
 

OptionsHawk Monthly Market Brief – July 2019 

S&P 500 (SPX) Technicals 

Analysis: The S&P closed the month back near 2019 highs and close to a large cup and handle breakout with 

the pattern measuring to an upside target of 3500 long-term (the 9 month pattern) while 3,160 the target of 

the smaller 2.5 month pattern.  Fibonacci extension levels are at 3,169 (1.382) and 3,309.6 (1.618).  Weekly 

MACD is nearing a bull crossover while RSI held the retest pullback and moving higher.  Monthly MACD is also 

nearing a bull cross while monthly RSI is showing a major bearish divergence from the prior highs, one of the 

bigger red flags.  Looking at shorter timeframes a move under 2915 would be bearish and cause the 8 day MA 

to roll back over with initial downside targets at 2,880/2,840/2,800.   

 

Key Levels 

 Support Resistance 

Level 1 2,925 2,955 

Level 2 2,915 3,000 

Level 3 2,880 3,170 

Level 4 2,840 3,310 

 



Fundamental Valuation Bands 

 

2019 

EPS Multiple 

Value 

Level 

2020 

EPS Multiple 

Value 

Level 

Bull 170 17.5 2975 180 17 3060 

Neutral 167 16 2672 176 15.5 2728 

Bear 163 14 2282 170 14 2380 

 

Market Health/Sentiment Check 

Indicator Level Implications 

Short Term Moving Average Slopes Rising Bullish 

Long Term Moving Average Slopes Rising Bullish 

8/21 Week EMA Crossover Above Bullish 

NYSE McClellan Oscillator (NYMO) 313 Slight Overbought 

NYSE  Summation (NYSI)  591.9 Above 8 EMA - Bullish 

NYSE A/D (Cumulative)  130,917 New High - Bullish 

NYSE Cumulative TICK 17,569 Near New High - Bullish 

NYSE TRIN 21 MA 0.98 Toppy 

NAAIM 72.3 Neutral 

AAII Sentiment 29.6% Bull Neutral 

CBOE Equity Put/Call 50 MA 0.65 Bearish 

VIX:VXV Ratio 0.939 Neutral 

 

Macro Catalyst Watch and Review 

Macro Data & Indicators 

We saw Macro conditions worsen in June in the US, Europe and Asia with most of the data coming in weaker 

month/month and below estimates.  In the US May ISM Manufacturing hit a 2.5 year low, ADP Employment 

was the lowest since March 2010, and June regional Fed Surveys from Philly, Dallas, NY, Richmond, and 

Chicago all came in weak.  Retail Sales was one area that showed a rebound even as consumer confidence 

dropped sharply in June.  Housing data continued to weaken with new home sales coming in very poorly 

despite the sharp move lower in mortgage rates.   

US Services PMI 

 



US Manufacturing PMI 

 

Citi Us Economic Surprise Index 

 

Morgan Stanley Business Conditions Index 

 



Central Banks 

Accommodative monetary policy was the theme for June with the RBA kicking things off cutting rates, Draghi 

coming out dovish, and the Fed path now seeing expectations for multiple rate cuts in 2019 starting with a 

likely initial cut in July.   

Bonds & Credit 

Bonds continued to march higher in June with global yields remaining under pressure and the inverting yield 

curve in the US remaining problematic as a signal for economic concerns ahead. 

 

Catalyst Watch 

Date Event 

 7/1 and 7/2 OPEC Meeting 

 7/5 US Jobs Report 

 7/7 

Greece National 

Election 

 7/10 Fed’s Powell Testifies 

 7/10  FOMC Minutes 

 7/14 and 7/15 

China Q2 GDP, IP, 

Retail Sales, FAI 

 7/15 

Earnings Season Kicks 

Off 

 7/24 July Flash PMIs 

 7/26 US Q2 GDP 

 7/31 FOMC Meeting 

 8/22 

Fed Jackson Hole 

Conference 

 9/18 FOMC Meeting 

 9/30 US Budget Expires 

 



Bull & Bear Flow Monthly Leaderboard 

OPTIONSHAWK DATABASE AGGREGATE FLOW BIAS MONTH AHEAD 

BULLISH 

 AVGO, NFLX, MSFT, CMCSA, ROKU, MCHP, MCD, PYPL, QURE, JPM, COUP, QSR, OUT, DIS, NXPI, 

SWK, NEE, TMUS, XENT, HP, GBT, OLLI, FOLD, JNPR, MA, MRTX, ALXN 

BEARISH 

JWN, KSS, KR, MAR, CRON, DBX, VMW, NTNX, ZM, HIIQ, IRBT, DLR, SQM, IRDM, LIN, WAB, UPS, 

WSM, USNA, UBER, ZGNX, VMC, DCPH, GPS, APH  

 

Hawk Vision –3 Technical Set-Ups in Quality Fundamental Stocks (Hawk 400 Universe) with Options Flow 

*** We highlight these kind of set-ups daily in the OptionsHawk Trading Hub*** 

Cheneire Energy (LNG) shares setting up just below a major breakout level and narrowly consolidating with weekly 

MACD crossing bullish, potential to make a strong run.  LNG has seen a good amount of options flow but most notable 

are the 1600 September $60 and 12,500 September $70 calls bought in open interest.  It also has 3,000 January $65 puts 

that were sold to open and upside calls bought in January 2020 expiration. 

