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Stocks at Risk Ranking:  Most Dangerous Stocks 
 

High valuations, weak and deteriorating fundamentals, poor earnings quality and red flag issues are noted in our Stocks at Risk 

ranking.  A timing model suggests the most opportune time to short the stock. 
Yellow highlighting => company is discussed & charted below;  Blue text => new or rising in the Most Dangerous Stock list. 

 

 
*  The SAR score is a measure of stock riskiness.  Measured in standard deviations, a lower number indicates a riskier stock.  The SAR scores range from approximately -2.7  (riskiest/short candidate) to +2.3 (least risky/most attractive long candidate).  It measures risk in the areas 
of Valuation, Financial Condition, Business Trend, Earnings Quality, and óRed Flagsô for 1200+ US equities.  Shortable:  A = easily shortable, B = average ability to short; C = might be difficult to short;  

7
 Timing:  A = best rank for timeliness of short sale.   Universe:  Universe of 

stocks is limited to stocks with market capitalizations above $750mn, share prices higher than $7.5 and minimum ADDV of $1.5mn.  Financial sector companies are excluded from the Universe. 
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Discussion 
 

Listed on the first page are the most dangerous stocks from our Stock at Risk ranking.   
 
INTERACTIVE INTELLIGENCE GRP (ININ)  - Packaged Software 
Market Cap: $978mn;  Stock price:  $47.01/share;  SAR Score*:  -1.6,  Very weak SAR score;  Company exhibits high risk characteristics. 
Interactive provides software applications for a range of pre-integrated inbound and outbound communications functionality. The company's solutions are used by many 
verticals including teleservices, insurance, banking, accounts receivable management, utilities, healthcare, retail, technology, government, and business services. The stock has 
fallen 33% in the last 30 days and, as such, may bounce near term.  However, it is still at risk, in our view. 
 
Business Trend*:  -4.  Poor.  Sales growth is barely visible and margins are declining.  Both EBITDA and Cash from Operations are dropping by mid to high 20% percentages.  
Sellside trends are decidedly negative with cuts to this year's and next year's EPS numbers. 
 
Valuation*:  -1.7.  Very expensive even for software.  Trailing and forward EBITDA multiples are over 40x.  Free cash flow is positive, but the yield is less than 1% of the 
company's market cap.  PE's are above 100x. 
 
Financial Condition*:  -0.1.  Average but mixed.  The company has net cash worth 11% of its market cap, but margins are very low for the industry and working capital is slow.  In 
particular, Other Current Assets are very high (see Earnings Quality) 
 
Earnings Quality*:  0.  Average / mixed.  Earnings quality is called into question due to the dramatic rise in Other Current and Other Assets.  Prepaid expense balances have risen 
26% since last quarter and Other Assets have risen roughly the same 26% while sales have grown only approximately 8%.  Capex is very high relative to the company's history.  
The company shows high potential equity dilution. 
 
 
FLUIDIGM CORP (FLDM)  - Medical Specialties 
Market Cap: $843mn;  Stock price:  $30.09/share;  SAR Score*:  -1.6,  Very weak SAR score;  Company exhibits high risk characteristics. 
We last warned on Fluidigm on March 6 when the stock price was $48.26; the price is down to $30/share now.  Fluidigm develops, manufactures and markets microfluidic 
systems for single-cell genomics, applied genotyping and sample preparation for targeted resequencing, in the life science and agricultural biotechnology industries. Its  
 
microfluidic systems consist of instruments and consumables, including chips, assays and other reagents that integrate a vast number of fluidic components on a single 
microfabricated chip. Short interest is rising and insiders are selling aggressively.    Short interest is low.  We still view the stock is at risk although it may bounce after its recent 
precipitous drop. 
 
Valuation*:  -2.7.  Expensive.  The stock is still EBITDA negative, with a free cash flow yield of negative 2%.  EV/S ratio is also quite high at 9.2x trailing (which includes 
approximately a month and a half of DVS Science sales) and 6.1x forward. 
 
Business Trend*:  -2.3.  Poor/mixed.  Sales were growing at a rapid clip of 30-40% before the acquisition of DVS Sciences.  However, gross margins have declined by 150bps over 
the most recent period.  Some operating leverage has come to the rescue to make EBITDA margins slightly less negative.  Both EBITDA and Cash from Operations have declined  
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FLUIDIGM CORP (FLDM)  - (con't) 
 
over the most recent period.  Cash from Operations has declined by 1/3 due increases in working capital unrelated to the acquisition.  Sellside trends have turned negative with 
large cuts in both near term and further out estimates.   
 
