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Varun Varma

Banco Latinoamericano de Comercio Exterior SA (BLX)
January 25, 2013
International Financial Services

Banco Latinoamericano de Comercio Exterior SA (NYSE:BLX), known as Bladex, is a supranational
bank originally established by the Central Banks of Latin America (LatAm) and Caribbean countries to
promote trade finance in the Region. It essentially serves the capitalization needs of other banks in the
Region, and does not provide retail banking services to the general public. BLX focuses on providing
short-term trade-related loans to borrowers who then loan the funds to various businesses and
government institutions involved in specific foreign trade transactions. BLX generates revenues in three
business segments: Commercial (64%), Treasury and Capital Markets (18%), and Asset Management
(18%). Headquartered in Panama, its shareholders include central and state-owned entities in 23
countries. Due to the unique structure, BLX’s equity structure includes three classes of equity: A (16.6%),
B (6.6%), and E (76.8%).
Price 1/18/13 ($):
Price Target ($):
52 WK L-H ($):
Market Cap (M):
Float (M):
Short Interest (%):
Avg. 3 Month Vol:
Dividend:
Yield:

22.57
26.00
18.02-23.19
$856
29
2.04%
159,000
$1.20
5.32%

Beta (vs. SPADR):
Cost of Equity:
M-Term Rev. Gr Rate Est:
M-Term EPS Gr Rate Est:
Financial Leverage
ROA:
ROE:
Tier-1 Capital Ratio
Credit Rating

0.95
9.9%
8.7%
14.5%
206.4%
1.2%
10.6%
17.9%
BBB+

FY: Dec 31
Net Interest Income ($M):
% Growth:
NIM (%)
EPS:
BVPS:
Est P/B:
Est P/E
Div. Per Share

