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When asked how he became so successful, Buffett answered: “we read hundreds and hundreds of annual reports every year.” 
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About Portfolio Manager’s Review 
 

Our goal is to bring you equity 
investment ideas that are compelling 
on the basis of value versus price. In 
our quest for value, we analyze the 
top holdings of top fund managers. 
We also use a proprietary screening 
methodology to identify opportunities 
that are not yet widely followed by 
institutional investors. 
John Mihaljevic, managing editor, is 
a fund manager, former banker and 
analyst. He is a member of Value 
Investors Club, an exclusive 
community of top money managers, 
and has won the Club’s prize for best 
investment idea. John is a trained 
capital allocator, having studied 
under Yale chief investment officer 
David Swensen and served as 
research assistant to Nobel laureate 
James Tobin. John holds a BA in 
Economics, summa cum laude, from 
Yale and is a CFA charterholder. He 
resides in New York City with his 
wife and two kids. 

 

 

 
THE SUPERINVESTOR ISSUE 

 
 

► Snapshot of 100 companies owned by superinvestors 
► 22 companies profiled and analyzed 

► Proprietary selection of Top 3 candidates for investment 
► Plus: Latest holdings of top investors 

► Plus: Exclusive Interview with Brian Bares 
► Plus: Exclusive Notes from Value Investing Seminar, Italy 

 

Superinvestor companies mentioned in this issue include Abbott Labs, 
Abercrombie & Fitch, Alleghany, Allegheny Energy, Allergan,  

Alliance One, Allied Healthcare, Allstate, AmeriCredit, Apollo Group,  
Aspen Insurance, Automatic Data, AutoNation, Bank of America, Becton, 

Dickinson, Bel Fuse, BioFuel Energy, Brookfield Prop., Burlington Northern, 
Campbell Soup, Capital Southwest, CapitalSource, Cardinal Health,  
CF Industries, Coca-Cola Company, Comcast, Contango Oil & Gas,  

Coventry Health, Crosstex Energy, Dell, DIRECTV Group, Discovery Comms, 
DreamWorks Animation, EMC Corp., Exterran Holdings, Fairfax Financial, 

Forest City, General Electric, Genworth Financial, Health Net, Hertz Global, 
Hewlett-Packard, Humana, Intelligent Systems, International Assets, 

International Coal, Jefferies Group, Johnson & Johnson, Leucadia National, 
Level 3 Comms, Liberty Acquisition, Liberty Entertain., Lockheed Martin, 

Magna International, Market Leader, McDonald's, MI Developments, Microsoft, 
ModusLink Global, Monsanto Company, Nabors Industries, News Corp., 

Northrop Grumman, Odyssey Re, Omnicom Group, Overstock.com, Pfizer, 
Philip Morris, POSCO, Potash Corp., Procter & Gamble, Republic Airways, 

SAP, Sears Holdings, Smithfield Foods, Spirit AeroSystems, St. Joe,  
Stanley Furniture, Strayer Education, Sun Microsystems, Sycamore Networks, 

TAL International, Target, Tejon Ranch, Theravance, Transatlantic, 
TravelCenters, tw telecom, U.S. Bancorp, United Am. Indemnity,  

Varian Medical, Visa, VistaPrint, Wal-Mart, Walt Disney, WellCare Health,  
Wells Fargo, Wyeth, Yahoo!, Yum! Brands, and more. 

