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General Motors Company – Divide and Prosper 
 

Target Price Versus $38 PPS (as of 9/12/17) = $51.70 to $58.60 

20% to 27.5% IRR for 2-year hold period (including receipt of $3.20 in dividends1) 
(See Section II.D herein for calculations) 

 
General Motors Company (ticker: GM) is a company disrespected by the market. 
Currently trading just $5 per share above its November 2010 IPO price of $33, if one 
adds in the $5.24 in dividends paid since then, the company’s stock has delivered a 
total return of $10.24 to shareholders in seven years, or 31%, representing a CAGR of 
just 4%. Such a return is the realm of high-quality bonds, not equities. And this is 
despite GM reporting nearly $12/share in GAAP net income in just the past two fiscal 
years alone, delivering $2.80/share in earnings the first half of 2017 and producing 
profits in each of the past seven fiscal years.  

Something is clearly amiss here. What have GM shareholders done to deserve such 
anemic returns? Why has the market not rewarded the consistent operating 
performance of the company during this decade with a much higher stock price? 
Perhaps the fault, fellow shareholders, lies not in ourselves (or with the company 
itself), but in the C-suite. GM’s senior management’s close-minded reaction to 
Greenlight Capital’s dual-share plan last year, which would have unlocked significant 
value for shareholders, is emblematic of the main problem—their interests simply 
are not aligned with those of the shareholders. However, we believe we have a plan 
for GM’s leadership to redeem themselves and regain the market’s trust, which we 
present more fully herein. If implemented, we believe the plan would result in a 36% 
to 54% increase in the company’s market valuation in the next two years, 
representing an expected CAGR of between 20% and 27.5% (including dividends) 
vis-à-vis the current $38/share stock price.  
 

 

 

 

 

Disclaimer: As of the publication date of this report, Seven Corners Capital Management, other research contributors, and 
others with whom we have shared our research (the “Authors”), may have long or short positions in and may own option 
interests on the stocks covered herein and stand to realize gains in the event of price increases thereof. Following 
publication, the Authors may transact in any of the discussed securities. The Authors have obtained all information herein 
from sources they believe to be accurate and reliable. However, such information is presented “as is”, without warranty of 
any kind, whether express or implied. The Authors of this report make no representation, express or implied, as to the 
accuracy, timeliness, or completeness of any such information or with regard to the results obtained from its use. All 
expressions of opinion are subject to change without notice, and the Authors do not undertake to update this report or 
any information contained herein. Please read our full legal disclaimer at the end of the report. 
  

                                                      
1 Note: Assumes payment of $1.52 in dividends over the next 12 months and $1.68 in dividends (representing a 
10.5% increase in the annual dividend) in the succeeding 12 months.   

https://seekingalpha.com/symbol/GM?s=gm
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I. Diagnosing the Problem 

A. GM’s Management: Truly Aligned with Shareholders? 

The main issue facing GM is not, in our view, the cyclicality of the auto market, the 
rise of Tesla or any of the other issues commonly cited to explain the company’s 
flagging stock price. Of course these issues are important, however there is no 
apparent reason why the company cannot adequately deal with them. While the GM 
of the 1990s and 2000s obviously had serious fundamental problems (most notably 
the massive pension and healthcare obligations it owed to its retirees), these were 
decisively addressed with the company’s 2009 bankruptcy reorganization. The GM 
that emerged from Chapter 11 that year and which IPO’d in 2010 was leaner and 
competitively much stronger2. With a track record of seven consecutive years of 
profitability now in the rearview mirror, what explains GM shares trading today at 
just 6.45X analysts’ 2018 earnings estimate of $5.89/share? 

We believe the real issue is management—specifically their lack of alignment with 
shareholders interests. It has been often remarked that incentives control all human 
behavior. Clearly, a corporate executive who has a large (in comparison with such 
person’s overall net worth) and relatively permanent equity stake in his or her 
company will be keen to see that equity stake appreciate in value over time and will 
therefore be properly motivated to create long-term value. Conversely, an executive 
with virtually no skin in the game (or one who sells shares as soon as they vest) will 
be much less motivated to deliver value for shareholders. Investors pick up on these 
dynamics. They will reward a company led by shareholder-friendly, highly-
motivated and deeply-invested CEO with a higher relative valuation than a company 
run solely for the benefit of insiders with no real skin in the game, reasoning that no 
matter how well the latter company performs, most of the economic gains will 
either be squandered through foolish capital allocation decisions and/or flow 
directly to insiders rather than the equity owners.  

