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OBJECTIVE AND STRATEGY

The Fund seeks to 
compound capital over the 
long-term through a 
concentrated portfolio of 
well-researched securities.
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Why Silver Ring Value Partners: 

Competence:

Time-tested intrinsic value investment philosophy and process that have 
generated good results in the past.

Alignment:

Structured so that the investment manager can only build meaningful net 
worth if the clients do well over a number of years.

Passion:

Motivated by the intellectual challenge of investing and the desire to make a 
positive impact on others.



COMPETITIVE ADVANTAGE
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Long-term Time Horizon –
ability to take advantage of 
market inefficiencies 

Limited Asset Base to preserve 
the ability to invest in the most 
inefficiently priced securities

Micro-Economic Focus –
concentrate on opportunities 
where the key drivers of 
investment success are company-
and industry-specific factors

Temperament to consistently 
implement a rigorous value 
investing process developed 
over fifteen years of 
professional experience



INVESTMENT PHILOSOPHY

• Intrinsic Value: A stock is a partial ownership interest in a business with its worth determined by the underlying 
business’s long-term economics.

• Margin of Safety: An investment’s margin of safety is determined by the combination of the quality of the 
underlying company and the discount from a conservative appraisal of intrinsic value offered by the price.

• Long-term Time Horizon: The focus is on achieving the best possible compounding of capital over a period of 
many years rather than managing short-term volatility of returns.

• Rational and Disciplined Execution: The market occasionally misprices securities for behavioral reasons. 
These arise due to market participants reacting to developments emotionally rather than rationally and to 
some market participants’ misaligned incentives. By remaining rational and disciplined in the implementation 
of my process, I can both take advantage of the market’s mistakes and guard against making mistakes of my 
own. 

• Concentrated Portfolio: Investment opportunities that combine a company of high quality with a price that is at 
a material discount to intrinsic value are infrequent. After constructing a portfolio where being wrong on any 
single judgment should not result in a material loss of principal for the portfolio as a whole, additional 
diversification is more likely to increase rather than reduce risk by forcing the inclusion of increasingly inferior 
investments.
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MENTAL MODEL

• Common investor thinking when a stock goes up significantly that they 
didn’t buy (or sold):

– “I missed it, it’s too late to buy now”

– “The easy money has been made”

• If there has been material positive change in the business or new 
evidence that the thesis is tracking, then that thinking can frequently 
be a behavioral mistake.

• The correct way to think in such a situation is “The hard money has 
been made, let me re-examine the current relationship between price 
and value.”
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DISCOVERY COMMUNICATION (DISCK) INVESTMENT
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Original Investment

• Increased to a 10% position on November 22nd, 2017 and 
hedged with long-term put options (for reasons explained in the 
original presentation included in the appendix)

• Results so far, through June 25th, 2019:

• The point is not the results. The point is that I believe Discovery 
to be a better investment today than it was in November 2017!



BUSINESS OVERVIEW

• Global cable network operator focusing on non-fiction content; owner 
of Discovery, HGTV, Food, Travel, Animal Planet, TLC and Eurosport
networks; ~ 20% share of U.S. Cable TV viewership

• Three sources of competitive advantage: Brands, Library of Content 
and Distribution

• Revenues come from both advertising (cyclical) and affiliate fees (not 
cyclical, long-term contracts)

• Inelastic demand results in pricing power on both sides of the 
business
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BUSINESS OVERVIEW
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BUSINESS OVERVIEW
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RISKS

• Risks in November 2017:

– Secular erosion of core business due to consumers opting out of 
cable bundles and reducing their consumption of traditional TV 
programming

– High financial leverage + tightening covenants following acquisition 
of Scripps Networks International

– Deal integration risk, such as culture clash and departure of key 
personnel, following acquisition of Scripps Networks International
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RISKS

• Risks in June 2019:

– Secular erosion of core business due to consumers opting out of 
cable bundles and reducing their consumption of traditional TV 
programming

– High financial leverage + tightening covenants following acquisition 
of Scripps Networks International

– Deal integration risk, such as culture clash and departure of key 
personnel, following acquisition of Scripps Networks International
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RISKS

High financial leverage + tightening covenants following acquisition of 
Scripps Networks International

– Debt/EBITDA was close to 5x post deal-close in 2017, with 
covenants not too far away (5.5x and tightening)

– Debt/EBITDA = 3.8x as of Q1 2019, on track to be under the target 
of 3.5x, which maps to an investment-grade rating

– Option-adjusted spread on Discovery’s 30-year bond is ~ 240bps

Silver Ring Value Partners Limited Partnership • One Boston Place, Suite 2600, Boston, MA 02108 • www.silverringvaluepartners.com  12



RISKS

Deal integration risk, such as culture clash and departure of key 
personnel, following acquisition of Scripps Networks International

– Management installed a number of ex-Scripps executives in senior 
roles

– No evidence of meaningful unwanted departures or other cultural 
issues

– No evidence of other integration issues

– Cost synergy targets exceeded

– If there were material integration issues, the odds are good we 
would have seen their impact ~ 2 years out from deal close
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RISKS

Secular erosion of core business due to consumers opting out of 
cable bundles and reducing their consumption of traditional TV 
programming

– Thesis has been (and is) that inelastic demand leads to pricing 
power which allows the company to grow revenues despite 
moderate declines in ratings and subscribers

– Company has gotten on all material distribution platforms at 
attractive economics since the deal closed 

