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Date: March 3, 2014 

    Analyst Name: Michael Sanders & Xiao Liu 

CIF Stock Recommendation Report (Spring 2014) 

Company Name and Ticker: Lockheed Martin Corp. (LMT) 

Section (A) Investment Summary 

Recommendation Buy:       Yes         No Target Price:   
$ 175.00 

Stop-Loss Price: 
$ 150.00 

Sector: Industrials Industry: Aerospace and 
Defense 

Market Cap (in Billions): 
$ 51,695.63 

# of Shrs. O/S (in Millions): 
319.00 

Current Price: $ 162.30 52 WK Hi: $ 168.41 
 

52 WK Low: $ 86.51 EBO Valuation: $ 158.37 

Morningstar (MS) Fair 
Value Est.:  $ 129.00 

MS FV Uncertainty: 
Medium 

MS Consider Buying:  
$ 90.30  

MS Consider Selling:   
$ 174.15 

EPS (TTM): $ 7.91 EPS (FY1): 
$ 10.59 

EPS (FY2): 
$ 11.24 

MS Star Rating: 

Next Fiscal Yr. End 
 Year: 2014     
Month: December 

Last Fiscal Qtr. End: 
Less Than 8 WK:   
Y        N 

If Less Than 8 WK, next 
Earnings Ann. Date:  
 

Analyst Consensus 
Recommendation: 
Buy/Hold 

Forward P/E: $ 14.53 Mean LT Growth:   6.58% PEG: $ 2.21 Beta: 0.74 

% Inst. Ownership: 
86.47% 

Inst. Ownership- Net 
Buy:   Y       N 

Short Interest Ratio: 
           2.20 

Short as % of Float: 
            2.10% 

Ratio Analysis Company Industry Sector 

P/E (TTM) 17.96 20.26 25.55 

P/S (TTM) 1.15 1.51 1.97 

P/B (MRQ) 10.53 2.92 2.05 

P/CF (TTM) 13.24 11.89 12.91 

Dividend Yield 3.28 1.83 1.91 

Total Debt/Equity (MRQ) 125.09 50.86 66.06 

Net Profit Margin (TTM) 6.5 6.75 8.05 

ROA (TTM) 7.88 3.56 5.09 

ROE (TTM) 119.02 17.02 10.99 
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Investment Thesis 
 
We recommend that the Cougar Investment 
Fund invest in Lockheed Martin Corporation 
(LMT). 
 
Pros:  

 Largest defense contractor 
worldwide. 

 #1 supplier for the Pentagon. 

 Low P/E of 17.96 compares to 
industry and sector average. 

 High dividend yield of 3.28 when 
compared to industry and sector 
average.  

 Increasing F-35 orders from foreign 
countries. 

 Low orders cutting by DoD compares 
to other contractors. 

 Implied target price of $175.86 by 
relative valuation. 

 Target price of $174.15 from 
Morningstar. 

 Analyst recommendations average 
rating of 2.62, with bullish trend in 
recent months. 

 34 net increase in institutional owner 
position.  

 Decrease trend in short interest and 
days to cover ratio. 

 Outperform market and largest 
competitor Boeing in recent three 
months and one year period.  

 Outperforms analyst estimates 
consistently.  

 
 
 
 
 

Summary 
 

Company Profile: LMT is a global security and 
aerospace company principally engaged in the 
research, design, development, manufacturing, 
integration and sustainment of advanced technology 
systems and products. 

Fundamental Valuation: The fundamental valuation 
revealed that the 2014 implied price was $ 135.37. This 
is much lower than the actual current price, but the 
implied price continues to appreciate consistently over 
the investment horizon.  

Relative Valuation: We took the valuation under P/E 
multiple as the most reliable result, which gives an 
implied price range from $140.25 to $175.86 with 
median is $150.17. Current price within this range. 

Revenue and Earnings Estimates: LMT has consistently 
beat analysts’ estimates in revenue and earnings. 
Revenue and earnings both have been revised to 
upward trending by analysts.  

Analyst Recommendations: Majority of analysts give 
Hold rating opinion, average 2.62. In recent months, 
there is a slightly bullish trend from Reuters and Wall 
Street Journal’s analyst with increase in buy and strong 
buy recommendations.  

Institutional Ownership: LMT is largely held by 
institutional owners. Institutions account for 86.47% of 
all shares outstanding. Number of holders increased by 
34 positions. Fraction of institutional owners that are 
buyers is 52.04%. This data showed a bullish view from 
institutional owners. Shares held decrease by 1.41%, 
representing bearish view from some investors and 
cautious attitude of new owners.   

Short Interest:  There is a strong decrease trend in 
short interest and days to cover ratio since middle of 
2013. Float ratio is low compare to GD. Stock prices do 
not always reflect changes in short interest, however, it  
still represents a bullish view. 
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Cons: 

 Government budget will cut back on 
defense spending nearly $987 billion 
over next 9 GFY.  

 Delay or test failure of F-35 program. 

 Decreasing in government’s orders 
and international sales. 

 High P/B ratio of 10.53 compares to 
industry and sector average.  

