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 WHY WE RATE ROKU A BUY 

• Roku has developed a one-of-a-kind advertising platform that is 

solving the complications of television advertising in a streaming 

world 

• There are excellent untapped growth opportunities within TV 

advertising backed by a strong secular trend in streamed content 

consumption 

• Roku has a leading market share, accelerated revenue growth 

(59.4% yoy), strong growth rates for platform revenues, hours 

streamed, and average revenues per user (ARPU) 

• The Company is ahead of the competition in value-added services 

and quantifiable insights offered to advertisers and content 

publishers, which offers the company pricing power  

• At a Fwd EV/Sales multiple of 11.33x, we see further upside to the 

share price; the company is FCF negative and lacks profitability, 

but this is justified given its strategy to aggressively expand its user base 

• Roku has managed to differentiate itself from the competition by becoming a go-to operating system 

for televisions; due to its disruptive advantages and at its current valuation, we rate ROKU a BUY 
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Industry: Communications Sector: Media Stock Price: $139.07 (10/17/19) 

  Jarvis Rank: 837 (10/12/19) 

Enterprise Value: $15.9B Market Cap: $16.2B 
Fwd (TTM) 

Revenue: 

    $1,416.6M  

($905.9M) 

Fwd (TTM) EV/Sales: 
11.33x    

(17.16x) 
TTM Gross Margin: 44.9% 

Revenue Growth 

(YoY): 
+59.4% 

Share Performance 

YTD: 
+327.6% 

TTM Operating 

Margin: 
-3.02% RSI: 63.85 

52 week high $176.55 52 week low $26.30 
Avg. Revenue  

Per User (ARPU) 
>20.0% 

Insider Transactions: Insiders have sold a net of 362.0k shares in the last twelve months 

 

 

ROKU, INC.  
(Ticker: ROKU) 

 

Recommendation: BUY 

Business Rating: 6 

Security Rating: 5 

 

 

 

Grab-and-Go 
THESIS 

An investment in Roku is a play on 

the secular trend of the expanding 

over-the-top streaming market. 

Roku is a market leading operating 

system for televisions, a content 

distributor, and an advertising 

platform that has established itself 

as a home base for several OTT 

stakeholders. Continued user base 

expansion and product innovation 

to offer added value to clients are 

key to future growth. 
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 SUMMARY OF THE BUSINESS AND THE INDUSTRY 

◼ Business1,2 

Roku is a TV streaming platform for users, content 

publishers, and advertisers. 

Roku connects users to streaming content, enables 

content publishers to engage with and monetize large 

audiences, and provides advertisers with capabilities 

to engage with customers. As of June 30, 2019, Roku 

had over 30.5mn active accounts and generated an 

average revenue per user (ARPU) of over $21.06 on a 

TTM basis. 

The company’s business strategy is to grow by 

increasing the number of active accounts and related 

streaming hours and thereby increase revenue 

through the monetization of its platform. It segments 

its business into two categories: platform and 

streaming players. Recently, platform sales have 

outpaced streaming player sales to contribute to most 

of the total revenue. 

 

Platform: Advertising, Content Distribution, and Audience Development 

• Generates advertising revenues by serving video ads to users and measuring the ROI of these ads for 

the advertisers 

• Collects a variety of data including user registration, anonymized information such as audience 

engagement, frequency, content-related use, and interactions with ads; these are offered as engagement 

analytics, click-through rates, and other actionable insights 

• Advertisers can reach an over-the-top (OTT) audience with more relevant, interactive and measurable 

ads when compared to traditional television 

• Advertising products include: 

o Video Ads: Video ads are sold within channels on the Roku platform as 15-30 second spots 

before, in between, or during programs. Content publishers that participate on The Roku 

Channel can partake in advertising revenue, and other channels authorize Roku to fill their 

unsold advertising inventory. Ads are usually not skippable, play in full screen, and are 

delivered into a curated channel list 

 

1 https://www.roku.com/en-gb/ 
2 https://advertising.roku.com/ 

 

