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5.1%
DIVIDEND YIELD

-25%
YTD RETURN

$1.1B
MARKET CAP

TICKER: ODP

PRICE: $2.03

Business Solutions
Retail
CompuCom

Office Depot, Inc. provides business services and
supplies, products, and technology solutions. The

company operates in three divisions: 
 

1.
2.
3.

 
Office Depot, Inc. was founded in 1986 and is

headquartered in Boca Raton, Florida.



SHARE PRICE
PERFORMANCE

ODP

1 YEAR

5 YEAR



The Business Solutions Division (BSD) 
This is ODP's largest component of their B2B platform and provides
customers with nationally branded as well as private branded office
supply products and services. Additionally, BSD provides products and
services including cleaning and breakroom supplies, technology
services, copy and print services, and office furniture products.

The Retail Division
The 1,307 retail stores operate under both the Office Depot and
OfficeMax. They offer a range of business-related services targeted to
small businesses, technology support services as well as printing,
copying, mailing and shipping services.

CompuCom
Was formed after their acquisition of CompuCom Systems in
November 2017. CompuCom offers a broad range of solutions
including technology lifecycle management, end user computing and
collaboration, service desk, remote technology monitoring and
management, and IT workforce solutions. The company has more
than 6,800 CompuCom technicians to serve extensive small, medium-
sized, and large enterprise business customers who require technical
support.

Office Depot is a name and brand that we are all familiar with. The company
was incorporated in the state of Delaware in 1986 and opened its first retail

store in Fort Lauderdale, Florida on October 9, 1986. Since then, the
company now has 1,307 locations. As mentioned briefly, the company

operates through 3 segments:
 

1.
a.

2.
a.

3.
a.
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ANALYSIS



Based on the charts above and from personal experience, it's safe to say we
all know Office Depot isn't what they used to be. As we look at the data
below, we'll see their brick and mortar presence, like much of retail, has

been falling quite a lot Y/Y.

Locations have fallen from 1,564 in 2015 to 1,307 today - a drop of nearly
16.5%. CUBE believes this number will continue to drop in years to come as

the company has been focusing less on revenue growth and more on
margin expansion and profitability while it looks to transform their

business.
 

We will break down the financials in more depth and granularity in coming
pages but at a high level this is the breakout.
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2019 2018 2017 2016 2015

Consolidated sales were 3% lower in 2019 compared to 2018 mostly due to
lower sales in the Retail Division, which decreased 6% in 2019 as a result of
lower comparable store sales and store closures - as previously mentioned.

The CompuCom Division also experienced lower sales of 8% in 2019
compared to 2018, primarily due to a decline in sales of services as a result

of reduced business volume. Their biggest revenue segment, Business
Solutions Division, remained flat in 2019 compared to 2018.



Dating back to 2017, it looked like ODP was making a comeback on
growth but has since gone back to its old ways of revenue

contraction.
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CUBE'S TOP
PROS FOR 
ODP

 

VALUATION

LEANING OUT
LOCATIONS

CASH FLOW
GENERATION
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CUBE'S TOP
CONS FOR 
ODP

DECREASING
REVENUES

LACK OF
INNOVATION

DEBT

O D P  |  E Q U I T Y  R E P O R T  



GLOBAL GEOMETRY YEAR 2018

FINANCIAL

STATEMENTS

 

 CUBEWEALTHODP REPORT

BALANCE SHEET



As of the end of 2019, ODP had total available liquidity of
approximately $1.6B, consisting of $698M in cash and cash

equivalents and $920M of available credit. 
 

Total debt was $681M, excluding $735M of non-recourse
(collateralized) debt, alongside $1.2B in operating lease liabilities.
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BSD Breakdown
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ODP's most important segment was unable to bring in more
revenue in 2019 but was able to grow operating income by

11.5% to $271M. In this stage of ODP's business, this is a
necessity as every dollar virtually makes a difference and

execution must be flawless.