One need look no further than GM’s own industry to see this dynamic at work. Many 
investors have recently been perplexed to see Tesla garner a market valuation 
higher than both GM and Ford, despite producing a tiny fraction of the vehicles of 
the Big Two Detroit manufacturers and burning through massive amounts of cash 
(whereas GM and Ford have been consistently profitable dividend payers). The key 
difference is obviously management: Investors know that Elon Musk has invested a 
huge percentage of his personal net worth in Tesla shares3 and they therefore 

                                                      
2 According to one contemporary Reuters analysis, “The “new GM” that emerged from Chapter 11…is a much 
smaller and leaner firm which has shed tens of thousands of workers, closed factories, cut loose hundreds of 
dealerships (further reductions will be needed), ditched several brands, and – with union agreement – changed 
employment contracts so as to cut costs. Under bankruptcy protection, GM has shed over $120 billion in liabilities. 
Its work force will also shrink dramatically, from around 90,000 at the start of this year to around 64,000 by the 
end of 2009.” (emphasis added) 
3 According to the New York Times, “Musk [said that in 2008] he put his last $35 million into Tesla, which [was 
then] on the edge of bankruptcy. That depleted virtually all [Musk’s] ‘cash reserves’”. 

http://www.nasdaq.com/symbol/gm/earnings-forecast
http://blogs.reuters.com/great-debate-uk/2009/07/13/gm-emerges-from-chapter-11-bankruptcy/
https://dealbook.nytimes.com/2010/06/22/sorkin-elon-musk-of-paypal-and-tesla-fame-is-broke/?mcubz=1
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believe in him and his long term vision for his company. Most importantly, they 
trust him implicitly to make intelligent decisions on their behalf, since he is Tesla’s 
largest shareholder and is truly walking in the shoes of the company’s owners, the 
shareholders.  

Next consider GM. Although the company may claim in its proxy filing and public 
pronouncements that senior management is “fully aligned with shareholders”, citing 
their ownership of stock (to a large extent in the form of options and restricted 
shares), what goes unmentioned is that virtually all of this equity was handed to 
GM’s executives courtesy of the shareholders in the form of “incentive 
compensation”, rather than purchased using their personal funds. To us, the idea 
that handing millions of dollars worth of free stock and options to executives 
somehow puts such people in the shoes of shareholders who actually have to pay for 
their stock with their own money seems dubious at best.  

Below is an excerpt from GM’s 2017 Proxy Statement providing the reasoning for 
granting $13 million worth of long-term stock grants to CEO Barra in fiscal 2016: 

 

Note how squishy the justifications for the long-term equity grants are: “Earn 
Customers for Life”, “Significantly improved brand momentum”, “Culture to Win”, 
“Exceeded all budget commitments”, etc. GM’s stock price is never mentioned. 
Although vesting of 75% of the equity is subject to performance metrics, these 

https://www.sec.gov/Archives/edgar/data/1467858/000119312517123356/d348138ddefc14a.htm
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include market share and ROIC-adjusted tests (the latter of which is akin to a self-
graded exam, since any “inconvenient” cost or expense can be “adjusted out” when 
calculating ROIC). Notably, no total shareholder return (or TSR) threshold needs to 
be met to have the equity vest. Nor does the company even disclose in advance the 
market share test that must be met for vesting to occur(!) (see footnote (3) to the 
following table): 

 

Thus, by meeting a malleable “adjusted ROIC” test and not disclosing the market 
share threshold until after the fact, the CEO should be expected to quite easily bank 
her long-term equity grants for the 2016-2018 period, even if GM’s TSR is negative 
for that period. This represents the prototypical “heads I win, tails I still win even if 
shareholders lose” compensation structure that only a captured or apathetic 
compensation committee could come up with (in other words, we believe that a 
bull’s eye will carefully be drawn around wherever the arrow of GM’s operational 
performance lands for this measurement period). Belatedly—and perhaps due to 
the pressure from the Greenlight proxy contest—GM finally agreed to apply a TSR 
test to 25% of long-term incentive compensation for the 2017-2019 performance 
period, stating that “[i]n 2017, our PSUs will measure both Relative ROIC-Adjusted 
and Relative TSR against the Company’s OEM Peers to motivate our leaders to 
perform at the top of the industry regardless of business cycles.” But shouldn’t all of 
GM’s long-term equity compensation be subject to a TSR test in order for its C-suite 
executives truly to be “aligned with shareholders”? We think so. 

