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Align Technology (ALGN): 

Brace-face begone! ALGN produces and sells the Invisalign system, which corrects malocclusion, or crooked 

teeth.  Instead of using metal or ceramic mounts that are cemented on the teeth and connected by wires 

(traditional braces), the system uses an array of clear and removable dental aligners to move a patient’s 

teeth into a desired alignment.  The company markets its products to orthodontists and dentists worldwide.  

ALGN also provides training for practitioners to model treatment schemes using its online ClinCheck 

application, which simulates tooth movement and suggests the appropriate aligner.  Additionally, it makes 

and sells orthodontic scanning and CAD (computer-assisted design) devices.  

 

Estimating the Market: 

It is difficult to find clear evidence of how many people visit their dentist (or orthodontist) for braces in a 

given year.  However, a few general parameters can be set to estimate the market for malocclusions: 

 

 According to multiple sources, braces are generally worn from 6 months to 2 years.  However, it does 

seem most tend to lean more towards 2 years, so this analysis will assume 18 months. 

 In the US alone, over 4 million people currently wear braces.   

o A side note is that roughly 25% of these individuals are adults. 

Taking these figures into account implies 2.67M new malocclusion patients a year for the dentistry segment.  

Given that ALGN fit 651K Invisalign patients over the past 12 months implies a 24% market share in the US.  

In addition, just 3 years ago this market share for Invisalign was only 14%.  Malocclusions are not only a 

steady business, but also a business that seems to be undergoing a shift from traditional braces to Invisalign.   

   

Currently, ~60% of Invisalign is sold in the US, whereas, just 3 years ago this proportion was 70%.  Thus, not 

only has the US market been growing at over 30%, but the international market has been growing even 

faster.  Simply extracting the market analysis of the US and applying to the world highlights the true upside of 

Invisalign.       

 The US population is 328.7M which implies 1.22% of the populace wears braces.   
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 The world population is 7,523M with China and India making up 2,680M or 36% of the world’s 

population. 

 Taking the US Invisalign market and applying it to the rest of the world indicates a patient pool of 

22M, highlighting a huge market potential that is over 8x the US. 

Before concluding this as the market opportunity for ALGN, it must be discounted given the US is a developed 

country while a large portion of the world remains underdeveloped.  This is especially the case for China and 

India as certain parts of the country are some of the most developed parts of the world while others lack 

running water.  Nonetheless, The United Nations estimated that 20% of the world populace lives in 

developed areas where citizens most likely have access to Invisalign.  Taking this into account highlights an 

addressable market of 4.41M.   

 

This cannot be said enough, but a host of assumptions went into this 4.41M estimation: Malocclusion 

demand, Invisalign market share, world populations, developed vs. undeverloped markets, and length of 

treatment.  However, each parameter has either been trending in the right direction for Invisalign and/or 

neutral. 

 Malocclusion Demand: Malocclusions are fairly common in the world with a host of catalysts 

causing the misalignment.  At the very least, as the rest of the world catches up to the US the 

number of patients with malocclusions will most likely only increase. 

 Invisalign Market Share.  In three short years Invisalign went from 14% market share to 24%.  

ALGN’s most recent quarterly call highlighted that 63,000 doctors use Invisalign, this is more than 

all dentists who started using Invisalign in 2017.  

o Not only are new dentists increasingly embracing Invisalign, but as older dentists who 

may be against switching from braces will begin to retire.  This implies the market share 

of Invisalign to rise overtime. 

 World Population: While the annual growth of the world population has been slowing, it remains 

positive.  However, the majority of this growth is taking place in undeveloped nations, providing 

little evidence that Invisalign will see an uptick from world population growth. 
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 Developed vs. Undeveloped: Technology and infrastructure are increasingly making their way 

around the world.  This is not only opening new markets to firms like ALGN, but also expands the 

patient pool. 

 Length of Treatment: According to ALGN, the average treatment period for Invisalign is 12 

months, largely shorter than traditional braces.  While a shorter treatment period is not a 

tailwind in and of itself, it could create a positive catalyst for patients to choose Invisalign over 

braces.   

Circling back to all these factors, quickly paints a picture that the 4.41M patient pool may be the current 

market opportunity, but this is most likely conservative relative to the future. 