Grab-and-Go  
TALKING POINTS 

WHAT WE LIKE WHAT WE DON’T LIKE 

Multi-faceted business 

strategy for consumers, 

advertisers, and content 

publishers 

Lack of profitability 

 Innovative advertising 

capabilities and 

operating system 

Volatile share price 
action and downside 
risks 

Accelerated revenue 

growth 

Tech giants competing 
with considerable 
resources behind them 
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o Brand Sponsorships: Provide opportunities for advertisers to sponsor themes on the home 

screen, and use content sponsorships; Roku sells branded content screen spaces on The Roku 

Channel  

o Audience Marketplace: Allows advertising buyers and sellers to more effectively target 

audiences on the platform in the US 

• The company provides content publishers access to an engaged OTT audience; revenue sharing 

agreements are negotiated with content publishers for distribution  

• The company distributes publishers’ content via three modes 

o Transaction video-on-demand (TVOD): à la carte movie and series purchases and rentals 

o Subscription video-on-demand (SVOD): subscriptions to individual video-on-demand 

channels 

o Advertising-supported video-on-demand (AVOD): channels that don’t charge a subscription 

fee to users but use ads instead; AVOD is the company’s fastest-growing distribution model 

• The Roku Channel, launched in 2017 offers ad-supported free access for users to a collection of films, 

series, and other content 

o Grew from 1,000 movies and TV episodes at inception to 10,000+ at the end of FY2018; the 

channel is one of the leading sources of advertising inventory for the company 

o The Roku Channel is also offered through an ad-free premium subscription offering that 

features exclusive content providers 

Streaming Players & Roku TVs3 

• Roku acquires users by offering low-cost streaming players, and through Roku TVs that are 

manufactured by TV brands that enter licensing agreements with the company 

• Roku TVs integrate with Roku OS (Roku’s operating system) 

o The company assists in all phases of development of Roku TVs for manufacturers including 

development, planning, marketing, and manufacturing 

o Available at leading retailers in the US, Canada, and Mexico 

o Brand licenses include TCL, Element, Hisense, Hitachi, JVC, RCA, Philips, Sanyo, Sharp, and 

Magnavox 

o In 2018, more than one in four smart TVs sold in the US were Roku TVs 

• Streaming Players 

o Streaming players for sale under the Roku brand name in the US, Canada, the UK, France, 

Ireland, Mexico, and other Latin American countries, starting from $29.99 

o The company licenses streaming player designs and provides ongoing technology and support 

services to certain operators that distribute Roku powered players to their subscribers 

o All players run Roku OS and stream content via built-in Ethernet or Wi-Fi capability, 

depending on the model 

  

 

3 https://www.roku.com/en-gb/products/players 
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Advertising Case Studies 

• Baskin-Robbins Ads4 

Roku provided a quantifiable and increased reach for Baskin-Robbins for their target demographic of 

people aged 18-49. Roku’s Reach Insights leveraged technology built into the platform to measure ad 

exposure. The results indicated that 85.0% of the people in the age group of 18-49 who saw the 

Baskin-Robbins ads on the Roku platform did not see the ads on Linear TV, leading to a 10.6% 

incremental reach for the brand. 

• Subscription video-on-demand (SVOD) provider 5 

A premium SVOD service provider targeted potential subscribers based on their propensity to 

consume content for kids and families. Through their campaign on the Roku platform, they saw an 

86.0% lift in viewership, 57.0% more viewers, and a 67.0% higher click-through rate from their target 

segment versus a run-of-network* segment. 

 

*A run of network (RON)6 campaign is one that is applied to an entire network of websites. The advertiser is unable 

to specify what type of website or placements they would like the ad to appear on. 

 

Technology 

The company believes its core technology supporting Roku OS offers a critical competitive advantage, and 

it continues to make investments in R&D to enhance its platform for consumers, content publishers, and 

advertisers. The platform features cloud-based search and discovery features powered by state-of-the-art 

servers and databases that are purpose-built to scale across their audiences.   