 

General Motors (GM) monthly chart shown below with shares in a downward channel since late 2017 highs but on its 

sell-off held long-term trend support and above $39 can make some noise for a run to $45.  RSI is at a healthy level and 

MACD nearing a bull crossover on the monthly.  GM has over 12,000 September $36 and 15,000 September $40 calls 

bought in open interest, and size in March 2020 $37 and $40 calls as well as plenty of other expirations and strikes that 

have leaned bullish. 

 



Twilio (TWLO) has pulled back to the rising 13 week EMA and channel support on the weekly, a healthy pullback and 

looks to be a nice reward/risk level in the high flying Tech growth leader.  TWLO has a lot of its size in July $140, $145, 

and $150 strikes, so more of a shorter-term outlook for the option flows.   

 

Options Radar Highlights 

6/5/19 

Next-Era Energy (NEE) on 6/5 with 1,980 July $200 calls trading for over $1.2M and follows recent 

accumulation of 1,220 September $210 calls and 935 of the September $200 calls.  NEE has also seeing 3,750 

January $210 calls accumulate.  On the chart shares have been in a strong trend since 2017 and making new 

highs this week, recently breaking out of a flag above $193.75 that measures to a target of $215.  The $98B 

Utility has screened as my top fundamental play in the sector for the last few years, trading 22.55X Earnings, 

2.86X Book, 22.45X FCF and yielding a 2.44% dividend.  NEE expects 11% top-line growth this year and EBITDA 

growth of 18.8% which follows 15.9% growth in 2018.  NEE will host an Investor Day on 6-20.  NextEra is the 

World leader in electricity generated from the wind and sun via the Energy Resources segment while its 

Electric Utility is focused on Florida.  Analysts have an average target of $202 on shares and short interest low 

at 1.1% of the float.  The Investor Day will provide insights on the company’s investment plan and capital 

allocation.  KeyBanc started coverage at Overweight with a $225 target on 6/4 citing a constructive Florida 

regulatory environment paving the way for significant growth.  NEE is the best growth play in the sector while 

offering one of the strongest balance sheets.  Hedge Fund ownership fell 8.5% in Q1 filings. 

6/11/19 

Advanced Auto (AAP) size buyers today of 4,150 September $150 calls up to $11.80 to open and follows 

buyers of $545K in January $155 calls last week. AAP has seen buyers in the June $155 calls and January $190 

OTM calls over the last couple months as well, although today’s action by far the most notable. AAP shares 

have lagged for much of 2019 and back at key support around $150 which has held multiple times since mid-

2018. MACD and RSI have reset back to key levels since a strong run last year and potential for a nice run with 

momentum out of this recent downtrend back to $180. The $10.98B company trades 16.2X earnings, 1.14X 

sales, and 17.6X FCF with 15% EPS growth and 2.5% revenue growth. The company is coming off a strong 

quarter with gross margins expanding driven by better product mix and their inventory management 

initiatives paying off. They’ve also done noticeable work to close under-performing stores and reduce 

expenses. AAP also posted strong comps in both DIY and professional despite weather issues in Q1. Analysts 



have an average target for shares of $191.25 with 14 buy ratings and 3 hold. CSFB with an Outperform and 

$195 PT seeing plenty of top-line drivers including ramping benefits from cross banner visibility, marketing 

changes, potential upside from WMT partnership and other omni-channel initiatives. RBC with a $178 PT and 

in May positive noting that the company continues to execute well in a tough environment and management 

has a lot of levers to significantly enhance performance, including better comp growth and 500+ bps of EBIT 

margin expansion. Short interest is 4% and down sharply from over 11.5% in 2017. Hedge Fund ownership fell 

5% last quarter but activist Starboard Value remains a top holder with 3.175M shares, their second largest. 

The two reached a deal in November 2015 and Jeff Smith remains on their board.  

6/19/19 

Fibro-Gen (FGEN) with 2,500 November $50 calls bought today to open for $5.10 as shares continue to 

rebound off of recent lows. FGEN had some December $45 ITM put sales yesterday around $7 and recent 

buyers in the September $50 calls as well around $7.80. The only notable put positions in the name are set to 

expire this week. Shares have been weak in 2019 after trading up to $61 in February but rebounding off of 

long-term channel support around $35. Shares have room back up to $55+ and continuation of the three-year 

trend higher as MACD and RSI on the weekly move off of oversold levels. The $3.86B company trades 18.8X 

sales and 6.8X cash and about to enter the early stages of commercialization for their lead asset Roxadustat as 

a treatment for CKD. The company posted positive Phase 3 data late last year and in May pooled safety data 

continued to show overall non-inferiority and a positive benefit. The company expects to file an NDA in 

September/October. Analysts have an average target for shares of $63 with 5 buy ratings and 2 hold. Jefferies 

positive on 5-10 defending shares and noting that Roxa continues to be clearly better than Epo and fear 

around their comments about initiating discussions with the FDA are overblown. The firm thinks the MACE 

data was a clear de-risking event which removes a major overhang because we now know that Roxa is not 

only safe but its risk/benefit is positive. The firm was out on 6-10 noting they expect more communication on 

an FDA agreement soon, a potential catalyst. Hedge Fund ownership dropped last quarter by 20% but 

BlueMountain Capital and Farallon two notable holders. Short interest is 5.2% and up from around 3% in late 

2018.  