 Low long-term growth rate of 6.58% 
compares to competitors.  

 
 

Stock Price Chart: LMT underperforms the market in 
five years chart, however, significantly outperforms the 
market and BA in 3 months and 1 year chart. Successful 
acquisition, increasing international sales and strong 
competition position all contribute to the significant 
increase in growth rate. The impact of government 
budget cutting on LMT seems to be minimized. The 
moving average charts both show a strong growth 
trend and low possibility of a death cross in the near 
future.   

 

Section (B) Company Profile  

(B-1) Profile  

Company Overview 

LMT is a global security and aerospace company principally engaged in the research, design, 
development, manufacturing, integration and sustainment of advanced technology systems 
and products. LMT is broken into five business segments: Aeronautics, Information Systems & 
Global Solutions (IS&GS), Missiles and Fire Control (MFC), Mission Systems and Training (MST), 
and Space Systems. LMT’s main areas of focus are in defense, space, intelligence, homeland 
security, and information technology, including cyber security.  
 
LMT’s business model is being a global leader by strengthening global security and operations 
under the growing economic pressures faced by the United States and globally: in order to 
deeply penetrate the areas of focus (mentioned above). November 2013, LMT announced a 
plan to close and consolidate several of their facilities. LMT expects to continue to invest in new 
technologies and their people to address the new mission requirements for their customers, in 
the United States and internationally. Management plans to address the recent Budget Cuts 
from the U.S. Government by growing international sales; specifically by expanding their 
international offices (see below paragraph for acquisitions). 
 
There have been six acquisitions since 2011. In 2011 LMT spent $624 million for the acquisition 
of QTC Holdings (QTC) and Sim-Industries B.V. (Sim-Industries). QTC provides medical 
evaluation services to the U.S Government, it was added to the IS&GS business segment. Sim-
Industries designs, develops, and manufactures aviation flight simulators for a wide range of 
airline customers and independent pilot training centers worldwide. Sim-Industries was added 
to LMT’s MST business segment. In 2012 LMT spent $259 million to acquire Chandler/May, Inc, 
CDL Systems Ltd., and Procerus Technologies, L.C. These three firms design, develop, and 
manufacture, control, and support advanced unmanned systems; and were added to the MST 
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business segment. In 2013 LMT spent $269 million to acquire Amor Group, a United Kingdom-
based company. Amor Group specializes in information technology, civil government services, 
and the energy market. Amor Group was added to the IS&GS business segment.  
 
LMT has four major competitors: General Dynamics (GD), Boeing (BA), Northrop Grumman Co 
(NOC), and Raytheon (RTN). We chose to focus on these competitors because they are the 
largest defense contractors, with large market caps.  

 
LMT is relatively sensitive to the business cycle despite outperforming the S&P 500. LMT is very 
dependent of government contracts, which leaves them vulnerable to the economic condition 
of the United States. Fortunately the economic condition of the U.S seems to be stable and 
growing. 
 

Risks Factors 
LMT depends heavily on U.S. Government contracts, 82% of the total net sales was from the 
U.S. government. Programs that LMT participates in must compete against other defense 
programs for funding, and are subject to policy changes and budget decisions. The 2014 and 
2015 U.S. Government military spending budgets postpone the purchasing of several F-35 
aircraft. The F-35 aircraft is the major contract that LMT has with the U.S. government, this 
contract expires in 2030. The cuts should not have long-term effect on LMT’s business, but can 
affect the short term financial gains.  
 
Two important policy decisions made by the U.S. Government that have affected sales are the 
Budget Control Act of 2011 (BCA) and the Bipartisan Budget Act of 2013 (BBA). The BCA 
establishes a limit on discretionary spending, which provides reductions to planned defense 
spending of $487 billion over a 10 year period: the BCA took effect in 2012. The BCA had an 
additional provision that started March of 2013, which started automatic defense spending 
reductions that would reduce the total defense spending by $500 billion over the next nine 
years. The BBA increased the limits on discretionary spending for GFY 2014 and GFY 2015 
imposed by the BCA. 
 
Subcontractors, suppliers, or venture partners that fail to perform their obligations could cause 
LMT to under perform. LMT relying heavily on their suppliers could create future problems with 
on time deliveries; a decrease in revenue for that period would occur. Another potential issue is 
the loss of future contracts, due to the decrease in reputation.  
 
LMT is subject to several legal proceedings related to the ordinary course of business. As a U.S. 
Government contractor they are subject to audits and investigation. These investigations 
determine whether or not the current conduction of operations is in accordance with 
regulatory requirements. These investigations and audits can result in administrative, civil, or 
criminal liabilities. LMT is also required to protect the environment, which includes the 
discharge of hazardous materials and remediation of contaminated sites (past, present, and 
future sites). Currently, LMT is involved in environmental proceedings dealing with soil and 
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groundwater contamination, the total cost has yet to be determined. However, since 2012 LMT 
has spent a total of $997 million on environmental matters. All in all, the legal proceedings that 
are a risk factor do not seem to be a potential threat against the purchase of LMT’s stock. 