Sales, Marketing, and growth 

Platform growth is driven by building relationships with content publishers, advertisers, TV brands, and 

service operators. The company has dedicated business development teams to develop and maintain 

relationships. Its data science team assists the sales and marketing efforts by analyzing data to increase 

effectiveness for content publishers and advertisers, as well as consumer marketing campaigns. 

Advertising is sold through two direct sales teams, one focused on content publishers, and another on 

traditional advertisers. User growth is fueled by Roku’s low cost, widely available players, and TVs that 

are promoted using a range of marketing techniques: products are available at over 16,000 retail locations 

across their operating geographies, brick and mortar retailers, and e-commerce platforms. In 2018, Amazon, 

Best Buy, and Walmart each accounted for more than 10.0% of player revenue; collectively, these three 

accounted for 68.0% of player revenue for the year ending December 31, 2018.  

  

 

4 https://cdn2.hubspot.net/hubfs/4009926/One-Sheets-Baskin_final.pdf 
5 https://cdn2.hubspot.net/hubfs/4009926/Roku_Case_Studies4_SVOD.png 
6.https://www.healthyads.com/glossary/run-of-

network/#targetText=Run%20of%20Network%20(sometimes%20referred,your%20ad%20to%20appear%20on. 

http://www.leftbrainir.com/


0.94 

 
5 

“Seeking Stocks that can  

Double in 2-3 Years”  

 

 

EQUITY 
RESEARCH REPORT | 10/18/19  

◼ Outlook/Estimates7 

 

◼ Industry/Competition8 

Over the top (OTT) streaming services have disrupted traditional cable television and fueled the trend of 

cord-cutting globally. Cord-cutting refers to consumers forgoing broadcasted television and linear 

television services and only consuming streamed content over their televisions. On traditional televisions, 

adoption of devices that can be plugged in to enable users to access apps (or channels from OTT providers) 

has seen widespread adoption, offering user interfaces and operating systems on televisions with remotes 

to navigate content. Roku emerged as one of the original pioneers of streaming players when they began 

operations. It has established clear market leadership in terms of devices used in the US that support its 

platform. 

 

 

7 https://ir.roku.com/static-files/df3d060c-0975-4903-83d3-0e1f2e482d79 
8 https://news.strategyanalytics.com/press-release/intelligent-home/roku-stretches-lead-1-streaming-tv-platform-us-after-record-q1 

$ in millions FY 2018E FY 2018A FY 2019E 

Revenue 710.0mn-730.0mn 742.5mn 1,075.0mn-1,095.0mn 

Gross Profit 315.0mn-327.0 mn 332.1mn 480.0mn-490.0mn 

EBITDA 11.0mn-23.0mn 32.8mn 30.0mn-40.0mn 
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Competition includes large technology companies that offer streaming platforms and players. Amazon, 

Google, and Apple are Roku’s key competitors. The company also faces competition from Smart TV 

manufacturers that offer their own operating systems running on televisions out of the box. These include 

Samsung, Vizio, and Sony.  

Roku’s advertising platform and operating system 

While most of its competitors offer streaming players, Roku has developed a sophisticated and expanding 

platform for the next generation of television consumption. Historically, TV broadcasting functioned with 

advertising spots in between linear television shows and programs. As Digital Video Recorders (DVRs) 

became common, they allowed users to record shows and skip advertisements through their remotes. 

DVRs have since been disrupted through OTT streaming services that are provided directly over the 

internet. This transition has created several opportunities for television advertising in the OTT space that 

Roku has appropriately recognized and capitalized on through its platform. 

While some competitors do offer ads, Roku’s platform is specifically designed to engage the challenges 

television advertisers have faced during the transition from linear TV to streaming.   

Roku, by and large, is now an operating system for next-gen smart televisions, serving as an advertising 

platform first before its other offerings, which differentiates it from the competition, and it stands alone in 

this regard. 

 

Amazon FireTV9  

Amazon Fire TV is Amazon’s brand of streaming players that connect to a TV’s HDMI port, providing 

access to a variety of TV shows, movies, subscription services, music, photos, and games. Prices for FireTV 

players start at $35.0 in the US. 