 

In conclusion, the mild increase to world population in conjunction with more of the globe increasingly 

becoming developed provides a macro tailwind for ALGN.  In addition, the growing market share of Invisalign 

and very mild increase in malocclusion demand create an idiosyncratic tailwind for the firm.  This paints a 

very robust outlook for the firm when considering the overall market demand for malocclusions. 

Invisalign vs. Braces 

The obvious competitor to Invisalign is the traditional answer to malocclusions, braces.  While the increase in 

ALGN market share is pretty strong evidence that Invisalign is gaining traction at the expense of braces a 

comparison is still warranted.   

 Invisalign Traditional Braces 

Instrument 
Clear aligner designed from high end 

plastic that is custom made to a 
patient’s teeth. 

Brackets and wires placed across 
the teeth with elastic ties to secure 

them. 

Cost 
$5,000 (Gross Insurance) 

Varies (Net Insurance) 
$3,000 - $7,000 (Gross Insurance) 

Varies (Net Insurance) 

Treatment Length 
12 Months 18 Months 

Removable Yes No 

Maintenance 
 Change Aligner Every 2 Weeks 

 Doctor Visit Every 4-6 Weeks 

 Doctor Visit Every 4 Weeks 

Pros 
 Invisible 

 Removable 

 No self-discipline 

 Handle more complex oral 
issues 

7,750M 1.22% 30% 25% 12 Months

7,850M 1.23% 35% 30% 12 Months

Implied Patient Pool

10.14M

Implied Patient Pool

7.10M

5 Year
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 No discomfort with food or 
eating 

 No discomfort from brackets 

 Zero physical limits 

Cons 

 Brush constantly to avoid 
staining 

 Self-discipline 

 Discomfort from brackets 
and wires 

 Bracket and wire breakage 
 Limited diet and food 

getting caught 

 Limited physical activity 

  

The table largely explains why the shift in market share from braces to Invisalign is taking place.  The biggest 

variable for many is most likely cost and largely introduces the biggest risk to ALGN.  Prior to insurance the 

estimated cost of braces and Invisalign is roughly the same, but given Invisalign’s fairly new adoption rate 

insurance coverage can be spotty.  Thus, in the event the economy were to take a step back and consumers 

found themselves with less discretionary income it could cause a shift back to braces if it remains a lower 

cost option after insurance.       

Despite the host of advantages Invisalign has over braces, another variable much harder to quantify quickly 

rises to the surface, appearance.  Many patients who have worn braces have admitted to confidence 

plummeting given the hardware in their mouth.  Invisalign and its clear aligner are much harder to notice and 

circumvent the cosmetic fault of braces.     

The Long Term Outlook: 
 

ALGN’s aligner dates back all the way to 1997.  As the aligner has become more and more reliable and has 

increasingly taken market share from braces, the next stage has been the delivery method.  Historically, 

aligners like braces could only be obtained by visiting your local dentist.  The dentist would most likely use 

the iTero Scanner (also owned by ALGN) to gather 3D images of the patient’s mouth to create the initial 

aligner.  As weeks progress the patient would schedule reoccurring visits to the dentist to make sure an 

altercation to the aligner is not needed.   

 

In 2014, the Smiles Direct Club (SDC) was created as a means to effectively cut out your local GP or 

orthodontist and work directly with the consumer.  This was initially met with applause for SDC as ALGN 

pushed for patent infringement on their aligner, but unfortunately lost the case.  In addition, SDC has claimed 

that by cutting out the doctor, they are saving their users 60% compared to those who do not.   

 

This is where the long term outlook gets incredibly murky.  The American Association of Orthodontists (AAO) 

is actively encouraging at least 35 states in the US to punish the SDC for breaking rules of regulation.  The 

AAO is claiming these rules involve having a professional constantly oversee an aligner case instead of a 1-

time advisement where the doctor does not even see the patient.  The AAO fears this will ultimately lend 

itself to non-supervised consumers not wearing their aligners properly and result in teeth becoming loose 

and worst case falling out.  To be fair, SDC was quick to fire back on the AAO saying they were just afraid of 

competition.        
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In September, SDC went public at $23/share, but is currently trading at $8.60/share.  This 63% loss in value in 

a matter of months has largely been blamed on the underlying financials of the firm as well as its fallout with 