6/24/19 

Coupa (COUP) with opening sales 3800 July $115 puts down to $1.45 in early action and volume up to 9000 on 

the morning down to $1.35, traders showing a willingness to own a lot of stock on a modest pullback to near 

the 20 day moving average. COUP also has over 3000 and 2000 respectively of the January $115 and $125 calls 

in open interest, though both blocks traded as sales, potentially writing against a stock position. COUP shares 

broke out of a bull flag near $99 and currently quite overbought. The $7.85B Software Co. trades 21.5X 

EV/Sales as one of the higher valuation names, but also early stage penetration generating 39% revenue 

growth the last two years and expecting 33% this year. COUP presented at the Inspire Conference yesterday. 

COUP is a big cloud play on Business Service Management, and sees a path to $1B in revenues with a $56B 

TAM. It has 900 current customers with a target of 100,000 customers. COUP is seeing strong billings growth 

and expanding usage while operating margins have inflected positively to +5%. It has 11% FCF margins making 

it a top SaaS "Rule of 40" name. Analysts have an average target of $117 with short interest high at 13% of the 

float and rising 53% Q/Q to a new record high. BAML started shares Buy with a $120 target on 5-13, noting 

"Coupa is likely to continue gaining share of the $15 billion spend management applications market, given a 

number of compelling advantages such as 1) leading cloud market position, 2) ease of deployment/use (3 to 9 

month implementation cycles, vs 6 to 18 months, 3) large network of 4 million suppliers and 4) large data set 

with 1.08 trillion cumulative spend for optimization, and 4) breadth of offering, across procurement, invoicing, 



expense, sourcing, contract management, workforce procurement and analytics. Also, the recent launch of 

B2B payments offering significantly expands Coupa’s addressable market to an estimated additional $96 

billion. Net revenue retention has grown toward the high end of the target range of 108% to 112% from 105% 

at the end of FY17 from cross selling. With the average customer still running only one of six power user 

applications, and more to be launched, we expect a long runway for cross selling.  Finally, we believe that 

healthy customer economics (LTV/CAC ratio of 13x vs 4x industry average) is a leading indicator for margin 

expansion over time. " OpCo raised its target to $130 last week. Hedge Fund ownership was down modestly in 

Q1 filings, though Whale Rock holds as its 3rd largest position and added more.  

Trades of the Week 

Posted Weekly at OptionsHawk.com https://www.optionshawk.com/trade-of-the-week/ 

Earnings Recap 

It was a quiet month of earnings for the most part but Software continued to be the most bullish theme with 

strong numbers from Salesforce, Adobe, Coupa, Zoom, Mongo-DB, Smart-Sheet and Progress Software.  We 

saw some strong numbers out of consumer-focused growth names like Five-Below, Lululemon, Stitch-Fix and 

RH.  Parsons (PSN) was a recent IPO that came out and posted a real strong quarter.  Micron (MU) provided 

the Semi group with a lift calling for better demand in 2H and many thinking it may have troughed.  Ciena 

(CIEN) and Jabil (JBL) were impressive reports for Tech hardware.  Constellation (STZ) closed the month with a 

strong beat and raise. 

Strong Beats Bullish Themes Weak Outlooks Bearish Themes 

 FDS, INFO Financial Data/Services  GIS, CAG Consumer Goods 

 LULU Athletic Apparel  NUE, MT, X Steelmakers 

 LEN, KBH Homebuilders  CCL Cruise / Travel 

 ADBE, ORCL Software Leaders  THO RV’s 

 COUP, CRM, 

MDB, SMAR, PRGS Cloud/SaaS  KR Grocers 

 

Theme of the Month 

Sports Betting 

Legalized sports betting was back in focus last week nearly one year after the Supreme Court struck down the 1992 

federal law which had prohibited it. On Friday, Illinois governor Pritzker signed into law a sports betting bill after a long 

and contentious run. On Thursday in California two lawmakers introduced a bill which would open up betting in one of 

the largest states in the lower 48. And finally, on Thursday, history was made when New Jersey topped Nevada for the 

first time ever in bets for the month. NJ books took in $318.9M in bets vs $317.4M in wagers in Nevada. Since SCOTUS’s 

monumental decision last May, seven states have full-scale legalized betting while eight others have recent bills passed. 

27 states have bills introduced but not passed.  

The repeal of 1992’s PASPA created a big stir among investors last year as people evaluated the potential market size, 

expansion opportunities, and inflows.  A number of names rallied on the news and then faded and have 

underperformed significantly since the decision including Stars (TSG), Scientific Games (SGMS), and International Game 

Tech (IGT). A 1-year chart shows they have all lagged: 



 

There are plenty of hurdles to reaching some of the peak forecasts that have been discussed for the sector but optimism 

is likely warranted long-term. Sports betting is estimated to be a $10B to $15B market given the fanaticism around 

sports, general acceptance of gambling in the US, and potential for growth in mobile or remote betting. The illegal 

market in the US is estimated to be around $6B to $10B. Credit Suisse estimates that the actual market will be around 

$4.5B in 2023 with 20 states reaching full legalization (up from seven now). This assumes that a number of ‘tipping 

point’ states gain positive momentum soon while some of the larger markets may need a ballot amendment to move 

forward. Connecticut and Michigan are expected to be the next states to pass a full-scale bill. Maryland, South Carolina, 

Missouri, and Kentucky are among others to watch in 2019.  