 
Revenue Breakdown 
LMT generated $45.4 billion in 2013 revenue through four segments that span weapons to 
information technology to satellites: Aeronautics represented $14.1 billion (31% of 2013 sales), 
MFC $7.8 billion (17%), MST $7.1 billion (16%), IS&GS $8.4 billion (18%), and Space Systems 
$8.0 billion (18%). The Aeronautic business sector had domestic sales account for 78% (100% 
U.S. Government and 0% commercial); international customers account for 22% of the net sales 
in this segment. See Figure 1 for segment revenue breakdown. The IS&GS business segment 
customers were 95% domestic (93% U.S. Government and 2% commercial); international 
customers accounted for 5% net sales in this segment. The MFC business segment 67% U.S. 
Government and 33% international customers. The MST business segment’s customer 
breakdown was 77% domestic (75% U.S. Government and 2% commercial), international 
customers accounted for 23 of the net sales in this segment. Space Systems’ customers were 
99% domestic (98% U.S. Government and 1% U.S. Commercial), international customers 
accounted for 1% of the net sales in this segment. 
 
 
(Figure 1): 

 
Data from 2013 10-K 
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(B-2) Revenue and Earnings History  

Revenue (in millions) Earnings Per Share 

Periods 2011 2012 2013 Periods 2011 2012 2013 

March  $  10,626.00   $  11,293.00   $  11,070.00  March  $       1.52   $       2.06   $       2.37  

June  $  11,543.00   $  11,921.00   $  11,408.00  June  $       2.16   $       2.41   $       2.68  

September  $  12,119.00   $  11,869.00   $  11,347.00  September  $       2.12   $       2.25   $       2.72  

December  $  12,221.00   $  12,099.00   $  11,533.00  December  $       2.12   $       1.76   $       1.53  

Total  $  46,509.00   $  47,182.00   $  45,358.00  Total  $       7.92   $       8.48   $       9.30  
Data from 2011, 2012, and 2013 10-Q and 10-K reports 

The revenue increased slightly from 2011 to 2012, and dropped significantly since 2012. The 
weakest quarter for LMT seems to be the first quarter of the year, while the strongest quarter is 
consistently the fourth quarter. The overall trend in all quarters from 2012 to 2013 is 
downwards. Given the budget constraints of the U.S. Military, it seems realistic that there 
would be a drop in revenue from 2012 to 2013.   
 

Earnings do not seem to follow a similar pattern as revenue from quarter to quarter. For 
instance, the earnings seem to peak around September. The fourth quarter is the lowest 
position for earnings in 2012 and 2013, where as in 2011 the lowest earnings were in the first 
quarter. The trend for LMT seems to be 

 

(B-3) Most Recent Quarterly Earnings Release 

The most recent earnings release was February 14, 2014. The earnings report showed that the 
most recent earnings beat the consensus estimate. The estimated earnings were $1.95 per 
share, where the actual earnings were $2.04 per share. The earnings report indicated that LMT 
beat the estimated revenue for quarter four. The estimated revenue was $ 11,336.90 million, 
and actual revenue was $ 11,533.00 million. Managements outlook for the year is a decrease in 
revenue, specifically in the Space and IS&GS business segments. However, management also 
mentioned that the sales from their aeronautics business segment should off set the decrease 
in revenue from the two segments that are expecting a decrease. The stock price increased 
once the earnings report was released. It is also important to note that LMT contributed $ 3.6 
billion to their pension plan in 2012 and in 2013 LMT contributed $ 2.25 billion. This has caused 
fluctuations in operating cash flows and cash balance between 2012-2013, and 2013-2014. 
Thus, LMT has an inflated liability book value, and this needs to be taken into account when 
evaluating long term growth and ROE.  
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Section (C) Fundamental Valuation 
(EBO)

 

Inputs  

EPS forecasts (FY1 & FY2):  $ 10.59 & $ 11.24 

Long-term growth rate:  6.58% 

Book value /share (along with book value and number of shares outstanding): 

 Book value:   $4,918,000,000 

 # of shares outstanding: 319,000,000 

 Book value / share:  $ 15.42 

Dividend payout ratio:  58.20% 

Next fiscal year end:   December 31, 2014 

Current fiscal month:   3 

Target ROE:    25.00% (8.01% Increase) 
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We chose to increase the target ROE from 16.99 % by a conservative 8.01% for two reasons. 
First, the pension plan reconstruction mentioned previously will increase the ROE in the future 
significantly.  Second, LMT already has an abnormally large long term growth rate (6.58%) and 
ROE (119.02%) compared to the industry. 

Discount rate    7.98% 

Input for discount rate: 

Risk-free rate:   3.65% 

Beta:    0.70 

Market risk premium: 9.50% 

Output 

Above normal growth period chosen: 2020 (6 years) 

EBO valuation (Implied price from the spreadsheet): $158.37 

The fundamental value above normal growth period chosen was six years. LMT deals in long 
term contracts; these contracts generate revenue over long periods of time. The recent defense 
budget decision to postpone additional purchases of LMT’s F-35 indicates that future cash flows 
will be greater than a 2 year even horizon. Many of the future cash flows are indicated to come 
in the year 2020 from long term contracts according LMT’s 10-K report. The EBO valuation is 
within the 52-week High $168.41 and the 52-week Low $ 86.51. The EBO valuation implied 
price is lower than the current pricing $163.20.  
The soft spot is the target ROE. The ROE for LMT is extremely high compared to the industry 
average, and the long term growth rate is on the low end as well. This led us to believe that the 
target ROE wasn’t as accurate. Comparing this to our relative evaluation we find that the 
fundamental valuation does not seem to represent an accurate current implied price.  

