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Underestimated BMW
We try to find good investments not among
things investors love but among those
investors underestimate. One such company
that is currently underestimated is BMW. We
promised we would write about something we
regard as a good investment. We chose BMW
because it is a universally known company and
also because it can be directly compared with
Tesla, which we wrote about previously.

bears low risk. Returns on equity regularly
reach 18%. Normal banks would carry you to
the moon and back to get that return. By
comparison, the average return on equity for
large US banks is currently 9.3%, for UK banks
it is 5.3%, for European banks 7%, and for
Japanese banks 6.6%. For these banks, the
returns on equity achieved by BMW-bank is an
unattainable dream.

When one says BMW, people know what it is.
Still, most people are surprised when they
learn that it is comprised of two separate
businesses: a financial one we can call BMWBank and another that designs, manufactures,
and sells cars.
There are several ways of valuing a company.
We choose a method termed sum of the
parts. This involved dividing BMW into three
units, each of which is valued separately. The
sum of the three values will then tell us the
value of the company as a whole. It is a very
simple method, but it is entirely sufficient. The
best investments are those the cheapness of
which is immediately clear to the observer.
Such is the case of BMW.

But that’s not all. The risk of bad loans at
BMW-Bank is very low. Specifically, it’s 0.3%.
This means that only 1 in 300 loans goes
unpaid. (Let’s not forget that the borrowers
from BMW-Bank are drivers of BMW cars,
which is a sample of the population
characterised by greatly above average
income.) Credit risk for ordinary banks is
frequently an order of magnitude higher, and
sometimes it reaches up to several percentage
points. If BMW-Bank were a stand-alone
company, its shares should trade for at least
1.6–2.2 times book value per share. If we are
conservative and stick with the 1.6 times, we
come to a valuation for BMW-Bank of EUR
18.4 billion. That is the first part of the
valuation of the company as a whole.

BMW-Bank is the division that provides
financing to people and companies buying
cars (BMW, Mini, Rolls-Royce) and BMW
motorbikes, primarily through leasing and
consumer loans. Approximately half of all
BMW sales are financed in this manner. This
business is exceptionally profitable and also

BMW’s automotive business is itself
interesting, not only because it has no debt
but also because it has EUR 22 billion in cash.
BMW management states that EUR 10 billion
in cash is more than enough for the company
easily to conduct its business without debt
and with a reserve. In other words, BMW has
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at least EUR 12 billion of excess cash it could
pay out to its shareholders at any time
without having to put itself in debt and
without in any way endangering its business in
its current form and size. That is the second
part of the valuation of the company in its
entirety.

EUR 130 per share. Preferential shares cost
70. The market is offering the stock of a topof-the-line, financially strong, family business
for almost half of its value. How is this
possible? Hard to say. Investors apparently
concluded that either a hard recession is just
around the corner and a recovery will never
occur, or that Tesla will control the world and
the other automotive companies are doomed.
Neither will happen in fact. Quite contrary.
There are three main trends in the automotive
industry: the shift towards electric cars, the
shift towards autonomous cars, and
connectivity of cars to the outside world.
Anyone who has been watching the top 10
automotive companies can see that BMW is
very far in all three areas in comparison to the
others. It is also one of the few automotive
companies to remain profitable also during
the Great Financial Crisis in 2008–2009.

When we put the first and second parts
together, we come to EUR 30.4 billion. BMW
has 657 million of shares outstanding, which
means that the value of BMW-bank and
excess cash is EUR 46.2 per share. BMW
preferred shares cost EUR 70 apiece which
implicitly means that we are paying EUR 23.8
per share for the automotive buiness. That is
2.8 times its current annual profit and only
approximately 40% of its book value. These
numbers are completely absurd. No one really
knows what is the value of BMW’s automotive
business, but we can be sure that it is not less
than its book value. In a value ranking of
global brands, by the way, BMW stands in the
highest position among all European
companies. The estimated value of its brand
has been put at EUR 30 billion (EUR 45 per
share).

To make sure our valuation of the entire
company is not completely unreal we can
compare it with two other methods – private
transaction value and replacement value.
Private transaction value tries to estimate
what the price would be if the entire company
were sold to a single buyer. This method is
rather vague because there are not many
comparable transaction, each company sold is
a little different and in addition the sellers and
buyers are mostly motivated also by other
factors than just purely financial ones.

If we would use a P/E of 8 for the automotive
business, we would reach a value of EUR 44
billion. If we sum the accounting value and
estimated brand value, this would come to
EUR 67 billion. The value of the automotive
business itself should be somewhere between
that (55.5 billion). That is the third part of the
valuation.