There are four key names to watch in the space: 

Stars Group (TSG) is a $4.64B provider of online gaming and betting businesses across Europe, Australia and the US. TSG 

is most well-known for their poker portfolio including PokerStars and Full Tilt. In April 2018, however, the company 

announced a $4.7B deal to buy Sky Bet which gave them huge inroads to the sports betting field and the company has 

the size and scale to make a significant impact in the US. In May 2019, the company announced a landmark deal with 

FOX Sports to launch FOX Bet into the US market. The deal gives them, “a large and low cost customer acquisition 

channel for sports betting in the US.” TSG expects to give an update in August on the venture. FOX has also made a 

strategic investment in TSG as part of the deal. Shares trade 6.94X earnings and 2.10X sales.  

 

MGM Resorts (MGM) is a $15.5B leading casino operator in the US with properties from Las Vegas to Atlantic City. 

MGM also has significant properties in NY. The company has been investing in expanding their sportsbook to other 

regional casinos such as Mississippi where they noted in April visitation has jumped due to their sports book. They’ve 

also developed a mobile app with GVC and signed deals with the NBA, NHL, and MLB to cross-promote. They signed a 

unique partnership with Boyd Gaming (BYD) as well to offer online and mobile betting platforms across each of their 

physical casinos where a license has been granted. In all, MGM has done more work than others to set up a wide-

ranging infrastructure to making sports betting a significant growth driver. President Bill Hornbuckle on the recent 

conference call:  

“We’ve gotten through some of our earlier challenges around getting our mobile apps up. So I intend that we will gain 

share. We are obviously in this for the long haul. We have a massive partner with GVC. Obviously, our networks with all 

of the leagues have been and will continue to be very productive force in the long run. And then the interesting thing is, if 

you looked at Beau and Tunica's results, I think EBITDA in Beau is up 17% and Tunica was up 38% and a goodly portion of 

that was driven solely by people coming in for sporting events and then the general activity cases around that. So we see 

significant upside not only in retail but ultimately in mobile. The other affirmative thing is - and look I don't want to jinx 

this here, but it looks like Mass, Ohio and Michigan are all strong movers for 19 legislation and we like where those bills 

stand in terms of our ability to exercise on them and get full benefit from them. So overall we're fairly - we're very 



optimistic. We recognize on mobile in New Jersey even though we got off to a slow start, but I promise you, we will catch 

steam in a hurry here.”  

 

International Game Tech (IGT) is a $2.66B provider of gaming technologies and products. They primarily do work with 

lotteries, electronic machines, and interactive gaming but have built out significant sports betting platforms as well. The 

company processed $12B in sports bets worldwide last year. They’re establish in some of the most mature markets in 

the world like the UK. IGT has multi-channel products like mobile and other interactive products which can bridge the 

on-premises gaming to the user device as well as tailored specific to each state depending on different rules and 

regulations imposed. Currently, they are in six states and expect to enter Pennsylvania soon. They are also powering 

FanDuel’s market-leading tech in their New Jersey sportsbook. Shares trade 9.6X earnings, 0.56X sales, and 9.2X cash.  

 

Scientific Games (SGMS) is a $1.96B company which develops technology for gaming, lottery and digital industries 

similar to IGT. SGMS has partnered with Caesars to launch sports betting in states like Pennsylvania, Mississippi, and 

New Jersey using their Open Bet platform and launched in early 2019. They announced a deal earlier this year to acquire 

Don Best, a global supplier of real-time betting data and pricing, which will expand their odds-making capabilities. Earlier 

this year they also won a long-term contract with Wynn to provide sports betting and iGaming solutions. In May, Barry 

Cottle, CEO of SGMS, spoke about the slow start for the industry and how SGMS is going about differentiating 

themselves in a crowded field:  

“The reality is the U.S. sports betting and iGaming continues to be dependent on legislation passing, and then there's 

obviously a time frame of ramp-up that happens post that. So we're keeping the perspective that we're still in the early 

stages and -- but we believe it'll continue to play out over time. The thing that we have been talking about since the 

beginning is that if you look what happened in the U.K. market and you see who became the eventual winners, the 

people who become the eventual winners are the ones that built the best -- basically the most robust product that has -- 

that could be customized and differentiated from the competitors, that is able to handle the volume that is necessary so 

that it doesn't -- systems don't go down. It's reliable. It's fast. Players can get to the bets that they want in and out, et 

cetera, et cetera. We believe that we have, on a worldwide basis, proven that we have that best product. And once you 

get past this kind of initial rushing of going out and spending a ton of marketing, et cetera, to try to capture early share, 

what you'll see that plays out in the marketplace is the best product will win.” 