– Organic revenue growth has been positive in the U.S. despite 
declines in ratings and subscribers

Silver Ring Value Partners Limited Partnership • One Boston Place, Suite 2600, Boston, MA 02108 • www.silverringvaluepartners.com  14



GROWTH

• Growth at the time of the original presentation
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GROWTH

• Single digit positive organic growth in the U.S. despite low single 
digit subscriber declines and mid/high single digit ratings 
declines
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GROWTH

• Growth at the time of the original presentation
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GROWTH

• Low single digit organic growth internationally

• 1Q 2019 declines due to comparisons vs. prior-year Olympics, 
would have been + low single digits otherwise.
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VALUATION

“We don't use complicated valuation 
models because we want investments that 

are so obvious as to not need one.” 
- Warren Buffett
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VALUATION

– Discovery earned ~ $3.40 in Free Cash Flow per share in 
2018

– 2019 should be somewhat higher

– At < $28/share the stock is at ~ 8x FCF/EPS

– Leverage is at sustainable levels

– FCF/EPS is likely to grow moderately over time
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VALUATION

– Updated DCF value range: $13 (worst) - $47 (base) - $78 
(best) vs. price at $28

– Base Case implies 12.5x normalized forward EPS/FCF

– If you were to buy the whole business, hold it forever and I 
were correct on my Base Case scenario, your IRR would be ~ 
16%
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VALUATION

– Still large downside as secular threats have not been 
completely disproven (although probability is lower now than 
in 2017)

– Bundle can still break in the U.S. at some point

– Earnings/FCF need to be adjusted for the advertising 
revenues being above mid-cycle due to where we are in the 
economic cycle
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CURRENT RISKS

– Secular risk still exists

– Risk that company goes on a large shopping spree vs. buying 
back shares

– CEO who is very promotional in his communication – risk that 
there are hidden problems that I don’t know about
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POSITION SIZE

– Large position for the partnership

– Hedged with 2020 put options with $27.50 and $25 strikes 
which I switched to from lower strike put options as the stock 
went up to manage risk

– Will need to reconsider position size in 2020 if price to value 
gap does not close as reasons for hedging now less 
compelling than they were originally
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DISCLAIMERS
This document does not constitute an offer to sell or a solicitation of an offer to buy securities.  Any such offer will be made only by means of the Confidential Private Placement Memorandum (the 
“Memorandum”).  This document is subject to the more complete information contained in the Memorandum.  

This document and the information contained herein is confidential and is intended solely for the information of the person to whom it has been delivered.  It is not to be reproduced, used, distributed 
or disclosed, in whole or in part, to third parties without the prior written consent of Silver Ring Value Partners.  Each person accepting this document hereby agrees to return it promptly upon request.  
General solicitations, prospecting by mail and advertising are strictly prohibited.

An investment with Silver Ring Value Partners is speculative and involves significant risks, included loss of the entire investment.  There can be no assurances that Silver Ring Value Partners’s
investment objective will able to be achieved or that its investment program will be successful.  Silver Ring Value Partners’s investment program is intended for long-term investors who can accept 
the significant risks associated with investing in a private fund structure.  Limited partnership interest in the private fund will be illiquid as there will be no secondary market for such interests and 
none is expected to develop.  There will be restrictions on transferring limited partnership interests in the private fund. A prospective investor who has preliminary interest in Silver Ring Value 
Partners’s investment program should understand these risks and have the financial ability and willingness to accept them for an extended period of time before considering making an investment 
with Silver Ring Value Partners.

Neither Silver Ring Value Partners, Gary Mishuris nor any agent guarantees or makes any representations as to the performance of the Fund, the repayment of capital, income payments or any 
particular rate of capital or income return. All performance and risk targets contained herein are subject to revisions by Silver Ring Value Partners and are provided solely as a guide to current 
expectations.  There can be no assurance that Silver Ring Value Partners’s investment strategy will achieve any targets or that there will be any return on capital.  Historic performance is not 
necessarily indicative of future performance, which could vary substantially.

The information presented herein, including, but not limited to, Silver Ring Value Partners’s organizational structure, investment experience/views, returns or performance, investment strategies, risk 
management, market opportunity, representative strategies, portfolio construction, capitalizations, expectations, targets, parameters, guidelines, and positions may involve Silver Ring Value 
Partners’s views, estimates, assumptions, facts and information from other sources that are believed to be accurate and reliable and are as of the date this information is presented, any of which 
may change without notice. Silver Ring Value Partners has no obligation (express or implied) to update any or all of the information contained herein or to advise you of any changes; nor does Silver 
Ring Value Partners make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility for errors. The information presented is for illustrative 
purposes only and does not constitute an exhaustive explanation of the investment process, investment strategies or risk management. No person (other than Silver Ring Value Partners and Gary 
Mishuris) has been authorized to make any statement concerning Silver Ring Value Partners and any such statements, if made, may not be relied upon.

The views expressed herein are the opinions and projections of SRVP as of June 25th, 2019, and are subject to change based on market and other conditions. SRVP does not represent that any 
opinion or projection will be realized. The information presented herein, including, but not limited to, SRVP’s investment views, returns or performance, investment strategies, market opportunity, 
portfolio construction, expectations and positions may involve SRVP’s views, estimates, assumptions, facts and information from other sources that are believed to be accurate and reliable as of the 
date this information is presented—any of which may change without notice. SRVP has no obligation (express or implied) to update any or all of the information contained herein or to advise you of 
any changes; nor does SRVP make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility for errors. The information presented is for 
illustrative purposes only and does not constitute an exhaustive explanation of the investment process, investment strategies or risk management.

