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Consumer Discretionary – Sports Entertainment Stock Rating HOLD 

Investment Thesis Target Price $16 
 
We recommend a HOLD rating for Topgolf Callaway Brands with a target price 
of $16, for an upside of 12.4%. Although rising popularity and brand 
recognition present attractive upsides for the company’s Topgolf and apparel 
segments, sticky services inflation and higher prices could drive out consumer 
spending. The stock has recovered quickly since hitting a 52-week low in 
November, but we continue to remain cautiously optimistic. 
 
Drivers of Thesis 
 

• Continued growth among off-course golfers will increase revenues in 
Topgolf venues for a five-year CAGR of 13.4%. 
 

• Integration of the company’s new proprietary inventory management 
system will improve operational efficiency and raise future Topgolf 
margins by over 50 bps.  

 

• Greater stabilization of the company’s capital expenditures and net profit 
margins, resulting in a five-year CAGR of 9.6% in free cash flow (FCF). 

 
Risks to Thesis 
 

• Interest payments on floating rate debt and lease obligations could be 
negatively impacted by sustained higher interest rates. The company 
operates with an above-average debt/equity ratio of 1.48x. 

 

• Seasonal demand and sticky services inflation of 4.9% may result in a mid-
single-digit decline in volume at Topgolf venues. 

 

• A dampened return on invested capital (ROIC) will not exceed the 
weighted average cost of capital (WACC) until 2030, making it difficult to 
create long-term shareholder value. 

Henry Fund DCF $16 

Henry Fund DDM $5  

Relative Multiple $20 

Price Data  

Current Price $14 

52wk Range $10 – 24 

Consensus 1yr Target $19 

Key Statistics  

Market Cap (B) $2.6 

Shares Outstanding (M) 184.5 

Institutional Ownership 73.6% 

Beta 1.3 

Dividend Yield -- 

Est. 5yr Growth 7.7% 

Price/Earnings (TTM) 28.7 

Price/Earnings (FY1) 49.3 

Price/Sales (TTM) 0.7 

PEG (NTM) 2.2 

Profitability  

Operating Margin 6.3% 

Profit Margin 2.2% 

Return on Assets (TTM) 1.1% 

Return on Equity (TTM) 2.5% 

 

Earnings Estimates 
Year 2021 2022 2023 2024E 2025E 2026E 

EPS 
HF est. 

$1.90 
 

$0.85 
 

$0.50 
 

$0.27 
$0.29 

$0.39 
$0.45 

$0.55 
$0.64 

Growth 240.7% -55.3% -40.6% -42.8% 55.7% 43.2% 

12 Month Performance Company Description 

 

Topgolf Callaway Brands is a golf equipment, 
entertainment, and apparel company based out of 
Carlsbad, CA. Founded in 1982, Callaway Golf has 
long been an industry leader in the manufacturing 
and distribution of golf equipment and owns the 
top dollar market share for drivers, fairway woods, 
and hybrids in the United States. The company 
rebranded in 2022 after the acquisition of Topgolf 
and now operates as a modern golf and lifestyle 
company with several subsidiaries including 
Odyssey, TravisMathew, Jack Wolfskin, and OGIO. 
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COMPANY DESCRIPTION 

Founded in 1982, Topgolf Callaway Brands is a golf 
equipment, entertainment, and apparel company based 
out of Carlsbad, CA. Since then, Callaway Golf has long 
been an industry leader in the manufacturing and 
distribution of golf equipment and owns the top dollar 
market share for total clubs, drivers, fairway woods, 
hybrids, and irons in the United States, and is second 
within golf balls.1 The company rebranded in 2022 after 
the acquisition of Top-golf and now operates as a modern 
golf and lifestyle company with several subsidiaries 
including Odyssey, TravisMathew, Jack Wolfskin, and 
OGIO. The following figure shows the company’s revenue 
breakdown from the last fiscal year:  

Source: MODG 2023 10-K 

The company also has exposure to international markets 
primarily through its golf equipment and active lifestyle 
segments. While over 70% of the company’s revenues 
originate from the United States, the company has a 
strong presence in several European and Asian countries, 
particularly the United Kingdom, Germany, Japan, and 
South Korea, as well as other emerging markets such as 
Australia, Canada, and Latin America.1 To mitigate the 
effects of foreign exchange risk, the company utilizes 
currency forward and interest rate hedge contracts. As of 
Dec. 31, 2023, the company had a notional value of $292.3 
million in forward and interest rate swap contracts.1 The 
following figure shows a breakdown of the company’s 
revenue by geographic region from the last fiscal year: 

Source: MODG 2023 10-K 

Topgolf Callaway is generally a low-margin business due to 
competitive price pressures, high operating costs, and 
research and development expenses. In the last fiscal year, 
the golf equipment segment earned the highest operating 
margin of only 13.9%, down roughly four percent from the 
year prior due to higher advertising and promotional 
expenses related to the company’s new line of equipment. 
Topgolf and Active Lifestyle segments each increased by 
roughly two to three percentage points, which were driven 
by double-digit revenue growth.1 Historically, golf 
equipment has earned the widest margin due to the high 
markup it can place on its products, especially within golf 
balls. The maturity of this segment provides stability to 
offset its fast-growing Topgolf segment, which has 
historically earned the lowest operating margin of the 
company at roughly 5%. The following figure shows the 
operating margin by segment over the last three years:  

Source: MODG 2023 10-K 

Topgolf 

Topgolf is a revolutionary sports entertainment venue that 
allows individuals to play and socialize at gamified driving 
ranges. Originally founded in 2000 in Watford, England, 
the company currently owns and operates 94 locations 
across the United States and UK, and has five franchised 
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locations in Australia, Mexico, United Arab Emirates, 
Thailand, and Germany. Venues have historically targeted 
larger markets across the United States, with new builds 
taking roughly 10 to 15 months to complete with a gross 
development cost between $15 and $60 million. Topgolf 
will typically seek to finance the construction through 
third-party developers or real estate financing partners, 
and once complete, will be sold to a REIT and leased back 
to Topgolf.1 Revenue is driven by gameplay, food and 
beverage sales, and corporate events and sponsorships.  

More recently the company has been expanding into 
small- and medium-sized markets through new 
constructions or by acquiring smaller competitors. The 
company’s most recent acquisition occurred in November 
2023 with BigShots Golf for $29 million, adding four new 
locations primarily in the southern half of the United 
States.2 The following map shows the current distribution 
of Topgolf locations across the United States and the 
growth of total owned and operated locations over the 
forecast period:  

Source: Topgolf website 
**Orange dots represent new locations added in 2023 
 

 
Source: MODG 10-K and Henry Fund Estimates 

The Topgolf segment also includes the company’s 
proprietary Toptracer ball-tracking technology and digital 
media platform. Toptracer is a versatile offering, not only 
for use at Topgolf but also at traditional driving ranges 
through licensing. Currently, Toptracer is utilized by over 
750 driving ranges across 31 countries and is the number 
one driving range technology in the world.3 Toptracer has 
also partnered with the PGA of America as its official range 
tracking technology, providing future pathways to expand 
Toptracer’s presence. Other technologies on the market 
include Trackman, a privately held company that targets 
elite golfers and baseball players. While Toptracer is 
designed for commercial use, Trackman is engineered for 
more personal use, selling its launch monitors directly to 
consumers. Trackman also has agreements with various 
driving ranges but is primarily centered in Europe, with 
only around 100 locations in the United States.4 

Last fiscal year, Topgolf also fully integrated its new 
inventory management system (“PIE”) into all locations, 
which will expand its digital footprint to improve 
reservation capabilities, operating margins, and customer 
satisfaction. Initial results indicate the software has 
allowed EBITDAR margins to increase roughly 100 basis 
points on a year-over-year basis, offer more accurate wait 
time estimations, and improve customer feedback.5 Some 
of these enhancements include: 

• Ability to book reservations 2 hours ahead of arrival 
(3 hours previously). 