 

 



Industry Snapshot of the Month 

Engineering & Construction (E&C): Infrastructure and Services 

Infrastructure Components: ACM, AEGN, AGX, DY, FLR, GVA, IESC, JEC, MTZ, PRIM, PWR, ROAD, STRL, TPC, 

WMS 

Services Components: AMRC, GLDD, KBR, MYRG, NVEE, TTEK, VSEC, WLDN, EME, STN 

International & Private Components: Bechtel, Tuner Construction, Kiewit, Skanska, PCL Construction, Whiting-

Turner, CB&I, Clark Group, Gilbane Building, Walsh Group, DPR Construction 

The Engineer & Construction group is one I have broken into Components/Services and driven by 

infrastructure spending worldwide.  There are twenty-five public companies focused on here but also provided 

some of the larger players in International and private markets.  Each of these names tends to have a focus on 

certain end-markets while many are diversified.  Consolidation has been a theme in the industry with URS 

Corp., Payne Christensen, Parsons Brickerhoff, MWH Global, and CH2M names that have been acquired.  

While federal, state, and local governments have spent nominally more on infrastructure in recent years, the 

rising cost of materials has reduced their real spending power. As a result, real infrastructure spending 

nationally has fallen over the past decade, from $450.4 billion in 2007 to $440.5 billion in 2017. The decline in 

real infrastructure spending masks a more significant trend unfolding across the country: increased spending 

on infrastructure operation and maintenance along with decreased spending on capital projects. Put another 

way, the U.S. is spending much more money to make sure our existing infrastructure systems are functioning 

properly and much less on building out new systems or carrying out other significant upgrades. Spending on 

transportation—including highways, mass transit, rail, aviation, and water transportation—continues to 

account for the biggest share (67.8 percent) of all U.S. public infrastructure spending and dropped from 

$303.0 billion in 2007 to $298.8 billion in 2017. The other major category of public infrastructure, water 

infrastructure, has also seen a drop in spending over the past decade. Spending on drinking water, 

wastewater, and other water resources like lakes and reservoirs makes up the remaining 32.2 percent of all 

U.S. infrastructure spending. Yet, despite its smaller share compared to transportation, real spending on water 

infrastructure fell more, from $147.4 billion in 2007 to $141.7 billion in 2017. And although spending on water 

operation and maintenance increased $11.3 billion over this same period, a huge drop in capital spending (-

$16.9 billion) explains the overall declines seen nationally. 

 



 

It was reported in late April that Trump and the Democrats agreed to a $2 Trillion in infrastructure spending 

though it was later rescinded as a political tool.  A major infrastructure spending bill would provide a strong 

economic stimulus at a stage when economic growth appears to be slowing. In addition, legislators are 

discussing ways to create a viable revenue stream to fund infrastructure spending. One option is to pass 

legislation allowing the sale of Rebuild America bonds that could potentially raise $300 billion to fund a 

national infrastructure “bank” to provide funds or low-interest loans for infrastructure needs. 

 

 



Infrastructure Solutions have typically been driven by Industrial Production and Heavy Industrial Spending. The 

American Society of Engineers (ASCE) 2017 Infrastructure Report card gave America a “D+” with significant 

deficiencies in Transportation, Water, and Energy infrastructure sending the grade down from an initial “C” in 

1988. The estimated annual cost to improve America’s infrastructure has risen nearly 77% in two decades, 

from an estimated $260 billion per year in 1988 to nearly $460 billion in 2017.   

 

The Dodge Momentum Index is a 12-month leading indicator of construction spending for non-residential. 

 

In this group we look at a number of key metrics and valuation techniques with EV/EBITDA, EBITDA Margins 

Backlog and Book to Bill among the most important.  The trend has been “portfolio optimization” as 

companies look to exit the more cyclical industries and focus on higher growth, higher margin areas like 

Technology Solutions and Consulting/Engineering Services.   

 

 



Comparisons View (Components) 

 

A few notes on the components grouping: 

Jacobs Engineering (JEC) is the clear leader in this group with it trading a bit rich at 12.4X EV/EBITDA but 

delivering strong growth, a high ROIC, and best-in-class margins.  JEC has optimized its portfolio exiting ECR 

and acquiring CH2M.  It is now focused on higher growth and higher margins sectors expanding into secular 

growth markets like digital solutions.  It also did a smaller deal for KeyW and continues to have a lot of 

financial flexibility.  It sees FY21 with 3-5% organic revenue growth, improving margins, double digit EBITDA 

growth and ROIC approaching double digits.  The Aero, Nuclear and Tech segment has been woinning large 

contracts.   

 

MASTEC (MTZ) has long been a favorite for me in this group and continues to screen well versus peers trading 

7.3X EV/EBITDA with a 6.75% 3-year ROIC, and double digit EBITDA growth.  The $3.75B Company is a leading 

infrastructure play focused on Wireless/Wireline, Energy Pipelines, and Electrical Transmission.  It is a specialty 

contractor with 47% exposure to the Oil & Gas industry that has a 12 year revenue growth CAGR of 19% and 

24% EBITDA CAGR.  Backlog is hitting a new record of $8B as of Q1 2019.  Its communications segment will be 

a beneficiary of the big spending acceleration in Fiber/5G.  The strong growth of production in the Permian 

Basin is driving multiple pipeline opportunities.  MTZ is also a top contractor in wind farm construction which 

is seeing substantial growth in capacity with cost of wind energy down.   



