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Fitbit	Inc.	(FIT):		Hold	@	$6.50	

Hold	 Thesis:	 	 We	 are	 upgrading	 Fitbit	 to	 a	 Hold	 with	 a	 PT	 of	 $6.50.	 	 We	 believe	 our	
previous	Short	Thesis	has	been	fully	played	out	and	the	stock	 is	currently	 trading	at	 fair	
value	(≈$6.00-6.50)	with	all	the	negative	news	and	sentiment	already	priced	into	it.		4Q16	
was	 a	Brutal	Quarter	 for	 FIT	 and	management	 is	 looking	 to	 2017	as	 a	Transition	Period	
where	 it	 hopes	 to	 stabilize	 top-line	 growth	 while	 it	 executes	 a	 turnaround	 plan.	 	 We	
believe	Management	has	 to	overcome	Two	Major	challenges	 if	 it	wants	 to	re-accelerate	
top-line	growth	in	the	short	term:		1)	how	to	grow	User	Retention	and	2)	how	to	Navigate	
a	Saturated	Market,	especially	in	the	U.S.,	where	the	market	for	basic	tracker	devices	has	
already	been	fully	penetrated.		Fitbit	is	still	the	dominant	player	in	the	U.S.	Device	Tracker	
market	with	an	81%	revenue	share	of	the	market.	 	While	still	 in	the	early	 innings	of	the	
turnaround	plan,	we	remain	optimistic	that	some	positive	results	can	be	shown	in	2H17.			
	
TABLE	1:		Fitbit	4Q16	Pre-Announcement	(Jan.	30,	2017)		

4Q16	Results	(est.)	 FY	2017	Guidance	 4Q16	Results	(est.)	 FY	2017	Guidance	

EPS	 Cons.	 Result	 EPS	 Cons.	 Result	 Total	Rev.	 Cons.	 Result	 Total	Rev.	 Cons.	 Result	

(0.56)-(0.51)	 0.17	 miss	 (0.44)-(0.22)	 0.64	 miss	 572-580M	 738.2M	 miss	 1.5-1.7B	 2.39B	 miss	

Previous	guidance:	
0.14-0.18	 	 	 	 Previous	guidance:	

725-750M	 	 	 	

Source:		Fitbit	Inc.		

	
TABLE	2:		Fitbit	4Q16	Results	

4Q16	Results	 1Q17	Guidance	 4Q16	Results	 1Q17	Guidance	

EPS	 Cons.	 Result	 EPS	 Cons.	 Result	 Total	Rev.	 Cons.	 Result	 Total	Rev.	 Cons.	 Result	

-0.56	 -0.48	 miss	 (0.18)-(0.20)	 -0.15	 miss	 573.78M	 575.83M	 miss	 270-290M	 303.14M	 miss	

Source:		Fitbit	Inc.	and	Estimize.com	

	
	

I. 4Q16	Results	were	Terrible	
	
Revenue	growth	hit	a	peak	inflection	point	in	2Q15	with	a	253%	y/y	growth	rate	and	descending	quickly	
to	a	negative	19%	y/y	growth	in	4Q16	(see	Figure	1	left).		After	growing	an	average	of	16.8%	y/y	in	2016,	
management	 guided	 2017	 revenue	 growth	 to	 a	 range	 of	minus	 31%	 y/y	 to	minus	 22%	 y/y.	 	 Fitbit	 also	
guided	1Q17	revenue	to	a	mid-point	of	280M	or	down	45%	y/y	from	the	same	period	last	year.	
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FIGURE	1:		Revenue	($	Thousand)	Y/Y	Growth	(%)	left	chart	and	Units	Sold	(Thousand)	Y/Y	Growth	(%)	
right	chart		

	 	
Source:		Fitbit	Inc.	and	Viola	Advisory	LLC	estimates	for	1Q17	Units	sold			

	
Units	sold	also	took	a	big	hit	in	4Q16	with	roughly	6.5M	units	shipped	(down	21%	y/y)	from	~8.3M	units	
(up	56%	y/y)	 in	4Q15	(see	Figure	1	right).	 	Management	pointed	to	a	saturated	U.S.	market	particularly	
among	the	early	adopter	market	segment	where	Fitbit’s	market	penetration	of	around	19%	 is	probably	
the	peak	point.	 	 In	addition,	basic	device	trackers	seemed	to	be	out	of	 favor	this	past	holiday	season	as	
consumers	increasingly	preferred	GPS-enabled	smartwatches	with	fitness	device	features	and	apps.			
	