• Amazon has over 20.0mn active FireTV devices in the US, behind Roku’s 50.0mn (according to data 

from Strategy Analytics10) 

• Amazon offers original content on its platform from Amazon Studios; FireTV distinctly features 

Amazon’s applications and services first before other content publishers 

o Roku offers the same Amazon OTT apps and more 

o Roku Channel has gained significant traction, but the company refrains from producing 

original content and is reliant on providing content through revenue sharing or licensing fees 

• FireTV has a smaller library of third-party channels and apps; Roku is ahead in the breadth and 

selection of OTT apps, services, and other channels 

• Amazon’s OTT services come preinstalled as apps on most smart TVs or can be used through the Fire 

streaming players that connect to regular TVs 

 

9 https://www.multichannel.com/news/roku-and-fire-tv-control-70-percent-of-smp-market 
10 https://news.strategyanalytics.com/press-release/intelligent-home/roku-stretches-lead-1-streaming-tv-platform-us-after-record-q1 

LB•LOGIC Roku’s advertising platform is successfully solving the problem of bringing 

television advertising into an OTT and cord-cutting world. We believe this is a major 

disruptive advantage, and they’ve gained a significant head start over the competition. 

http://www.leftbrainir.com/
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• Roku has a different business model and relies heavily on licensing its platform and expanding its 

ecosystem of supported channels and content 

• Roku TVs come preinstalled with Roku OS, reducing the friction of access between users and the 

platform; Amazon’s Fire TV OS is only available through its Fire devices  

• Amazon has extensive resources and network effects if they choose to compete more directly against 

Roku’s platform rather than its streaming players 

Google11,12,13 

Google offers both streaming players (Chromecast devices) and an open operating system (Android TV) 

for televisions and set-top box manufacturers. 

• Google Chromecast is a device that plugs into a TV’s HDMI port to convert it into a smart device that 

interacts with mobile phones or tablets. With Chromecast, users can access a variety of content through 

the internet. 

o Devices don’t come with dedicated remotes but can integrate well through laptops and 

smartphones; this may make the Chromecast seem like an extension of other devices for the 

television rather than an integrated and whole television solution 

o Considered inferior to FireTV and Roku devices in terms of user experience, selection of 

applications, content library and channels 

• Android TV is a television operating system that features the Google ecosystem and a wide selection 

of apps 

o Competes with Roku TV as an operating system for televisions, but lacks the comprehensive 

advertising and content distribution capabilities of Roku 

o Television manufacturers using Android TV include the likes of Sony, Vizio, Sharp, TCL, 

Philips, and Xiaomi; Set-top box (connects through HDMI) manufacturers include Nvidia and 

Xiaomi 

o Features major OTT services such as Netflix, Hulu, HBO; however, Roku offers much more 

content via its Roku Channel Store  

• Unlike Roku’s streaming players and Roku’s televisions that present the same features, Chromecast 

and Android TV lack cohesiveness as a singular television platform 

• Google connected devices have seen declining growth rates according to data from Strategy Analytics; 

Amazon is expected to overtake Google in market share while Roku leads the market by a significant 

margin and is expanding its platform faster 

 

  

 

11 https://www.digitaltrends.com/home-theater/chromecast-vs-roku-streaming-stick-vs-amazon-fire-tv-stick/ 
12 https://www.android.com/tv/ 
13 https://store.google.com/us/product/chromecast?hl=en-US 
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Apple TV14 

Apple TV is a set-top box that connects to televisions using the HDMI port and features a dedicated remote. 

It showcases the Apple TV+ streaming service, and Apple Arcade, the company’s gaming platform. 

• Apple TV has been around for some time but has had relatively little traction; this may be catalyzed by 

their new Apple TV+ service (Apple’s OTT) 

• Apple hasn’t been much of an advertising company, and it is difficult to see it as an actual upcoming 

threat  

Smart TV manufacturers 

Several hardware TV manufacturers sell Smart TVs that feature their own operating systems for their 

televisions and app stores. The app stores allow users to download integrated applications such as Amazon 

Video and Netflix.  