• Early booking as far as 7 days in advance, with plans 
to expand to 14 days by Q2 2024. 

• Variable length reservation offerings including 90- 
and 150-minute offerings (just 2 hours previously). 

• Streamlined functionality for requesting specialty 
equipment, such as premium or junior-length clubs. 

Topgolf locations have a track record of being very 
profitable over time with consistent same-venue-sales 
growth. As seen with its longstanding UK venues, revenues 
have grown at a CAGR of 9.3% and adjusted EBITDAR at 
12.5%. Furthermore, US locations have seen EBITDAR 
margins grow at a CAGR of 4.2% over the last decade.6 
These margins will only continue to improve with the 
implementation of PIE, realizing greater economies of 
scale. As a result, the most aggressive forecasts within the 
Henry Fund model relate to Topgolf operating expenses, 
with the company’s cost of services expected to decrease 
by 50 bps and other venue expenses to decrease by 250 
bps by 2031. The following charts show the average 
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operating performance of UK Topgolf locations dating 
back to 2007: 

Source: MODG 2023 Earnings Presentation 

Golf Equipment 

As the company’s founding product line, the golf 
equipment segment is a well-established, market leader 
within its industry. The company designs, manufactures, 
and sells a full line of equipment, including drivers, fairway 
woods, hybrids, irons, wedges, putters (Odyssey brand), 
and golf balls.1 Product offerings are tailored to a wide 
range of players, from beginners to those playing at the 
professional level. Research and development are 
necessary components of this line of business to ensure its 
products remain competitive and innovative. In 2022, the 
company’s golf equipment was voted as the number one 
overall brand rating for innovation and technology due to 
the highly successful launch of its “Paradym” line of clubs.7 
Since then the company has continued to prioritize 
technology in its research and development, most recently 
releasing its “AI Smoke” line of clubs that are optimized 
using data from thousands of golfers and machine learning 
to create multiple sweet sports across the face. Their 
newest golf ball, the “Chrome Tour,” is their most precise 
design ever, with over 100 million proof points to prevent 
production irregularities.1 Clearly, between the company’s 
Toptracer technology, proprietary inventory management 

system, and equipment manufacturing process, the 
company is committed to innovation and will continue to 
be a driving factor going forward.  

The company’s golf equipment manufacturing process is 
primarily done in Monterrey, Mexico, but also has limited 
facilities in the United States, China, Vietnam, Japan, 
England, and Australia to help support regional demand. 
The company’s golf ball manufacturing is primarily 
completed in China and Taiwan, with a smaller plant in 
Massachusetts. In total, over 50% of the company’s golf 
equipment and 75% of the company’s golf balls are 
manufactured outside the United States.1 Overall, the 
company’s international supply chain system requires 
seamless logistics and was put under immense pressure 
during the COVID-19 pandemic. Although offshoring 
production is very common for this industry to minimize 
costs, it presents a risk to the company’s operational 
efficiency if all processes are not perfectly integrated.  

Overall, given the company’s size and maturity within the 
golf equipment space, growth is expected to be in the low 
single digits. The following chart shows the projected 
growth of the company’s golf club and golf ball lines over 
the forecast period: 

Source: MODG 10-K and Henry Fund Estimates 

Active Lifestyle 

The active lifestyle segments consist of the company’s 
array of soft goods products and its umbrella of 
subsidiaries, which include TravisMathew, OGIO, and Jack 
Wolfskin. These soft goods include golf apparel; footwear; 
golf accessories such as golf bags, golf gloves, and 
headwear; active clothing; and travel gear.1 Over the past 
decade, the company has gradually expanded and 
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performed acquisitions of various subsidiaries to grow this 
area of its business, including OGIO in January 2017, 
TravisMathew in August 2017, and Jack Wolfskin in 
January 2019.8 2022 was a breakthrough year for this 
segment and will continue to provide steady momentum. 
Total active lifestyle revenue surpassed $1 billion for the 
first time, TravisMathew opened 11 new locations, and 
JackWolfskin was voted as the number one outdoor 
clothing company in Germany.7 Currently, TravisMathew 
owns and operates 46 stores across the United States and 
JackWolfskin is a market leader in the activewear space in 
Western Europe. The following map shows the distribution 
of TravisMathew branded stores across the United States 
and the popularity ratings for outdoor clothing companies 
in Germany: 

Source: Scrape Hero 

Source: MODG Q3 2023 Earnings Presentation 

In summary, below is a projection of the company’s 
revenues across all three operating segments. Growth is 
expected to be steady, with Topgolf being the primary 
driver for future success and a CAGR of 10.6% over the 
forecast horizon. Golf equipment and active lifestyle are 
anticipated to be much more muted, at 3.8% and 3.5%, 
respectively, due to the maturity of its product lines and 
the competitiveness of the apparel industry. 

Source: MODG 10-K and Henry Fund Estimates 

Seasonality 

Given the nature of the golf industry, Topgolf Callaway 
faces significant seasonality within its product lines. For 
northern Topgolf locations, weather can play a significant 
role in the level of customer demand and net revenues. 
Financial results for Topgolf are often strongest during the 
second and third quarters with the strongest demand on 
evenings and weekends. To combat this, the company has 
utilized a tiered pricing strategy to bring in more mid-week 
and mid-day traffic.9 Going forward, with the integration 
of PIE, the company plans to use more aggressive 
marketing tactics through in-app promotions and 
competitive pricing.  