The analyses and conclusions of SRVP contained in this information include certain statements, assumptions, estimates and projections that reflect various assumptions by SRVP and anticipated 
results that are inherently subject to significant economic, competitive, and other uncertainties and contingencies and have been included solely for illustrative purposes. 

Investors should consider the Fund as a supplement to an overall investment program.  Investors could lose some or all of their investment.  

This document has been prepared from original sources and data believed to be reliable.  However no representations are made as to the accuracy or completeness thereof.  Except where otherwise 
indicated herein, the information provided herein is based on matters as they exist as of the date of preparation and not as of any future date, and will not be updated or otherwise revised to reflect 
information that subsequently becomes available or circumstance existing or changes occurring after the date hereof.  Certain information contained in the presentation constitutes forward looking 
statements which can be identified by the use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “project,” “estimate,” “intend,” “continue,” or “believe,” 
or the negative thereof or other variations thereon or comparable terminology.  Due to various risks and uncertainties, actual events or results or the actual performance of Silver Ring Value Partners 
may differ materially from those reflected or contemplated in such forward-looking statements.
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LEARN MORE
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Contact Information

Gary Mishuris, CFA
Managing Partner, Chief Investment Officer
Silver Ring Value Partners
gary@silverringvaluepartners.com
https://silverringvaluepartners.com
https://behavioralvalueinvestor.com

mailto:gary@silverringvaluepartners.com
https://silverringvaluepartners.com/
https://behavioralvalueinvestor.com/


APPENDIX
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Original Presentation on Discovery 
Communication (DISCK) as presented at the MOI 

Global Best Ideas 2018 conference in January 
2018



INVESTMENT PROCESS
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Thesis Summary

Discovery Communications is undervalued because:

1. The company has a meaningful competitive advantage based on its brands, distribution and content library

2. The market is correct about the presence of secular challenges in the US media market, but is wrong about their magnitude, in
part because it underestimates the company’s pricing power

3. The market is underestimating the long-term resilience and growth potential of Discovery’s international business

4. The announced Scripps Networks (SNI) acquisition does pose meaningful risks, but at the same time if it is successful it is likely 
to meaningful increase the company’s competitive position, earnings power and value per share

On a standalone basis, when I made Discovery Communications (DISCK) a 10% position in November, it was trading at under 40% of 
my Base Case value estimate, but with over 50% downside to my Worst Case estimate (which includes an unfavorable outcome of 
the SNI acquisition). Because of this, I structured the investment in combination with a $15 January 2020 Put option. This gave up 
some expected return, increasing the Base Case price to value relationship from 39% to 46%, while at the same time substantially 
reducing the downside to the Worst Case to a more manageable 25%. Given that the next two years are very likely to resolve the 
success or failure of the SNI acquisition and the company’s ability to de-lever, and somewhat likely to give us material information on 
whether we are right on the magnitude of the structural issues facing the industry and the company, the Put option makes sense in 
this situation as it is a one-time insurance against a specific adverse outcome rather than an ongoing cost of the position. As a 
sanity check, the stock + the Put option combination were trading at under 7x my estimate of 2020 post-integration EPS, a point in 
time during which the company should be at a sustainable level of financial leverage and from which is should be growing its profits.

At current prices, with the stock having risen ~ 30% to $22, the investment is still very attractive, although choosing the $20 strike 
price instead of $15 for the Put would bring the magnitude of downside to similar levels as the original investment.



INVESTMENT PROCESS

Five-Step Research Process

The goal is to answer the following two questions:

• How predictable is the long-term economic outcome of the business?

• What is a reasonable range of intrinsic values?
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Security Research and Valuation

Step 1 Step 2 Step 3 Step 4 Step 5

Company Quality 
Assessment

Analysis of Key 
Economic 
Variables

Financial 
Modeling

Valuation Behavioral 
Checklist



INVESTMENT PROCESS

• Business Quality – industry’s structural attractiveness and company’s sustainable competitive advantage

• Management Quality – track record of operations and capital allocation as well as alignment of incentives

• Balance Sheet Quality – ability to withstand temporary adversity without reducing security value
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Security Research and Valuation

Step 1 Company Quality Assessment



INVESTMENT PROCESS
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Business Quality: Company Description

Source: Discovery 2017 Scripps Merger presentation

Discovery is a global cable network company focused on non-fiction content



INVESTMENT PROCESS
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Business Quality: Company Description

Source: Company Reports



INVESTMENT PROCESS
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Business Quality: Structural Industry Attractiveness

Conclusion: Video Content industry is of Above Average structural attractiveness

Porter Forces Analysis: TV Video Content Industry

Barriers to Entry: Medium

- Distribution with Pay TV providers
- Capital and time to create compelling 
content
- Brands to consistently attract audiences

Competition: Medium

- Competition is predominantly based on 
differentiation of content, not on price
- Distributors typically sign 5-7 year 
carriage deals with automatic price 
escalators
- Desirable unique content creates 
inelastic demand and strong pricing 
power

Power of Buyers: Medium

- Pay TV distributors have some 
bargaining power, but less than that of 
Content Providers
- Distributors have been consolidating, 
increasing their bargaining power
- There is less differentiation among 
distributors than content providers, and 
each market has 3-4 comparable 
distributors