• Samsung’s Tizen and LG’s AI are manufacturer-designed operating systems, and while they do have 

strong integrations with their hardware, they lack options, have a limited OTT app ecosystem, and are 

predominantly considered less refined with their user experience 

• Non-existent or limited advertising capabilities 

• The Roku branding with television partners may be an advantage for lesser-known manufacturers as 

consumers may see Roku TVs as a positive selling point vs. ones that don’t have Roku built-in 

• It remains to be seen whether popular manufacturers push forward their OS to compete or partner 

with Roku (TCL, Sharp, Hitachi, and other manufacturers have done so already) 

• One in four smart TVs sold in the US in 2018 was a Roku TV; this is an impressive statistic that 

demonstrates the presence Roku has in the domestic market 

Amazon’s Fire TV and Apple TV are streaming devices that offer a variety of applications but are biased 

towards their own OTT content. Google’s offerings with Chromecast and Android TV appear disjointed as 

a cohesive platform. Smart TV manufacturers offer operating systems that are considered limited in their 

user experience and features. Roku, by decentralizing its operating system from its streaming devices and 

remaining content-agnostic, has gained advantages in expanding its user base.   

  

 

14 https://www.apple.com/tv/ 

LB•LOGIC We like to think of Roku’s strategy as becoming the Windows of televisions. 

Decoupling their operating system from their devices and licensing their software to TV 

manufacturers positions the company well to capture market share. Their neutral stance on 

content can be considered an advantage in gathering third-party publishers unlike Amazon or 

Apple. 
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◼ Total Addressable Market (TAM)15 

Total Addressable Market (TAM) for Roku is large and always expanding, given its ventures into the 

advertising market, revenue sharing with content publishers, and licensing fees from the Roku OS. 

Roughly $70.0bn every year is spent in the US on television advertising. While Roku’s platform shares ad 

revenues with its content publishers, this is a tremendous opportunity to tap into. Their potential ad market 

increases significantly with the inclusion of international geographies. 

◼ Quality of Product/Service 

On the consumer front, Roku, FireTV, and Chromecast have matured software interfaces with varying 

opinions on which is easier to set up, easiest to use, the collection of apps, remote functionality, and 

price/features. Roku’s universal search functionality across its apps is commended, its user interface is 

considered easy to use, and its streaming players are competitively priced. Roku is considered to have the 

widest breadth and availability of content available. The Roku Channel specifically features content from 

several smaller independent publishers through its platform. As a streaming device for consumers, Roku 

is comparable to its competitors and doesn’t offer huge advantages.  

However, Roku stands in a league of its own through the services they provide to advertisers, publishers, 

and developers. With a dedicated site, comprehensive media kits, and hosts of solutions, they offer services 

that are unique for any streaming platform. Advertisers have praised the added value and the lack of 

friction in reaching the consumer. Amazon and Google have paired their advertising offerings directly 

through their other products and don’t have the tailored solutions for FireTV and Chromecast.   

◼ Founder/History16,17 

Roku was founded in October 2002 by Anthony Wood as a limited liability company. The word “Roku” 

means “six” in the Japanese language and represents the sixth company founded by Wood.  

Wood was working at Netflix in 2007. Netflix was considering releasing its own streaming player but 

ultimately decided not to just weeks before the product launch. Wood left Netflix, incorporating Roku in 

2008, and funded the company largely by himself. 

Roku raised over $208.6mn across multiple rounds of funding from Menlo Ventures, Fidelity, and News 

Corp before its IPO. The company got listed on NASDAQ on September 28, 2017. In 2017, Roku launched 

its first advertising product. 