ALGN.  At the end of 2019, SDC will lose its one and only supplier ALGN of its industry best aligners.  This will 

not only force SDC to create its own supply lines, but do so at a time when free cash flow is expected to be 

negative with limited cash on hand.  Thus, it seems costs are only going to go up at a time when the firm has 

never made a single dollar in positive free cash flow.  The one positive the firm has had, is its recent 

partnership with CVS and WBA to open SmileShops in CVS and WBA stores.  This could create more foot 

traffic for the local stores, but is hard to reconcile when the majority of aligner clients either look for an 

online solution or go see their dentist.   

  

Equity & Fundamental Analysis: 
 
Despite Invisalign’s 10+ years of history, it has increasingly gained traction in the past 5 years.   

 

A quick glance reveals how quickly the firm has grown over the past 5 years.  The increasing expansion 

overseas as well as the stability of growth in the US has created and is expected to create an ongoing tailwind 

of growth for the firm.  This is especially the case for ALGN aligners as small competitors lack the 

manufacturing resources positioned around the world.  As growth increasingly takes hold in China, India, and 

other fast growing economies, ALGN has the logistical capabilities to deliver without losing margin compared 

to SDC and other smaller peers.   

This also takes into account the growth seen and expected from the rollout of the iTero2 and future 

iterations of the product.  The iTero Scanner is effectively what makes the ALGN aligners so accurate in fitting 

to the patient’s teeth.  In addition, as 5G is rolled out across doctor offices this technology will only increase 

in effectiveness and accuracy.  If GPs and orthodontists want to stay at the forefront of their respective field, 

future iterations of the iTero Scanner will be a must have for the office. 

Lastly, management ramped up CAPEX in 2019 to build out its international manufacturing presence.  Going 

forward, this elevation in CAPEX will be unwarranted and provides management the ability to increasingly 

leverage the operating cash flow that is being generated. 

Product Projections

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Revenue $660 $762 $846 $1,080 $1,474 $1,967 $2,415 $2,905 $3,418 $3,947 $4,625

  Clear Aligner $615 $713 $800 $958 $1,309 $1,692 $2,030 $2,385 $2,743 $3,086 $3,548

  Scanners CAD/CAM $46 $49 $45 $122 $164 $275 $385 $520 $676 $861 $1,077

Market Share

  Clear Aligner 93.09% 93.55% 94.64% 88.75% 88.86% 86.02% 84.06% 82.11% 80.23% 78.17% 76.72%

  Scanners CAD/CAM 6.91% 6.45% 5.36% 11.25% 11.14% 13.98% 15.94% 17.89% 19.77% 21.83% 23.28%

Growth Rates

Revenue 37.63% 15.36% 11.02% 27.71% 36.46% 33.46% 22.80% 20.29% 17.68% 15.46% 17.18%

  Clear Aligner 36.06% 15.93% 12.31% 19.76% 36.63% 29.19% 20.00% 17.50% 15.00% 12.50% 15.00%

  Scanners CAD/CAM 62.86% 7.68% -7.74% 168.21% 35.14% 67.48% 40.00% 35.00% 30.00% 27.50% 25.00%

CAPEX -$211 -$202 -$166 $73 -$252 $7 -$193 -$203 -$205 -$217 -$231

Depreciation $17 $18 $18 $24 $38 $55 $77 $92 $103 $119 $133

Sales/CAPEX 31.91% 26.47% 19.68% -6.74% 17.07% -0.35% 8.00% 7.00% 6.00% 5.50% 5.00%

CAPEX/Depreciation 7.97% 8.88% 10.82% -32.97% 14.99% -792.75% 40.00% 45.00% 50.00% 55.00% 57.50%

Historic Projection
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The growth in sales will result in margin expansion, but this forecast took a more conservative approach into 

how much.  Growth overseas is already outpacing the US and while not a bad thing, does introduce currency 

risk.  The growing exposure to overseas currencies at a time when the USD has been appreciating has limited 

the scale that should come with growth rates consistently above 20%.  However, this currency risk is slowly 

going to come down overseas.  As ALGN builds its manufacturing facilities around the world they will have 

the ability to build aligners (realize expenses) in the same currency as the revenue being generated.  Thus, if 

overseas growth continues to expand at a faster pace than the US and the USD appreciates management will 

be able to realize expenses in a lower currency as well.  Overall, this sophistication in logistics will leave 

management with the ability to strategize costs and revenues to expand margin over the long run. 