 

(profiled companies are underlined) 
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Hertz (HTZ) – Berkowitz  
Park Ridge, NJ, 201-307-2000 

Services: Rental & Leasing http://www.hertz.com 

  
Trading Data Consensus EPS Estimates Valuation 

Price: $11.02 (as of 8/14/09)   
 

Month # of P/E FYE 12/31/08 n/m 
52-week range: $1.55 - $11.99   Latest Ago Ests P/E FYE 12/31/09 110x 
Market value: $4.5 billion This quarter $0.24 $0.23 5 P/E FYE 12/31/10 28x 
Enterprise value: $13.7 billion Next quarter 0.01 -0.08 5 P/E FYE 12/31/11 n/a 
Shares out: 409.4 million FYE 12/31/09 0.10 0.00 6 EV / LTM revenue 1.8x 

Ownership Data FYE 12/31/10 0.39 0.24 6 EV / LTM EBITDA 11x 
Insider ownership: 1% FYE 12/31/11 n/a n/a n/a EV / LTM EBIT n/m 
Insider buys (last six months): 15 LT EPS growth 12.0% 12.0% 1 P / tangible book n/m 
Insider sales (last six months): 14 Latest Quarterly EPS Surprise Greenblatt Criteria 
Institutional ownership: 52% Date Actual Estimate LTM EBIT yield -6% 
# of institutional owners: 312 7/28/09 $0.12 $0.06 LTM pre-tax ROC -8% 

  
Operating Performance and Financial Position 

($ millions, except Fiscal Years Ended LTME FQE FQE 
per share data) 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07 12/31/08 6/30/09 6/30/08 6/30/09 
Revenue 5,638  5,934  6,676  7,469  8,058  8,686  8,525  7,530  2,275  1,755  
Gross profit 2,545  2,618  2,942  3,280  3,582  4,042  3,767  3,141  1,020  784  
EBIT 216  238  503  542  201  387  (1,383) (879) 93  31  
Net income (150) 159  366  350  116  265  (1,207) (1,360) 51  4  
Diluted EPS 0.45  0.69  1.59  1.52  0.36  0.81  (3.74) (4.21) 0.16  0.01  
Cash from ops 

 
1,899  2,251  1,455  2,605  3,090  2,096  1,785  (120) (268) 

Capex 
 

227  286  343  224  209  250  131  55  27  
Free cash flow 

 
1,673  1,965  1,112  2,381  2,881  1,846  1,654  (175) (295) 

Cash & investments 
  

678  844  675  730  594  571  811  571  
Total current assets 

  
0  0  0  0  0  0  0  0  

Intangible assets 
  

544  4,258  4,138  4,084  2,886  2,922  4,091  2,922  
Total assets 

  
14,096  18,581  18,677  19,256  16,451  15,650  20,691  15,650  

Short-term debt 
  

0  0  0  0  0  0  0  0  
Total current liabilities 

  
0  0  0  0  0  0  0  0  

Long-term debt 
  

8,428  12,515  12,276  11,960  10,972  9,796  12,694  9,796  
Total liabilities 

  
11,426  16,315  16,143  16,342  14,981  13,874  17,715  13,874  

Preferred stock 
  

0  0  0  0  0  0  0  0  
Common equity 

  
2,670  2,266  2,535  2,913  1,471  1,777  2,976  1,777  

EBIT/capital employed 
  

5% 5% 2% 4% -14% -8% n/m n/m 
  

Ten-Year Stock Price Performance and Trading Volume Dynamics 
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BUSINESS OVERVIEW 
Hertz is the largest global car rental provider and one of the 
largest equipment rental companies in the U.S. and Canada. 
Hertz was acquired from Ford by a private equity consortium 
in December 2005 and went public in November 2006.  
 
INVESTMENT HIGHLIGHTS 

• Car rental leader. With 8,000 locations, Hertz 
Rent-A-Car (RAC) is the #1 car rental brand, with 
#1 airport share in U.S. and 42 airports in Europe. 

• #2 in U.S./Canada equipment rental. Hertz 
Equipment Rental (HERC) derives 70% of revenue 
from U.S. where it has 4% share of the fragmented 
industry. Worldwide average fleet age is 40 months.  

• $11 billion of revenue-earning equipment at cost 
as of 6/09, of which cars represented 77%. Net 
equipment was $9 billion, with 79% in cars. 

• Raised $1 billion in equity and convert in May. 
CD&R and Carlyle bought total of 32 million shares 
at $6.23/share. Proceeds reduced fleet debt. 