Unsurprisingly given the foregoing, GM’s senior executives have felt little need to 
reach into their own pockets to buy company stock on the open market in the past 7 
years, despite receiving tens of millions in cash compensation. Below we have 
summarized, based upon a review of GM’s insider SEC filings, the lackluster (to put 
it mildly) record of insider open-market purchases of stock for this period for the 
top-4 current named executives in the 2017 Proxy Statement (Note: Alan Batey, EVP 
for North America, is excluded from this table since he only joined the company last 
year; in any event, he has not yet purchased any open market stock): 

 

https://www.sec.gov/cgi-bin/own-disp?action=getissuer&CIK=0001467858
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Name Current Position Open Market 
Purchases 

Shares 
Purchased 

Funds 
Spent ($) 

Date[s] 
Purchased 

Mary T. Barra Chairman & Chief Executive Officer 1 800 26,400 11/23/10 

Dan Ammann President 0 0 0 N/A 

Charles 
Stevens Chief Financial Officer 0 0 0 N/A 

Mark Reuss EVP, Global Production 
Development 1 200 6,600 11/23/10 

TOTAL  N/A 2 1,000 33,000  N/A 

Yes, that is correct: GM’s top-4 current C-suite executives have over the past 7 years 
ponied up a miniscule $33,000 to purchase a grand total of 1,000 GM common 
shares on the open market (and have made zero purchases since late 2010). 
Meanwhile, these same four executives have received $42.8 million in cash 
compensation in just the past three years alone ($14.9 million in salary and $27.9 
million in cash bonuses (aka non-equity incentive compensation)), as shown in the 
table below (from page 62 of the 2017 Proxy Statement):  

Name Year Salary 
Stock 

Awards 
Option 
Awards 

Non-Equity 
Incentive Comp 

Change in 
Pension 

All Other 
Comp Total 

Mary T. Barra 2016 2,000,000 13,000,036 — 6,760,000 181,777 640,246 22,582,059 

 

 

1,750,000 12,000,004 11,167,029 3,062,500 12,012 597,118 28,588,663 
 

2015 

 

 1,567,803 11,760,567 — 2,072,000 349,926 412,532 16,162,828  2014 
Charles K. Stevens, III 2016 1,100,000 3,450,007 — 2,673,800 135,146 244,132 7,603,085 

 
 1,000,000 2,875,049 2,675,437 1,375,000 — 176,738 8,102,224  2015 

 
 691,667 3,177,354 — 647,500 265,201 113,110 4,894,832  2014 

Daniel Ammann 2016 1,450,000 4,700,032 — 3,513,100 
 

560,852 10,223,984 

 
 1,200,000 4,500,021 4,187,636 1,650,000 — 262,420 11,800,077  2015 

 
 990,530 6,310,564 — 925,000 — 263,252 8,489,346  2014 

Mark L. Reuss 2016 1,200,000 3,900,018 — 2,905,000 134,777 272,866 8,412,661 

 
 1,100,000 3,825,012 3,559,495 1,515,000 — 199,629 10,199,136  2015 

 
        2014 846,212 7,458,881 — 786,300 275,588 110,796 9,477,777 
        

TOTAL COMPENSATION   14,896,212 76,957,545 21,589,597 27,885,200 1,354,427 3,853,691 146,536,672 

To sum up: Since 2014, $42,800,000 in cash compensation (plus salary received 
thus far in 2017); $0 of open market purchases of stock4. So much for the supposed 
“alignment of interests” with GM shareholders. 

B. Greenlight Proxy Contest: The Symptoms of the Disease 
Manifest Themselves 

When David Einhorn’s Greenlight Capital presented its dual share plan earlier this 
year, GM’s management, led by CFO Stevens, was quick to attack the messenger and 
                                                      
4 Note that GM’s ten current non-management directors (many of whom clearly have high net worths, based on 
their respective employment histories) collectively have purchased only 103,258 shares on the open market, or 
7/1000th of one percent of the 1.457 billion outstanding shares as of July 17, 2017 (per the company’s Q2 2017 
10-Q filing). In other words, these directors as a group have purchased, using their own money, just 1 out of 
every 14,145 currently outstanding shares. 