Management	considers	the	revenue	slowdown	as	temporary	and	is	looking	to	2017	as	a	transition	period	
where	it	hopes	to	implement	a	turnaround	plan	to	revive	top-line	growth.		We	next	identify	the	two	major	
challenges	facing	Fitbit	in	the	short	term,	which	management	has	to	overcome	if	it	wants	to	meet	its	goal	
of	re-accelerating	top-line	growth.			
	
	

II. Two	Challenges	Facing	Fitbit	in	the	Short	Term	
	

A. Fitbit	Needs	to	Grow	User	Retention	
	
FIGURE	2:		Active	User	Decline	(%	of	Total	Registered	Users)			

Despite	 the	 increase	 in	 registered	 users	 (up	 73%	
y/y)	and	active	users	(up	37%	y/y)	in	2016,	the	ratio	
of	 active	 users	 to	 registered	 users	 has	 been	 on	 a	
steady	decline	since	4Q14	(see	Figure	2).	 	 In	4Q15,	
the	ratio	of	active	to	registered	users	stood	at	58%,	
down	 from	 61%	 in	 4Q14.	 	 By	 4Q16,	 the	 ratio	 of	
active	 to	 registered	 users	 fell	 to	 46%,	 indicating	
that	 only	 46	 out	 of	 100	 users	 who	 own	 a	 Fitbit	
device	 are	 currently	 using	 them.	 	 Presumably,	 the	
remaining	 54	 registered	 owners	 have	 lost	 interest	
and	are	no	longer	using	the	device.			

Source:		Fitbit	Inc.			
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The	 downward	 trend	 in	 user	 engagement	 is	 problematic	 because	 it	 shows	 that	 Fitbit	 devices	 are	 not	
“must-have”	devices,	but	rather	just	part	of	a	short-term	fad.		To	increase	relevancy,	management	plans	
on	investing	more	heavily	in	software	and	services	–	adding	more	coaching	and	guidance	features	in	the	
app	that	will	enable	users	to	better	regulate	their	training	activities	in	order	to	meet	their	fitness	goals.			
	
To	 this	end,	Fitbit	 re-launched	Fitstar	at	 the	Consumer	Electronic	Show	 last	 January.	 	The	app	saw	over	
1.2M	downloads,	moving	from	No.	50	to	No.	9	on	the	Top	apps	rankings	by	revenue.		Management	also	
indicated	 that	 it	 plans	 to	 streamline	 Fitbit’s	 Tracker	 portfolio	 in	 order	 to	 make	 it	 simpler	 for	 users	 to	
understand	which	device	to	use	for	their	specific	fitness	goals.		By	doing	so,	the	company	hopes	that	it	can	
re-invigorate	the	tracker	device	market	and	grow	user	retention.			
	

B. Market	Saturation	for	Fitness	Device	Trackers	
	
The	 slowdown	 in	 sales	 growth	 in	 the	 U.S.	 and	 EMEA,	 particularly	 in	 the	 U.S.	 for	 4Q16,	 points	 to	 a	
saturated	 U.S.	market.	 	 The	 U.S.	 comprises	 two-thirds	 (around	 66%)	 of	 total	 sales	 while	 EMEA	 almost	
make	 up	 one-quarter	 (23%)	 of	 total	 sales.	 	 Together,	 they	 both	make	 up	 almost	 90%	 of	 Fitbit	 sales	 in	
4Q16.		The	Americas	(ex-U.S.)	region	make	up	about	6%	of	total	sales	while	APAC	(mostly	Australia)	make	
up	around	4%	of	total	sales.		Figure	3	shows	the	sales	growth	of	the	U.S.	and	EMEA	since	4Q15.			
	