Power of Suppliers: Low/Medium

- Most talent and service providers have 
low differentiation and are easily 
substitutable
- Key sports leagues have strong 
bargaining power
- High profile talent has bargaining 
power by commanding inelastic viewer 
demand

Threat of Substitutes: Medium

- Improved Internet availability and 
speeds are lowering the barriers to 
alternatives such as Netflix and Amazon 
Prime Video
- Increased availability of other media 
such as Internet, mobile technologies 



INVESTMENT PROCESS
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Business Quality: Competitive Advantage

Sources of Sustainable Competitive Advantage

1. Brands – Cable networks such as Discovery, Animal Planet, Food Network and Travel are 
brands loved by viewers and serve as the go-to destinations for their respective genres 

2. Distribution – domestically the company’s main networks have broad distribution on the basic 
tiers. Internationally a number have strong carriage in many markets in Europe and Latin 
America that would take many years for a competitor to replicate.

3. Content Library – the company is vertically integrated and owns the rights to almost all of its 
content. Much of its content travels well internationally and its deep library makes it easy to 
enter new markets once distribution is secured.



INVESTMENT PROCESS
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Business Quality: Competitive Advantage

The combined company will have 5 out of the top 20 networks that consumers would want to 
include in their own a-la-carte TV bundle according to a 2015 Variety survey

Source: Variety 2015 survey, https://pmcvariety.files.wordpress.com/2015/06/digitalsmiths-unbundling-survey.jpg



INVESTMENT PROCESS
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Business Quality: Competitive Advantage

The combined company will have substantial scale and bargaining power with distributors

Source: Discovery 2017 Scripps Merger presentation



INVESTMENT PROCESS

Silver Ring Value Partners Limited Partnership • One Boston Place, Suite 2600, Boston, MA 02108 • www.silverringvaluepartners.com  37

Business Quality: Competitive Advantage

Discovery has unrivaled global distribution, which it can use to monetize some of the acquired 
Scripps Networks’ content internationally.

Source: Discovery 2017 Scripps Merger presentation



INVESTMENT PROCESS
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Business Quality: Validation

• It is important to compare our qualitative analysis against historical financial metrics

• The company’s high and growing Economic Profit and high Return on Invested Capital 
corroborate our analysis that this is a high quality business

Conclusion: Discovery has a sustainable competitive advantage due to its brands, content library 
and global distribution and is an Above Average quality business.

Source: Company Reports



INVESTMENT PROCESS
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Management Quality

What Determines Management Quality

1. Track-record of a) operating the business b) capital allocation

2. Alignment of incentives with shareholders

Discovery’s Management: Track Record

• Current CEO responsible for meaningfully growing the company’s economic profit over the last decade

• Management increased the international distribution for its channels through a sustained program of investment

• Maintained and grew key brands (e.g. Discovery and Investigation Discovery), but a couple of networks (TLC and 
Animal Planet) remain in turnaround mode

• Capital allocation track record is too early to assess as not enough time has passed from the recent deals

Discovery’s Management: Alignment

• Large direct share ownership: CEO owns $60M

• John Malone is on the board and controls a substantial minority of the vote, increasing confidence in capital allocation

• Compensation metrics (sales, EBITDA and FCF) are imperfect as they don’t include ROIC or Economic Profit.

Conclusion: Management Quality is Above Average



INVESTMENT PROCESS
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Balance Sheet Quality

What Determines Balance Sheet Quality

1. Ability to withstand temporary adversity without needing to raise capital

2. Appropriate leverage relative to profitability that doesn’t necessitate the use of Free Cash Flow 
to reduce debt

Balance Sheet Quality

• Pro-Forma for the SNI acquisition, Debt/EBITDA is ~ 5x

• Debt/EBITDA should decline to 4.7x and 4x by the end of 2018 and 2019 in my Base Case

• Debt/EBITDA would be at 5x and 4.5x by the end of 2018 and 2019 in my Worst Case

• Debt covenants are at 5.5x, stepping down to 5x a year and to 4.5x two years from deal close

• Interest Coverage (EBITA/Interest) is 4.8x at its trough in my Worst Case 

• Management was able to lock in a very low cost of debt (~4%) for very long-term maturities

• For example, the company’s longest maturity is 2047 with a 5.2% coupon and a spread of 2.5% 
at issue and ~ 2.3% currently to US Treasuries



INVESTMENT PROCESS
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Balance Sheet Quality

• The company’s debt maturities are very well distributed, lessening liquidity risk

• I estimate Discovery will generate $1.5B+ of FCF in each of the next 5 years in the Worst Case

Conclusion: Balance Sheet Quality is Below Average, but improving and expected to reach Average 
in 2 years.

Source: Bloomberg



INVESTMENT PROCESS

• Identify key economic variables most likely to materially impact the long-term business outcome

• Establish a range of reasonable values for each variable under different scenarios
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Security Research and Valuation

Analysis of Key 
Economic VariablesStep 2

If we could only know 5 or fewer things about the business 10 years from now, what would they be?