https://www.greenlightcapital.com/934618.pdf
https://www.sec.gov/Archives/edgar/data/1467858/000146785817000103/gm2017q2.htm
https://www.sec.gov/Archives/edgar/data/1467858/000146785817000103/gm2017q2.htm
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try to discredit the plan. In our opinion, they did everything humanly possible to 
defeat Einhorn not because his plan made no sense, but rather because these GM 
executives didn't come up with the plan in the first place (and it therefore 
threatened their power and prestige). If one reads between the lines, "Not invented 
here, not wanted here" was clearly their internal mantra, betraying a close-minded, 
bureaucratic mentality. GM’s C-suite spent millions of shareholder money opposing 
Greenlight’s plan and, according to Greenlight, sabotaging the plan by 
mischaracterizing it to the rating agencies, thereby ensuring that the agencies would 
take a dim view of the plan’s effect on the company's investment grade ratings. A 
May 2017 Reuters news report describes this more fully: 

Greenlight says documents show GM tried to undermine dual-share plan – May 
4, 2017 

(Reuters) - Greenlight Capital escalated its battle against General Motors Co (GM.N) 
on Thursday, posting credit ratings documents that it said the automaker 
inappropriately changed to undermine the hedge fund’s proposal to create two 
classes of GM stock. 

Greenlight, which owns 3.6 percent of GM shares, has said its dual share plan would 
boost GM’s value by creating a dividend class and a regular stock class known as 
capital appreciation shares. 

In its proxy statement last month, Greenlight said GM substantially altered the plan’s 
term sheet before it was presented to credit rating agencies, a move the hedge fund 
said was meant to turn the agencies against the structure. [emphasis added] 

On Thursday, Greenlight posted (www.unlockgmvalue.com) its original term sheet, 
which it said was given to the agencies, along with an annotated document 
highlighting the changes. 

 “Our plan does not have cumulative dividends,” Greenlight said in one of the 
annotations - pointing out a key sticking point in the debate over the plan. In 
another annotation, Greenlight highlighted a change from the original and said GM 
invented a term to misrepresent its plan.  

The proxy advisory firms all sided with GM’s management and against Greenlight, 
most likely because of the rating agencies’ negative reaction to the plan and the 
potential political blowback risked by siding with a dreaded “hedge fund” against an 
iconic company like GM5. Institutional holders (think index funds and mutual funds) 
will normally automatically vote their shares in accordance with the proxy firm 
recommendations. Moreover, based on the comments to our prior writeup 
regarding GM posted on Seeking Alpha, we believe that many retail retiree 
shareholders mistakenly thought that somehow GM’s dividend would be threatened 
by Greenlight’s plan (retirees rely on the dividend to pay their bills and go into a 
defensive crouch at the mere thought of a potential cut). Predictably, when the 

                                                      
5 As a somewhat amusing aside, according to the book King Icahn by Mark Stevens, when Carl Icahn was 
systematically raiding companies in the 1980s his chief analyst suggested a possible raid against GM. Icahn’s 
response was to reject the suggestion out of hand, stating “They’ll hang us”. 

http://www.reuters.com/article/us-gm-greenlight/greenlight-says-documents-show-gm-tried-to-undermine-dual-share-plan-idUSKBN1801PV
https://seekingalpha.com/article/4077361-greenlight-einhorn-right-general-motors-vote-green-june-6th
https://seekingalpha.com/article/4077361-greenlight-einhorn-right-general-motors-vote-green-june-6th
https://www.amazon.com/King-Icahn-Biography-Renegade-Capitalist/dp/0525936130/ref=mt_hardcover?_encoding=UTF8&me=
https://seekingalpha.com/instablog/12074331-wolf-martin/4949625-book-review-shareholder-value-myth-lynn-stout
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proxy contest reached a vote, GM “won” by a landslide. In actuality GM's 
management won and the shareholders lost. The fact that senior executives at the 
company have bought virtually no shares over the past eight years on the open 
market might explain why they were so unmotivated to make Einhorn's plan 
workable with the various stakeholders and the ratings agencies. 

II. Proposing A Solution 

A. Step One: Properly Align Management’s Interests With 
Shareholders 

Fortunately, there is still an opportunity for GM management to go from zeros to 
heroes, provided they do several things. First, senior management should purchase 
a significant amount of GM stock on the open market using their own money. Not 
just a significant amount in layman’s terms, but as a proportion of their overall net 
worth. For example, we believe that CEO Mary Barra should lead the way by 
purchasing a minimum of $5 million worth of shares, which represents 
approximately 30% percent of the $17 million of cash compensation (including non-
equity bonuses) she has received over the past three years. Other senior executives 
such as President Dan Ammann and CFO Chuck Stevens should invest a similar 
percentage of past 3-year cash compensation in GM stock through open-market 
purchases. Once these purchases are complete, these executives would truly be 
“walking in the shoes of shareholders” and aligned with the interests of the true 
owners of the company. In addition, as stated above, we believe that receipt of all 
long-term equity compensation (not just 25% of it) should be predicated on meeting 
a three-year rolling TSR hurdle versus company peers. 

