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Recommendation to Buy
Intrinsic Value $23
Entry Point* $15.83
Upside 45%
Margin of Safety 30%
MOIC 1.45x

*Closing price 13/4/22



Executive Summary

• On January 3, 2022, CNHI completed the Spin-off of the Commercial Services Vehicle, Power-Train, and parts the auxiliary Financial Services 
segments under the IVECO name. The new CNHI will focus on the Agriculture and Construction vehicle segments along with the auxiliary Financial 
Service segments.

• Our analysis of the company’s competitive advantages shows that the company’s position in these segments is protected by wide moats, mainly due 
to past operational sunk costs, product reputation, control over distribution networks as well as the industries’ partnership structure.

• Our quantitative assessment of these moats validates our qualitative analysis (Market Share Test and Sustainable ROCE* Test).

• We believe that the new strategies implemented by Scott Wine (appointed CEO Jan. 4, 2021) and his management team are well positioned to 
capture the value of the company’s sustainable competitive advantages. i.e. investment in the company’s digital capabilities, focus on culture, 
operational efficiency, and ESG initiatives. 

• Our due diligence check on the Scott Wine and his track record at Polaris, where he served as CEO from 2007 to 2021, has provided us with 
assurance in the CEO’s success in creating growth in a low growth environment as well as his success in strategic M&A.

• We take management’s recent increase in their equity positions of CNHI shares as a signal of confidence in the company’s outlook.

• CNHI’s sustainable ROCE and growth of R&D is aligned with revenue, which supports our Growth in the Franchise assumption. 
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*ROCE is Joel Greenblatt’s Return On Capital Employed = (EBITDA – MCX +/-Δ Working Capital )/ (PPE + Working Capital)



Financial Summary – Assumptions Used

• To evaluate the entry prices from the perspective of an equity investor, Team 3 utilized four methods of valuation*:

1. Asset Value Method: is based on the value of replication of assets. This method was not able to provide an entry point and therefore was not 
retained. 

2. Earnings Power Value Method: is based on Unlevered Free Cash Flow that we discounted at a Weighted Average Cost of Capital of 6.5%. 
This method was not able to provide an entry point and therefore was not retained. 

3. Growth within the Franchise Method: is based on a growth rate of 4.5% with a discount of 2-3% for reliability. The Weighted Average Cost of 
Capital used was 6.5%.

4. Discounted Cash Flow Method: this method was used as a safety check. The same assumptions used for the Growth within the Franchise 
Method were used for this method.  

• Margin of Safety:

• A margin of safety of 30% was used in all models. The margin was derived by assessing CNHI’s risks in operations, finance, as well as, the 
risks in our model and estimates.

* Asset Value, Earnings Power Value, and Growth within the Franchise Methods are based on Bruce Greenwald’s Value Inventing: From Graham to Buffett and Beyond (2001). 3Team 3
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Company Overview

Key Moats

CNHI is a capital goods company that is engaged in the
design, production, marketing, sale, and financing of
agriculture and construction equipment. The company was
born after a split from Fiat in 2010. The company’s
operations are in North America, South America, Europe and
the Rest of the World. The Agriculture segment accounts for
over 80% of revenues and over 90% of operating income.

• Control over Distribution

• Control over Share of Mind

• High R&D to Sustain Operations

• Industry Partnership Structure

• Economies of Scale

Industry Growth Drivers
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• Agriculture Cycles
• Trends in Precision Agriculture
• Feed the World
• Construction Cycles
• Trends in Operating Margins
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Share of Mind

• Brand loyalty is high

High Cost Research and Development

• Heavy R&D costs to keep up with trends 

and innovate

Part 1: High Quality Business – Qualitative Analysis of Barriers to Entry 

0 Economies of Scale

• Size matters

Control Over Distribution

• Network of Dealers to sell 

products as well as a strong 

relationship with importers

Human Capital and Knowledge

• Partnerships between 

large players is common 

in these industries

Industry Relationships

Barriers for entrants to Sell products Barriers for entrants to Produce products at low cost

• Access to replacement parts is 

important after sale of product and 

a distribution channel is required

Financing Options

• Low-rate programs

Replacement Parts

• Need for organized skilled human capital
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Part 2: High Quality Business – Quantitative Test for Barriers to Entry

Caterpillar Inc.