BMW is 50% owned by the Quandt family. We
do not assume they would be ready to sell. It
is more probable that the following
generations will continue to own BMW.
Nevertheless, if they were willing to sell, our
analyses lead to the price being on the order
of double to the current price.

When we add all three parts we get to 85.9
billion and that is still a business without debt
and with ten billion of net cash we are not
including in the valuation. 85.9 billion means
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the entire company for the current share
price. The beauty of equity markets is,
however, that we need not do it but instead
can buy a share in an existing BMW for a price
that in fact substantially underestimates the
value of the entire company.

The replacement value method tries to
estimate how much it would cost to build an
identical company from scratch. Using the
analysis above we reached the conclusion that
at current price per share we implicitly pay for
BMW’s automotive business EUR 23.8 per
share, i.e. a total of approximately EUR 15.6
billion. If someone came to us and said:
“Here’s 15.6 billion euro, go and build a
company comparable to BMW,” we would
refuse the money. For this amount you could
not build even the factories to manufacture
the cars in, let alone develop your own
models, the sales network, the renown and
brand value comparable to that of BMW,
reaching margins and capital yields at top
levels In the industry, and in addition to all of
that to keep 10 billion in net cash as BMW
now has. We believe even EUR 60 billion
would not be enough and success would not
be guaranteed even at higher amounts.

BMW is a conservative value investment with
a large margin of safety supported by dividend
yield of 5% which very probably will bring very
satisfactory results to investors over the next
5–7 years. Over the last ten years, which is the
recent economic cycle involving a deep
recession, BMW’s profitability increased 2.5
times which represents a growth of
approximately 10% p. a. When we add a fat
dividend we get to a level of 13–14% p. a. This
was the rate of BMW share value growth over
the last decade. If the situation were to be
similar over the following decade, the
company’s growing value will over the long
term tend to pull the share price strongly
upwards.

To summarize, it is impossible to buy or build

Invest with care!

Daniel Gladiš, 23 August 2017

P. S. This document expresses the authors’ opinions at a time of its writing and is intended for
exclusively educational purposes. It is not an investment recommendation. Our estimates and
projections of the future may be and probably will contain errors. Do not rely on them and use your
own common sense and your own analyses when making investment decisions. BMW stocks are part
of the Vltava Fund Portfolio.

For more informations
Visit

www.vltavafund.com
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Write us investor@vltavafund.com
Follow us www.facebook.com/vltavafund

__________________________________________________________________________________
Disclaimer :

This letter to shareholders does not constitute or form part of, and should not be
construed as, any offer for sale or subscription of, or any invitation to offer to buy
or subscribe for, the securities of the fund.

Our estimates and projections concerning the future can and probably will be
incorrect. You should not rely upon them solely but use also your own best judgment
in making your investment decisions.

Before subscribing, prospective investors are urged to seek independent professional
advice as regards both Maltese and any foreign legislation applicable to the
acquisition, holding and repurchase of shares in the fund as well as payments to the
shareholders.

This document expresses the opinion of the author as at the time it was written and
is intended exclusively for educational purposes.

The shares of the fund have not been and will not be registered under the United
States Securities Act of 1933, as amended (the “1933 Act”) or under any state
securities law. The fund is not a registered investment company under the United
States Investment Company Act of 1940 (the “1940 Act”).

The information contained in this letter to shareholders may include statements that,
to the extent they are not recitations of historical fact, constitute “forward-looking
statements” within the meaning of applicable foreign securities legislation. Forwardlooking statements may include financial and other projections, as well as statements
regarding our future plans, objectives or financial performance, or the estimates
underlying any of the foregoing. Any such forward-looking statements are based on
assumptions and analyses made by the fund in light of its experience and perception
of historical trends, current conditions and expected future developments, as well as
other factors we believe are appropriate in the given circumstances. However,
whether actual results and developments will conform to our expectations and
predictions is subject to a number of risks, assumptions and uncertainties. In
evaluating forward-looking statements, readers should specifically consider the
various factors which could cause actual events or results to differ materially from
those contained in such forward-looking statements. Unless otherwise required by
applicable securities laws, we do not intend, nor do we undertake any obligation, to
update or revise any forward-looking statements to reflect subsequent information,
events, results or circumstances or otherwise.

The shares in the fund shall not be offered to investors in the Czech Republic on the
basis of a public offer (veřejná nabídka) as defined in Section 34 (1) of Act No.
256/2004 Coll., on Capital Market Undertakings.
The Fund is registered in the Czech National Bank´s list in the category Foreign AIFs
authorised to offer only to qualified investors (without EuSF and EuVECA) managed
by AIFM.
Historical performance over any particular period will not necessarily be indicative of
the results that may be expected in future periods.
Returns for the individual investments are not audited, are stated in approximate
amounts, and may include dividends and options.
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