As noted, the supply costs may rise and fall with the USD, SG&A as well as R&D will be increasingly scaled.  

Despite forecasting expenses to grow 26% in 2019, expense growth will begin to slow in 2020 and serve as 

the tailwind for margins to expand.  This expansion will position management in the unique ability to pursue 

new avenues of growth as well as go after competitors who lack the cash to compete. 

Income Statement ($USD)

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Revenue $660 $762 $846 $1,080 $1,474 $1,967 $2,415 $2,905 $3,418 $3,947 $4,625

Cost of Goods $162 $183 $205 $265 $357 $519 $670 $799 $940 $1,076 $1,260

Gross Revenue $498 $578 $640 $815 $1,117 $1,448 $1,745 $2,106 $2,478 $2,872 $3,365
  Gross Margin 75.45% 75.95% 75.71% 75.50% 75.81% 73.63% 72.25% 72.50% 72.50% 72.75% 72.75%

SG & A $276 $314 $372 $467 $628 $798 $1,014 $1,191 $1,333 $1,480 $1,619

R & D $44 $53 $61 $76 $98 $129 $157 $189 $214 $237 $266

Other Operating $2 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

EBITDA $176 $211 $207 $273 $391 $521 $574 $726 $932 $1,155 $1,480
  EBITDA Margin 26.64% 27.76% 24.45% 25.26% 26.56% 26.51% 23.75% 25.00% 27.25% 29.25% 32.00%

Depreciation & Amoritization $17 $18 $18 $24 $38 $55 $77 $92 $103 $119 $133

EBIT $159 $194 $189 $249 $354 $467 $496 $635 $829 $1,035 $1,347
  EBIT Margin 24.10% 25.41% 22.32% 23.04% 24.00% 23.73% 20.55% 21.85% 24.25% 26.23% 29.13%

Interest Expense $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Other Abnomral Losses $68 $3 $3 $6 -$11 $0 $0 $0 $0 $0 $0

EBT $91 $190 $186 $242 $365 $467 $496 $635 $829 $1,035 $1,347

Tax Expense $29 $45 $42 $51 $130 $58 $89 $114 $149 $186 $242

Net Income $62 $146 $144 $191 $235 $409 $407 $520 $680 $849 $1,105

SG & A Expense (% Sales) 41.81% 41.26% 44.02% 43.22% 42.63% 40.56% 42.00% 41.00% 39.00% 37.50% 35.00%

R & D Expense (% Sales) 6.68% 6.93% 7.24% 7.01% 6.62% 6.55% 6.50% 6.50% 6.25% 6.00% 5.75%

Other Expense (% Sales) 0.32% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Effective Tax Rate (% EBT) 31.65% 23.38% 22.61% 21.12% 35.69% 12.36% 18.00% 18.00% 18.00% 18.00% 18.00%

Historic Projection
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Cash Flow Statement ($)

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

EBIT $159 $194 $189 $249 $354 $467 $496 $635 $829 $1,035 $1,347

Tax Expense (-) 18% $29 $45 $42 $51 $130 $58 $89 $114 $149 $186 $242

Depreciation, Amoritization & Provision (+) $17 $18 $18 $24 $38 $55 $77 $92 $103 $119 $133

Change in Net Working Capital (-) -$105 -$63 -$76 -$34 -$169 -$100 -$125 -$150 -$75 -$150 -$200

Capital Expenditures (+) -$211 -$202 -$166 $73 -$252 $7 -$193 -$203 -$205 -$217 -$231

Operating Cash Flow $41 $29 $74 $328 $179 $570 $416 $559 $652 $901 $1,206

Outstanding Debt: Principal Payments Year Size (M)

1st Lien Revolver Due Apr. 27, 2021  2021 1,000 $0 $0 $0 $0 $0

New Debt: Issuance 10 Tenor:

Sr. Unsecured Due 2027 1 0 $0 $0 $0 $0 $0

Sr. Unsecured Due 2028 2 0 $0 $0 $0 $0

Sr. Unsecured Due 2029 3 0 $0 $0 $0

Sr. Unsecured Due 2030 4 0 $0 $0

Sr. Unsecured Due 2031 5 0 $0

Sr. Unsecured Due 2032 6 0

Sr. Unsecured Due 2033 7 0

Sr. Unsecured Due 2034 8 0

Sr. Unsecured Due 2035 9 0

Sr. Unsecured Due 2036 10 0

$0 $0 $0 $0 $0

Total Debt $0 $0 $0 $0 $0

Outstanding Debt: Interest Payments Coupon

1st Lien Revolver Due Apr. 27, 2021 4.00% 1,000 $0 $0 $0 $0 $0

New Debt Interest Payments Year

Sr. Unsecured Due 1 0.00% 0 $0 $0 $0 $0 $0

Sr. Unsecured Due 2 5.19% 0 $0 $0 $0 $0

Sr. Unsecured Due 3 5.69% 0 $0 $0 $0

Sr. Unsecured Due 4 6.56% 0 $0 $0

Sr. Unsecured Due 5 7.31% 0 $0

Sr. Unsecured Due 6 7.94% 0

Sr. Unsecured Due 7 0.00% 0

Sr. Unsecured Due 8 0.00% 0

Sr. Unsecured Due 9 0.00% 0

Sr. Unsecured Due 10 0.00% 0

Current Total Interest Expense $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Debt Tax Shield (35%) 18% $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Free Cash Flow $41 $29 $74 $328 $179 $570 $416 $559 $652 $901 $1,206

Base Total Interest Expense $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Potential Debt Tax Shield (35%) 18% $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Base Free Cash Flow $41 $29 $74 $328 $179 $570 $416 $559 $652 $901 $1,206

Dividend $0.00/Share $0 $0 $0 $0 $0

Share Repurchase $100 $100 $100 $100 $100

Non-Guaranteed Equity Payments $100 $100 $100 $100 $100

Maturity Schedule

1st Lien Revolver Due Apr. 27, 2021 1,000 $0 $0 $0 $0 $0

Retired Debt $0 $0 $0 $0 $0

FCF - Obligations and Non-Guaranteed $316 $459 $552 $801 $1,106

Debt Retirement Cash Limit $0 $0 $0 $0 $0

Cash Balance $766 $500 $1,082 $1,541 $2,093 $2,894 $4,000

Base Capital Raise $0 $0 $0 $0 $0

EBITDA/Interest Expense #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0!

EBITDA/Interest Expense* #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0!

(EBITDA - CAPEX)/Interest Expense #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0!

(EBITDA - CAPEX)/Interest Expense* #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0! #DIV/0!

Total Debt/EBITDA 0.0x            0.0x            0.0x            0.0x             0.1x             #REF! #REF! #REF! #REF! #REF! #REF!

Total Debt/EBITDA* #REF! #REF! #REF! #REF! #REF! #REF!

*Includes Capital Raising and Acquisitions

Historic Projections
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Given the prolonged runway for growth in conjunction with management’s ability to scale costs paints a 

robust picture for FCF.  In addition, ALGN does not have a single cent of debt and minimal lease exposure 

(~$50M).  Thus, as FCF is projected to grow with no liability payments to meet provides a catalyst for 

management to pursue shareholder friendly practices. 

 

The idiosyncratic spread was slightly increased to compensate for the risk that consumers have an 

alternative, braces as well as small scale startups seeking to disrupt the industry.  However, if ALGN continues 

to gain market share and ancillary benefits such as confidence for wearers are increasingly transparent this 

could be lower.  A lower spread would result in a lower discount rate and ultimately a higher projected share 

price.   