The golf equipment business also faces seasonality, driven 
by customer demand and the length of the golf season. In 
general, the company sees the most success in the first 
and second quarters of the year with customers and 
retailers ordering fresh inventory for the new year.5 If 
weather conditions are favorable through late summer 
and fall, the third quarter has the potential to reach first-
quarter revenue levels but varies from year to year. 
Furthermore, the success and perception of the 
company’s professional sponsorships could have a 
material difference in customer behavior, especially 
through driver and golf ball revenues. The Henry Fund 
believes the company is being proactive in attempting to 
mitigate this uncertainty, but ultimately poses a threat to 
the company’s short-term results.  
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Competitive Positioning 

Through the company’s diversified set of product and 
service offerings, Topgolf Callaway is well-positioned 
within its competitive landscape. Since its inception, 
Topgolf has had a first-mover advantage in the off-course 
space. Since then, by steadily growing through new venues 
and acquisitions, they have become the market leader in 
the industry. While several smaller, more specialized 
competitors continue to threaten Topgolf’s dominance 
through more competitive pricing, The Henry Fund does 
not see this as a major threat going forward. The following 
chart shows the number of venues across the United 
States for Topgolf and its closest competitors as of fiscal 
year end 2023:10 

Competitor Venues 

Topgolf 93 

Drive Shack 4 

Pinseekers 2 

GolfSuites 3 
Source: Business Strategy Hub 
 

The company’s golf equipment segment continues to 
maintain a strong market share amongst “pure-play” golf 
companies. As of 2023, Callaway golf equipment holds the 
top market share for total clubs, drivers, fairway woods, 
hybrids, and irons in the United States, and is second 
within the golf ball market.1 The golf industry primarily 
consists of four large brands – Titleist (Acushnet), 
Callaway, Ping, and Taylormade. Over the years, several 
smaller, or less successful, companies have been acquired 
by one of these brands to help expand their influence. 
Each company offers arguably identical products in terms 
of quality, performance, and price, so their success is 
largely dependent on one factor – customer demand. 
Earning and maintaining brand loyalty is essential for 
succeeding in such a competitive industry, which can 
largely be achieved through sponsorships and proactive 
marketing. While the annual expenses for sponsoring 
these athletes are not disclosed, the volume and 
popularity of a company’s athletes can help build and 
retain customers. For example, in 2021, Callaway signed 
Jon Rahm before he went on to win his first major 
championship, helping increase golf equipment sales by 
25.1% on the year.11 Examples like this are common and 
are a major driver for why the market share of the “big 
four” can vary from year to year. The following pie chart 

shows the number of professional golfers whom these 
companies currently sponsor worldwide. 

Source: Titleist, Callaway, Ping, and Taylormade websites 

As Topgolf Callaway has continued to expand its active 
lifestyle segment, they are becoming a more prominent 
player within the sports apparel industry. However, 
several big players already own a much more commanding 
position in the space such as Footjoy (Titleist), Nike, 
Adidas, and Lululemon. Therefore, The Henry Fund 
anticipates growth for this segment will be muted as the 
company reaches the breadth of its customer base and 
takes more of a market-following position within North 
America. While the growth of TravisMathew retail 
locations and Jack Wolfskin’s strong presence in Europe 
will provide a backdrop for more direct-to-consumer sales, 
this segment is better positioned as a revenue diversifier 
than a catalyst for growth going forward.  

Cost Structure Analysis 

A majority of the company’s expenses are tied to the cost 
of products (golf equipment, apparel), other Topgolf 
venue expenses, and selling, general and administrative 
expenses (SG&A). In the last fiscal year, these line items 
accounted for 57.4%, 66.0%, and 20.0% of revenues.1  

Dating back to 2018, the cost of products has risen from 
53.5% of revenues, driven by increased golf club 
components costs, shipping expenses, and warehousing 
costs. Despite rising sales volumes within the golf industry, 
these input costs have remained relatively stable and 
should remain as such going forward. As a result of the 
Topgolf acquisition, other venue expenses originated in 
2021 and relate to employee costs to support venue 
operations, rent and occupancy costs, and marketing 
expenses. These costs have amounted to as high as 70.4% 
of revenues in 2022 due to wage inflation but should 
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normalize at 63.5% of revenues long term. Continued 
revenue growth and greater efficiencies through its PIE 
software are drivers for this decrease. Likewise, SG&A 
expenses dropped by ten percentage points in 2021 after 
the acquisition due to revenue growth. Similar to product 
costs, these expenses have historically been very stable 
and are expected to normalize at 19% of revenues.  

Although only 1.9% of the company’s annual revenue, 
research and development (R&D) is a key component in 
maintaining the company’s competitive position within 
golf equipment. Product launches occur roughly every 2-3 
years, which often correlates with stronger revenue 
growth and R&D. As mentioned previously, the company’s 
new “AI Smoke” line of clubs is the most technologically 
advanced set ever released by Callaway, resulting in a 
record $94 million in R&D in 2023. In the long term, the 
Henry Fund believes these expenditures will need to 
continue to grow to stay competitive, stabilizing at 2% of 
revenues.  

Debt Maturity Analysis 

Since the Topgolf acquisition in 2021 and the significant 
amount of financing that goes into new Topgolf venues, 
the company has a large amount of debt on its balance 
sheet with a B+ debt rating.12 This debt is spread across 
various line items including asset-based credit facilities, 
operating lease liabilities (short and long-term), and 
deemed landlord financing (DLF) obligations. As a result, 
the company has a higher debt-to-equity ratio than most 
of its competitors at 1.48x. The company defines some of 
these line items as the following:  

• Asset-based credit facilities: Revolving credit facilities 
with Bank of America and the Bank of Tokyo. Total 
liquidity as of FYE 2023: $742.6 million.1 

• Deemed Landlord Financing: Agreements with third-
party developers or real estate financing partners to 
finance Topgolf venues. Buildings are generally 
depreciated using a 40-year useful life. It is similar to 
rent with fixed interest rates, but there exists no 
obligation to repay principal.1  

The company’s primary obligations are in the form of long-
term debt (39% of total). This debt is also sourced from 
Bank of America and is subject to a floating interest rate 
with a credit spread of roughly 3.0-3.5%.1 As a result, the 
company is exposed to significant interest rate risk if 
overnight lending rates rise, posing a major headwind as 

the company looks to increase its FCF. This could be 
particularly challenging in 2026 when over $275 million of 
debt matures, making it paramount that the company is 
proactive in its liquidity management. Management has 
not provided guidance regarding its capital structure, so it 
can be assumed its current debt-to-equity ratio will be 
sustained for the forecast horizon. While the Henry Fund 
forecasts the company’s operating cash flows will reach 
$323 million in 2026, management should consider 
refinancing their debt in the short term when interest 
rates become more favorable. The following table 
represents the company’s five-year debt maturity 
schedule: 

Five-Year Debt Maturity Schedule 

Fiscal Year  Payment ($mil) 

2024  $20.8 
2025  $18.6 
2026  $276.4 
2027  $15.6 
2028  $13.7 
Thereafter  $1221.7 

Total  $1556.8 
Source: MODG 2023 10-K 

ESG Analysis 

Below is a distribution of ESG among competitors in 
Topgolf Callaway’s peer group: 

 

