Taser (TASR): Expensive, Over-loved and Cruising For A Bruising
Stock Has Doubled in 3 Months
Taser’s (TASR) stock has had quite a run the last 3 months, more than doubling from around $8 towards the end of April to just over $17 with 15 minutes left in today’s (Fri 7/20) trading session.
One of the big drivers was the potential and eventual election of Conservative Nicolas Sarkozy as President of France on May 6.  Sarkozy had said that he would put a Taser in every police cruiser in France.
The stock ran up in anticipation of his win finding resistance at $10 on May 7 (the day after his victory) on heavy volume – more than 7 million of 62 million shares outstanding traded hands that day.

The stock started moving again on May 24 when Taser announced four significant orders including one from an international law enforcement agency worth $1.425 million (http://phx.corporate-ir.net/phoenix.zhtml?c=129937&p=irol-newsArticle&ID=1006531&highlight=).  

Again on June 19 they announced an order for 1375 Taser X26 devices from a foreign law enforcement agency (http://phx.corporate-ir.net/phoenix.zhtml?c=129937&p=irol-newsArticle&ID=1016869&highlight=).

On Friday June 22, Jeffries & Co. upgraded their price target from $13 to $20 (http://notablecalls.blogspot.com/2007/06/taser-nasdaqtasr-jeffco-upping-tgt-to.html) sending the shares up towards $14.
Finally, on the last two days of the 2nd quarter, Thursday June 28 and Friday June 29, Taser announced three more significant orders.

The shares were trading around $14 the first week of the quarter.

On Monday July 9, Taser unveiled its new products at the annual Taser Conference in Chicago and the stock jumped more than 15% - blasting through $16.  Almost 33 million shares, more than half of the company’s outstanding stock, traded hands that Monday and Tuesday.

Yesterday (Thursday 7/19) Taser began shipping its highly anticipated Taser C2 consumer product (http://phx.corporate-ir.net/phoenix.zhtml?c=129937&p=irol-newsArticle&ID=1027915&highlight=).  It comes in four designer colors: Black Pearl, Titanium Silver, Electric Blue and Metallic Pink (You can see the brochure here: http://www2.taser.com/Documents/Brochures/consumer/c2_brochure.pdf).

This pushed the stock up another 10% on heavy volume.  It closed today (Friday 7/20) just above $17.
Taser reports 2nd quarter earnings before the market opens on Monday July 23.

Expensive and Over-Loved
Taser certainly has some business momentum, as detailed, and the business seems likely to continue to improve.

The problem isn’t with the business: it’s with the stock.

The stock has gotten ahead of itself.
At $17 Taser has an enterprise value of about $1,050 million.  Excluding a large litigation expense, Taser had net income of $13.6 million in 2006.  That’s a trailing enterprise value to earnings ratio (EV/E) of 78.  Analysts are estimating 19 cents of earnings this year for a forward P/E ratio around 90.  

That’s extremely expensive.  
For comparison purposes, that’s about 2 ½ times the valuation given to Google (forward P/E of 35).
On top of that, a lot of love has fueled Taser’s big move the last 3 months and it’s hard to see any catalysts for more upside.  

All 5 analysts who cover the stock have a “buy” on it.

The outstanding put/call ratio, at .3, is at one of the lower levels it’s been at in the last 2 years.  That translates into a lot of call buying and not much put buying i.e. bullishness towards the shares.

The only sign of some skepticism towards the stock is the 25% short interest i.e. a quarter of the outstanding shares have been sold short.  However, that number is from June 15 – when the stock was trading around $12. 

My guess is that a good amount of the upward move in the stock in the last month has been from short sellers throwing in the towel and covering their shorts.  This buying to cover is real demand and pushes up the share price.

Cruising For a Bruising
I have no doubt that when Taser reports earnings before the open on Monday (7/23) that they’ll report an excellent number.  

Jefferies & Co. makes a strong case that the revenue number will be at least $22 million which would be a 35% increase from last year’s Q2.

But how much higher can the shares go in the short term?

I wouldn’t be surprised to see profit taking into a strong report on Monday.

Action To Take: SELL
Friday July 20, 3:00pm PST
Top Gun Financial Planning