B. Step Two: Force the Market to Value the Sum of GM’s Parts 

Second, GM management can still obtain the benefits of Einhorn's plan without the 
supposed drawbacks (such as rating agency downgrades) they cited in the 
Greenlight proxy contest. To see how this is possible, let’s first travel back to the 
year 2000. At the time there was a public company with a relatively stable business 
(which we can call MatureCo) and a growth business (GrowthCo) housed under a 
single corporate structure. Shareholders of this company had become increasingly 
frustrated that the value of GrowthCo was not reflected in the company’s market 
valuation. To its credit, the company’s management came up with an ingenious 
solution to the problem: namely, have MatureCo issue a new class of stock that 
would solely track the economic performance of GrowthCo—otherwise known as a 
“tracking stock”. On the date the plan was announced, the market cheered and bid 
the company’s stock price up 6%. Moreover, the stock price had already been rising 
in previous months in anticipation of the plan. What was this mystery company? 
None other than General Motors. Below is an excerpt from a news report regarding 
this tracking stock issuance: 

https://www.wsj.com/articles/SB949429967576453588
https://www.wsj.com/articles/SB949429967576453588
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GM Board Clears Swap of $8 Billion Of Hughes Unit's Tracking Stock—Updated 
Feb. 2, 2000 1:40 a.m. ET 

DETROIT -- After watching the market value of its satellite-communications unit 
eclipse that of its core auto business, General Motors Corp. decided to give its 
shareholders a bigger piece of the action. 

GM's board of directors approved a plan to offer shareholders $8 billion in tracking 
stock in the Hughes Electronics Corp. unit and to contribute an additional $7 billion 
of the securities to retirement-benefit plans. 

"These actions enable GM to realize $15 billion of the value of Hughes, and improve 
GM's financial flexibility to pursue business and growth initiatives in our automotive 
and financial-services businesses," GM Chairman John F. Smith, Jr. said. 

Investors, who had been bidding GM shares up in recent months in anticipation of this 
kind of announcement, welcomed the confirmation. In heavy trading, GM shares were 
up $4.6875 at $85.25 at 4 p.m. Tuesday on the New York Stock Exchange, adding $2.9 
billion to GM's market value. Analysts said the transactions could add as much as an 
annualized $2.50 a share, or 30%, to GM's earnings this year by significantly 
reducing both the number of shares outstanding and benefits expenses…. 

By going ahead, GM's board accepted what the market had been telling it for 
months—that investors would never give GM full credit for a Hughes locked inside the 
auto maker. Although GM said it plans to keep full ownership of Hughes -- the GMH 
tracking stock reflects Hughes' earnings performance alone -- the move is a clear 
sign the auto maker is loosening its grip…. 

GM Vice Chairman Harry Pearce told reporters the combination of a strategic 
realignment at Hughes, which shed manufacturing operations to focus on the 
communications-service business, the completion of GM's share-repurchase 
program and the appreciation of Hughes stock made the time right. 

"It seemed as if all the stars came together," he said…. 

GM officials said the deal should improve the market for Hughes stock in the long-
term by improving liquidity. That also would make it easier for Hughes to raise 
capital in the future. [emphases added] 

With respect to the current iteration of GM, we propose that, as an initial step, GM 
should issue to its shareholders a tracking stock for its China operations (possible 
ticker: GMC), leaving the remainder of the company’s operations allocated to the 
current GM common shares (ticker: GM). GM China is the perfect candidate for the 
initial tracking stock because its operations are held through joint ventures and are 
accounted for using the equity method of accounting. This means that the financial 
statements for GM China can be easily separated from the existing financials for the 
remainder of GM’s global operations (all that needs to happen is the removal of the 
China-related line item for Equity Income). In our view, a GMC tracking stock has the 
following beneficial attributes:  
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1. GM would be able to force the market to value GM China separately 
through the use of the tracking stock, since it would trade via a separate stock 
symbol (as if it were a total separate company). 

2. GM could tailor its executives’ compensation more accurately. For 
example, an executive who is assigned to the company’s China operations could 
receive just GMC tracking stock (rather than GM shares) as compensation, more 
closely aligning that executive’s pay with the performance of GM China. On the 
flipside, such executive would not be penalized if (for example) GM’s operations in 
North America performed poorly, since this would be unlikely to negatively affect 
the value of GMC shares. 