Source: Sustainalytics 

In general, the sporting goods industry is relatively 
immune to ESG issues, with only Dave and Buster’s being 
classified as “high risk” due to poor governance and recent 
allegations of labor violations.13 Topgolf Callaway has the 
second-best rating of its peer group at 12.5, which ranks 
them 29th out of 232 companies in the consumer durables 
industry.14 The company’s motto from its founder Ely 
Callaway is, “good ethics is good business,” which the 
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company has continuously looked to implement through 
its Global Suitability Program.15 Launched in 2019, the goal 
of the program was to bring awareness to broader societal 
and environmental sustainability initiatives, while also 
prioritizing sustainability within its business practices. 
Since 2019, 50% of management-level new hires have 
been women or diverse candidates, 55 EV charging 
stations have been installed at Topgolf locations across the 
United States, and over 7 million silica dry packs have been 
removed from Jack Wolfskin packaging.15 In recent years, 
the company has been awarded several accolades for its 
diversity, equity, and inclusion practices, being named the 
2018 National Down Syndrome Congress Employer of the 
Year, Forbes 2020 Best Employers for Women, and 2021 
Diversity Jobs Top Employer.1  

RECENT DEVELOPMENTS 

Recent Earnings Announcement 

On February 13, 2024, Topgolf Callaway released their Q4 
2023 and fiscal year results. Quarter four revenues came 
in at $897.1 million and beat expectations by 3.7%. Non-
GAAP EPS was -$0.30, beating analyst estimates by 9.8%. 
On the year, net revenues rose to $4,285 for a 7.2% YOY 
growth, with an EPS of $0.50 for a -40.6% YOY decline.5 It 
was a positive end to a roller-coaster year for the company 
which saw its revenues miss estimates in each of the prior 
two quarters. The share price fell by 61% between 
February and November due to negative same-venue-
sales (SVS) growth at Topgolf locations, a delay in the 
release of the company’s new line of golf equipment, and 
higher interest payments putting downward pressure on 
net income.5 However, FCF for the year was positive for 
the first time since the Topgolf acquisition, one year ahead 
of management’s expectations, coming in at $160 million. 
Looking ahead to 2024, the company expects to achieve a 
net revenue between $4,515-4,555 million, for an average 
growth of 5.8% across all segments. Non-GAAP earnings 
per share are expected to decrease to $0.26 - $0.34, for an 
average decline of -38.8%. Management also indicated no 
plan to reinstate the company’s dividend policy which was 
terminated in August 2020 due to the Topgolf acquisition.5  

The reason for more stagnant growth is due to 
approximately flat SVS growth in Topgolf and only eight 
new venues being opened. Depreciation and amortization 
expenses are expected to increase to $265 million and 
sustained higher interest rates will continue to put 
pressure on the company’s net interest expense via DLF 

and lease financing. Large bay events at Topgolf are 
expected to continue to decline and reach normalized 
levels after the post-COVID surge in corporate outings. 
Further, the company is committed to keeping FCF positive 
for the foreseeable future, so management expects to 
reduce capital expenditures with a ceiling of $350 million 
through 2025. While golf equipment is expected to see low 
single-digit growth with new golf clubs and ball releases, 
active lifestyle is expected to remain flat as the company 
integrates a new management team for its Jack Wolfskin 
line in Europe.6,7  

The Henry Fund expects Topgolf to continue to be the 
driver for growth going forward and will look to open eight 
venues in 2024 and ten venues in 2025. This will help result 
in low-single-digit same-venue-sales growth, before 
stabilizing in the mid-single-digits due to an approximate 
5% spread between revenue growth and venue growth. 
Capital expenditures should drop significantly to $280 - 
$330 million as the company focuses on smaller venues 
across the United States. Liquidity management will 
continue to be a major factor, in which the Henry Fund 
expects FCF to remain steady at $164 million in 2024 
before dropping to $102 million in 2025. Overall, the 
company is well positioned across all three product 
segments to continue its upward momentum from Q4 
2023, barring any unforeseen circumstances regarding 
foreign exchange risk or weather conditions.  

New Brand Ambassadors 

In January 2023, Callaway Golf partnered with Niall Horan, 
one of the most popular musicians in the world, for a 
multi-year agreement.16 Horan will serve as a brand 
ambassador by using and promoting Callaway’s equip-
ment and apparel lines. Later that month, Topgolf 
Callaway made a similar agreement with GoodGood Golf, 
a YouTube channel that consists of six young men who 
compete against each other in recreational matches and 
do challenges with various professional golfers.17 Since 
being founded in 2020, GoodGood has become one of the 
most popular golf entertainment channels in the world 
and currently has 1.44 million subscribers. The company 
now offers its own line of merchandise, golf clubs, and golf 
balls. By serving under Callaway Golf’s umbrella, 
GoodGood has recently released a new line of equipment 
using Callaway’s branding, furthering developing stronger 
brand recognition.  
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The Henry Fund believes each of these agreements could 
bring long-term positive externalities, whether that be 
through increased brand exposure or increased Topgolf 
and equipment sales. Individuals who watch GoodGood 
online may be inspired to begin playing golf themselves, in 
which Topgolf Callaway provides several outlets. As of last 
fiscal year, 10% of all new on-course golfers credited 
Topgolf as being their first introduction to the sport.6 
These agreements will help continue to increase these 
numbers going forward, driving topline revenues for 
Topgolf and golf equipment, and maintaining the 
company’s leading market share.   

BigShots Golf Acquisition 

On November 1st, 2023, Topgolf announced its plans to 
acquire BigShots Golf from private golf course operator 
Invited, Inc. for an all-cash deal of $29 million.2 BigShots 
Golf was previously a regional competitor to Topgolf, 
offering a selection of technology-enabled driving range 
venues across the southern United States. The acquisition 
added four new domestic venues (one owned, three 
franchised) to Topgolf’s venue base, and emphasizes the 
company’s new focus on targeting smaller markets. 
Concurrent with the transaction, Topgolf Callaway also 
entered into a preferred vendor agreement with Invited to 
allow Callaway and TravisMathew products to be featured 
at one of Invited’s 140+ golf and country clubs.2 The Henry 
Fund does not anticipate this deal will have a significant 
impact on topline revenues since it only adds one owned-
and-operated venue but will help create greater cross-
brand synergies by increasing exposure for all three of the 
company’s operating segments.  

INDUSTRY TRENDS 

Ticket Price Inflation 

The world of sports has significantly changed over the last 
few decades. Technological advancements, record-
breaking player contracts, and media rights have turned 
the sports world into an extremely lucrative industry. To 
finance these expansions, ticket prices have grown by 
135% since 1997, compared to only 88% for consumer 
price index (CPI) levels.18,19 Excluding the COVID-driven dip 
in 2021-22, these increases pose the potential to reduce 
demand, resulting in more individuals choosing to stream 
these events from home. Below is a summary of the 
average cost for a family of four to experience the 
following sports entertainment options as well as ticket 

price inflation compared to overall nondurables since 
1997: 

Activity 
Expected Total Cost for 

Family of 4* 

NFL Game $574 

NBA Game $288 

Topgolf $152 

MLB Game $149 

Dave and Buster’s $103 

Bowling $99 
Source: Statista, Bookies, SGB 

*Prices for professional games include four tickets (cheapest 
available), a parking spot, two 16 oz. beers, two 20 oz. sodas, 
and four hot dogs. 