Retail Breakdown
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Their retail business witnessed a revenue slowdown of nearly
$300M, or 6% in 2019. Once again, ODP was able to stretch a

dollar further down to the bottom line of the income statement
as operating income was virtually flat with $1M in growth Y/Y. Q4
was responsible for this growth as the quarter saw an increase in

operating income of $6M, or 21.4% Y/Y.



CompuCom Breakdown
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CompuCom was by far the weakest performing segment in 2019 as the
company not only saw revenues fall 8% Y/Y but also saw operating

income tank from positive $17M to a net loss of $2M in 2019. ODP paid
$1B for CompuCom in 2017 and frankly they are not making good use
of the acquisition in CUBE's eyes. ODP reports that it is within a 3-mile
radius of more than 6 million small and medium-size businesses in the
US. This acquisition was supposed to be the turning point for ODP to

start getting into the "GeekSquad/Genius Bar" type space but it
appears the sales team is failing on all fronts to generate more

business. In Q4, the company saw revs drop 16.3% Y/Y. This will be a
major focal point in 2020 and if they still can't draw meaningful growth

and profit from this business segment three years after acquiring it,
CUBE believes they should sell it to raise cash to pay down debt.
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This is actually real bright spot for ODP - in fact probably the best
area for the company in total. Even with the slowdown in

revenues, Operating Cash Flow in 2019 was an impressive $366M
and adjusted free cash flow was $310M. 

 
Why is this important? Because its enough free cash flow for the

company to comfortably pay its dividend, pay its interest
payments, pay down some principal on debt, buyback shares to
the tune of $40M in 2019, and still save some cash to put in the
bank. When you look at companies in ODP's cycle, cash flow is

most certainly the most important figure.



ODP
FUNDAMENTALS

 

When we look at the fundamentals, we are going to compare ODP to other
retailers like Bed, Bath, and Beyond (BBBY), Dick's Sporting Goods (DKS),

GameStop (GME), and Best Buy (BBY). We are using two ultra weak companies
that are also trying to survive via BBBY and GME, and two stable names in

comparison via DKS and BBY to provide a healthy blend.
 

On an enterprise value (market cap + debt - cash) to forward sales, ODP
trades at a mere 0.3x sales which is right there with GME and BBBY.



ODP
FUNDAMENTALS

 

When moving down the income statement, ODP is the cheapest on a
forward earnings before interest, tax, depreciation, and amortization

basis at 6.4x.
 

The distressed BBBY and GME are much higher at 9.8x and 12.4x while
BBY and DKS fall in between.



ODP
FUNDAMENTALS

 

On a forward price to earnings ratio, ODP is also the cheapest at a crazy
5.3x which is much lower than all of the peers. While not on the chart,

Macy's (M) trades at 4.2x to give another comparison. If ODP can stabilize
revenues and grow their margins some more this would be even lower.



ODP
FUNDAMENTALS

 

On a price to book level, ODP is tied with GME at the cheapest level. As
you can tell, most retailers do not get a high P/B ratio.



ODP
FUNDAMENTALS

 

When taking into account debt to equity, ODP has roughly $1.37 in debt
for every $1 in equity. This is the second lowest of the group with DKS

and BBY at over 200%.



ODP
FUNDAMENTALS

 

Some of the companies below don't generate free cash flow so using
EBITDA as a proxy for cash flow, we'll see that Best Buy is best able to

service its debt. ODP is right in the middle of the pack.
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They see revenues falling slightly from $10.6B to $10.5B
Expect to generate adjusted EBITDA of $550M vs. 2019's $590M
Adjusted operating income of $350M would also be lower than
2019's $367M
Free cash flow of $300M will also be slightly lower than 2019's
$310M

Before wrapping up, ODP issued a light FY20 guidance. The company
essentially expects everything to fall a bit. 

 

 
This should once again be enough to float the company's dividend,
purchase shares, and cover interest and principal on debt until the

company finds a way to get growth back in the picture.