Granite Construction (GVA) with a $2.25B market cap screens strong on growth though also the richest 

valuation at 18X EV/EBITDA while EBITDA margins of 6.2% are fairly low.  It has strong exposure to California 

for around 30% of revenues.  GVA is the leader for highways and #2 for sanitary storm sewers while also 

having exposure to Mining, Solar, and Bridges.  Valuation on EV/EBITDA would keep me on the sidelines for 

now, though a PE of just 11.5X, but thought it was worth highlighting as a top name growing nicely. 

 

Construction Partners (ROAD) is a newer name to this group that screened attractively at 9.6X EV/EBITDA 

with 11% EBITDA margins and a very strong growth profile.  The $740M Company Is a vertically integrated civil 

infrastructure market leader in the Southeastern US.  Its main focus in roadways while also having exposure to 

Bridges, Concrete Structures, and Storm Drainage.  Southeastern US local governments have been applying 

increased gas taxes to fund road work.  ROAD is a niche name with operations in just five states but would 

make a compelling acquisition target for Granite Construction (GVA).   

 

IES Holding (IESC) is an intriguing small cap trading 8.7X EV/EBITDA after posting 16.5% and 8.2% topline 

growth the last two years with 4% and 3.7% EBITDA growth.  It has a very strong balance sheet and the CEO 

has been active accumulating shares.  Its focus is on power & connectivity with increasing market share and is 

outpacing industry growth with exposure to data center helping numbers.  Its Residential segment focuses on 

electrical installation, particularly single family homes.  The Commercial segment deals with HVAC design, 

construction and maintenance.   

 

Aecom (ACM) recently became a target of Starboard Value which owns 4% of the Company and has seen 

some September call buying, urged for a more expansive strategic review.   

 

 

 

 



Next to look at the comparisons tables for the Services names: 

 

Tetra Teck (TTEK) has been a favored play highlighted the past three years in my annual market outlook for 

this group, though now at 16.7X EV/EBITDA shares appear fully valued.  It remains the highest quality name, 

but in looking for a better opportunity the newer name to highlight is Stantec (STN).  STN trades 12.9X 

EV/EBITDA with 10.15% EBITDA margins, a strong balance sheet, and a 17% EBITDA CAGR.  The $2.66B 

Company trades 10X earnings with a 1.79% dividend yield with Debt/Equity just below 1.  The Canadian 

company actually has 53% exposure to the US with diverse end-markets.  It sees the four key trends as Digital, 

Urbanization, Climate Change, and Infrastructure Renewal and is investing in high-growth markets.   

 

MYR Group (MYRG) is the small cap value name trading just 6.5X EV/EBITDA with an 18% EBITDA CAGR and 

7% ROIC, though EBITDA margins at 5.84% are a bit low.  The $605M Company is focused on electrical 

contracting and sees favorably industry dynamics.  It is a pure-play on the Utility sub-sector and is attractively 

valued with a clean balance sheet.   

 



NV5 (NVEE) and Wildan (WLDN) are two small cap growth favorites in this group and lean more favorably to 

NVEE for the margin superiority.  NVEE is a high margin name at EBITDA margins above 12.3% and a 3 year 

ROIC near 15% while having very little debt.  The $1B Co. is a leading provider of engineering and consulting 

services operating with five service verticals, Environmental, Infrastructure, Energy, Construction Quality, and 

Building Program Mgmt.  Backlog has been steadily rising hitting $441M in Q1 2019.  NVEE has been 

generating strong organic growth while also making selective acquisitions.  NVEE is a top growth name that is 

also an excellent capital allocator and has a massive market opportunity ahead of it with expanding budgets 

for infrastructure spending. 

M&A Deal of the Month 

M&A was a major theme in June as a number of deals came in across multiple industries including a few 

mega-deals.  We had large deals in Pharma, Biotech, Aerospace/Defense, Software, and Semiconductors.  A 

few of the larger ones included: 

� Cap-Gemini agreed to acquire Altran in a $4.1B IT deal overseas 

� AbbVie (ABBV) announced a $63B deal for Allergan (AGN) 

� El Dorado (ERI) announced a $17.3B deal for Caesar’s (CZR) 

� United Health (UNH) acquired Equian for $3.2B 

� Sotheby’s (BID) received an offer to go private at a $3.7B valuation 

� Pfizer (PFE) announced an $11.4B deal for Array Bio (ARRY) 

� CJ Energy (CJ) and Keane Group (FRAC) agreed to a $1.8M merger of oil service providers 

� Dassault agreed to pay $5.8B for Medidata Solutions (MDSO) 

� Shutterfly (SFLY) was acquired by Apollo (APO) for $2.7B 

� United Tech (UTX) announced a merger with Raytheon (RTN) creating a massive Aerospace/Defense 

leader 

� Google (GOOG) acquired Looker for $2.6B 

� Salesforce.com (CRM) acquired Tableau (DATA) for $15.7B 

� Blackstone (BX) announced an $18.7B deal for GLP Warehouses US 

� Infineon announced a EUR9B deal for Cypress Semi (CY) 

� Blackstone (BX), Lego Family agreed to a $7.5B deal for Merlin 

The Pfizer (PFE) deal for Array (ARRY) was one of the most interesting deals as it came at a strong 60% 

premium and options activity in ARRY was well-positioned for the move.  Biotech M&A should remain a theme 

as a lot of the larger companies are struggling to grow due to no longer being able to boost numbers via 

pricing instead of volumes, and many facing patent cliffs for key assets.  It is also an area where the large 

players have an ample amount of cash and we still have Gilead (GILD), Amgen (AMGN), Merck (MRK), Biogen 

(BIIB) and a few others having already commented they are hunting for acquisitions. 