Source: U.S. Bureau of Labor Statistics 

Outside of Topgolf, the traditional golf industry has also 
experienced significant price inflation, largely due to 
increased demand from the COVID-19 pandemic. More 
golfers than ever are taking their games more seriously, 
investing time and money to get custom-fit equipment and 
regular lessons. Since 2010, the average “serious golfer” 
spends 55% more on golf equipment per annum, at 
roughly $1,100 per year. New drivers commonly retail at 
roughly $600 per club and tour-level golf balls sell for 
$55/dozen across all major retailers.20 Green fees are no 
different. From 2020-2021, more than one-third of golf 
courses in the United States raised their peak season green 
fees by 11%. Across all upper-echelon courses in the world, 
green fees can often exceed well over $500 per person, 
and occasionally over $1000.20 The golf industry has 
greatly benefited from increased demand to boost top-line 
performance, both via on- and off-course locations. 
However, this could become unsustainable, as the industry 
threatens to marginalize lower-income, and potentially 
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middle-income, communities. Higher inflation within the 
overall economy could make it more difficult for these 
families to afford these experiences and may create 
stronger headwinds for more specialized and expensive 
sports such as golf.  

Sports Popularity 

Driven by the dreariness of the pandemic, sports 
participation across all ages has greatly increased over the 
last ten years. Today, more people than ever are active, 
exercising, or participating in daily sports-related 
activities. The following time series chart describes this 
change over the last decade: 

Source: Statista 

Although participation has declined over the last two years 
due to less remote work, these figures still sit above pre-
pandemic levels. Reduced leisure time coupled with a 
greater availability of other entertainment options have 
pushed many Americans away from recreational activities. 
Nevertheless, the golf industry is still showing signs of 
strength with the number of golfers eclipsing 45 million 
people in 2023. This is up 9% from 2022 and up 32% since 
2019. The number of off-course participants has been a 
major catalyst for this growth, totaling 18.5 million people 
in 2023.6 Other recreational sports such as pickleball have 
gained immense popularity, with an average participation 
growth rate of 159% over the last three years. As the 
fastest-growing sport in America, future growth is 
expected to remain strong with a CAGR of 7.7%. Further, 
over a quarter of its market are individuals between the 
ages of 18 to 34.21 Thus, the Henry Fund predicts sports 
and exercise engagement will rebound in the next year, 
driven by the variety of options and rising wave of 
participants. 

Diverse Target Market 

One of Topgolf Callaway’s biggest strengths is its 
diversified target market, from off- and on-course golfers 
to the general public. Since the end of the COVID-19 
pandemic, golf popularity has risen dramatically, reaching 
record levels among both types of golfers. This popularity 
reached an inflection point in 2022, where the number of 
off-course golfers outnumbered the number of on-course 
golfers for the first time in history. Off-course golfers are 
defined as individuals who participate in golf-related 
activities away from a traditional 18-hole, 9-hole, or par-3 
course layout. This trend continued into 2023 when the 
gap widened to roughly 6 million golfers. 2023 also saw the 
number of on-course golfers increase by 3.4 million 
players, which was the largest increase in 2001.22 A 
summary of these statistics, as well as other key metrics, 
are summarized below.    

Source: National Golf Foundation 

Source: National Golf Foundation 

Serving as a leader in both of these market segments has 
been and continues to be very opportunistic, largely driven 
by the expansion of Topgolf venues and golf’s overall 
popularity. The active lifestyle segment offers products 
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that can apply to virtually any individual, including 
activewear, polos, accessories, and travel equipment such 
as bags and backpacks. Thus, Topgolf Callaway’s expansive 
target market and product offerings provide it with greater 
revenue stability while competing in a cyclical industry. As 
of 2023, the total revenue of the global sports apparel 
market was $213.2 billion and is expected to achieve a 
CAGR of 4.7% through 2030.23 The Henry Fund believes 
this is overly optimistic, as the number of individuals 
participating in the industry will plateau by 2025 with an 
oversaturation of competitors. Thus, Topgolf Callaway is 
only expected to have a 3.6% CAGR for its active lifestyle 
segment throughout this same period and is better 
positioned to capitalize on opportunities within the 
Topgolf and golf equipment segments.  

Source: Statista 

MARKETS AND COMPETITION 

Given the diversity of Topgolf Callaway’s product lines, it 
can be difficult to compare it to other companies on an 
equitable basis. Furthermore, many of the company’s 
direct competitors are privately held, making it difficult to 
benchmark results. The following peer group attempts to 
sample a variety of companies that align with the 
company’s three product segments – Topgolf, golf 
equipment, and active lifestyle – to then analyze the 
company’s competitive positioning.  

Acushnet Holdings (GOLF) 

Acushnet Holdings Corp. is a diversified manufacturer of 
Titleist golf equipment and Footjoy accessories. The 
company’s strongest intangible asset is its brand 
recognition within the golf community, primarily driven 

through its Titleist golf ball and Footjoy golf wear 
segments.24 While Acushnet is a very mature company 
that targets more serious, on-course golfers, it is 
consistently one of Topgolf Callaway’s most direct 
competitors for its golf equipment segment.  

 
Source: FactSet 

Bowlero (BOWL) 

Bowlero is the world’s largest employer of bowling 
entertainment centers with 322 locations across the 
United States, serving over 28 million guests annually.25 
The company holds the media rights to the Professional 
Bowlers Association (PBA)26 and has recently renovated 
many of its older locations. For the purposes of this 
evaluation, Bowlero will be compared to Topgolf 
Callaway’s Topgolf segment. 

 
Source: FactSet 

Dave & Buster’s (PLAY) 

Dave and Buster’s is a leading restaurant, arcade, and 
sports entertainment business with 201 locations in the 
United States.27 Each location offers a full menu of food, 
alcoholic and non-alcoholic drinks, and an assortment of 
entertainment options centered around playing games 
and watching live sports. The company recently acquired 
Main Event, an entertainment company centered around 
offering various family-friendly games such as bowling, 
mini golf, and laser tag, further building on its identity.28 
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For the purposes of this evaluation, Dave and Buster’s will 
be compared to Topgolf Callaway’s Topgolf segment. 

Source: FactSet 

Dick’s Sporting Goods (DKS) 

Dick’s Sporting Goods (Dick’s) is a major retailer of sports 
equipment, athletic wear, footwear, and accessories. The 
company has a strong brick-and-mortar and e-commerce 
presence and also owns Golf Galaxy, Public Lands, and 
Going Going Gone specialty concept stores.29 Hardlines 
(sporting goods and fitness equipment) and apparel have 
historically been their two largest segments and serve as 
one of Callaway’s largest retail distributors for its golf 
equipment and active lifestyle products. For the purposes 
of this evaluation, Dick’s will be compared to Topgolf 
Callaway’s active lifestyle segment. 

Source: FactSet 

Columbia Sportswear (COLM) 

Columbia Sportswear is the world’s largest outdoor 
clothing company and includes several subsidiaries 
including SOREL, Mountain Hardwear, and prAna.30 The 
company engages in the design, production, marketing, 
and distribution of its various products and utilizes an 
international supply chain of wholesalers, distributors, and 
direct-to-consumer locations. For the purposes of this 
evaluation, Columbia will be compared to Topgolf 
Callaway’s active lifestyle segment. 