3. Since the issuance of a tracking stock does not involve any legal split, 
there would be no expected dis-synergies, negative ratings implications or bond 
covenant issues (in other words, the type of issues that GM’s management raised 
during the Greenlight proxy contest) resulting from a GMC tracking stock. The legal 
structure of General Motors Company would remain exactly the same both before 
and after the issuance of the GMC shares. 

4. There are typically no adverse tax consequences for issuing tracking 
stock, because the tracked assets are not legally divested when the tracking stock is 
issued. 

We also note that GM China’s recent sales performance has been positive, indicating 
that it would be a good candidate for a separate tracking stock: 

 

https://seekingalpha.com/article/4104350-gm-sales-soar-china
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C. Recent Tracking Stock Precedents 

The Dell Technologies acquisition of EMC in 2016 provides a useful recent 
precedent for a GM China tracking stock. As part of this transaction, Dell issued a 
tracking stock (ticker: DVMT) representing Dell’s equity interest in VMware, which 
stake had previously been owned by EMC. The key terms for this tracking stock 
were summarized in a FAQ disseminated by Dell and EMC, including the following 
excerpts: 

Q: What is the [DMVT] common stock (the tracking stock)? 

A: The tracking stock is a class of common stock…issued by Dell Technologies. The 
[DMVT] common stock is intended to track the performance of a portion of Dell 
Technologies’ economic interest in the VMware business. Dell Technologies issued a 
number of shares of [DMVT] common stock at the closing of the Dell-EMC merger 
such that shares of [DMVT] common stock currently have a one-to-one relationship 
with approximately 65% of the shares of VMware common stock owned by Dell 
Technologies. Dell Technologies issued approximately 223 million publicly traded 
shares of [DMVT] common stock to the former EMC stockholders. 

Q: Was the issuance by Dell Technologies of [DMVT] common stock dilutive to 
VMware’s common stock? 

A: No. The issuance of the [DMVT] common stock by Dell Technologies did not 
change the ownership of VMware Class A common stock owned by public 
stockholders of VMware (which currently amounts to approximately 19% of the 
outstanding shares of VMware common stock) or the total number of shares of 
VMware common stock outstanding. 

Q: What interests do Dell Technologies’ stockholders have in VMware? 

A: Dell Technologies currently owns approximately 343 million shares of VMware 
common stock (consisting of 43,025,308 shares of Class A common stock and 
300,000,000 shares of Class B common stock that are convertible one-to-one for 
shares of Class A common stock at any time). The shares of VMware common stock 
owned by Dell Technologies currently represent approximately 81% of the 
outstanding shares of VMware common stock. Repurchases of VMware common 
stock under its publicly announced stock repurchase program will increase the 
percentage of VMware common stock owned by Dell Technologies. 

  

https://seekingalpha.com/symbol/DVMT
https://s2.q4cdn.com/112802898/files/doc_downloads/FAQs-Regarding-Dell-Relationship-and-Tracking-Stock.pdf
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The performance of the DVMT tracking stock has been quite positive since its 
issuance a year ago, as shown in the chart below: 

 

In addition, John Malone’s Liberty Media group of companies has similarly 
employed tracking stocks in numerous instances to enhance shareholder value in 
recent years (see the following tickers: STRZA (fka Liberty Starz, now Lions Gate), 
FWONA (Formula One tracker), BATRA (Liberty Braves tracker), LBRDA (Liberty 
Broadband Tracker), and LSXMA (Liberty Sirius Tracker)). Below is a chart showing 
the collective performance of these tracking stocks over time, taken from Liberty 
Media’s 2016 Investor Day presentation: 

 

  

https://seekingalpha.com/symbol/LGF.A?s=lgf.a
https://seekingalpha.com/symbol/FWONA
https://seekingalpha.com/symbol/BATRA?s=batra
https://seekingalpha.com/symbol/LBRDA?s=lbrda
https://seekingalpha.com/symbol/LBRDA?s=lbrda
https://seekingalpha.com/symbol/LSXMA?s=lsxma
http://files.shareholder.com/downloads/ABEA-4CW8ZW/1317267367x0x917742/92D8D411-A400-40F2-BDA3-BA3653A9945D/2016_Liberty_Media_Corp_v3.pdf
http://files.shareholder.com/downloads/ABEA-4CW8ZW/1317267367x0x917742/92D8D411-A400-40F2-BDA3-BA3653A9945D/2016_Liberty_Media_Corp_v3.pdf
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D. Analysis of Investment Opportunity 