  

 

15 https://www.marketsandmarkets.com/Market-Reports/enterprise-collaboration-market-130299553.html 
16 https://www.crunchbase.com/organization/roku 
17 https://www.fastcompany.com/3004709/inside-netflixs-project-griffin-forgotten-history-roku-under-reed-hastings 
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◼ Current Management18,19 

Anthony Wood – Founder, Chairman & CEO  

• Founded Roku in 2002 and has been serving as CEO since then 

• Invented the Digital Video Recorder (DVR) in 1999 and founded ReplayTV 

o Served as CEO in ReplayTV before the company's acquisition in 2001 

• Before ReplayTV, co-founded iband.com, an internet software company in 1995, which was 

acquired by Macromedia in 1996 for $36.0mn 

o iband’s signature product was a user-friendly editor for web pages 

o After the acquisition, he served as VP of Internet Authoring 

• Briefly served as VP of Internet TV at Netflix in 2007 

• Founder and Chairman of BrightSign LLC, the global market leader in digital signage products 

that was spun off from Roku in 2010 

• Education: 

o Holds a bachelor’s degree in Electrical Engineering from Texas A&M University 

• Personal life: 

o Grew up in Manchester, England, and then in Georgia and Texas and currently lives in 

Palo Alto, California 

o Married, and has three children 

Steve Louden – CFO 

• Joined Roku in 2015 

• Previously was associated with Expedia 

o Held various roles including VP of Corporate Finance and Treasurer 

• Held financial positions at Washington Mutual, McKinsey and Walt Disney 

• Began his career as a financial analyst with Merrill Lynch 

• Education: 

o Bachelor’s degree in economics and mathematics from Claremont McKenna College 

o Holds an MBA from Harvard Business School 

 

  

 

18 https://www.roku.com/about/executive-team 
19 https://www.linkedin.com/in/ajwood1965 
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◼ Capital Allocation (M&A, buybacks, expansion)20,21 

On September 1, 2017, Roku filed for an IPO and began trading on NASDAQ under the symbol "ROKU" 

on September 28, 2017. The total offer amount was $219.0mn at $14.00 per share, at a valuation of $1.3bn. 

On the first day of trading, the share price closed at $23.26. Roku issued 9,000,000 shares of Class A common 

stock and the selling stockholders sold an additional 6,668,000 shares of Class A common stock.  

 

As of July 31, 2019, Roku had 85,421,696 shares of Class A common stock, and 30,812,380 shares of Class B 

common stock outstanding. 

 

On September 6, 2017, Roku acquired all of the outstanding shares of a privately held technology company 

named Dynastrom, located in Denmark, to enhance the company’s player product offering. Under the 

terms of the agreement, Roku paid $3.5mn in cash. 

 

◼ Insider Transactions22 

Insiders bought 2,383,555 shares and sold 2,745,754 shares in the past one year. 

• Insiders bought 606,004 shares and sold 601,725 shares in the past three months. 

 

  

 

20 https://www.crunchbase.com/acquisition/roku-acquires-dynastrom--8ba1c1cf 
21 https://www.nasdaq.com/market-activity/ipos/overview?dealId=772030-84648 
22 https://www.nasdaq.com/market-activity/stocks/roku/insider-activity 
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 TREND ANALYSIS 

◼ Income Statement 

 

◼ Balance Sheet 

$ in millions FY 2015 FY 2016 FY 2017 FY 2018 

Cash 75.7 34.6 177.2 155.6 

Total Assets 176.5 179.1 371.9 465.0 

Total Liabilities 112.2 149.7 219.6 220.3 

 

◼ Cash Flow 

$ in millions FY 2015 FY 2016 FY 2017 FY 2018 

CFO (32.6) (32.5) 37.3 13.9 

CFI (5.2) (8.6) (12.3) (60.1) 

CFF 58.5 (0.2) 117.7 24.5 

Free Cash Flow (37.6) (41.1) 28.1 (4.4) 

 

  

$ in millions FY 2015 FY 2016 FY 2017 FY 2018 

Net Revenue 319.9 398.6 512.8 742.5 

Gross Profit 89.8 121.0 199.8 332.1 

Operating Profit (37.6) (43.4) (19.2) (13.3) 

Net Income (40.6) (42.8) (63.5) (8.9) 

EPS (Basic & Diluted) in $ (10.08) (9.01) (2.24) (0.08) 

LB•LOGIC The company has improved FCFs over the years and is about to breakeven. We 

don’t see this as a strong sign of financial health but their cash burn can be justified as the 

company’s operations are catered towards aggressive expansion of its user base.  