 
Source: FactSet 

Nike (NKE) 

Nike is one of the world’s most recognizable companies, 
from its expansive line of footwear to its numerous 
sponsorships with professional athletes. Nearly all of the 
company’s footwear and apparel products are 
manufactured outside the United States, with revenues 
being primarily driven by footwear sold in North America 
and Europe.31 For the purposes of this evaluation, Nike will 
be compared to Topgolf Callaway’s active lifestyle 
segment. 

 
Source: FactSet 

*In 2003, Nike acquired Converse for $305 million and is 
listed as a separate line item on their revenue 
decomposition (NKE Investor Relations).  

Peer Comparisons 

The following peer comparisons will look to compare 
Topgolf and its competitors across a variety of financial, 
operational, and industry metrics. All sales, operating 
margins, and net margins for Topgolf are only for that 
respective segment of its business. Additionally, due to 
Dick’s Sporting Goods diversified product line, its level of 
sales only represents its apparel segment. Any outliers 
from the peer group were removed when calculating 
averages and noted below when necessary.  

35%

65%

PLAY Revenue Decomposition ($2.0B)

Food and Beverage

Amusement and Other

40%

34%

24%

2%

DKS Revenue Decomposition ($12.4B)

Hardlines

Apparel

Footwear

Other

77%

23%

COLM Revenue Decomposition ($3.5B)

Apparel, Accessories
& Equipment

Footwear

65%

27%

5% 3%

NKE Revenue Decomposition ($48.7B)

Footwear

Apparel

Converse

Other (Total)



  
 

 

 
Page 13 

 
  

Golf Equipment 

 

 

 

 

 

Source: FactSet 

Based on the following metrics, it appears Acushnet is 
better positioned than Callaway for golf equipment. 
Although Callaway has the largest dollar market share and 
has grown faster in recent years, the company is not 
operating very efficiently. Lower margins, fixed asset 
turnover, and liquidity are some of the biggest weaknesses 
for the company financially, which may make it difficult for 
the company to compete in years when the company does 
not release new equipment. These factors were 
considered in the Henry Fund valuation, with the 
company’s cost of products remaining relatively flat across 
the forecast horizon with revenues only growing at a 
3.76% CAGR. Overall, both companies have well-
established product lines, and the Henry Fund does not 
anticipate much change going forward. While both 
companies may oscillate between owning the top market 
share in different categories, they essentially operate in a 
steady-state environment.  

Topgolf 

Source: FactSet 

Based on the following metrics, it appears Topgolf 
Callaway is best positioned within the sports enter-
tainment market. Similar to the golf equipment, its 
margins are lower than its competitors, but stronger fixed 
asset turnover, lower L-T debt/Capital, and higher 
sales/venue present larger upside potential. This is also 
indicative through Topgolf’s 5-year SVS growth of only 8% 

when compared to Dave and Buster’s and Bowlero. As 
shown previously, Topgolf locations are unique in that 
they become more successful with age, evidenced by 
steadily improving store revenues of a 9% CAGR and 
growing EBITDAR margins. The higher cost per visit for a 
family of four presents long-term risks, however, as more 
price-conscious individuals may opt for less expensive 
options. The Henry Fund model anticipates Topgolf will be 
the major driver for the company’s success going forward, 
forecasting a 10.6% CAGR through 2031. Coupled with 
greater economies of scale, this will help raise operating 
margins by 200 bps by 2030 and generate a 16.8% CAGR 
for FCF through the forecast horizon. 

Active Lifestyle 

 
Source: FactSet 

Based on the following metrics, it appears Nike is best 
positioned within the athletic apparel segment. This is 
understandable given the company’s incredibly strong 
market share and sturdy supply chain. However, among 
more comparable-sized companies to Topgolf Callaway, 
Dick’s Sporting Goods appears to be performing the best. 
Its margins are only second to Nike, with strong inventory 
turnover and a low days sales outstanding. While Topgolf’s 
business model does make it difficult to collect receivables 
in such a timely manner, it is still performing better than 
the industry average. Dick’s is also entirely concentrated in 
the United States, which may make it more susceptible to 
cyclical events.  

The Henry Fund model remains conservative regarding 
Topgolf Callaway’s active segment. Achieving the lowest 8-
year CAGR of 3.52%, the incredibly competitive nature of 
the soft goods industry will make it difficult for the 
company to expand if it remains centered around Topgolf. 
While its TravisMathew and JackWolfskin lines are gaining 
brand recognition in their respective markets with greater 
direct-to-consumer sales, overall competition from blue-
chip companies such as Nike and Adidas may cap the 
company’s target market. Its other product offerings 
through OGIO and Callaway-branded products have not 
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shown any significant upside and are generally expected 
to grow with inflation by the terminal year.    

Future Outlook 

Overall, Topgolf Callaway should leverage their Topgolf 
segment for future growth. The company’s positioning 
within the golf equipment industry is solid and does not 
pose a long-term threat to the business. The active lifestyle 
segment will likely see greater headwinds soon as it 
struggles to take market share away from the largest 
players. While the company has a lower collection period, 
it does not outperform in any other category, especially in 
terms of margins, inventory turnover, or sales per venue. 
Thus, the young age and growing demand for Topgolf will 
drive the company forward. Its fixed asset turnover is the 
strongest among its peers, and greater efficiencies from 
the company’s PIE software will help improve margins. Its 
debt/capital is well balanced and will likely be maintained 
as the company looks to steady the growth of future 
Topgolf locations. Ultimately, its dependency on the 
success of Topgolf does provide some cautious optimism, 
but the company’s mature golf equipment line and 
growing brand awareness of its apparel segment will help 
reduce future volatility.   

ECONOMIC OUTLOOK 

Federal Funds Rate 

Given the company’s significant exposure to floating-rate 
debt, the federal funds rate (FFR) is a major driver for the 
company’s annual interest expense and profitability. A 
higher federal funds rate will likely make it more 
challenging for the company to meet its outstanding debt 
obligations. As of March 2024, the FFR stands at 5.25-
5.50% and represents the interest rate range at which 
commercial banks borrow and lend their excess reserves 
to each other. The rate is set by the Federal Open Market 
Committee, who meet eight times per year to make 
potential adjustments.32 Changes to the FFR in turn have a 
direct impact on the short end of the yield curve, making 
it more difficult for less-credit-worthy companies like 
Topgolf Callaway to borrow and repay debt. Over the next 
six months, the Henry Fund predicts the FFR will be 
between 5.00-5.25%, before dropping to 3.50%-3.75% in 
the next two years. Thus, Topgolf Callaway’s interest 
expense will continue to remain elevated, further driving 
down its EPS levels to $0.29 in 2024. The following chart 
shows the FFR dating back to 2004.  