ODP
TECH ANALYSIS

 



TECH ANALYSIS 

SUMMARY

ODP closed the day at a very crucial area. The

stock finished right exactly on its 200DMA of

$2.03 and closed above its S1 of $1.99. The

company caught support twice around $1.90

and obviously in today's current market

environment it all depends on whether the

market is going to rise or fall 5% to predict

where ODP is going to go but holding things

constant, ODP should be able to move higher

here if it holds $1.99. 

 

If ODP is unable to hold $1.99 and that area

around $1.90 where it caught support Monday

and intraday yesterday, then it will most likely

be visiting the S2 support level of $1.62. 

 

While not on the chart, the stock is also

trading below its lower Bollinger Band of

$2.05 which is also why we believe shares are

more inclined to try the $2.33-2.36 level where

it will face a very difficult resistance area

because of the 100DMA and pivot point.



BULLISH OR

BEARISH?

VS.

MORE BULLISH
(POSITIVE)

MORE BEARISH
(NEGATIVE)



Office Depot was first proposed to us for research as a possible

short play and it may surprise people here when CUBE says we don't

think its worth a short. We would avoid ODP and label it a "Sell"

rating but we don't feel the business is weak enough at this share

price to warrant a short down here. 

 

The company's cash flows are good enough to cover its debt,

sustain its dividends, buy back shares, and grow their cash

reserves. We also feel with its valuation being cheaper than more

distressed companies like GameStop and Bed, Bath, and Beyond the

risk does not outweigh the reward. The company can also look to

sell off certain assets and reduce CapEx to increase cash which

would also be a risk on the short side. 

 

This cannot be confused, though. CUBE doesn't view ODP as a buy by

any means. We think the company still has a long way to go, if ever,

before they successfully convert the business into something that

investors will get excited about. Lastly, considering the massive

pullback that has already taken place in the broader markets we

don't think the timing is ripe either to short ODP and feel its just

something better to avoid.

ODP
CONCLUSION



NOTHING IN THIS DOCUMENT, OR ANY DOCUMENTS FOR THAT
MATTER, SHOULD BE USED OR CONSTRUED AS AN OFFER TO SELL, A

SOLICITATION OF AN OFFER TO BUY, OR A RECOMMENDATION FOR ANY
SECURITY. NOR IS IT INTENDED AS INVESTMENT, TAX, FINANCIAL OR

LEGAL ADVICE. INVESTORS SHOULD SEEK SUCH PROFESSIONAL ADVICE
FOR THEIR PARTICULAR SITUATION. CUBE DOES NOT MAKE ANY

GUARANTEE OR OTHER PROMISE AS TO ANY RESULTS THAT MAY BE
OBTAINED FROM USING OUR CONTENT. NO ONE SHOULD MAKE ANY

INVESTMENT DECISION WITHOUT FIRST CONSULTING HIS OR HER OWN
FINANCIAL ADVISOR AND CONDUCTING HIS OR HER OWN RESEARCH
AND DUE DILIGENCE. TO THE MAXIMUM EXTENT PERMITTED BY LAW,

CUBE DISCLAIMS ANY AND ALL LIABILITY IN THE EVENT ANY
INFORMATION, COMMENTARY, ANALYSIS, OPINIONS, ADVICE AND/OR

RECOMMENDATIONS PROVE TO BE INACCURATE, INCOMPLETE OR
UNRELIABLE, OR RESULT IN ANY INVESTMENT OR OTHER LOSSES.

CONTENT CONTAINED ON OR MADE AVAILABLE IS NOT INTENDED TO
AND DOES NOT CONSTITUTE LEGAL ADVICE OR INVESTMENT ADVICE
AND NO ATTORNEY-CLIENT RELATIONSHIP IS FORMED. YOUR USE OF

THE INFORMATION IS AT YOUR OWN RISK. THIS CONTENT IS
CONFIDENTIAL AND MUST NOT BE DISTRIBUTED

DISCLAIMER