Sensitivity Analysis 

The changes made tend to leave the parameters of the 52-week high and low. The only implied 
price that was within the 52-week range was $ 151.16 which was from changing the growth 
rate from the mean to the lowest estimate. The sensitivity analysis reveals that the model is 
very sensitive to the target ROE long term and over all to the long term growth rate. 

EBO valuation would be (you can include more than one scenario in each of the following): 

$ 175.55 if changing above normal growth period to 2025 

$ 202.44 if changing growth rate from mean (consensus) to the highest estimate 11.90 % 

$ 151.16 if changing growth rate from mean (consensus) to the lowest estimate 4.5 % 

$ 173.69 if changing discount rate to 9.00 % 

$ 171.98 if changing target ROE to 35.00 % 
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Section (D) Relative Valuation 

Copy/paste your completed relative valuation spreadsheet here 

 

We choose four competitors of LMT from Aerospace and Defense industry: 

BA: Boeing operates not only in Commercial Airplanes industry with its famous Boeing Dream 
liner, but also wide involve in military aircraft and defense system business.  

GD: General Dynamics Corporation operates in aviation, combat vehicles, weapon systems, 
shipbuilding, and communication technology business.  

NOC: Northrop Grumman Corporation focuses on electronic and information system and 
services businesses that provide primarily to U.S military departments.  

RTN: Raytheon Company does business with governments, providing command, control, 
communications and intelligence system (C3I) worldwide. 

P/E ratios are similar among LMT and four competitors, ranging from 12.48 to 15.65. LMT ranks 
at the second place with a P/E of 14.44. PEG ratio is similar among the four competitors, 
ranging from 1.02 to 1.73. LMT is an outlier, with PEG ratio of 2.19. That is because LMT’s low 
long term growth rate. In the five years period, LMT underperformed the industrial sector in 
S&P 500. After acquiring Quantum Computing System from D-Wave Systems on May 25, 2011 
and Aveos Fleet Performance in 2012, growth rate of LMT improved significantly in 2012 and 
2013.  

The unfunded status of post retirement pension funds greatly reduced LMT stockholders’ 
equity’s book value in 2012 and affect operating cash flows in recent years, resulting in an over 
high ROE ratio and P/CF ratio. Based on U.S. Government Cost Accounting Standards (CAS) and 
GAAP, the unfunded status is exaggerated. In the recent 10K, the company notes that this 
situation is revised under the Employee Retirement Income Security Act of 1974 (ERISA), which 
uses a higher discount rate and avoid anticipated future pay increases.  Book value of 
stockholders’ equity changed from 39 million in 2012 to 4918 million in 2013. The P/S ratios 
among these five companies are similar, ranging from 1.04 to 1.28. 



10 
 

Based on previous analysis, we consider the implied prices under P/E and P/S are most reliable. 
Under P/E multiple, implied prices range from $140.25 to $175.86 with median is $.150.17 
Under P/S multiple, implied prices range from $148.06 to $182.23 with median is $161.59. 
Current price (Feb 28, 2014) is $162.30, which lies in ranges under both multiples, higher than 
the median price under P/E, comparable with median price under P/S. Since P/S ratio is more 
reliable for emerging stocks, we decide $175.86 is the implied target price of LMT from relative 
valuation.  

The target price from Morningstar is $174.15, which generally consists with the result come 
from relative valuation. The current price of LMT is below target price. Therefore, we believe 
there is a nearly $10 profitable space for LMT stock in the coming future.  
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Section (E) Revenue and Earnings Estimates 

(E-1) HISTORICAL SURPRISES (http://www.Reuters.com ) 
Sales and Profit Figures in US Dollar (USD) 
Earnings and Dividend Figures in US Dollar (USD) 

Estimates vs Actual Estimate Actual Difference Surprise % 

SALES (in millions) 

Quarter Ending Dec-13 11,336.90 11,533.00 196.14 1.73 

Quarter Ending Sep-13 11,148.70 11,347.00 198.35 1.78 

Quarter Ending Jun-13 11,126.30 11,408.00 281.70 2.53 

Quarter Ending Mar-13 10,314.00 11,070.00 755.99 7.33 

Quarter Ending Dec-12 11,157.80 12,099.00 941.25 8.44 

Earnings (per share) 

Quarter Ending Dec-13 1.95 2.04 0.09 4.50 

Quarter Ending Sep-13 2.26 2.57 0.31 13.58 

Quarter Ending Jun-13 2.20 2.64 0.44 19.86 

Quarter Ending Mar-13 2.04 2.33 0.29 14.33 

Quarter Ending Dec-12 1.82 1.91 0.09 4.89 

 

The last year has been nothing but surprising the market for LMT. Both estimated earnings and 
estimated sales were below that actual sales and earnings per share. The surprises were more 
notable for the earnings per share than the sales, the earnings on average beat estimates by 
11.43%. The stock price reacted positively to the surprises.  