 
Source: FRED 

Consumer Confidence 

With a majority of Topgolf Callaway’s success being 
dependent on customer demand, the Consumer 
Confidence Index (CCI) will have a direct impact on the 
company’s financial performance. The CCI is a monthly 
survey that measures consumer’s attitudes toward current 
and expected economic conditions.33 The survey is 
considered to have a baseline of 100, with reported values 
above or below this mark indicating how optimistic or 
pessimistic Americans are about the economy. Despite 
macroeconomic uncertainty, consumer confidence has 
remained elevated with the increasing likelihood of a soft 
landing. However, expectations remain muted, as the 
forecasted number of rate cuts continues to decline 
coupled with the anticipation of a major election cycle. 
Overall, the Henry Fund believes these trends will continue 
to remain steady. Strong unemployment and steady GDP 
growth have proven that the economy is in good standing, 
but sticky services inflation may make it difficult for 
Topgolf to sustain double-digit growth.  

Source: The Conference Board 

0.00

1.00

2.00

3.00

4.00

5.00

6.00

Federal Funds Rate (%)



  
 

 

 
Page 15 

 
  

Services Inflation 

Although the Core Personal Consumption Expenditures 
(Core PCE) index has since fallen under three percent, 
services inflation continues to remain sticky at 4.9%. 
Evidence suggests that consumers are beginning to push 
back on these higher prices, especially through nondurable 
goods. Last year, unit sales of general merchandise fell by 
7% and food and beverage by 3%.34 This is likely to extend 
into discretionary service offerings like Topgolf, which may 
force the company to begin lowering its prices and put 
pressure on margins throughout the next 24 months. New 
venues will likely only provide a small boost in revenues, 
so Topgolf should consider maximizing its margins by 
leveraging its stronger technological footprint.  

 

Source: Trading Economics, Bureau of Labor Statistics 

Real Disposable Personal Income 

Highly correlated with the CCI, Real Disposable Personal 
Income (RDPI) is the amount of money an individual or 
household has available to spend, invest, or save after 
taxes have been deducted and adjusted for inflation.35 
However, unlike CCI, this measure is not adjusted to one 
specific period (except for inflation) and is simply reported 
in absolute dollar amounts. For presentation purposes, the 
following chart shows the percentage change in RDPI each 
month since July 2021. Despite a small jump in January 
2023, RDPI has been relatively flat over the past 18 
months. Falling inflation will continue to be a tailwind for 
this statistic, but the Henry Fund anticipates these trends 
will remain steady in the short term. Capital management 
should continue to be management’s current top priority, 
before looking to take advantage of stronger economic 
growth and widespread brand awareness in 2026.   

Source: FRED 

VALUATION 

The following valuation uses an eight-year forecast with a 
continuing value estimation in 2031. A shorter forecast 
horizon was utilized to represent the time in which Topgolf 
would reach its steady-state growth rate. Full financial 
results for 2023 have yet to be released requiring some 
line items to be extrapolated from previous years. Initial 
forecasts for revenues, expenses, and balance sheet items 
attempt to closely align with analyst expectations through 
2025 before applying the ideals of the investment thesis.  

Revenue Forecasts 

Since acquiring Topgolf in 2021, Topgolf Callaway has seen 
heightened top-line growth across all operating segments. 
The market expects this trend to continue, driven by rising 
consumer confidence and low double-digit growth within 
the Topgolf segment.36 Looking ahead, Topgolf's revenues 
grow in line with additional venues while capitalizing on 
greater economies of scale through reduced venue 
expenses and demand management. Industry evidence 
indicates that the number of off-course golfers now 
exceeds on-course golfers by six million people,22 resulting 
in a great opportunity to capitalize on an untapped 
segment of the market. As a result, Topgolf should look to 
add 8-10 new venues per year through 2027, before 
slowing to less than five by 2030. This is more conservative 
than management’s expectations, given the rise in 
competitors and the risk of oversaturation. Net revenue 
per venue should steadily increase, driven by increased 
mid-week promotions,6,9 recognizing its strongest growth 
in 2027, before reaching a continuing value growth rate of 
3.5%. In all, the Topgolf segment represents the best 
opportunity for the company to gain a modern 
competitive advantage, and as a result, is expected to 
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become over 50% of the company’s revenues by 2027. 
However, sticky service inflation above 4.50% has caused 
hourly rates to rise across several Topgolf locations, which 
may drive out customer spending.  

As a leading equipment manufacturer within the golf 
industry, growth within its golf club and golf ball segments 
will remain muted. In January of this year, the company 
released a new line of drivers, fairway woods, irons, and 
golf balls that are expected to see low- to mid-single-digit 
growth from both sub-operating segments.6 In general, 
manufacturers release new equipment every three to five 
years, so, revenues for each of these areas are expected to 
grow by roughly 5% in 2027. Price competition is very 
strong, so most of this growth will be driven by customer 
demand, which presents some potential risks if historical 
trends do not persist. 

The company’s active lifestyle has continued to gain 
market share, especially through its TravisMathew and 
Jack Wolfskin line. In the last two years, TravisMathew has 
opened over a dozen new retail locations and Jack 
Wolfskin was awarded as the top outdoor clothing retailer 
in Germany.6,7 Given the competitiveness of the sports 
apparel industry, maintaining competitive positioning is 
paramount, but often slows over time as the company 
reaches the breadth of its customer base. As a result, 
consistent mid-single-digit growth is expected through 
2027 as the company shifts its focus to more direct-to-
consumer sales.  

The following chart shows the company’s revenue growth 
by segment through its continuing value year in 2031.   

Source: MODG 10-K and Henry Fund Estimates 

Costs and Expenses Forecasts 

Projections for the company’s income statement were 
separated into operating and non-operating components 
before determining each line item’s economic driver. As a 
result, most operating items such as the cost of products, 
cost of services, and other venue expenses were tied to 
their respective operating segment for revenue. Non-
operating items were tied to more nuanced categories, 
such as Net Property, Plant, and Equipment (Net PP&E) for 
depreciation, intangible assets for amortization, and the 
company’s pre-tax cost of debt for interest expense.  

The biggest impact on the company’s profitability going 
forward will stem from Topgolf’s operating expenses. 
These include the cost of services, other venue expenses, 
depreciation, and venue pre-opening costs. In 2023, 
Topgolf fully integrated its proprietary bay management 
system to increase reservation capabilities and improve 
user experiences.6 The operational efficiencies this system 
provides, along with greater cross-segment synergies and 
strong revenue growth will reduce venue expenses by over 
300 basis points come 2030. Management also expects to 
maintain its implied depreciation rate of 12% going 
forward, which should continue to help stabilize free cash 
flow and operating margins.5  

Driven by higher input and shipping costs, the costs of 
products will increase 60 bps to 58% of product revenue in 
2024, before stabilizing above historical levels at 57.5%. 
While research and development expenses are projected 
to remain at roughly 2% of revenues, tensions between 
the United States and China will likely persist, raising 
material expenses and production costs over the long 
term. This also coincides with the assumption of low 
single-digit growth within the active lifestyle segment, 
making it difficult for the company to realize greater 
economies of scale.  