2011A
102.7
22.6%
1.79%
$2.24
$20.59
0.8x
7.5x
$0.83

2012E
109.0
6.1%
1.62%
$2.33
$21.90
1.0x
9.7x
$1.10

2013E
134.3
23.2%
1.81%
$2.55
$22.66
1.1x
10.2x
$1.21

Recommendation:
Foreign trade is an important factor in economic growth for every country, especially since the global
struggle to recover from the financial crisis. Latin America is outpacing in growth compared to various
regions around the world, but still lags behind regions such as Asia and China in foreign trade flows.
Currently, only 38% of Latin America’s GDP comes from foreign trade compared to almost 57% in Asia.
There are significant opportunities for foreign trade to grow, especially with the heavily demanded natural
resources and recently agreed upon trade agreements. The best way to play this potential growth in one of
the hottest regions in the world is through BLX’s ability to help finance the trade, especially with
significant exposure in Mexico, Colombia, and Chile. Each of these nations is expecting high single digit
economic growth, which will be fueled by trade. For such reasons, it is recommended that BLX be added
to the AIM International Equity Fund with a target price of $26.00, which offers a potential upside of
15% along with an impressive 5.3% current dividend yield.
Investment Thesis
 Exclusive Exposure to Latin America. BLX exclusively helps provide short-term loans for
trade transactions in Latin America. Latin America was one of the few regions in the world that
survived the financial crisis relatively unscathed due to the relative demand for commodities in
the region. With ~35% of loans extended to Brazil, ~14% to Colombia and only ~9% to Mexico,
there is significant room to increase exposure to some of the growing trade countries in the
region. The most important are Mexico and Colombia, where trade growth (~ 4%, ~4.5%) is
expected to outpace the total region’s (~3%) in 2013, according to the World Trade Organization
(WTO). This is because these countries obtain the greatest amounts of FDI out of the Latin
America region with Brazil (~50%), Mexico (~17%), and Colombia (~14%). The reason is a
shift occurring with companies from countries such as the U.S and Canada producing goods
cheaper and closer in Mexico rather China.
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 Strong and Improving Balance Sheet. BLX is known for its conservative risk profile with 79%
of the loan portfolio maturing within one year. This provides significant liquidity to the bank
with $520m (8.2% of Total Assets) in liquid assets available. In addition, BLX’s Tier-1 capital
ratio of 17.9% is very high and well above global standards. Along with the recently improved
credit quality of BLX by Fitch, the strong balance sheet will allow BLX to strategically help
improve its margin quality with NIM expected to be ~2%. The improving market conditions
along with a change in the mix of the lending book will allow for consistently higher fee income.
 Consistently Attractive Dividend. BLX has one of the larger dividend yields in the region
(BLX: ~5.3% v. Region: ~2.9%), which they have been able to consistently increase and payout.
Since 2009, BLX has had a dividend growth CAGR of 15%. They firmly believe in being able to
return cash back to investors by targeting a payout ratio of 45%. Historically, BLX has
maintained the payout ratio in a 30%-50% payout ratio band, which should continue into the
future.
Valuation
To find the intrinsic value of BLX, a variety of valuation techniques were utilized. An equity excess
returns analysis was performed, with an assumed cost of equity of 9.86%, implying an intrinsic value of
$25.25. A P/B methodology was also used applying a weighted historical and peer multiple average of
1.15x to BLX’s 2012-2013 blended BVPS of $22, which implied an intrinsic value of $25.36. Also, a
dividend discount model was performed with terminal growth rate of 3.5% and discounted by cost of
equity, generated the target price of $26.88. By weighing them 30%, 35%, and 35%, a price target of $26
was found, providing 15% upside from the current price. In addition, the company pays a 5.3% dividend
yield, which has been consistently paid since 2006.
Risks
 Concentration in Latin America. BLX’s credit activities are fully concentrated in Latin
America, which has historical experienced substantial volatility. The different political, inflation
and growth risks can cause uncertainty and adversely affect BLX’s growth and profitability.
Approximately 70% of lending occurs within five countries in Latin America. Any credit quality/
economic deterioration within these countries could cause significant losses.
 Greater-than-expected Write-Offs in Loan Portfolio. Allowance for loan losses is a very
important estimate made by the bank, which is determined through an extensive process. During
the financial crisis, the percentage for allowance reached 3.25% of the total loan portfolio;
however, the percentage has since come down significantly. It is currently at 1.5%, which is even
less than before the crisis. Any unexpected write offs greater than the allowance could
significantly impair the profitability of BLX.
 Interest Rate Spread Compressions. BLX greatly relies most of its revenue from spread
products, which is the ability to borrow low and loan out at higher rates. If spreads compress,
BLX will be impacted adversely. It will have a greater impact as BLX has a very low NIM (BLX
avg: ~1.9% v Peer avg: ~4.5%) compared to more commercialized banks in the region due to the
short-term nature of the loans extended by BLX.
Management
Before taking over as CEO in July, Rubens Vieira Do Amaral Jr. was the COO of BLX since 2004.
Rubens brings vast knowledge about the trade finance industry with 20 plus years of experience. In
addition, Rubens has a great understanding of the LatAm region, having been previously employed at
Banco do Brasil since 1975. He has been instrumental in strategic decisions to help transform BLX into a
key player in the trade finance business over the past few years along with the former CEO. The current
CFO is Chris Schech, who has been with BLX since 2009 and previously employed by GE Capital.
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Ownership
% of Shares Held by All Insider & 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

10.00%
32.00%
Source: Bloomberg

Top 5 Shareholders
Holder
Brandes Investment Partners
LSV Asset Management
Lee Danner & Bass Inc
AJO, Lp
BlackRock

Shares
2,709,136
1,647,770
749,000
692,200
666,698

%Out
9.33%
5.67%
2.58%
2.38%
2.29%
Source: Bloomberg

Peers
Name
Banco Santander SA (SAN)
BBVA Banco Frances SA (BFR)
Credicorp Ltd (BAP)
Banco ABC Brasil SA (ABCB4)
Banco De Chile (BCH)
Citigroup [C]
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Female Health Company (FHCO)
January 25, 2013
Margaret Wanner

Consumer Staple

Female Health Company (NASDAQ: FHCO) is the leading female condom producer in the world. The
company’s product, FC2, is sold in 138 countries primarily through Public Health organizations. The
company also receives royalties from a manufacturer in India that FHCO allows to produce and sell
FC2s in that country. Female Health Company was incorporated in 1971 under the name Wisconsin
Pharmacal and is now headquartered in Chicago, IL. The company has a manufacturing facility in
Malaysia capable of producing 100 million units annually.
Price (1/18/13):
$7.60 Beta:
Price Target:
$8.96 WACC:
52 WK H-L ($):
8.39-4.85 Mid-Term Rev. Gr. Rate Est.
Market Cap ($mil):
217.9 Mid-Term EPS Gr. Rate Est.
Float (mil):
21.9
LT Debt/Equity:
Short Interest:
4.59% ROA:
Avg. 3 mo. Vol:
81,098 ROE:
Dividend ($):
$0.24 Shares Outstanding (mil):
Div Yield (%):
3.20%