 

 

 

 

 

 

http://www.reuters.com/
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(E-2) Consensus Estimates Analysis (http://www.Reuters.com ) 
 

Sales and Profit Figures in US Dollar (USD) 
Earnings and Dividend Figures in US Dollar (USD) 

  # of Estimates Mean High Low 

1 Year 

Ago 

SALES (in millions) 

Quarter Ending Mar-14 17 10,879.50 11,138.00 10,475.00 10,640.00 

Quarter Ending Jun-14 17 11,164.40 11,434.00 11,010.60 11,040.00 

Year Ending Dec-14 19 44,805.50 45,483.00 44,080.20 44,410.00 

Year Ending Dec-15 19 44,306.90 47,167.00 42,023.40 43,804.00 

Earnings (per share) 

Quarter Ending Mar-14 16 2.52 2.61 2.40 2.10 

Quarter Ending Jun-14 16 2.64 2.79 2.53 2.25 

Year Ending Dec-14 19 10.59 10.95 10.40 9.08 

Year Ending Dec-15 21 11.24 12.42 10.09 9.86 

LT Growth Rate (%) 5 6.58 11.90 4.50 7.22 

 

The percent difference between the high estimate and the mean revenue for the quarter 
ending March 2014 is 2.32 %, for the same quarter the difference between the mean and the 
low estimate was -3.86 %.   The percent difference between the high estimate and the mean 
revenue for the quarter ending June 2014 is 2.36 %, for the same quarter the difference 
between the mean and the low estimate was -1.40 %.   The percent difference between the 
high estimate and the mean revenue for the year ending December 2014 is 1.49%, for the same 
year the difference between the mean and the low estimate is -1.65%. The percent difference 
between the high estimate and mean revenue for the year ending December 2015 is 6.06 %, for 
the same quarter the difference between the mean and the low estimate is -5.43%.    

 

http://www.reuters.com/
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The percent difference between the high estimate and the mean earnings per share for the 
quarter ending March 2014 is 3.45 %; for the same quarter the difference between the mean 
and the low estimate is -5.00%. The percent difference between the high estimate and the 
mean earnings per share for the quarter ending June 2014 is 5.38 %; for the same quarter the 
difference between the mean and the low estimate is -4.35%.The percent difference between 
the high estimate and the mean earnings per share for the year ending December 2014 is 0 %; 
for the same year the difference between the mean and the low estimate is -5.29%.The percent 
difference between the high estimate and the mean earnings per share for the year ending 
December 2015 is 9.50 %; for the same year the difference between the mean and the low 
estimate is -11.40%. 

 

Comparing the difference between the revenue estimates to the earnings estimates, it is clear 
that the earning estimates have much higher divergences for both quarters, along with FY1 and 
FY2. This could be in part due to LMT has consistently beating the earnings estimates.  The 
greatest divergences for both earnings and revenue are in FY2. Although, FY1 has greater 
divergences when compared to the next two quarters; aside from the 0% difference for high 
estimates earnings in FY1. 

 

The LT growth rate has far fewer analysts compared to the revenue and earning estimates. The 
LT growth rate estimate has five analysts. The Revenue analysts range from 17-19, and the 
earnings per share analysts range from 16-21.  
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(E-3) Consensus Estimates Trend (http://www.Reuters.com ) 
 
Sales and Profit Figures in US Dollar (USD) 
Earnings and Dividend Figures in US Dollar (USD) 

  Current 

1 Week 

Ago 

1 Month 

Ago 

2 Month 

Ago 

1 Year 

Ago 

SALES (in millions) 

Quarter Ending Mar-14 10,879.50 10,879.50 10,868.40 10,874.70 10,640.00 

Quarter Ending Jun-14 11,164.40 11,164.40 11,151.10 11,028.70 11,040.00 

Year Ending Dec-14 44,805.50 44,805.50 44,682.60 44,234.70 44,410.00 

Year Ending Dec-15 44,306.90 44,306.90 44,131.20 43,541.60 43,804.00 

Earnings (per share) 

Quarter Ending Mar-14 2.52 2.52 2.52 2.48 2.10 

Quarter Ending Jun-14 2.64 2.64 2.64 2.58 2.25 

Quarter Ending Dec-14 10.59 10.59 10.54 10.21 9.08 

Quarter Ending Dec-15 11.24 11.24 11.21 11.12 9.86 

 

Consensus estimates for revenue trends up from quarter ending March 2014 to quarter ending 
June 2014. Observing the revenue estimates from FY1 to FY2 we can clearly see there is a 
decrease. Even though the estimates for FY1 to FY2 are down, as those periods approach we 
can see that the analysts have increased their estimations. The quarter ending estimates have 
also been increased recently.  