Komatsu Ltd.

CNH Industrial

Deere & Company

AGCO Corporation

*Source: IBIS World Reports
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Part 3: Management is organized around Competitive Advantages

John Deere is the largest competitor in the AG space for CNHI.

In 2015, Deere was the leader in the Precision Agriculture industry.

CNHI’s acquisition of Raven will lead to a better ability to compete 
with Deere. Giving them the potential to take Market Share and 
grow the franchise. 

Synergies from acquiring Raven will grow the CNHI franchise.

• Spinning off will unlock value to shareholders due to conglomerate 
discount. 

• Leaner company with less bureaucracy

• Scott Wine, former CEO of Polaris (company with 
similar moats):

• Was able to grow through overseas expansion. 
• Strategic acquisition of Indian motorcycle.
• Military background implies focus on morale 

and employee motivation.

Scuttlebutt: His Glassdoor CEO Approval Rating is 73%. ESG

• Decreasing emissions regulation risks
• Better Milage for Vehicles
• Long-term Market Approval

7
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https://www.investopedia.com/articles/stocks/09/parents-and-spinoffs.asp
acquisition of Indian motorcycle


Part 4: Increase in Insider Buying of Shares
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NAME Position +/- Date Filling % of shares NAME Position +/- Date Filling % of shares

EXOR NV 366927900 0 1/31/2021 MF-AGG 27.06 1 Neilson Derek 
James (Head of 
Agriculture)

414,555 169,298 2/25/2021 20F 0.03

2 Harris Associates LP 97,910,801 0 12/31/2021 13G 7.22 2 Wine Scott W
(CEO CNH)

350,000 150,000 2/24/2022 EXCH 0.03

3 Credit Agricole Group 55,445,224 6,955,579 4/8/2022 ULT-AGG 4.09 3 Nasi Alessandro 348,994 0 2/25/2021 20F 0.03

4 Artisan Partners Ltd 53,676,155 53,676,155 1/26/2022 EXCH 3.96 4 Fistarol Vilmar 188,585 147,328 2/25/2021 20F 0.01

5 BlackRock Inc 50,470,518 -2,093,082 6/9/2021 EXCH 3.72 5 Weishaar Andreas 
Georg

182,075 126,762 2/25/2021 20F 0.01

6 Vanguard Group Inc/The 32,900,442 637,414 12/31/2021 ULT-AGG 2.43 6 Marx Gerrit A 177,302 177,302 2/25/2021 20F 0.01

7 Hotchkis and Wiley 
Capital Managem

29,346,835 -1,958,340 12/31/2021 13F 2.16 7 Pampalone 
Stefano (Head of 
Construction)

151,257 106,241 2/25/2021 20F 0.01

8 Schroders PLC 28,200,059 10,682,926 12/31/2021 ULT-AGG 2.08 8 Rocchetta Oddone 
Incisa Della (CFO)

136,207 94,950 2/25/2021 20F 0.01

9 Norges Bank 21,732,429 10,209,510 12/31/2021 13F 1.6 9 Heywood Suzanne 129,389 0 2/3/2022 EXCH 0.01

10 Bank of Italy 19,374,388 0 12/31/2021 13F 1.43 10 Billiet Luc 120,027 62,497 2/25/2021 20F 0.01

Institutional Ownership Insider Ownership
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Part 5: Growth in the company’s ROCE in tandem with R&D justifies Growth within the Franchise Assumption (2nd Quantitative Moat Test)
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Income Statement Normalization
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Valuation – Earnings Power & Growth in Franchise
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DCF Valuation – Safety Check
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Valuation Ranges for CNHI
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Risk Mitigant Adjustment

Global Economic Growth Geographic diversification of operations 0%

Industry Cycles Geographic diversification of operations 0%

Regulations Geographic diversification of operations 0%

Intellectual Property Rights Geographic diversification of operations 0%

Right to Repair Act Push back from Tech lobby 0%

Turnaround Is not valued in market price 0%

Fi
n

an
ci

al
 R

is
ks

DB Pension Overfunded but is still a LT liability 2-5%

Credit Risk of Financial Receivables and LT Debt Provisions and recent rating upgrade 2-5%