Gene Therapy remains one of the more attractive spaces and UniQure (QURE) has seen reports it is weighing 

a potential sale while BioHaven (BHVN) remains a name that is also seeking a sale.  RBC was out with a note in 

late June highlighting AstraZeneca (AZB), Biogen (BIIB), Blueprint (BPMC), and Medicine Co (MDCO) as next 

potential targets.  MDCO has seen a significant amount of bullish positioning. 

Utilizing options position we can see a number of names institutional traders are betting on as next targets 

based on the type of positioning (OTM) and time-frame.  One name that has really stood out recently is 

Alexion (ALXN) with near-term positioning in upside July calls while skew has bullishly inverted.  Incyte (INCY) 

has some size positions in January calls and seen September OTM calls acquired recently that makes sense as 



a deal name having a strong core business bringing in cash flow while the pipeline is inflecting positively.  

Exelixis (EXEL) is an interesting one that has some large size position in August calls.  I also still think the 

Neurological space is a focus for growth so names like Sage (SAGE) and Neurocrine (NBIX) come to mind.  

Esperion (ESPR) has seen OTM call positioning in September and December and could make a nice target as a 

potential to have a best-in-class drug for cholesterol, an area sure to have a long runway of steady growth.  

FibroGen (FGEN) recently had a size buyer in November calls though likely more company specific event-

driven.  Ascendis (ASND) recently had a large buyer of January call spreads that is also likely more company 

specific event-driven.  Mirati (MRTX) has seen a ton of size bullish positioning, perhaps the most of any of the 

names with a bunch of catalysts coming the next six months that seem to be the driver more than M&A, and 

the same can be said of Global Blood (GBT).  A few small names that have seen some unusual call positioning 

include Assembly (ASMB), Moderna (MRNA), Immunomedics (IMMU), PTC Therapeutic (PTCT), Arrowhead 

(ARWR), and Amicus (FOLD). 

Small Cap of the Month 

Altair Engineering (ALTR) is a $2.85B provider of software solutions to aid in engineering and design with 

visualization, simulation, and data intelligence.  The company lists its vision as “Altair transforms design and 

decision making by applying simulation, machine learning and optimization throughout product lifecycles.”  

Drivers of growth include a global evolution toward smart and connected everything as well as an increased 

variety of products with higher quality and better aesthetics.  It is disrupting traditional markets with 

simulation and AI-driven design.  The engineering software industry is challenged by increasingly sophisticated 

design requirements and enabled by the ever expanding availability of cost effective computing power. Rising 

expectations of end-market customers, new manufacturing methods such as three-dimensional, or 3D, 

printing, and new materials such as composites, combined with more powerful math-based computational 

technologies, are expanding the application of simulation across many industry verticals. The Internet of 

Things, or IoT, is also changing engineering by broadening the scope of Product Lifecycle Management, or 

PLM, affording the opportunity to leverage simulation and analytics toward the development of “digital twins” 

to optimize product performance and manufacturing throughput, predict failure, and schedule maintenance 

operations for in-service equipment. 

 

CIMdata Report, forecasts, “the PLM market to grow at a compound annual growth rate (CAGR) of 6.7% to 

$56.3 billion” in 2021. The CIMdata Report estimates the computer-aided engineering, or CAE, market which 

they refer to as Simulation and Analysis, as a subset of the PLM market to be approximately $5.3 billion and 

$5.7 billion in 2016 and 2017, respectively. The CIMdata Report expects the CAE market, “will be one of the 

more rapidly growing segments within the tools sector of PLM over the next five years, and forecasts that this 

market sector will exceed $7.8 billion in 2021, with an 8.1% CAGR.”  The market for CAE software is highly 

fragmented but has been undergoing significant consolidation. Primary competitors include Dassault 

Systèmes, Siemens, Ansys and MSC Software. Dassault and Siemens are large public companies, with 



significant financial resources, which have historically focused on CAD and product data management. More 

recently, these two companies have been investing in simulation software via acquisitions. Ansys and MSC are 

focused on CAE. 

ALTR shares are trading 6.4X EV/Sales which is an undemanding valuation to peers while revenues grew 19% 

in FY19, seen rising 21% in FY20 and 14% in FY21.  It also deliver a +6.8% FCF margin in 2018 coming up a bit 

short on the Rule of 40, but at this valuation still looks compelling.  ALTR has over 8000 customers and is 

profitable unlike many of its peers.  It has a recurring model offering high visibility with strong free cash flow 

and operates under retain, expand, and land strategy.  It delivered 12.7% EBITDA margins in FY18 with a long-

term goal of 20%+.  It is an attractive name in a strong market with differentiated technology giving it a strong 

competitive position, though the consolidating industry could make it an acquisition target at this market cap. 