http://www.leftbrainir.com/
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◼ Valuation 
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LB•LOGIC We believe that the valuation ratios given the company’s growth rate and 

unique advantages are reasonable. Their advertising platform is one of a kind, and the 

company has untapped growth potential that more than justifies a Fwd EV/Sales of 11.33x. 
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◼ Recent Price Action  

The stock’s YTD performance has been excellent, nearly quadrupling in market value. The price has 

experienced significant volatility, however, in the last few months. Platform revenue has surpassed 

expectations leading to share price outperformance while a rapidly changing OTT environment and large 

profile press releases from OTT players have led to both positive and negative reactions. 

 

 QUALITATIVE INFORMATION  

◼ Special/Unique Characteristics of the Company23 

The Advertising Platform 

Roku’s advertising platform is pioneering the change of traditional television advertising to a cord-cutting 

and OTT world.  

Roku TVs 

The company is bridging the gap between television hardware and streaming platforms; this removes the 

friction in adding a separate streaming device. 

  

 

23 https://www.forbes.com/sites/jasonwingard/2019/05/15/the-ascent-of-zoom-ceo-eric-yuan-holds-leadership-lessons-for-all/#131a6e0f7393 
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LB•LOGIC The recent gain in price was a result of the announcement of AppleTV+ being 

included on the Roku platform. This strengthens our view that Roku is a crucial platform 

for any OTT streaming service, even if the provider competes with Roku’s device sales. 

http://www.leftbrainir.com/


0.94 

 
15 

“Seeking Stocks that can  

Double in 2-3 Years”  

 

 

EQUITY 
RESEARCH REPORT | 10/18/19  

Roku OS 

The OS connects content publishers, advertisers, and users across a single operating system. It is attempting 

to become the Windows of televisions and has a lead over its competitors.  

◼ Catalysts 

Roku TV licensing deals 

If Roku can partner with other established Smart TV manufacturers such as Samsung, LG, and Vizio, then 

the sale of Roku TVs would catalyze the expansion of its user base. 

Advertising expansion 

Roku claims relatively few video advertisements on its platform as a percentage of total streaming hours. 

If the company wishes, Roku can expand its ad services by offering longer ad spots or more ads than what 

they do now. This may come at the cost of user experience but can catalyze platform revenues and profits. 

Product Innovation 

Roku transitioned from primarily being a streaming device company to an advertising platform and an 

operating system for televisions. The company’s ability to anticipate and grow into upcoming secular 

trends has been proven repeatedly. Further product and service innovation can act as a catalyst for future 

growth. 

◼ What We Expect 

We expect the company to outpace consensus expectations for revenue growth, as it has done so over the 

past quarters. Management guidance implies a ~45.0% annual growth rate for FY2019. We believe this rate 

is conservative and will likely be surpassed. 

With the inclusion of Apple TV+, Roku shall continue to expand its channel offerings to offer the widest 

selection of streaming content amongst OTT platforms/operating systems. 

The company’s approach towards monetization is built through a distinct system for advertisers and 

content publishers, enabling easy customer engagement. We expect the company to enjoy greenfield 

opportunities in the OTT advertising space in the near future, and some pricing power that would lead to 

profitability. We are optimistic about their monetization and growth strategies.  

 

  

LB•LOGIC Roku manages to land customers at the television sale with Roku TVs, before 

they have to make choices about streaming players. We believe this frictionless offering of 

the Roku platform is an excellent way to capture users. 
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 RISKS TO THE BUSINESS 

Competition 

The OTT streaming space is a highly competitive one. While Roku is a leading platform and operating 

system for the changing content landscape, its competitors are tech giants with considerable resources to 

compete and scale. A similar platform release by their competition may cause Roku to lose some of its 

pricing power, which would negatively impact the company’s advertising and distribution fees that are 

crucial for its bottom line. 

Financial Risks 

As a company that’s losing cash, a large part of its valuation is dependent on growth. Market factors and 

economic downturns may incur financial stress on the company.  