• Guiding for adjusted EPS of $0.12-0.15 in 2009, 
with revenue of $6.7-7.0 billion, corp. EBITDA of 
$900-935 million, pretax inc. of $100-120 million. 

 
INVESTMENT RISKS & CONCERNS 

• $9 billion net debt at June 30 includes $5 billion 
fleet debt, which finances RAC fleet, and $4 billion 
corporate debt, which finances HERC fleet, ABS 
equity and corporate needs. $3.4 billion of U.S. fleet 
debt is financed via bankruptcy-remote SPV.   

• 2010 refinancing need. The company has $4.2 
billion of maturities, mainly fleet debt, due in 2010, 
for which it is pursuing refinancing options.  

• Exposed to air travel. 69% of 2008 global car 
rental revenue was generated at airport locations.  

• Car fleet has “residual risk,” as only 32% of U.S. 
cars and 42% internationally are program cars, i.e., 
subject to repurchase by car makers. The average 
holding period of cars in U.S. is 12 months. 

• Concentrated suppliers: Ford (23% of car fleet, 
based on book value), Toyota (21%), GM (19%).  

• HERC exposed to construction and industrial 
markets (2/3 of North America revenue in Q2). 

 
COMPARABLE PUBLIC COMPANY ANALYSIS 

  MV 
($mn) 

EV 
($mn) 

EV / 
Rev. 

P / T. 
Book 

This 
FY P/E 

Next 
FY P/E 

CAR 1,080 7,540 1.4x n/m n/m 15x 
URI 490 3,540 1.2x n/m n/m 43x 
DTG 490 2,150 1.3x 2.7x n/m 24x 
HTZ 4,510 13,730 1.8x n/m 110x 28x 

 

SELECTED OPERATING DATA 
FYE December 31  2005 2006 2007 2008 1H09 
Δ total revenue  12% 8% 8% -2% -23% 
Δ total headcount  n/a -2% -7% -15% n/a 
% of revenue by segment:     
Car rental  81% 79% 80% 81% 83% 
Equipment rental  19% 21% 20% 19% 17% 
Revenue growth by segment:      
Car rental  10% 5% 9% -1% -20% 
Equipment rental  22% 18% 5% -6% -35% 
% of revenue by geography:      
U.S.  71% 70% 67% 65% n/a 
International  29% 30% 33% 35% n/a 
“Corporate” EBITDA margin: 1      
Car rental  10% 10% 11% 6% 6% 
Equipment rental  41% 45% 47% 44% 41% 
   Total company  15% 17% 18% 13% 11% 
% of “corporate” EBITDA by segment:     
Car rental  50% 47% 48% 37% 44% 
Equipment rental  51% 55% 54% 67% 62% 
Other 1  -2% -2% -2% -4% -6% 
Type of U.S. car rental by revenues: 2    
Business   46% 47% 46% 45% 43% 
Leisure  54% 53% 54% 55% 57% 
Airport  80% 79% 77% 78% 76% 
Off-airport  20% 21% 23% 22% 24% 
Worldwide car rental operational data:    
# of transactions  n/a n/a 4% -6% -15% 
Transaction days 3  6% 1% 5% -1% -12% 
Revenue/transaction day  0% 3% 0% -2% -3% 
Avg comp.-operated cars   6% 0% 7% -1% -14% 
Revenue earning equip. 4  -3% 0% 3% -15% -23% 
Worldwide equipment rental operational data:    
Rental & related revenue  21% 17% 4% -7% -31% 
Same-store revenue growth  22% 17% 3% -6% n/m 
Avg equipment cost 5  12% 17% 10% 2% -16% 
Revenue earning equip. 4  36% 18% 11% -19% -25% 
Tangible equity to assets  -14% -11% -8% -10% -9% 
Δ shares out (avg)  0% 6% 32% 0% 3% 

Source: Company filings, Manual of Ideas analysis. 
1 “Corporate” EBITDA is a non-GAAP measure and excludes extraordinary 
items. Unlike in equipment rental, it is not a traditional EBITDA measure for the 
car rental segment as it is stated after car rental fleet interest and depreciation. 
2 “Business” includes replacement rentals. 1H09 data is based on 2Q09. 
3 Represents total number of days vehicles were on rent in a given period. 
4 Refers to net revenue earning equipment operated during period in $. 
5 Refers to avg acquisition cost of equipment operated during period in $. 
 