1. Domestic subscription revenues

2. Domestic advertising revenues

3. International subscription revenues

4. International advertising revenues

5. Cost of content



INVESTMENT PROCESS
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Key Economic Variables – Domestic Subscription Revenue

• Video subscriber losses for traditional distributors are approaching 3% per 
year



INVESTMENT PROCESS
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Key Economic Variables – Domestic Subscription Revenue

• Cable network distribution has been declining ~ 2%-3% in recent years
• Discovery and Scripps have seen their main networks decline at similar rates
• On the Q3 2017 earnings call Discovery said the core networks declined ~ 3% 

while all networks decline ~ 5%, suggesting that the marginal networks are 
losing distribution at rate of 7%+

Source: Forms 10-K of TWX, SNI, DIS, DISCK and CMCSA; Calculated as maximum of any major channel in a year



INVESTMENT PROCESS
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Key Economic Variables – Domestic Subscription Revenue

• Despite declines in the number of subscribers the company has maintained 
subscription revenue growth due to pricing

• Annual price escalators are contractually in the high single digits, consistent 
with the pricing implied in the YTD results

• Deals are long-term, typically 5+ years
• Discovery’s content is inexpensive – less than 35c per network per month

Source: Company Reports



INVESTMENT PROCESS
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Key Economic Variables – Domestic Subscription Revenue

• Despite declines in the number of subscribers the company has maintained 
subscription revenue growth due to pricing

• Annual price escalators are contractually in the high single digits, consistent 
with the pricing implied in the YTD results

• Deals are long-term, typically 5+ years
• Discovery’s content is inexpensive – less than 35c per network per month

Source: Company Reports
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Key Economic Variables – Domestic Subscription Revenue

• Base Case: U.S. subscription revenue grows ~ 2% per year (-3% volume, +5% 
price)

• Worst Case: U.S. subscription revenue declines ~ 3% per year (-5% volume, 
+2% price)

• Best Case: U.S. subscription revenue grows ~ 5% per  year (-2% volume, + 7% 
price)

Source: Company Reports, Silver Ring Value Partners estimates
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Key Economic Variables – Domestic Advertising Revenue

• Despite increased usage of the internet, mobile apps ands social media, there 
has not been a material decline in the amount of time spent watching TV

• The percent of people watching TV has also been stable

Source: BLS.gov
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Key Economic Variables – Domestic Advertising Revenue

• However, the amount of time spent on traditional TV has declined
• This decline is particularly pronounced among younger people
• The likely cause is viewing of new, internet-based services such as Netflix, 

which allow viewing of older library content 

Source: Morgan Stanley



INVESTMENT PROCESS

Silver Ring Value Partners Limited Partnership • One Boston Place, Suite 2600, Boston, MA 02108 • www.silverringvaluepartners.com  50

Key Economic Variables – Domestic Advertising Revenue

• The company’s US ratings have been declining on average in the mid single 
digits

Source: Wells Fargo, 7/2017
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Key Economic Variables – Domestic Advertising Revenue

• Direct to consumer offerings such as Netflix likely to hurt ratings by ~ 5% per 
year
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Key Economic Variables – Domestic Advertising Revenue

• An analog for what is happening in the Cable TV industry is what happened to 
the Broadcast TV industry over the last 15 years

• Despite declining ratings, advertising revenue grew low single digits
• This was due to pricing power as advertisers value share of voice vs. 

competitors more so than absolute reach

Source: J.P. Morgan, MAGNA
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Key Economic Variables – Domestic Advertising Revenue

• Despite mid single digits ratings declines over the last two years, advertising 
revenue grew ~ 2% per year

• This shows initial evidence that cable networks have pricing power given their 
unique medium (targeted mass video)

Source: Company Reports
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Key Economic Variables – Domestic Advertising Revenue

• Worst Case: Immediate advertising recession followed by -1% declines
• Base Case: Immediate advertising recession (to be conservative given where 

we are in the economic cycle), followed by 2% growth
• Best Case: Mild economic recession followed by 5% growth
• All scenarios assume ratings continue to decline
• Market participants underestimate Cable TV’s pricing power

Source: Company Reports, Silver Ring Value Partners estimates
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Key Economic Variables – International Subscription Revenue

• Outside the US, services such as Netflix are less compelling as an alternative 
to traditional TV due to a smaller price differential

Source: Discovery 2015 Investor Day presentation
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Key Economic Variables – International Subscription Revenue

• International markets are earlier in their development stage and have more 
room for additional Pay TV penetration and subscriber growth

• Discovery has grown all of its major networks internationally at high single digit 
annual rates or better over the last 5 years

Source: Company Reports
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Key Economic Variables – International Subscription Revenue

• Company is investing in EuroSport by aggregating inexpensive sports rights
• Inelastic consumer demand for sports improves bargaining power
• EuroSport Player has interesting optionality if it gains scale
• Company is willing to sacrifice short-term revenue to build a customer base 

(e.g. recently put Bundesliga soccer rights only on the direct to consumer 
offering)

Source: Discovery 2015 Investor Day presentation
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Key Economic Variables – International Subscription Revenue

• Worst Case: Growth drops to 0% starting in 2018
• Base Case: Long-term growth at 8% driven by both subscriber growth and price
• Best Case: Long-term growth at 10% driven by subscriber growth and price

Source: Company Reports, Silver Ring Value Partners estimates
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Key Economic Variables – International Advertising Revenue

• International Cable TV advertising still growing at healthy rates and has room 
to continue to grow

Source: Discovery 2015 Investor Day presentation
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Key Economic Variables – International Subscription Revenue

Recent deceleration in organic growth in part driven by:
• Economic recession in parts of Latin America (e.g. Brazil)
• Pricing pressure in Asia where company lacks sports rights
• Natural disasters in Puerto Rico and Caribbean 

Source: Company Reports, Silver Ring Value Partners estimates
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Key Economic Variables – International Advertising Revenue