 

Consensus estimates for earnings per share increases from quarter ending March 2014 to 
quarter ending June 2014. Consensus estimates for earnings per share trends up from FY1 to 
FY2. Both quarter ending estimates and year ending estimates have increased 2-months ago, 1-
month ago, and 1-week ago.  

 

http://www.reuters.com/
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(E-4) Estimates Revisions Summary (http://www.Reuters.com ) 

ESTIMATES REVISIONS SUMMARY 

  Last Week Last 4 Weeks 

Number Of Revisions: Up Down Up Down 

Revenue 

Quarter Ending Mar-14 0 0 1 0 

Quarter Ending Jun-14 0 0 2 0 

Year Ending Dec-14 0 0 3 0 

Year Ending Dec-15 0 0 2 0 

Earnings 

Quarter Ending Mar-14 0 0 3 1 

Quarter Ending Jun-14 0 0 3 1 

Year Ending Dec-14 0 0 4 1 

Year Ending Dec-15 0 0 2 1 

 

The revenue and earnings estimates haven’t changed in the last week. The revenue and 
earnings estimates have changed in the last four weeks. The trend is an upward trend for the 
revenue estimates. The earnings estimates have been revised most in the last four weeks. 
There has been one analyst that changed their estimate to a downward revision in all estimates 
for earnings. There have been a significant number of analysts that have made upward 
revisions to their earnings estimates.  

 

 

 

 

http://www.reuters.com/
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(E-5) Consensus Earnings Revisions (http://www.cnbc.com ) 

 

 
Revision 

Date 

 
Revision 

Type 

 
Revision 

Up/Down 

 
Current 

 
Previous 

 
% Change 

# of 
Analysts 

Reporting 

2/17/2014 Up 5/2 $ 2.52 $ 2.52 .12  12 

2/5/2014 Up 8/3 $ 2.52 $ 2.51 .56  17 

 
The most recent earnings report was 2/14/2014. The next earnings report is April 22, 2014. The 
earliest revisions were done week and a half before LMT released their annual earnings report. 
The consensus was to revise LMT up by eight analysts and down grade LMT by three analysts.  
The second revision date in February was done three days after the 10-K for 2013 was released. 
Again the general consensus was to revise LMT up. There were five analysts upgrading LMT and 
two that down graded. Over half the number of reporting analysts revised up before the 
earnings report, despite this LMT still beat analysts’ estimates.  

 

Section (F) Analysts’ Recommendations 

(F-1) Reuters Most Recent Three Months Analysts Recommendations  

 

Over the last three months, there has been one increase from a Sell to a Buy recommendation. 
This happened during January, lifting the mean rating from 2.73 to 2.62. Most likely because 
of the lower price in January. Out of the five ratings, LMT receives all 3 positive ratings with 
the majority of recommendation at 3, Hold. LMT receives one Sell rating, which has not 

http://www.cnbc.com/
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change for the past three months. The analysts’ opinion of LMT has a trend that turns slightly 
to a Buy opinion, but still converges to a Hold opinion. 
Morningstar analysts’ report of LMT gives a slightly positive opinion. Morningstar analysts are 
mainly concerned about the Budget Control Act’s effect on the defense industry, predicting a 
3%-5% drop in sales in the defense industry. Bearish analysts are worried about the pressures 
of budget cuts on military departments that will cause them reduce important orders from 
LMT such as the F-35.  However, since LMT is the world’s largest defense contractor, the 
impact on LMT could be minimized. Morningstar estimates a 1% increase in LMT’s sales over 
its five year projection period, which means a sluggish growth in the next five years. Analysts 
also consider LMT’s cash contribution to postretirement pension, which reduced operating 
margin and book value of equity in 2013 and 2012; this will be revised due to a new 
accounting policy. Therefore, Morningstar increased their fair value estimation on LMT from 
$111 to $129, a bullish view over LMT. Other bullish opinions include future military conflicts 
and increasing international sales. In summary, Morningstar’s recommendation is consistent 
with Reuters.com that it will be profitable to hold LMT stock but its current price may not 
leave huge growth space. 

CNBC holds more bullish view on LMT. Of the 18 analysts that reported, 3 of them 
recommend a strong buy, 2 of them recommend a buy and 13 gives hold rating. Out of five 
ratings, LMT receives no negative ratings, which is a bullish sign of the stock. However, CNBC 
sets the target price at $159.65, which is lower than current price. 

There were 2 votes that increased to a buy recommendation on LMT from Wall Street 
Journal’s analysts. LMT receives one sell and one overweight recommendation at Wall Street 
Journal, which does not change over last three months. The majority analysts also give hold 
rating. 