MAJOR HOLDERS * 
Insiders 1% | CD&R 20% | Carlyle* 17% | Merrill Lynch* 
14% | Fairholme 14% | Lord, Abbett 13% 
 
RATINGS 
VALUE   Intrinsic value materially higher than market value?  
MANAGEMENT   Capable and properly incentivized?   
FINANCIAL STRENGTH   Solid balance sheet?   
MOAT   Able to sustain high returns on invested capital?   
EARNINGS MOMENTUM   Fundamentals improving?  
MACRO   Poised to benefit from economic and secular trends?  
EXPLOSIVENESS   5%+ probability of 5x upside in one year?  
* CD&R, Carlyle and Merrill Lynch are parties to a stockholders’ agreement and may 
be deemed a “group” that controls Hertz via a combined 51% shareholding. 

THE BOTTOM LINE 
Hertz is the #1 car rental and #2 equipment rental brand. With enterprise value representing 80% of revenue-earning 
equipment at cost and a 2009 annualized cash flow yield before fleet growth in the mid-teens, Hertz deserves a closer look. 
The recent capital raise has given management more flexibility in addressing 2010 fleet debt refinancing. If an economic 
recovery takes hold, Hertz could be a major beneficiary, as it is highly leveraged to trends in global travel and construction. 
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…additional insight into HTZ: 
 
SLIDES FROM COMPANY PRESENTATION, JULY 2009 
 

 

 

 

 

 

 

 
  

http://www.manualofideas.com/�


  
 

 © 2009 by BeyondProxy LLC. All rights reserved. www.manualofideas.com  August 21, 2009 – Page 124 of 126 

 

About PORTFOLIO MANAGER’S REVIEW 
 
© 2008 by BeyondProxy LLC. All rights reserved. All 
content is protected by U.S. and international copyright 
laws and is the property of BeyondProxy and any third-
party providers of such content. The U.S. Copyright Act 
imposes liability of up to $150,000 for each act of willful 
infringement of a copyright. 
 
PORTFOLIO MANAGER’S REVIEW is published monthly by 
BeyondProxy. Subscribers may download content to their 
computer and store and print materials for their individual 
use only. Any other reproduction, transmission, display or 
editing of the content by any means, mechanical or 
electronic, without the prior written permission of 
BeyondProxy is strictly prohibited. 
 
Terms of use: Use of this newsletter and its content is 
governed by the Terms of Use described in detail at 
www.manualofideas.com. See a summary of key terms 
below. 
 
Contact information: For all customer service, 
subscription or other inquiries, please visit 
www.manualofideas.com, or contact us at BeyondProxy, 
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Editor-in-chief: John Mihaljevic, CFA. 
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General Publication Information and Terms of 
Use 
 
PORTFOLIO MANAGER’S REVIEW is published by 
BeyondProxy. Use of this newsletter and its content is 
governed by the Terms of Use described in detail at 
www.manualofideas.com/terms.html. For your 
convenience, a summary of certain key policies, 
disclosures and disclaimers is reproduced below. This 
summary is meant in no way to limit or otherwise 
circumscribe the full scope and effect of the complete 
Terms of Use. 
 