Dual Listing American listing (catalyst) 5-10%

Voting Shares Long term holdings 0%

Controlling Shareholder Due diligence on shareholder 0%

Volatility of Spin-Off Outperform on average 0%

M
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d
 E

st
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at
es

Core Reoccurring Profitability Cyclical in short-term, less in long-term 0%

Sustainability ESG 0%

Estimates None

30%TOTAL

10-20%

10-20%

Rational

Default Range

Illiquidity premium

Conservative Guestimate 

Messy accounting with 
many eliminations, 80% 
of EBIT historically from 
AG & construction

Special Situation

Deriving Margin of Safety - Risks and Mitigants

Team 3

Will improve with time (catalyst) 

See Appendix



Catalysts
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Short-term Catalysts (1-2 years)

• Initial volatility phase of Spin-off dissipates, and market eliminates conglomerate discount. Deere’s multiple is substantially higher then CNHI. While this 
might be warranted, CNHI would still receive a price upgrade.

• As time passes the eliminations and messy accounting caused by the demerger will dissipate. This will lead to better predictability of the company's cash 
flow, which would in turn, lead to more accurate analyst coverage. 

• American Relisting: This could lead to inclusion in indexes like the S&P and should lead to an initiation of coverage by US analysts who cover competitors like 
Deere and AGCO that are trading at a higher multiple.

• The agriculture business cycle or construction cycle could be an accelerating catalyst.

• Exclusive licensing agreement with Monarch Tractor for technology specializing in fully electric and autonomous tractors likely to create scalable low-
horsepower tractors in the near to medium term

Long-term Catalysts (2-5 years)

• As management’s current organizational changes take effect, CNHI will start to consistently beat analyst estimates.

• Raven integration will lead to growth as the company combines its great industrial capabilities with Raven’s technology. Precisions agriculture is a trend that 
answers many demands in the market and is still under appreciated.

• The agriculture business cycle or construction cycle could be an accelerating catalyst.

• ESG trends have been very dominate in the past and have led to very high multiple expansion.
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Reiterative Summary

• On January 3, 2022, CNHI completed the Spin-off of the Commercial Services Vehicle, Power-Train, and parts the auxiliary Financial Services 
segments under the IVECO name. The new CNHI will focus on the Agriculture and Construction vehicle segments along with the auxiliary Financial 
Service segments.

• Our analysis of the companies competitive advantages shows that the company’s position in these segments is protected by wide moats, mainly due 
to past operational sunk costs, product reputation, control over distribution networks as well as the industries’ partnership structure.

• Our quantitative assessment of these moats validates our qualitative analysis (Market Share Test and Sustainable ROCE* Test).

• We believe that the new strategies implemented by Scott Wine (appointed CEO Jan. 4, 2021) and his management team, are well positioned to 
capture the value of the company’s sustainable competitive advantages. i.e.: investment in the company’s digital capabilities, focus on culture, 
operational efficiency, and ESG initiatives.

• Our due diligence check on the Scott Wine and his track record at Polaris, where he served as CEO from 2007 to 2021, has provided us with 
assurance in the CEO’s success in creating growth in a low growth environment as well as his success in strategic M&A.

• We take management’s recent increase in their equity positions of CNHI shares as a signal of confidence in the company’s outlook.

• CNHI’s sustainable ROCE and growth of R&D is aligned with revenue, which supports our growth in the franchise assumption. 
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*ROCE is Joel Greenblatt’s Return On Capital Employed = (EBITDA – MCX +/-Δ Working Capital )/ (PPE + Working Capital)

Recommendation to Buy

Intrinsic Value $23

Entry Point* $15.83

Upside 45%

Margin of Safety 30%

MOIC 1.45x

*Closing price 13/4/22

Major Unmitigable Risks 

• Liabilities 
• Illiquidity of Shares
• Accounting Eliminations

Catalysts
• Initial phase of spin-off sets
• Integration of Raven appreciated by market
• American relisting and Industry Analyst coverage
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Appendix Exhibit share of Mind of consumers
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ROCE Estimate and Growth rate
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