 

IPO Watch 

Silk Road Medical (SILK) is a medical device company developing products focus on the common carotid 

artery and initiate temporary blood flow reversal.  TCAR (TransCarotid Artery Revascularization) is a new 

pioneered approach to reducing the risk of strong and effectively treating one of the leading causes.   Carotid 

artery disease is the progressive buildup of plaque causing narrowing of the arteries in the front of the neck 

supplying blood flow to the brain. TCAR relies on two novel concepts - minimally-invasive direct carotid access 

in the neck and high-rate blood flow reversal during the procedure to protect the brain - and combines the 

benefits of innovative endovascular techniques with fundamental surgical principles. SILK is the first and only 

company to obtain FDA approvals, secure specific Medicare reimbursement coverage, and commercialize 

products engineered and indicated for use in TCAR. There were approximately 4.3 million people with carotid 

artery disease in the United States in 2018, with an estimated 427,000 new diagnoses in 2018, and that 

existing treatment options have substantial safety and effectiveness limitations. TCAR is a minimally-invasive 

solution that addresses the morbidity of CEA and the 30-day stroke risk of CAS while providing a reduction in 

long-term stroke risk. 



On the market opportunity 

Based on the estimated 427,000 new carotid artery disease diagnoses in the United States in 2018, we believe 

a total annual U.S. market opportunity of approximately $2.6 billion exists for our portfolio of TCAR products. 

We are currently focused on penetrating and converting carotid revascularization procedures to TCAR. There 

were approximately 168,000 carotid revascularization procedures performed in 2018, which we estimate to 

be a market conversion opportunity greater than $1.0 billion. In 2018, physicians performed over 4,500 TCAR 

procedures in the United States using our products, representing approximately 1% of annual diagnoses of 

carotid artery disease in the United States. 

SILK has a $1.47B market cap and currently trades 35X Sales.  Revenue increased from $14.3 million for the 

year ended December 31, 2017 to $34.6 million for the year ended December 31, 2018.  SILK is growing 

rapidly and far too early to assign any valuation metric to it, but rather look at the market opportunity.  I see a 

Company with an easy path to $300M in revenues that can at that time trade 10X sales or more like current 

med-tech peers at more mature growth stages, offering a $3B market cap, a double from current levels and 

with the market opportunity the $300M estimate may prove to be conservative.  TCAR is likely to become the 

standard of care in a multi-billion dollar market making SILK an attractive M&A target as well if it desires to 

take that path. 
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Sector ETF Set-Up of the Week 

Healthcare (XLV) is sure to be a sector focused on closer to the 2020 Election but portfolio moves are unlikely 

to change near-term in anticipation with such an uncertain outcome of the Election.  The monthly chart below 

shows a strong trend above a rising 21 month EMA that has been supportive on dips and forming a 9 month 

consolidation pattern, and printing an inside week last week just below a breakout.  Monthly RSI is breaking 

out of a downtrend and held above the 50 level while MACD looks to near a bull crossover.  XLV has an 

average PE Ratio of 25.9X and 63 holdings with the top 10 holdings comprising 51% of the ETF and includes 

JNJ, PFE, UNH, MRK, ABT, MDT, TMO, AMGN, ABBV, and LLY.  It is 42.8% to Pharma, 26.9% to Equipment, 13% 

to Managed Care, and 10.5% to Biotech.  Healthcare spending is consistently growing with the aging 

population and more recession proof with recent economic data and the yield curve sparking fears of a 

recession, so this could be a sector to see positive money flow rotations.  XLV recently with 15,000 September 

$98 calls bought.   

 

Monthly Educational and Insightful Links 

Companies That Crack the Code for Coders – WSJ 

Getting ROIC Right – New Constructs 

Meet the Money Whisperer to the Super-Rich N.B.A Elite – NY Times 

ESPN and Fox Ante Up for Sports-Betting Jackpot – WSJ 

Global Brands Report – WPP 

Taking the Long Road with Volatility – Real Vision 



Disclaimer: 

Not Investment Advice or Recommendation 

 

Any descriptions "to buy", "to sell", "long", "short" or any other trade related terminology should not be seen as a 

recommendation.  The Author may or may not take positions in any of the names mentioned, and is not obligated to 

disclose positions, nor position sizes. 

 

Content is for informational and educational purposes only. You alone will need to evaluate the merits and risks 

associated with the use of this content. Decisions based on information provided are your sole responsibility, and before 

making any decision on the basis of this information, you should consider (with or without the assistance of a financial 

and/or securities adviser) whether the information is appropriate in light of your particular investment needs, objectives 

and financial circumstances. Investors should seek financial advice regarding the suitability of investing in any securities 

or following any investment strategies. 

 

No reference to any specific security constitutes a recommendation to buy, sell or hold that security or any other 

security. Nothing constitutes investment advice or offers any opinion with respect to the suitability of any security, and 

the views expressed on this website should not be taken as advice to buy, sell or hold any security. In preparing the 

information contained in this website, we have not taken into account the investment needs, objectives and financial 

circumstances of any particular investor. This information has no regard to the specific investment objectives, financial 

situation and particular needs of any specific recipient of this information and investments discussed may not be 

suitable for all investors. 
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