1. Valuation Case 1 – Sum of the Parts 

Employing a tracking stock structure, GM should be able to force the market to value 
the company based on the sum of the values of its constituent parts, rather than as a 
conglomerate of disparate global manufacturing operations. If GM were to issue a 
tracking stock for its China operations and left the remainder of its operations 
allocated to the currently outstanding GM shares, we believe that GM’s aggregate 
market cap would increase by a minimum of $20 billion (or $13.70/share based on 
1.46 billion shares outstanding, per the company’s most recent 10-Q filing). Our 
valuation for GM China is based on a minimum 10X multiple of GM’s 51% share of 
this entity’s net income, which share in recent years has averaged approximately $2 
billion annually, as shown below from page 60 of GM’s 2016 10-K filing: 

 

At a multiple of 15X, GM’s aggregate market cap would be expected to increase by 
$30 billion (or $20.50/share). In addition, we believe that GM’s existing shares 
would not decline in value, since the company could maintain its $1.52/share yearly 
dividend using solely its domestic and non-China international cash flows (at $38, 
the yield is an enticing 4.0%), due to the fact that GM generated $16.5 billion in 
operating cash flow in 2016 but paid out just $2.37 billion in dividends. Adding the 
above referenced range of $13.70 to $20.60 per share for the GM China tracker to 
the current $38 GM stock price would produce a combined value of $51.70 to $58.60 
per share in total for GM shareholders. 

2. Valuation Case 2 – Price-to-Earnings 

We believe that GM’s P/E ratio would increase if the company were to take some or 
all of the steps outlined herein, as the market would have increased confidence in 
management (after all, a P/E ratio is simply a gauge of overall market confidence). If 
we assign a value to GM shares of just 8.5X the company’s $6.00/share 2016 
earnings, which we believe to be fairly conservative and which takes into 
consideration the auto industry’s cyclicality, GM’s stock would be $51/share; at 10X, 
it would be $60/share. This range is quite close to the sum-of-the-parts valuation 
outlined above in Valuation Case 1. As a market check, we note Toyota (ticker: TM) 
currently trades at 10X its 2016 earnings (note also that investors appear to assign 
no auto cyclicality discount—or any kind of discount whatsoever—to Tesla). We 
also assume that GM should produce approximately $3/share in trough earnings in 
a severe downcycle for automakers (similar to the company’s 2010 earnings), so our 
$51 to $60 per share price target would represent a P/E of 17X to 20X trough 

https://www.sec.gov/Archives/edgar/data/1467858/000146785817000103/gm2017q2.htm
https://seekingalpha.com/symbol/TM
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earnings (in line with the S&P 500’s forward P/E of nearly 19X). Our P/E valuation 
range thus indicates that GM shares currently have expected upside of 34% to 58% 
(not including dividends).  

http://www.wsj.com/mdc/public/page/2_3021-peyield.html
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III. Risk Factors 

A. Tracking Stock Risks 

Although a tracking stock tracks the ownership of specific assets within a larger 
corporate structure, the parent company which issues the tracking stock retains 
legal title to all such assets. In addition, a tracking stock structure does not limit the 
parent’s legal responsibility, or that of parent’s other subsidiaries, for the liabilities 
included in any set of financial statement schedules. Thus, holders of GM China 
tracking stock would not have any special legal ownership rights related to the 
specific assets held by GM’s China joint ventures (other than those currently flowing 
to shareholders courtesy of their ownership of GM’s common shares). If General 
Motors Company were ever to experience severe financial distress, GM’s debt-
holders would have the same legal rights regarding GM’s China joint ventures that 
they currently have (and holders of a tracking stock would have no unusual blocking 
rights with respect to these assets). 

B. GM-Specific Risk Factors 

Because a tracking stock does not legally separate company assets the way a spin-off 
of the assets would, investors should be thoroughly apprised of all of the general 
risks regarding GM common shares that are set forth in the company’s 2016 10-K 
filing (for which see this link). 