• Modeling advertising recession in 2018/2019 (-10%/-5%) given where we are 
in the cycle, but not because of any particular view on the timing

• Worst Case: Long-term growth of 0%, due to negative ratings offset by pricing
• Base Case: Long-term growth of 4%, due to LSD ratings growth + pricing
• Best Case: Long-term growth of 10%, due to MSD ratings growth + pricing

Source: Company Reports, Silver Ring Value Partners estimates
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Key Economic Variables – Cost of Content

• Content costs grew at a ~14% compounded rate 2009-2016
• US costs grew at ~ 8%, while International costs (which included acquisitions) 

grew at a 21% rate)
• Some of the split between U.S. and International is artificial as the same 

content is frequently repurposed globally

Source: Company Reports, Silver Ring Value Partners estimates
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Key Economic Variables – Cost of Content

• U.S. content expenses have stayed in the low 20% range of sales
• International content expenses have increased substantially due to:

• Acquisitions with smaller scale 
• Investment in sports rights (e.g. Bundesliga, Eurosport)

Source: Company Reports, Silver Ring Value Partners estimates
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Key Economic Variables – Cost of Content

• Discovery and Scripps have a structurally lower-cost model due to the nature 
of their content (no expensive talent or sports rights)

• Combined the two companies spend almost ~ $3B per year – an amount that 
gives them substantial scale

Source: Company Reports, Silver Ring Value Partners estimates
* = Silver Ring Value Partners estimate based on partial company disclosures
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Key Economic Variables – Cost of Content

• U.S. margins have been high and stable 

Source: Company Reports, Silver Ring Value Partners estimates
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Key Economic Variables – Cost of Content

• International margins have been falling due to:
• Acquisitions (e.g. SBS) which had lower margins
• Sports rights investment (e.g. Olympics, Bundesliga soccer)
• Investment in the Direct to Consumer EuroSport Player

Source: Company Reports, Silver Ring Value Partners estimates
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Key Economic Variables – Cost of Content

• The ~ 30% difference between the 2016 margins of the two segments was 
evenly divided between Content, Other COGS and SG&A leverage

• Some of the difference is structural (e.g. deleverage from operating in multiple 
countries)

• Some of the difference is temporary (e.g. high sports content investment)

Source: Company Reports, Silver Ring Value Partners estimates
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Key Economic Variables – Cost of Content

• Worst Case: Margins decline substantially due to deleverage from declining 
sales and rising content costs

• Base Case: Margins decline slightly due to rising content costs
• Best Case: Margins increase slightly due to positive leverage from rising sales

Source: Company Reports, Silver Ring Value Partners estimates
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Key Economic Variables – Cost of Content

• Worst Case: Margins continue to decline due to rising content costs
• Base Case: Margins increase slowly as rising sales more than offset continued 

investment in content, including sports
• Best Case: Margins increase substantially due to positive operating leverage 

and moderate growth in content spending

Source: Company Reports, Silver Ring Value Partners estimates
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Use the analysis from Steps 1 and 2 to model the company’s income statement, balance sheet and cash flow 
statement, and create 3 scenarios:

• Worst case, where each key economic variable has its worst likely outcome

• Base case, where each key economic variable has its most likely outcome

• Best case, where each key economic variable has its best likely outcome
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Security Research and Valuation

Financial ModelingStep 3
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Financial Modeling

• Scripps deal synergies of ~ $350M vs. management’s $350M target
• Assume deal revenue dis-synergies from culture/integration issues cause a 

one-time 5% advertising decline for the legacy Scripps business
• Immediate advertising recession of 10% in 2018 and another 5% in 2019
• Half of the benefits of the newly-passed lower US corporate tax rate competed 

away and passed through to customers, half retained
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Financial Modeling



INVESTMENT PROCESS

Silver Ring Value Partners Limited Partnership • One Boston Place, Suite 2600, Boston, MA 02108 • www.silverringvaluepartners.com  73

Financial Modeling

• Assumes leverage is maintained at 3.5x Debt/EBITDA
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Financial Modeling

• Scripps deal synergies of ~ $250M vs. management’s $350M target
• Assume deal revenue dis-synergies from culture/integration issues cause a 

one-time 10% advertising decline for the legacy Scripps business
• Immediate advertising recession of 10% in 2018 and another 5% in 2019
• All of the benefits of the newly-passed lower US corporate tax rate competed 

away and passed through to customers
• No terminal value after 20 years
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Financial Modeling
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Financial Modeling

• Assumes the need to pay down debt to remain at 3.5x Debt/EBITDA
• No free cash flow after 20 years
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Financial Modeling

• Scripps deal synergies of ~ $400M vs. management’s $350M target
• Assume no deal revenue dis-synergies from culture/integration issues
• Immediate advertising recession of 5% in 2018 and another 2.5% in 2019
• All of the benefits of the newly-passed lower US corporate tax rate retained by 

the company
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Financial Modeling



INVESTMENT PROCESS

Silver Ring Value Partners Limited Partnership • One Boston Place, Suite 2600, Boston, MA 02108 • www.silverringvaluepartners.com  79

Financial Modeling

• Assumes leverage is maintained at 3.5x Debt/EBITDA
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• Estimate the range of intrinsic values for the business using Discounted Cash Flow (DCF) analysis

• Perform sanity checks on each part of the range by checking other valuation metrics, such as normalized P/E, 
EV/EBITA, and Price to Book (P/B) ratios 
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Security Research and Valuation