FIGURE	3:		Sales	Growth	(Y/Y	%):		U.S.	and	EMEA			

While	sales	in	the	U.S.	came	down	from	triple-digit	growth	
rate	in	2015,	it	was	stable	for	the	most	part	during	the	first	
three	quarters	of	2016	where	it	grew	by	an	average	of	36%	
y/y.	 	However,	 in	4Q16,	sales	were	down	by	negative	28%	
y/y	(see	Figure	3).		The	EMEA	market	did	comparably	better	
than	the	U.S.		During	the	first	three	quarters	of	2016,	EMEA	
grew	 by	 an	 average	 of	 109%	 y/y	 dropping	 slightly	 to	 58%	
y/y	growth	in	4Q16.		We	believe	the	EMEA	market	has	not	
yet	reached	a	saturation	point,	however,	there	is	a	risk	that	
it	could	hit	saturation	maybe	later	in	2017.			

Source:		Fitbit	Inc.		

	
Fitbit	 believes	 that	 the	 early	 adopter	 market	 in	 the	 U.S.	 has	 become	 fully	 saturated,	 but	 the	 latent	
majority	 adopter	 segment	 of	 the	 fitness	 device	 tracker	 market	 still	 remains	 untapped.	 	 The	 company	
estimates	 that	 this	 market	 segment	 in	 the	 U.S.	 is	 around	 40M	 to	 80M	 users.	 	 In	 order	 to	 reach	 that	
market,	Fitbit	is	planning	on	installing	a	more	sophisticated	coaching	and	guidance	app	on	their	upcoming	
trackers	and	streamline	their	tracker	portfolio	to	make	it	easier	for	users	to	decide	which	tracker	best	fits	
their	fitness	goals.			
	
The	company	is	also	planning	on	increasing	their	new	product	release	to	a	Spring-Fall	cadence,	in	order	to	
keep	 the	product	 line	 refreshed.	 	 In	addition,	management	 is	also	planning	on	expanding	 their	product	
portfolio	 to	 include	 GPS-enabled	 smartwatches.	 	 By	 doing	 so,	 the	 company	 hopes	 to	 double	 their	
addressable	market	in	the	U.S.			
	
There	 still	 remains	 a	 lot	 of	 uncertainty	 to	 Fitbit’s	 turnaround	 strategy,	 in	 particular	 execution	 risk.		
However,	the	acquisition	of	certain	software	IP	assets	last	year	from	Pebble,	Vector	Watch	and	Coin	gives	
Fitbit	 the	 software	 expertise	 to	 build	 a	 developer	 platform	 where	 it	 could	 eventually	 support	 a	 full	
ecosystem	of	products	that	would	keep	its	growing	user	base	engaged	as	well	as	induce	them	to	upgrade	
to	newer	product	releases.			 	
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Disclosure	Information	
	
Analyst	Certification	
	
The	authors	of	this	report,	hereby	declare	that:	 	(i)	all	of	the	views	expressed	in	this	report	accurately	reflect	their	personal	views	
about	any	and	all	of	the	subject	securities	or	issuers;	(ii)	no	part	of	any	of	their	compensation	was,	is,	or	will	be	directly	or	indirectly	
related	to	the	specific	recommendations	or	views	expressed	in	this	report;	and	(iii)	no	insider	information/non-public	price-sensitive	
information	 in	relation	to	the	subject	securities	or	 issuers	which	may	 influence	the	recommendations	were	being	received	by	the	
authors.			
	
Disclaimer	
	
By	accepting	this	report	(which	includes	any	attachment	hereto),	the	recipient	hereof	represents	and	warrants	that	he	is	entitled	to	
receive	such	report	in	accordance	with	the	restrictions	set	forth	below	and	agrees	to	be	bound	by	the	limitations	contained	herein.		
Any	failure	to	comply	with	these	limitations	may	constitute	a	violation	of	law.			
	
This	report	is	strictly	confidential	and	is	for	private	circulation	only	to	clients	of	Viola	Advisory,	LLC.		This	report	is	being	supplied	to	
you	strictly	on	the	basis	that	it	will	remain	confidential.		No	part	of	this	report	may	be	(i)	copied,	photocopied,	duplicated,	stored	or	
reproduced	in	any	form	by	any	means	or	(ii)	redistributed	or	passed	on,	directly	or	indirectly,	to	any	other	person	in	whole	or	in	part,	
for	any	purpose	without	the	prior	consent	of	Viola	Advisory,	LLC.			
	