 

Interest Rate Projections 2019 2020 2021 2022 2023

3MO ICE LIBOR 2.75% 2.25% 2.00% 2.25% 2.75% 3.00%

Spread (+) 1.50% 3.75% 3.50% 3.75% 4.25% 4.50%

2-Year Treasury 2.49% 1.74% 1.99% 2.49% 3.12% 3.49%

Spread (+) 2.00% 3.74% 3.99% 4.49% 5.12% 5.49%

5-Year Treasury 2.51% 1.76% 2.14% 2.76% 3.51% 4.01%

Spread (+) 2.50% 4.26% 4.64% 5.26% 6.01% 6.51%

7-Year Treasury 2.59% 1.84% 2.21% 2.96% 3.59% 4.09%

Spread (+) 2.85% 4.69% 5.06% 5.81% 6.44% 6.94%

10-Year Treasury 2.69% 1.94% 2.44% 3.31% 4.06% 4.69%

Spread (+) 3.25% 5.19% 5.69% 6.56% 7.31% 7.94%

30-Year Treasury 3.02% 2.14% 2.89% 3.77% 4.52% 5.14%

Spread (+) 3.85% 5.99% 6.74% 7.62% 8.37% 8.99%

Dynamic Cost of Capital Projections 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Total Preferred $0 $0 $0 $0 $0 $0

Total Equity $4,605 $4,484 $5,235 $7,647 $17,784 $16,708

Total Debt $0 $0 $0 $0 $0 $0

Preferred Weight 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Equity Weight 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

Debt Weight 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Equity Beta 1.52x 1.52x 1.52x 1.52x 1.52x

Debt Beta 0.10x 0.10x 0.10x 0.10x 0.10x

Preferred Beta 0.20x 0.20x 0.20x 0.20x 0.20x

Asset Beta 1.52x 1.52x 1.52x 1.52x 1.52x

Risk Free Rate 2.25% 2.00% 2.25% 2.75% 3.00%

Perpetual Risk Free Rate 2.14% 2.89% 3.77% 4.52% 5.14%

Expected Market Return 3.00% 5.14% 5.89% 6.77% 7.52% 8.14%

Idiosyncratic Spread 3.75% 3.75% 3.75% 3.75% 3.75% 3.75%

Cost of Capital 10.56% 10.31% 10.56% 11.06% 11.31%

Adjusted Present Value

Equity SnapShot 5YR CAGR

Growth 7.50% 21.34% $507.42 10.63% 10.88% 11.13% 11.38% 11.63% 11.88% 12.13% 12.38% 12.63%

Discount 11.63% 6.50% $503.50 $479.66 $458.40 $439.31 $422.09 $406.46 $392.23 $379.20 $367.24

6.75% $531.46 $504.48 $480.59 $459.27 $440.14 $422.88 $407.22 $392.94 $379.89

Time 1 2 3 4 5 6 7 8 9 10 7.00% $563.26 $532.50 $505.46 $481.51 $460.15 $440.97 $423.67 $407.97 $393.66

Discount Factor 0.90391395 0.809725 0.718881 0.638249 0.56414519 0.50990028 0.4629494 0.41471773 0.36410604 0.32544337 7.25% $599.77 $564.38 $533.54 $506.44 $482.44 $461.02 $441.80 $424.46 $408.72

Free Cash Flow $182 $325 $497 $417 $982 $1,474 $2,012 $2,641 $3,321 $3,996 7.50% $642.11 $600.97 $565.49 $534.59 $507.42 $483.36 $461.90 $442.63 $425.24

Discounted FCF $165 $263 $357 $266 $554 $752 $931 $1,095 $1,209 $1,301 7.75% $691.81 $643.41 $602.17 $566.61 $535.63 $508.40 $484.29 $462.77 $443.46

Terminal Value $33,853 8.00% $750.95 $693.21 $644.70 $603.36 $567.72 $536.67 $509.38 $485.21 $463.65

8.25% $822.51 $752.49 $694.62 $645.99 $604.56 $568.84 $537.72 $510.36 $486.13

Enterprise Value $40,746 8.50% $910.87 $824.21 $754.02 $696.02 $647.29 $605.76 $569.95 $538.76 $511.34

Outstanding Debt $0

Equity Value $40,746 83.08%

Shares Outstanding 80.3 32.8x        

Share Price $507.42 75.54%

Current Share Price $383.33

Sensitivity Analysis

Upside/Downside Capture

U/D Capture

FV Discount

Terminal 

Weight
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Nonetheless, the projected price tag of $290.14/share provides just over 9% upside to the current share 

price.  What’s even more important is the sensitivity analysis of the firm.  If management can continue to 

grow north of 10% for the foreseeable future, the upside could be as high as $1,000/share.  This would 

amount to 275% upside while a worst case scenario of $178.70/share is only a 33% loss. 