Financial Condition*:  -1.8.  Poor.  High gross margins of 70% don't translate to positive operating (EBITDA) margins, which are negative 18%, LTM.   The company has a small net 
debt balance although the rest of the industry has net cash balances.  FLDM issued convertible notes of $195mn (at book)  to finance its acquisition of DVS, purchased for 
$113mn in cash, net, and stock.  No problems seen in working capital. 
 
Earnings Quality*:  0.2.  Average.  Intangibles spiked due to the acquisition.  Deferred taxes have spiked as well.   
 
 
TREX CO INC (TREX)  - Construction Materials 
Market Cap: $1.1bn;  Stock price:  $33.46/share;  SAR Score*:  -1.5,  Weak SAR score;  Company exhibits significant risk characteristics 
Trex manufactures and distributes wood and plastic composite products, as well as related accessories, primarily for residential and commercial decking and railing applications. 
Its products combine waste wood fibers and reclaimed polyethylene.  Short interest is elevated, at 22% of float, but strong volume leaves days to cover at a more comfortable 7 
days. 
 
Business Trend*:  -3.1.  Poor.  Sales are declining in the most recent period, which is at odds with the rest of the construction materials industry.  Margins are easing downward, 
at both the gross and EBITDA levels.  Cash from Operations took a large plunge in the most recent LTM period.   Inventory days slowed dramatically, by 22 days and Other 
Current Assets spiked as well.  Sellside estimate trends are decidedly negative, with meaningful cuts in each of the current and next two years'  EPS estimates.   
 
Earnings Quality*:  -1.8.  Poor.  Cash from Operations just matches net income due to slowdowns in inventory turnover and receivables.  The company also shows potential 
equity dilution that is high for the industry and an unusually low tax rate, which would affect earnings if it were to revert to industry norms. 
 
Valuation*:  -0.6.  Moderately expensive with high expectations built into forecasts.  A trailing EBITDA multiple of 26x is excessive for a construction materials company.  Free 
cash flow is positive, with a 2.6% FCF yield on the company's market cap. 
 
Financial Condition*:  0.7.  Above average.  Gross margins of 28% are higher than peers' level although SG&A consumes any margin advantage the company has by leaving its 
EBITDA margins below average.  A/R is slow, relative to peers, at 63 days turnover.  Inventory turns are better than average, as is the capital structure which shows modest debt 
of 6% of total market cap. 
 
 
Our Most Dangerous stocks include:  KBH, ACTG, DWA, SUNE, JCP, MDC, LNG, KATE, SHLD, INVN, LEN, MWE, RYL, ININ, DHI, NPO, FLDM, TREX, USM, GT, GTAT, QRE, BRP, SPF, ATW, SCTY, VECO, 
MTH, ANDE, FIO, NUS, TROX, CLNE, ATRO, BC, BG, GWRE, CCOI, EVEP, IPAR, OGE, CRTO, EFII, HMHC, CKH.  
 
 *  The SAR score is a measure of stock riskiness.  Measured in standard deviations, a lower number indicates a riskier stock.  The SAR scores range from approximately -2.7  (riskiest/short candidate) to +2.3 (least risky/most attractive long candidate).  It measures risk in 
the areas of Valuation, Financial Condition, Business Trend, Earnings Quality, and óRed Flagsô for 1200+ US equities.  Shortable:  A = easily shortable, B = average ability to short; C = might be difficult to short;  

7
 Timing:  A = best rank for timeliness of short sale.   

Universe:  Universe of stocks is limited to stocks with market capitalizations above $750mn, share prices higher than $7.5 and minimum ADDV of $1.5mn.  Financial sector companies are excluded from the Universe.  
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Analyst Certification 
I, Eric Fernandez, hereby certify that the views expressed in the foregoing research report accurately reflect my personal views about the subject securities and issuer(s) as of the date of this report. I further certify that no part 
of my compensation was, is or will be directly, or indirectly, related to the specific recommendations or views contained in this report.  Neither I, nor a member of my household is an officer, director, or advisory board member 
of the issuer(s) or has another significant affiliation with the issuer(s) that is/are the subject of this research report. I do not know or have reason to know at the time of this publication of any other material conflict of interest.  
 