 

 

 VISUAL REPRESENTATION OF CAPITAL STRUCTURE  

 

 

 

 

 

 

  

Percentage of 

Enterprise 

Value 

 

0.76% 

101.7% Market Capitalization $16.2bn 

Total Debt $121.5mn 
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 GLOSSARY 

EBITDA: Earnings Before Interest, Taxes, Depreciation, and Amortization.  A measure of a company’s operating 

performance, which allows the investor to analyze the earning power of an enterprise without having to consider 

financing or accounting decisions or tax environments. 

EV/EBITDA: A valuation metric intended to describe the total amount an acquirer would have to pay to purchase a 

company (incorporating the cost of assumed debt) per dollar of EBITDA. 

Fwd: Shorthand for Forward.  Generally means “Next Twelve Months”. 

Market Cap: Market Capitalization.  Calculated by multiplying stock price by number of outstanding shares. 

ROA: Return on Assets.  A measure of financial performance that shows the percentage of profit that a company earns 

in relation to all of its available resources (both debt and equity).  Calculated by dividing Net Income by Average Total 

Assets. 

ROE: Return on Equity.  A measure of financial performance that shows the percentage of profit that a company earns 

for each dollar of shareholder equity.  Calculated by dividing Net Income by Average Shareholder Equity. 

ROIC: Return on Invested Capital.  A measure of financial performance intended to evaluate a company’s growth and 

measure how efficiently a company is using investor funds to generate income.  An ROIC of 2% or more in excess of a 

company’s cost of capital defines a value creator.  Calculated by dividing after-tax Operating Income by the book value 

of all Invested Capital 

TTM: Shorthand for “Trailing Twelve Months”.  

YTM: Shorthand for “Yield to Maturity”.  YTM is the total return expected if an investor holds a bond to maturity, with 

the assumption that all coupon and interest payments are made on schedule. 
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DISCLAIMER: This Report is provided for informational purposes only and is prepared without regard to 

the investment objectives, financial situation, or needs of any investor. The Report is not intended, and 

should not be relied upon, as a source of any investment recommendation, makes no implied or express 

recommendation to hold, sell, purchase or take any other action with regard to a security, and is not an 

offer or solicitation for the purchase or sale of the security that is the subject of the Report. Investors must 

exercise their own independent judgment as to the suitability of a security.   

 

Past performance is not indicative of future performance. The price of securities can and will fluctuate, 

and any individual security may become worthless. A high or favorable rating, rating outlook, gauge, or 

similar opinion is not indicative of future performance, and no user should rely on any such rating, rating 

outlook, gauge, or similar opinion to predict performance or potential for return. Future performance may 

not equal projected or forecasted performance or potential for return. All ratings and related analysis, as 

well as data, statistics, analysis and opinions contained herein are solely statements of opinion, and are 

not statements of fact or recommendations to purchase, hold, or sell any security or make any other 

investment decisions.   

 

THE REPORT IS PROVIDED ON AN "AS IS" AND "AS AVAILABLE" BASIS WITHOUT 

REPRESENTATION OR WARRANTY OF ANY KIND. LEFT BRAIN INVESTMENT RESEARCH LLC 

DISCLAIMS ALL EXPRESS AND IMPLIED WARRANTIES WITH RESPECT TO THE REPORT, 

INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF ACCURACY, TIMELINESS, 

COMPLETENESS, MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.  

 

The Report is current only as of the date set forth herein. Left Brain Investment Research LLC (LBIR) has 

no obligation to update the Report or any material or content set forth herein.      

 

LBIR is an affiliate of Left Brain Wealth Management LLC, an investment advisor registered with the 

Securities and Exchange Commission. LBIR is an affiliate of Left Brain Capital Appreciation Fund, L.P., 

Left Brain Capital Appreciation Offshore Ltd, and Left Brain Capital Appreciation Master Fund, Ltd., all of 

which are hedge funds managed by Left Brain Capital Management, LLC. The general partner of these 

hedge funds, Left Brain Capital Management, LLC, is an affiliate of LBIR.   

 

© 2019, Left Brain Investment Research LLC. All rights reserved. Reproduction in any form is prohibited.  
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