using EV over MC makes more
sense when the difference is so huge.



https://s201.q4cdn.com/336605034/files/doc_financials/2023/q2/WBD-2023-06-30-10Q-Filed.pd
f
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Interesting to note that we have non-controlling interest







It will be a little complicated to calculate the owner’s earnings of the company because of the
merger.



We used pro-forma numbers in our initial estimates, many of these are not accurate when the
merger took place.

We will have to use a bigger margin of safety to account for all of this.



Intrinsic Value

Let’s have a look at the pro-forma numbers we had from our past analyses



All these numbers are pro-forma

Let’s look at the actual numbers for recent quarters





From the CFO, let’s remove the stock-based compensations.

We will have the owner’s CFO.

For TTM, it’s $3.903 billion.

We will make an assumption that all capex is maintenance capex. For a media company, there
are additional costs that have to be made to maintain operations but necessitate growth. For
example, producing new movies. With the current portfolio of movies, they cannot grow. They
have to keep producing to compete.



https://s201.q4cdn.com/336605034/files/doc_financials/2022/q4/90eea2f5-2a70-4b6d-8149-b26
ee7a25f34.pdf

Over the TTM, the maintenance capex was $1.271 billion.
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If we assume that maintenance capex will be $1.2 billion a year, the total for the next 5 years is
$6 billion.

Since the company has substantial debt, we also need to count the interest payments as
additional expenses.

The debt will also need to be refinanced.

There’s about $9 billion in interest expense to be paid over the next 5 years.

The next step is to estimate future owner’s CFO.

We had the following estimates from our previous analyses.

Estimated FCF for 2023 is $4.75 billion, so we have been very conservative.

The growth in FCF from our estimates was based mostly on improving margins.

We expect this to continue for the next 5 years.

Using the 2023 estimates for FCF, let’s assume an annual growth of 15% in FCF.

$5.46 billion in 2024, $6.28 B in 2025, $7.22 B in 2026, $8.30 B in 2027, and $9.55 B in 2028.



Let’s remove $450 million per year for stock-based compensations, and add the interest
expenses.

$2.82 billion in 2024, $3.96 B in 2025, $5.04 B in 2026, $6.21 B in 2027, $7.60 B in 2028.

Let’s discount these OE at 5%

Let’s not forget to remove the $45 billion in net debt.

To be on the safe side, assuming that much of the debt will need to be refinanced at higher
interest rates, let’s use $55 billion for net debt.

The intrinsic value is, therefore, $85.7 Billion or $35.16/share.

We need a big margin of safety, given how uncertain our future estimates of OE are.

Let’s say 40%.

The Buy price will be $21/share.



I will maintain a BUY rating on WBD but I will not buy more.

Conclusion

WBD is a turnaround and is undervalued and a BUY but there’s a lot of uncertainty in the way
that the intrinsic value was calculated with an additional balance sheet risk. Therefore, we had
to take a big margin of safety.

3Q23 Earnings Analysis - Nov 9, 2023
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Things are gradually improving for WBD





DTC was the main contributor to the overall improvement of the comapany in terms of EBITDA.

The debt of the company is still huge but it will need little refinancing. There’s no risk that they
won’t be able to repay the debt over time.



The FCF for this year will be much bigger than we expected. That’s because we were very
conservative.

https://d18rn0p25nwr6d.cloudfront.net/CIK-0001437107/66689313-14a5-4a6d-b20a-588648601
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We can say that the balance sheet improved on the fact that they lowered their debt by over
10%.



https://seekingalpha.com/article/4649235-warner-bros-discovery-inc-wbd-q3-2023-earnings-call-
transcript

Intrinsic Value

In our previous analysis, we estimated that Owner’s earnigns would grow at 15% and would
reach an average of $7.3 B a year in the next years.

We were pessimistic about the short-term and optimistic long-term.

I believe we should simplify our analysis since we cannot really predict the growth rate.

Let’s say that we can be sure with a high probability that WBD can generate $4.5 B in OE a
year.

This year, it is expected to be above that.

Let’s discount it at 5.5% and add the net debt.

The intrinsic value is about $38.8 B or $15.92/share.
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