Important Disclosures 
Two Rivers Analytics, an independent research provider, is not a member of the FINRA or SIPC, and is not a registered securities broker or dealer.  The information contained in this report and on the Two Rivers Analytics 
website is produced by Two Rivers Analytics and may not be published, broadcast, rewritten or distributed in any other manner without prior written consent from Two Rivers Analytics.  Any unauthorized use, duplication, 
redistribution or disclosure is prohibited by law and may lead to prosecution.  The materials, opinions, and ideas expressed herein, are for general informational purposes only, do not specifically address individual financial 
objectives, financial situation or particular needs of the person purchasing them, and are subject to change without notice.  Two Rivers Analytics does not intend for any person or entity to rely on any such facts, opinions, and 
ideas, as we do not assure the accuracy or completeness of this report, or any of the materials or information set forth in it.  Nothing in this report constitutes individual investment, legal or tax advice.  Although the 
information and opinions contained herein have been obtained from sources believed to be reliable, Two Rivers Analytics makes no representations as to accuracy, completeness or timeliness and does not assume any liability 
or responsibility for any loss to any person or entity that may result from any act or omission by such person or entity, or by any other person or entity, based upon this report and the information and opinions expressed herein.  
Two Rivers Analytics may issue other reports that are inconsistent with this report and is under no obligation to bring these reports ǘƻ ǘƘŜ ǊŜŎƛǇƛŜƴǘΩǎ ŀǘǘŜƴǘƛƻƴΦ  !ƭƭ ƻǇƛƴƛƻƴǎ ƛƴ ǘƘƛǎ ǊŜǇƻǊǘ ǊŜŦƭŜŎǘ ƧǳŘƎƳŜƴǘǎ ƳŀŘŜ ŀǎ ƻŦ ǘƘŜ 
original date of publication and past performance should not be taken as an indication or guarantee of future performance. Two Rivers Analytics, its affiliates, directors, officers and employees may have long or short positions, 
or buy/sell options, with respect to one or more of the securities and companies mentioned in this report, may be engaging in transactions based on ideas relating to the securities and companies mentioned herein and/or may 
also hold positions in the securities and companies mentioned herein.  This report shall not be construed as a solicitation or invitation to buy or sell securities relating to any of the companies mentioned herein. 
 
Two Rivers Analytics ƛǎ ŀ ƳŜƳōŜǊ ƻŦ Lw/ {ŜŎǳǊƛǘƛŜǎΩ wŜǎŜŀǊŎƘ tǊƛƳŜ {ŜǊǾƛŎŜǎ tƭŀǘŦƻǊƳΦ Lw/ {ŜŎǳǊƛǘƛŜǎ ƛǎ ŀ CLbw! ǊŜƎƛǎǘŜǊŜŘ ōǊƻƪŜǊ-dealer that is focused on supporting the independent research industry. Certain personnel of Two 
Rivers Analytics (i.e. Research Analysts) are registered representatives of IRC Securities, a FINRA member firm registered as a broker-dealer with the Securities and Exchange Commission and certain state securities regulators. 
As registered representatives and independent contractors of IRC Securities, such personnel may receive commissions paid to or shared with IRC Securities for transactions placed by Two Rivers Analytics clients directly with IRC 
Securities or with securities firms that may share commissions with IRC Securities in accordance with applicable SEC and FINRA requirements. IRC Securities does not distribute the research of Two Rivers Analytics, which is 
available to select institutional clients that have engaged Two Rivers Analytics. 
 
!ǎ ǊŜƎƛǎǘŜǊŜŘ ǊŜǇǊŜǎŜƴǘŀǘƛǾŜǎ ƻŦ Lw/ {ŜŎǳǊƛǘƛŜǎΣ ƻǳǊ ŀƴŀƭȅǎǘǎ Ƴǳǎǘ Ŧƻƭƭƻǿ Lw/ {ŜŎǳǊƛǘƛŜǎΩ ²ǊƛǘǘŜƴ {ǳǇŜǊǾƛǎƻǊȅ tǊƻŎŜŘǳǊŜǎΦ bƻǘable compliance policies include (1) prohibition of insider trading or the facilitation thereof, (2) 
maintaining client confidentiality, (3) archival of electronic communications, and (4) appropriate use of electronic communications, amongst other compliance related policies. 
 
Two Rivers Analytics is not an investment adviser registered with the Securities and Exchange Commission or with the securities regulators of any state, and at the present time is not eligible to file for federal registration. 
 
Finally, Two Rivers Analytics does not have the same conflicts that traditional sell-side research organizations have because Two Rivers Analytics (1) does not conduct any investment banking activities, (2) does not manage any 
investment funds, and (3) our clients are only institutional investors. 
 

About Two Rivers Analytics: 
 

Two Rivers is dedicated to providing actionable, high quality investment ideas, with an emphasis on short ideas, to institutional investors. 
 
Our work uses a hybrid quantitative/qualitative process to identify companies at high risk of a declining equity price.  Our quantitative screening process identifies 
multiple categories of risk to create this Stock at Risk ranking.  The ranking is vetted further through a timing/catalyst analysis and a shortability assessment.  The 
best short ideas are analyzed fundamentally and presented to clients.  The Stock at Risk ranking is also the basis for our Long/Short model portfolio. 
 
For more information, including our process, influences and biographies, please visit TwoRiversAnalytics.com.   
 

http://www.tworiversanalytics.com/