ValuationStep 4
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Valuation

• Primary valuation tool is a DCF of equity cash flows using a 10% discount 
rate

• Worst case has no terminal value; Other scenarios assume 3% terminal 
growth rate

• Another way of looking at the Base case is that if we were to buy the 
company today and own it forever and are right on our cash flow forecast, we 
would get a 15% IRR
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Valuation

• Valuation implied by the Base Case is reasonable, but slightly higher than 
some of the valuation checks

• This makes sense as:
• Last 5 year history is affected by the negative sector sentiment of the 

last few years
• Some of the EV/EBITA valuation checks were prior to US tax rate change

Good News: At either the current price of ~ $22 or when I increased DISCK to a 
~ 10% position ($16.75), if I am correct that the company is likely to earn ~ 
$3/share in EPS/FCF in a couple of years at a sustainable capital structure and 
grow from there, then the stock is really undervalued and has a large margin of 
safety.

Source: Company Reports, Bloomberg, Silver Ring Value Partners estimates
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Valuation – Sensitivity Analysis 

• Hard to make reasonable changes to assumptions to make the stock 
unattractive at the current price
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• Ask a series of questions to guard against behavioral biases before finalizing the analysis

• Checklist includes questions such as:

– Have the most recent developments – positive or negative – colored the analysis of the company’s 
prospects disproportionately to their long-term significance?

– If the markets closed and I couldn’t sell this security for five years, would I be comfortable owning it?

– Do I have emotions – positive or negative – towards this investment? 
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Security Research and Valuation

Behavioral ChecklistStep 5

In this case, there are three specific potential behavioral biases:
• Anchoring – I owned the position for a long time before increasing it to 10%
• Base-rate Neglect – Large deals such as the acquisition of SNI have a track 

record of destroying value
• Overconfidence – Both mine and the management team’s
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Behavioral Checklist

How I addressed the potential behavioral biases:

Anchoring – I re-underwrote the investment from scratch, including brand new 
models built without reference to the old models. I also spent a substantial 
amount of time analyzing financial leverage and secular industry issues in the 
context of new data.

Base-Rate Neglect – I assumed a meaningful (5%) revenue loss from culture 
issues at the acquired company, Scripps. These are the kind of issues that 
typically cause such deals to underperform. The implied equity IRR on the deal 
in my Base Case is ~ 9%, implying moderate value destruction.

Overconfidence – Management only highlights the positives and does not like to 
talk about the negatives in a balanced fashion. I sought out negative 
information and opinions, including performing a ‘devil’s advocate’ exercise with 
another knowledgeable investor.
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Behavioral Checklist
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Quality Assessment:

• Margin of Safety comes from considering the 
combination of the quality of the company and the 
discount to intrinsic value.

• The goal is to avoid below-average businesses, as 
it is too hard to estimate their value accurately.

• The minimum required expected IRR is 12% for 
the highest quality businesses and increases to 
15% for average businesses.
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Portfolio Construction 

PURCHASE GUIDELINES

Business Quality

Average
Above 

Average Excellent

Price as % of base 
case value

<55% <65% <75%

• Discovery Communications clearly qualifies for purchase as my Business Quality 
assessment is ‘Above Average’ and the stock is priced at less than 65% of Base 
Case value
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Position Sizing:

Three principles are used to size positions within the 
portfolio:

• Portfolio at Risk (PaR) – PaR is the position size 
multiplied by the downside to the worst case value 
estimate. As an example, a 10% position with 
worst case downside of 30% would have a PaR of 
3%. PaR will typically not exceed 5% at purchase.

• Risk of permanent capital loss declines as 
company quality increases. Increasingly higher 
quality parameters are a prerequisite for larger 
positions in the portfolio.

• No position size should be so large that a 
complete loss, however improbable, would result 
in capital loss that the rest of the portfolio would 
be unable to overcome. 
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Portfolio Construction 

POSITION SIZING GUIDELINES

Position Size

Small 
(5%)

Medium 
(10%)

Large
(15%)

Price as % of 
Base case value

<75% <75% <75%

Business quality Average+ Average+
Above 

Average+

Balance Sheet 
quality

Any Average+
Above 

Average+

Management 
quality

Any Average+
Above 

Average+

Downside to 
Worst case

Any <35% <35%
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Portfolio Construction

Three potential problems with the investment:

1. Financial Leverage – the company is taking on a fair amount of debt (almost 
5x leverage) at a time that I believe to be well past the mid-point of the 
economic cycle. This contributes to the large downside of the Worst case 
which would eliminate the company from consideration for a Medium or 
Large position.

2. Deal Integration Risk – the company is about to attempt to digest another 
large company, which entails a risk of a culture clash or distraction leading 
to poor results.