In conclusion, recommendations and ratings from famous analysis sources all keep a hold 
ratings over the last three months with a slightly skewed to buy recommendation. They 
generally believe that LMT will not suffer a significant loss from budget sequestration but also 
hard to achieve a high growth in sales. 
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Section (G) Institutional Ownership 

 

 
 

Discussion: 

There are 34 net increases in institutional positions of LMT, an 8.43% increase that should be 
considered a substantial change. Fraction of institutional buyers is 52.04%, which means there 
are more buyers than sellers during the last three month. Percentage of shares held by 
institutional owners decreases by 1.41%, which is relatively small compares to 86.47% held by 
institutions. The stock is very favorable to institutions, and is 45.09% backed by mutual funds. 
Top 10 owners hold 50.49% of all the shares outstanding.  
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There is no mutual fund that owns more than 5% of LMT. Four institutional owners hold more 
than 4%. Two institutions own more than 10%, one of them, Capital World Investors 
decreases its shares held by 6.27%. Another institution owns 4.28% share, MFS Investment 
Management K.K. lowers it position by 6.6%.  

Overall, LMT is largely held by institutional owners, representing institutions’ optimistic 
opinions about LMT’s stable return. On the other hand, although there is an 8.43% net 
increase in buying position, institutional owned shares decrease by 1.41%, which primary due 
to worries from two large holders and cautious attitude of new holders.  
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Section (H) Short Interest 

(H-1) Short Interest Data from http://www.nasdaq.com/ (NASDAQ’s website) 

LMT 

Settlement Date Short Interest Avg Daily Share Volume Days To Cover 

2/14/2014 5,322,796 2,288,102 2.326293 

1/31/2014 4,524,308 2,577,704 1.755170 

1/15/2014 4,080,877 1,721,349 2.370744 

12/31/2013 4,302,366 1,315,671 3.270093 

12/13/2013 4,462,108 1,439,957 3.098779 

11/29/2013 5,425,010 2,619,033 2.071379 

11/15/2013 5,849,507 1,314,713 4.449265 

10/31/2013 5,487,098 1,641,133 3.343482 

10/15/2013 5,466,503 1,710,085 3.196626 

9/30/2013 6,928,790 1,419,826 4.880028 

9/13/2013 7,306,286 1,384,558 5.276981 

8/30/2013 7,658,063 2,024,458 3.782772 

8/15/2013 7,216,894 1,362,639 5.296263 

7/31/2013 7,520,926 1,737,211 4.329311 

7/15/2013 7,255,237 1,215,271 5.970057 

6/28/2013 6,600,250 1,960,235 3.367071 

6/14/2013 6,395,210 1,513,242 4.226165 

5/31/2013 8,128,863 2,709,156 3.000515 

5/15/2013 6,823,223 1,807,323 3.775320 

4/30/2013 6,686,827 1,704,543 3.922944 

4/15/2013 7,012,659 1,748,704 4.010204 

3/28/2013 7,121,826 1,886,171 3.775811 

3/15/2013 7,958,160 1,881,279 4.230186 

2/28/2013 8,519,288 5,248,713 1.623119 

2/15/2013 7,185,808 2,361,062 3.043464 

 

 

 

 

 

 

 

 

 

http://www.nasdaq.com/
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BA 

Settlement Date Short Interest Avg Daily Share Volume Days To Cover 

2/14/2014 8,795,151 7,488,501 1.174488 

1/31/2014 8,657,745 6,408,449 1.350989 

1/15/2014 7,802,975 4,376,473 1.782937 

12/31/2013 7,000,996 3,456,972 2.025182 

12/13/2013 7,104,374 4,067,441 1.746645 

11/29/2013 6,785,914 5,128,908 1.323072 

11/15/2013 5,964,689 3,829,066 1.55774 

10/31/2013 7,139,796 4,855,314 1.470512 

10/15/2013 7,748,330 3,985,980 1.943896 

9/30/2013 10,109,815 5,239,853 1.929408 

9/13/2013 9,385,864 3,522,218 2.66476 

8/30/2013 6,995,641 3,222,789 2.170679 

8/15/2013 6,891,270 4,034,526 1.708074 

7/31/2013 7,765,024 5,320,762 1.459382 

7/15/2013 8,378,760 8,899,816 1 

6/28/2013 9,740,094 5,632,487 1.729271 

6/14/2013 9,724,089 4,341,357 2.239873 

5/31/2013 9,505,330 5,879,034 1.616818 

5/15/2013 7,235,430 4,269,465 1.694692 

4/30/2013 8,359,999 5,218,777 1.601908 

4/15/2013 8,771,048 4,453,846 1.96932 

3/28/2013 8,687,150 4,130,795 2.103021 

3/15/2013 11,760,478 6,204,602 1.895444 

2/28/2013 9,633,986 5,675,939 1.697338 

2/15/2013 9,104,776 5,095,010 1.786999 
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GD 