In total, these projections allow for greater stability in 
earnings per share (EPS) metrics through 2025 with the 
ability to ramp up quickly thereafter. Reduced building and 
rent expenses from less aggressive new-venue construct-
ion will help normalize interest expenses. When combined 
with more consistent top-line growth, the company will 
approach an EPS target of $1.99 at continuing value with a 
long-term growth rate that mimics nominal GDP at roughly 
5%.  
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Balance Sheet Forecasts 

The most important line items when forecasting the 
company’s balance sheet were net PP&E, operating right-
of-use (ROU) assets and liabilities, and total debt levels. 
Since most of the company’s assets are through 
commercial leases via Topgolf, forecasting future capital 
expenditures (CAPEX) has made a significant impact on 
operating performance. Larger net PP&E levels have 
historically coincided with larger CAPEX outlays in Topgolf 
venues, which was considered when constructing 
forecasts. Management has indicated CAPEX levels will be 
relatively lower going forward, peaking in 2025 when the 
company is planning to open 10 additional venues.6 These 
resulting net PP&E levels transferred directly into ROU 
asset projections, which were forecasted to grow at the 
same rate. Operating lease liabilities were then forecasted 
as a percentage of ROU assets by using a historical 
average. Due to limited public information, the level of 
ROU assets in 2023 was required to be manually adjusted 
based on management’s guidance on the level of total 
assets and FCF from the fiscal year. However, this estimate 
still aligns with historical trends, steadily increasing from 
$1,385 million in 2021 to $1,439 million in 2023.  

Since assuming Topgolf’s $555 million in net debt in 2021, 
Topgolf Callaway has slowly been attempting to de-lever 
its balance sheet. Furthermore, a majority of this long-
term debt faces floating-rate interest rates and acts as one 
of the company’s biggest risks. If the federal funds rate 
remains elevated for the remainder of the year, this will 
keep the company’s cost of debt elevated and 
corresponding interest payments. Generally, short-term 
and long-term debt components are forecasted as a 
percentage of non-cash current assets or non-cash 
operating assets. As mentioned previously, management 
has not provided guidance on the company’s long-term 
capital structure, but historical book value debt-to-equity 
ratios have been between 1.1 and 1.37x since the Topgolf 
acquisition. Thus, the Henry Fund does not anticipate any 
major changes to the company’s WACC.  

Weighted Average Cost of Capital (WACC) 

Topgolf Callaway’s WACC was constructed around three 
assumptions regarding the company’s beta, equity risk 
premium, and pre-tax cost of debt. An average of the 
company’s beta using one-year, two-year, and three-year 
weekly returns was used to more accurately represent the 
company’s exposure to systematic risk since the Topgolf 

acquisition. The equity risk premium was applied using the 
Henry Fund consensus of 5.00%. Finally, since none of the 
company’s outstanding debt is publicly traded, the current 
yield to maturity on 10-year B+ rated corporate bonds was 
used as a proxy based on the company’s most recent credit 
rating.37 Given the company’s exposure to various lease 
liabilities, its market debt-to-equity ratio currently sits 
above the industry average at 1.49x, resulting in a 
relatively lower WACC of only 7.77%.  

Valuation Metrics 

Three valuation methods were applied to determine 
Topgolf Callaway’s intrinsic value – the enterprise 
discounted cash flow (DCF), the dividend discount model 
(DDM), and a relative peer group. The target price of $16 
represents a 12.7% upside from the current market price 
on March 8, 2023, sitting just below the FactSet and Wall 
Street Journal estimate of $18.52.38 While the Topgolf 
segment provides a great opportunity for growth going 
forward, it may be difficult for the company to generate 
excess returns from its other product lines given their 
highly competitive markets and lower-margin business 
models. Combined with the overall seasonality of the 
company’s industry, there exists some overall uncertainty 
regarding the future position of the company. 

Since 2022, Topgolf Callaway has not paid an annual 
dividend to its shareholders and does not plan to reinstate 
this policy anytime soon.5 As a result, the DDM valuation 
of $5.38 merely serves as a sanity check regarding the 
continuing value growth assumptions for the company’s 
EPS. The relative valuation also fails to provide significant 
merit, as many of Topgolf’s direct competitors within the 
broader golf industry are privately held. Thus, a diverse 
collection of companies that closely align with the 
company’s operating segments was selected, resulting in a 
valuation between $6.18 and $36.60 per share.  
 
One of the biggest risks to the company is its inability to 
generate a high ROIC. Expensive interest payments and 
heightened invested capital levels keep the company’s 
ROIC below WACC through 2029. While the integration of 
the company’s PIE software should help reduce its cost of 
services and other venue expenses going forward, 
management should greatly consider refinancing its debt 
within the next two years. While the Henry Fund 
anticipates the company should be able to fulfill its $276.4 
million obligation in 2026, weakened demand for Topgolf 
venues could put its solvency in jeopardy. Based on 
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current levels, over 70% of its operating earnings are being 
allocated to interest payments. Refinancing its debt to 
pursue more fixed-rate agreements will greatly improve its 
long-term profitability, ideally pushing this distribution 
below 50%.  

Source: MODG 10-K, Henry Fund Estimates 

Sensitivity Testing 

As a final check of the strength of the model, several 
sensitivity tests were conducted on various operating and 
valuation assumptions that could exude significant 
variance going forward. Overall, the model is very stable, 
with an average interquartile range of prices between 
$14.56 and $17.29, a minimum price of $10.47, and a 
maximum price of $22.16.  

KEYS TO MONITOR 

Going forward, the company’s ability to generate positive 
FCF will be crucial. Older Topgolf venues have proven to 
become more profitable with age, citing steady revenue 
growth and increasing EBITDAR margins. The Henry Fund 
believes management is well equipped to continue this 
trend, driven by off-course golf popularity, younger 
demographics, and the integration of the company’s PIE 
software. However, keys to monitor over the next year 
include: 

• Sustained high interest rates, resulting in increased 
interest expense due to the company’s reliance on 
floating-rate debt 

• Consumer pushback due to higher prices from sticky 
services inflation, potentially reducing operating 
margins 

• Strong competition within the sports apparel industry 
from mega-cap corporations, making it difficult to 
grow the company’s active lifestyle segment 

Given these risks, the Henry Fund believes there still exists 
limited upside due to the company’s strong market share 
within its golf equipment segment and diversified revenue 
streams. Becoming FCF positive one year ahead of 
schedule is very encouraging for the company's outlook 
and allows management to focus on more value-
generating activities such as stabilizing its EPS and same-
venue-sales growth. Should consumer confidence 
continue to remain elevated, and a soft landing is 
achieved, it is quite likely the company’s stock can 
continue to rebound and trade at an upper bound of $20 
per share. 

Overall, the company’s outlook remains cautiously 
optimistic due to expected revenue and free cash flow 
growth driven by increased off-course golfers and 
operational efficiencies. Analyst consensus is largely 
anticipating strong active lifestyle growth with lower 
operating expenses for the company’s golf equipment 
segment.36 However, the Henry Fund believes there will be 
difficulties for the company going forward due to intense 
competition and sustained geopolitical risks. Topgolf will 
continue to be a major growth catalyst due to its strong 
market share, but risks such as higher interest rates, 
seasonal demand, and a dampened ROIC result in a 
NEUTRAL outlook. 
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