Viola	Advisory,	LLC,	its	affiliates	and	related	companies,	their	directors,	associates,	connected	parties	and/or	employees	may	own	or	
have	positions	in	securities	of	the	company(ies)	covered	in	this	report	or	any	securities	related	thereto	and	may	from	time	to	time	
add	to	or	dispose	of,	or	may	be	interested	in,	any	such	securities.			
	
The	information	contained	in	this	report	is	prepared	from	publicly	available	data	and	sources	believed	to	be	correct	and	reliable	at	
the	time	of	issue	of	this	report.		This	report	does	not	purport	to	contain	all	the	information	that	a	prospective	investor	may	require	
and	may	be	subject	to	late	delivery,	interruption	and	interception.		Viola	Advisory,	LLC	does	not	make	any	guarantee,	representation	
or	warranty,	 express	 or	 implied,	 as	 to	 the	 adequacy,	 accuracy,	 completeness,	 reliability	 or	 fairness	 of	 any	 such	 information	 and	
opinion	contained	in	this	report	and	accordingly,	neither	Viola	Advisory,	LLC	nor	any	of	its	affiliates	nor	its	related	persons	shall	not	
be	liable	in	any	manner	whatsoever	for	any	consequences	(including	but	not	limited	to	any	direct,	indirect	or	consequential	losses,	
loss	of	profits	and	damages)	of	any	reliance	thereon	or	usage	thereof.	
	
This	report	is	general	in	nature	and	had	been	prepared	for	information	purposes	only.		It	is	intended	for	circulation	amongst	Viola	
Advisory,	LLC’s	clients	generally	and	does	not	have	regard	to	the	specific	investment	objectives,	financial	situation	and	the	particular	
needs	of	any	specific	person	who	may	receive	this	report.	 	The	information	and	opinions	 in	this	report	are	not	and	should	not	be	
construed	or	 considered	 as	 an	offer,	 recommendation	or	 solicitation	 to	buy	or	 sell	 the	 subject	 securities,	 related	 investments	 or	
other	financial	instruments	thereof.			
	
The	views,	recommendations,	advice	and	opinions	in	this	report	may	not	necessarily	reflect	those	of	Viola	Advisory,	LLC	or	any	of	its	
affiliates,	and	are	subject	to	change	without	notice.		Viola	Advisory,	LLC	has	no	obligation	to	update	its	opinion	or	the	information	in	
this	report.			
	
Investors	are	advised	to	make	their	own	independent	evaluation	of	the	information	contained	in	this	research	report,	consider	their	
own	 individual	 investment	 objectives,	 financial	 situation	 and	 particular	 needs	 and	 consult	 their	 own	 professional	 and	 financial	
advisors	as	to	the	legal,	business,	financial,	tax	and	other	aspects	before	participating	in	any	transaction	in	respect	of	the	securities	
of	company(ies)	covered	in	this	report.		The	securities	of	such	company(ies)	may	not	be	eligible	for	sale	in	all	jurisdictions	or	to	all	
categories	of	investors.			
	
Risk	which	may	impede	the	achievement	of	our	Price	Target		
	
This	report	was	prepared	for	general	circulation	and	does	not	provide	investment	recommendations	specific	to	individual	investors.		
As	such,	the	financial	instruments	discussed	in	this	report	may	not	be	suitable	for	all	investors	and	investors	must	make	their	own	
investment	decisions	based	upon	their	specific	investment	objectives	and	financial	situation	utilizing	their	own	financial	advisors	as	
they	 deem	 necessary.	 	 Past	 performance	 of	 the	 financial	 instruments	 recommended	 in	 this	 report	 should	 not	 be	 taken	 as	 an	
indication	or	guarantee	of	future	results.		The	price,	value	of,	and	income	from,	any	of	the	financial	instruments	mentioned	in	this	
report	can	rise	as	well	as	fall	and	may	be	affected	by	changes	in	economic,	financial	and	political	factors.		If	a	financial	instrument	is	
denominated	in	a	currency	other	than	the	investor’s	home	currency,	a	change	in	exchange	rates	may	adversely	affect	the	price	of,	
value	of,	or	income	derived	from	the	financial	instrument	described	in	this	report.		In	addition,	investors	in	securities	such	as	ADRs,	
whose	values	are	affected	by	the	currency	of	the	underlying	security,	effectively	assume	currency	risk.	