Settlement Date Short Interest Avg Daily Share Volume Days To Cover 

2/14/2014 15,337,430 3,207,657 4.781506 

1/31/2014 15,079,252 3,865,314 3.901171 

1/15/2014 3,137,341 1,724,027 1.819775 

12/31/2013 2,969,470 1,150,299 2.581477 

12/13/2013 3,498,036 1,169,293 2.991582 

11/29/2013 4,016,121 1,335,378 3.007479 

11/15/2013 4,070,270 1,309,883 3.107354 

10/31/2013 3,582,336 1,720,681 2.081929 

10/15/2013 3,676,161 1,207,537 3.044346 

9/30/2013 3,812,541 1,329,606 2.867422 

9/13/2013 3,784,424 1,160,462 3.261136 

8/30/2013 3,298,840 1,180,956 2.793364 

8/15/2013 3,926,730 1,459,447 2.69056 

7/31/2013 4,673,322 2,014,156 2.320238 

7/15/2013 4,681,521 2,086,780 2.243419 

6/28/2013 4,858,410 2,128,418 2.282639 

6/14/2013 5,241,881 1,679,166 3.121717 

5/31/2013 4,966,819 1,678,658 2.958803 

5/15/2013 5,415,599 1,797,615 3.012658 

4/30/2013 4,859,423 2,819,286 1.723636 

4/15/2013 4,316,188 2,598,110 1.66128 

3/28/2013 4,535,034 1,867,612 2.428253 

3/15/2013 5,487,226 1,936,873 2.833033 

2/28/2013 5,264,614 2,547,825 2.066317 

2/15/2013 3,945,062 3,390,455 1.163579 
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(H-2) Short Interest Data From http://finance.yahoo.com/ 

LMT 

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

1,928,800 2,352,080 319.00M 271.99M 

Shares Short Short Ratio Short % of Float Shares Short 
(Jan 31, 2014) (Jan 31, 2014) (Jan 31, 2014) (2 weeks prior) 

4.52M 2.20 2.10% 4.08M 

BA 

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

 5,081,270 5,102,510 743.40M 690.09M 

Shares Short Short Ratio Short % of Float Shares Short 
(Jan 31, 2014) (Jan 31, 2014) (Jan 31, 2014) (2 weeks prior) 

8.66M 1.60 1.25% 7.80M 

http://finance.yahoo.com/
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GD 

 
 
LMT’s last earning release date is January 
23. LMT’s Q4 earnings beat estimate on 
that day. Before earning release, short 
interest was about 4M, days to cover ratio 
was 2.37. After earning release, short 
interest was around 4.5M. Since daily 
trade volume also increase, days to cover 
ratio decreased to 1.76 days, representing 
investors’ satisfaction on LMT’s quarterly 
earnings. Next earning release date of LMT is April 22. 
Comparing to BA and GD, LMT generally has a higher days to cover ratio, with a strong 
downward trend since July 2013. On July 15, 2013, the days to cover ratio of LMT hit 5.97 
high, the stock price continuously went high after a one percent decrease. Short interest 
also went high in September 15 and October 21 due from worries about the government 
budget deficits problem. On November 14, news about potential 4,000 jobs cut of LMT 
lifted short interest up. However, the stock price increased stable after late October except 
dividend payment date on November 27. GD’s short interest increases sharply recently, 
which does not affect stock price significantly yet. BA’s short days to cover ratio remain low, 
however, stock does not perform well in recent month. In conclusion, although the short 
interest and days to cover ratio seem not move with stock price closely, they still reflect 
analysts’ bullish view on LMT. 

 

 

 

 

 

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

 2,034,580 2,322,100 351.46M 331.94M 

Shares Short Short Ratio Short % of Float Shares Short 
(Jan 31, 2014) (Jan 31, 2014) (Jan 31, 2014) (2 weeks prior) 

15.08M   5.50 5.50% 3.14M 
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Section (I) Stock Charts 

For (I-1) – (I-3), the stock price includes (1) LMT stock, (2) BA, (3) sector ETF (XLI), 
and (4) SP500  

(I-1) A three months price chart 

 

(I-2) A one year price chart 
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(I-3) A five year price chart 

 
In the three month chart, LMT and BA both outperform the market. BA was struggling with its 
787 malfunctions and stock was hurt a lot by the unsatisfied reliability ratio of 787 airplanes. 
LMT reported fourth quarterly earnings on Jan 23, predicting flat and lower revenue in 2014 
due to continuously tapering government budget. Although earnings achieved average 
estimate, investors were not satisfied since LMT’s earning always outperformed estimates in 
the first three quarter of 2013. Later, with good news about international orders on F-35 and 
new sensor technique for AH-64 helicopter, stock price went up to 52 weeks high. On Feb 27, 
LMT announced $1.33 dividend.  
 
In the one year chart, LMT beat both market and its competitor BA, primarily because it quickly 
recovered from depression market in late January. In five years chart, LMT underperformed 
industrial sector and BA, highlighting its outstanding performance in recent one year.  
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(I-4)  Technical Indicators (“Moving Average” and “Relative Strength Index” 
from http://finance.yahoo.com/ ) 

 
 
In the 10-50 days moving average, a death cross happened in October and quickly turned to 
gold cross, which was related to government budget debate in October. After that, the short-
term moving average continued above the long-term moving average; an increasing trend in 
the gap between 10 days and 50 days moving average.  

http://finance.yahoo.com/
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In the 50-200days moving average, with a death cross in the beginning of 2013 and quickly 
turned to gold cross. That indicates LMT’s quick growth at that time, indicating the short term 
growth rate surpassed long-term growth rate. Since then, the gap between 50 days moving 
average and 200 days moving average was expanded, and there hasn’t been a signal of another 
death cross in the near future.  
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