No Investment Advice 
This newsletter is not an offer to sell or the solicitation of 
an offer to buy any security in any jurisdiction where such 
an offer or solicitation would be illegal. This newsletter is 
distributed for informational purposes only and should not 
be construed as investment advice or a recommendation 
to sell or buy any security or other investment, or 

undertake any investment strategy. It does not constitute a 
general or personal recommendation or take into account 
the particular investment objectives, financial situations, 
or needs of individual investors. The price and value of 
securities referred to in this newsletter will fluctuate. Past 
performance is not a guide to future performance, future 
returns are not guaranteed, and a loss of all of the original 
capital invested in a security discussed in this newsletter 
may occur. Certain transactions, including those involving 
futures, options, and other derivatives, give rise to 
substantial risk and are not suitable for all investors. 
 
Disclaimers 
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accuracy, completeness, or results obtained from any 
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not be liable to you or anyone else for any loss or injury 
resulting directly or indirectly from the use of the 
information contained in this newsletter, caused in whole 
or in part by its negligence in compiling, interpreting, 
reporting or delivering the content in this newsletter. 
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BeyondProxy’s officers, directors, employees and/or 
principals (collectively “Related Persons”) may have 
positions in and may, from time to time, make purchases 
or sales of the securities or other investments discussed or 
evaluated in this newsletter. 
 
John Mihaljevic, Chairman of BeyondProxy, is also a 
principal of Mihaljevic Capital Management LLC 
(“MCM”), which serves as the general partner of a private 
investment partnership. MCM may purchase or sell 
securities and financial instruments discussed in this 
newsletter on behalf of the investment partnership or 
other accounts it manages. 
 
It is the policy of MCM and all Related Persons to allow a 
full trading day to elapse after the publication of this 
newsletter before purchases or sales of any securities or 
financial instruments discussed herein are made. 
 
Compensation 
BeyondProxy receives compensation in connection with 
the publication of this newsletter only in the form of 
subscription fees charged to subscribers and reproduction 
or re-dissemination fees charged to subscribers or others 
interested in the newsletter content. 
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The Manual of Ideas research team is gratified to have won high praise for our 
investment idea generation process and analytical work. 

 
 “I highly recommend MOI — the thoroughness of the product coupled with the quality 

of the content makes it an invaluable tool for the serious investor.” 
—TIM DAVIS, MANAGING DIRECTOR, BLUESTEM ASSET MANAGEMENT 

 
“We do similar work ourselves.” 

—GLENN GREENBERG, MANAGING DIRECTOR, CHIEFTAIN CAPITAL MANAGEMENT 
 

 “The Manual of Ideas is a tremendous effort and very well put together.” 
—MOHNISH PABRAI, MANAGING PARTNER, PABRAI INVESTMENT FUNDS 

 
“Outstanding.” 

—JONATHAN HELLER, CFA, EDITOR, CHEAP STOCKS 
 

“Your reports provide serious investors with a plethora of bargain stocks and sound 
advice. I highly recommend them.” 

—MIGUEL BARBOSA, EDITOR, SIMOLEON SENSE 
 

“Very impressive.” 
—SHAI DARDASHTI, MANAGING PARTNER, DARDASHTI CAPITAL MANAGEMENT 

 
“It’s little surprise MOI is a winner. When you start with superior stock screening and 

combine it with good judgment, you put yourself in a great position to outperform.” 
—MARKO VUCEMILOVIC, FOUNDER AND MANAGING DIRECTOR, ALKAR GLOBAL 

 
“This is the best institutional-quality equity research to come along in a long time. It 
not only unearths companies with compelling risk-reward profiles but also analyzes 
them with a clear understanding of business economics and competitive dynamics.” 

—PAVEL SAVOR, ASSISTANT PROFESSOR OF FINANCE, THE WHARTON SCHOOL 
 

“I am (as always) impressed with your work.” 
—MARK SPROULE, SCOPIA CAPITAL 

 
“Keep up the great work, you are quickly becoming one of my must-read sources.” 

—CORY JANSSEN, FOUNDER, INVESTOPEDIA.COM 

 
FIND OUT WHAT THE BUZZ IS ABOUT. 

WWW.MANUALOFIDEAS.COM 
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