Before concluding, one final point needs to be made about the recent volatility of ALGN.   

 

Shares have effectively been flat over the past 3 years as management dealt with the SDC fallout as well as 

potential weakness in China.  2Q19, management noted softness in the Chinese market, which largely 

resulted in the share depreciation, but the most recent quarter indicated a snapback of growth with 

management relaying growth was only accelerating into Q4.  This also comes on the heels of more and more 

Chinese dentists being equipped with the training around iTero and Invisalign.  Thus, the worst seems to be 

behind the firm, but also shows there is no thing as a risk free investment.  If the Chinese consumer were to 

feel the pressure of a growing trade war, it could limit ALGN’s growth profile and ultimately result in a worst 

case scenario of $178.70/share. 

Conclusion: 

Align Technologies stands on the edge of dentistry innovation with Invisalign, CAD technology, and iTero.  As 

management ramps up advertising and marketing, the benefits of Invisalign versus braces should become 

more transparent and result in the patient pool expanding.  This is especially the case for overseas markets 

such as Asia.  This is also paramount to the value of the firm as any misstep and/or long term negative side 

effects of Invisalign would reduce the share price. 

While competition is arising in the form of firms simply offering the aligner, this comes with the risk that DIY 

dentistry results in aligners that do not fit properly and can actually damage teeth.  Thus, while DIY is cheaper 

Source: Bloomberg 
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relative to visiting a dentist, consumers are already reporting the side effects of improperly measured 

aligners.   

Lastly, ALGN is the only aligner firm that has manufacturing capabilities around the world.  Thus, if growth 

overseas continues to outpace the US management is uniquely positioned to capture this growth while 

expanding margin.   

In conclusion, the future of the equity price can be argued as a play on international expansion, and 

additional products such as Invisalign and iTero.  Given the increasing growth seen in international markets 

paints a robust outlook for the firm.     

If you have any questions, please do not hesitate to ask. 

Respectfully 

Kenny Blickenstaff, CFA 

CEO, Titan Investment Mgmt. LLC 
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Disclosures: 

Titan Investment Management LLC is a registered investment adviser.  Information presented is for educational 
purposes only and does not intend to make an offer or solicitation for the sale or purchase of any specific 

securities, investments, or investment strategies.  Investments involve risk and unless otherwise stated, are not 
guaranteed.  Be sure to first consult with a qualified financial adviser and/or tax professional before implementing 

any strategy discussed herein. Past performance is not indicative of future performance. 

 

Backtested Performance Disclosure Statement 
Backtested performance is NOT an indicator of future actual results. There are limitations inherent in hypothetical 
results particularly that the performance results do not represent the results of actual trading using client assets, 

but were achieved by means of retroactive application of a backtested model that was designed with the benefit of 
hindsight. The results reflect performance of a strategy not historically offered to investors and do NOT represent 

returns that any investor actually attained. Backtested results are calculated by the retroactive application of a 
model constructed on the basis of historical data and based on assumptions integral to the model which may or 

may not be testable and are subject to losses. 

 
Backtested performance is developed with the benefit of hindsight and has inherent limitations.  
  
Specifically, backtested results do not reflect actual trading, or the effect of material economic and market factors 
on the decision making process, or the skill of the adviser. Since trades have not actually been executed, results 

may have under- or over-compensated for the impact, if any, of certain market factors, such as lack of liquidity, 
and may not reflect the impact that certain economic or market factors may have had on the decision-making 

process. Further, backtesting allows the security selection methodology to be adjusted until past returns are 
maximized. Actual performance may differ significantly from backtested performance. 

 
Model portfolio performance is not shown net of the model advisory fee of 1.00% the average fee charged by Titan 

Investment Management LLC, and gross of trading costs based on our Custodian TD Ameritrade. Performance does 
not reflect the deduction of other fees or expenses, including but not limited to brokerage fees, custodial fees and 

fees and expenses charged by mutual funds and other investment companies. Performance results shown include 
the reinvestment of dividends and interest on cash balances where applicable. The data used to calculate the 

model performance was obtained from sources deemed reliable and then organized and presented by Titan 
Investment Management LLC. 

 

 