3. Secular Headwinds, Especially in the U.S. – It is far better to have secular 
trends be a tailwind than a headwind. There is always the possibility that I 
am wrong and that the U.S. Pay TV ecosystem unravels faster than I expect 
and the company is unable to make the transition to a direct-to-consumer 
model.
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Portfolio Construction – Discovery Communications Position Sizing

• Based on the position sizing guidelines, Discovery would only have qualified as a small 
position (5%), due to its downside to Worst Case being greater than 35%

• By hedging this position with a 2020 Put Option, we can substantially reduce the downside 
and therefore take a much larger position

• Usually, such hedging is too expensive over the foreseeable time horizon of the investment
• However, in this case most of the important negative developments are likely to be known in 

the next 24 months (e.g. SNI deal integration risk, ability to de-lever from high financial 
leverage without tripping debt covenants), so this is a one-time hedge

• We will also have two more years’ worth of information about the pace of the secular issues 
facing the Pay TV ecosystem, allowing us to update our assumptions and re-assess

Bottom Line: Discovery hedged with a 2020 Put option presented an attractive investment with 
moderate risk. Investment is still attractive today despite the stock having risen to $22.
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Portfolio Construction – Discovery Communications at the Current Price

• Investment still offers attractive returns and risk/reward at current prices
• Downside protection is reduced
• Current Base/Best cases ~ 10% higher due to U.S. tax rate change

• At current prices, changing the strike price of the Put option from $15 to $20 would achieve 
moderate downside with a still significant amount of expected return

• I am using the mid-price for the Put options here – in practice the bid/ask spread is very wide 
and your results could deviate from the above to some degree
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DISCLAIMERS
This document does not constitute an offer to sell or a solicitation of an offer to buy securities.  Any such offer will be made only by means of the Confidential Private Placement Memorandum (the 
“Memorandum”).  This document is subject to the more complete information contained in the Memorandum.  

This document and the information contained herein is confidential and is intended solely for the information of the person to whom it has been delivered.  It is not to be reproduced, used, distributed 
or disclosed, in whole or in part, to third parties without the prior written consent of Silver Ring Value Partners.  Each person accepting this document hereby agrees to return it promptly upon request.  
General solicitations, prospecting by mail and advertising are strictly prohibited.

An investment with Silver Ring Value Partners is speculative and involves significant risks, included loss of the entire investment.  There can be no assurances that Silver Ring Value Partners’s
investment objective will able to be achieved or that its investment program will be successful.  Silver Ring Value Partners’s investment program is intended for long-term investors who can accept 
the significant risks associated with investing in a private fund structure.  Limited partnership interest in the private fund will be illiquid as there will be no secondary market for such interests and 
none is expected to develop.  There will be restrictions on transferring limited partnership interests in the private fund. A prospective investor who has preliminary interest in Silver Ring Value 
Partners’s investment program should understand these risks and have the financial ability and willingness to accept them for an extended period of time before considering making an investment 
with Silver Ring Value Partners.

Neither Silver Ring Value Partners, Gary Mishuris nor any agent guarantees or makes any representations as to the performance of the Fund, the repayment of capital, income payments or any 
particular rate of capital or income return. All performance and risk targets contained herein are subject to revisions by Silver Ring Value Partners and are provided solely as a guide to current 
expectations.  There can be no assurance that Silver Ring Value Partners’s investment strategy will achieve any targets or that there will be any return on capital.  Historic performance is not 
necessarily indicative of future performance, which could vary substantially.

The information presented herein, including, but not limited to, Silver Ring Value Partners’s organizational structure, investment experience/views, returns or performance, investment strategies, risk 
management, market opportunity, representative strategies, portfolio construction, capitalizations, expectations, targets, parameters, guidelines, and positions may involve Silver Ring Value 
Partners’s views, estimates, assumptions, facts and information from other sources that are believed to be accurate and reliable and are as of the date this information is presented, any of which 
may change without notice. Silver Ring Value Partners has no obligation (express or implied) to update any or all of the information contained herein or to advise you of any changes; nor does Silver 
Ring Value Partners make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility for errors. The information presented is for illustrative 
purposes only and does not constitute an exhaustive explanation of the investment process, investment strategies or risk management. No person (other than Silver Ring Value Partners and Gary 
Mishuris) has been authorized to make any statement concerning Silver Ring Value Partners and any such statements, if made, may not be relied upon.

The views expressed herein are the opinions and projections of SRVP as of December 27th, 2017, and are subject to change based on market and other conditions. SRVP does not represent that any 
opinion or projection will be realized. The information presented herein, including, but not limited to, SRVP’s investment views, returns or performance, investment strategies, market opportunity, 
portfolio construction, expectations and positions may involve SRVP’s views, estimates, assumptions, facts and information from other sources that are believed to be accurate and reliable as of the 
date this information is presented—any of which may change without notice. SRVP has no obligation (express or implied) to update any or all of the information contained herein or to advise you of 
any changes; nor does SRVP make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility for errors. The information presented is for 
illustrative purposes only and does not constitute an exhaustive explanation of the investment process, investment strategies or risk management.

The analyses and conclusions of SRVP contained in this information include certain statements, assumptions, estimates and projections that reflect various assumptions by SRVP and anticipated 
results that are inherently subject to significant economic, competitive, and other uncertainties and contingencies and have been included solely for illustrative purposes. 

Investors should consider the Fund as a supplement to an overall investment program.  Investors could lose some or all of their investment.  

This document has been prepared from original sources and data believed to be reliable.  However no representations are made as to the accuracy or completeness thereof.  Except where otherwise 
indicated herein, the information provided herein is based on matters as they exist as of the date of preparation and not as of any future date, and will not be updated or otherwise revised to reflect 
information that subsequently becomes available or circumstance existing or changes occurring after the date hereof.  Certain information contained in the presentation constitutes forward looking 
statements which can be identified by the use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “project,” “estimate,” “intend,” “continue,” or “believe,” 
or the negative thereof or other variations thereon or comparable terminology.  Due to various risks and uncertainties, actual events or results or the actual performance of Silver Ring Value Partners 
may differ materially from those reflected or contemplated in such forward-looking statements.
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