 

 

 
 

 

https://www.sec.gov/Archives/edgar/data/1467858/000146785817000028/gm201610k.htm#sFFA949018047579D8DF027861C50E001
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IV. Conclusion 
While GM’s senior management, in our opinion, completely dropped the ball (and a 
golden opportunity to increase shareholder value) in the Greenlight proxy fight 
earlier this year, they can still become heroes to shareholders. First, they should 
purchase substantial amounts of GM stock on the open market to show that their 
interests are truly aligned with those of shareholders. Simply being granted free 
stock as “incentive compensation” is hardly enough to accomplish this goal. In 
addition, going forward all of their long-term incentive compensation (not just 25%) 
should be subject to a strict total shareholder return hurdle. Finally, the company 
should issue a tracking stock with respect to GM China to force the market to use a 
sum-of-the-parts valuation instead of using the current conglomerate discount. 
Once this tracking stock has been issued, management could think about future 
tracking stocks, such as one for the company’s next-generation tech investments in 
Lyft and Cruise Automation. We believe that if the foregoing steps are taken, GM’s 
overall market capitalization should rise by approximately $20 to $30 billion, or a 
36% to 54% increase in the next two years, representing an expected CAGR of 
between 20% and 27.5% (including dividends received) vis-à-vis the current 
$38/share stock price.    
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V. Disclaimer 
As of the publication date of this report, Seven Corners Capital Management and its 
affiliates (collectively, “Seven Corners”) have long positions in General Motors stock 
(“General Motors”). In addition, others that contributed research to this report and 
others that we have shared our research with (collectively with Seven Corners, the 
“Authors”) likewise may have long positions in, and/or own options on, General 
Motors. The Authors stand to realize gains in the event that the price of the stock 
increases. Following publication of the report, the Authors may transact in the 
securities of the company covered herein. All content in this report represents the 
opinions of Seven Corners. The Authors have obtained all information herein from 
sources they believe to be accurate and reliable. However, such information is 
presented “as is,” without warranty of any kind—whether express or implied. The 
Authors make no representation, express or implied, as to the accuracy, timeliness, 
or completeness of any such information or with regard to the results obtained from 
its use. All expressions of opinion are subject to change without notice, and the 
Authors do not undertake to update or supplement this report or any information 
contained herein. 

This document is for informational purposes only and it is not intended as an official 
confirmation of any transaction. All market prices, data and other information are 
not warranted as to completeness or accuracy and are subject to change without 
notice. The information included in this document is based upon selected public 
market data and reflects prevailing conditions and the Authors’ views as of this date, 
all of which are accordingly subject to change. The Authors’ opinions and estimates 
constitute a best efforts judgment and should be regarded as indicative, preliminary 
and for illustrative purposes only. 

Any investment involves substantial risks, including, but not limited to, pricing 
volatility, inadequate liquidity, and the potential complete loss of principal. This 
report’s estimated fundamental value only represents a best efforts estimate of the 
potential fundamental valuation of a specific security, and is not expressed as, or 
implied as, assessments of the quality of a security, a summary of past performance, 
or an actionable investment strategy for an investor. 

This document does not in any way constitute an offer or solicitation of an offer to 
buy or sell any investment, security, or commodity discussed herein or of any of the 
affiliates of the Authors. Also, this document does not in any way constitute an offer 
or solicitation of an offer to buy or sell any security in any jurisdiction in which such 
an offer would be unlawful under the securities laws of such jurisdiction. To the best 
of the Authors’ abilities and beliefs, all information contained herein is accurate and 
reliable. The Authors reserve the rights for their affiliates, officers, and employees to 
hold cash or derivative positions in any company discussed in this document at any 
time. As of the original publication date of this document, investors should assume 
that the Authors are long shares of General Motors and may have positions in 
financial derivatives that reference this security and stand to potentially realize 
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gains in the event that the market valuation of the company’s common equity is 
higher than prior to the original publication date. These affiliates, officers, and 
individuals shall have no obligation to inform any investor or viewer of this report 
about their historical, current, and future trading activities. In addition, the Authors 
may benefit from any change in the valuation of any other companies, securities, or 
commodities discussed in this document. Analysts who prepared this report are 
compensated based upon (among other factors) the overall profitability of the 
Authors’ operations and their affiliates. The compensation structure for the Authors’ 
analysts is generally a derivative of their effectiveness in generating and 
communicating new investment ideas and the performance of recommended 
strategies for the Authors. This could represent a potential conflict of interest in the 
statements and opinions in the Authors’ documents. 

The information contained in this document may include, or incorporate by 
reference, forward-looking statements, which would include any statements that 
are not statements of historical fact. Any or all of the Authors’ forward-looking 
assumptions, expectations, projections, intentions or beliefs about future events 
may turn out to be wrong. These forward-looking statements can be affected by 
inaccurate assumptions or by known or unknown risks, uncertainties and other 
factors, most of which are beyond the Authors’ control. Investors should conduct 
independent due diligence, with assistance from professional financial, legal and tax 
experts, on all securities, companies, and commodities discussed in this document 
and develop a stand-alone judgment of the relevant markets prior to making any 
investment decision. 

 

 

 