0.94
10.10%
20.0%
23.0%
0%
61.30%
74.70%
28.7

FY (Sep 30):
2012A 2013E 2014E
Revenue ($mil):
$35,012 $49,017 $63,722
% Growth:
89%
40%
30%
Gross Margin:
59%
58%
58%
Operating Margin: 31%
30%
30%
Basic EPS:
$0.55
$0.58
$0.74
FCF/Share:
$0.35
$0.43
$0.56
P/E:
13.49
14.07

Recommendation
The Female Health Company is currently a near monopoly in the female condom market. It is the only
FDA approved female condom, and the company expects it would take at least four years for any other
company wishing to enter the market to get certification. Female Health Company was the first company
to have World Health Organization (WHO) prequalification, which allows a company to sell to the UN.
Only the Cupid female condom follows FHCO in receiving prequalification. Additionally, the supplier of
the unique nitrile polymer used to make the product has agreed that FHCO is the sole and exclusive
owner of the formulation. Currently, FHCO sells primarily to public health organizations that mainly
provide the FC2 to end-users for free. Instead of traditional advertising, FHCO works with public health
companies to spread awareness about STI’s and specifically HIV/AIDS. From FC2’s introduction in
March 2007 to September 2012, approximately 170 million FC2s have been distributed in 138 countries.
With the recent updates to the company’s Malaysia facility, FHCO is prepared to take in new large
orders. Worldwide unit sales grew 30% in FY 2012 excluding South Africa and Brazil, which had
significantly higher growth. Taken as a whole, it is recommended that Female Health Company be added
to the AIM Equity Fund with a target price of $8.96 offering an upside of 17.9%. Female Health
Company pays quarterly dividends with a 3.2% annual yield.
Investment Thesis
 Significant Growth in Condom Market. Given the rapid spread of HIV/AIDS in India and
China, UNAIDS estimates that the annual public health sector demand for condoms, both male
and female, will reach 19 billion units by 2015. The current male condom market is estimated to
be around $3 billion annually and over 10 billion units. PEPFAR, a US government sponsored
program to provide AIDS relief, announced at the end of 2012 it is committed to promoting
female condoms because they are the only effective STI prevention device controlled by women.
 Few Competitors. Female condoms by nature are more expensive than male condoms because
of the extra materials needed. It took two decades for FHCO to develop a female condom that is
financially profitable. Given the differences in price, it is not surprising that people use female
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condoms instead of male condoms for reasons other than cost. As a result, even though condoms
are the only form of birth control proven effective for both preventing pregnancy and STIs, male
and female condom manufacturers are not direct competitors.
 Proven Effective. Studies have shown that when the female condom is made available as an
option along with male condoms there is a significant increase in protected sex acts with a
simultaneous decrease in STIs. The increase in protected sex acts varies by country and averages
between 10% and 35%. An economic analysis of the cost effectiveness of an FC2 HIV/AIDS
prevention program conducted by Dr. David Holtgrave, the chairman of the Department of
Health Behavior and Society at the Johns Hopkins Bloomberg School of Public Health and
featured in the March 2012 issue of AIDS and Behavior. The study showed that the Washington,
D.C. FC2 prevention program prevented enough HIV infections in the first year alone to save
over $8 million in avoided future medical care costs. In short, for every dollar spent on the
program, there was a cost savings of nearly $20 in future costs. These studies help FHCO gain
publicity among public health organizations likely to become new customers.
Valuation
To find the intrinsic value of Female Health Company, a ten-year discounted cash flow was conducted.
Revenue growth rates based upon management’s predictions and growth of the market. A discount rate of
10% and a perpetuity rate of 3% were used to yield an intrinsic value of $8.40. A sensitivity analysis was
also performed with varying discount rate and terminal value assumptions. In addition to using a DCF
model, a relative valuation approach was used. Using a P/E ratio of 17.95x, this method provided an
intrinsic value of $10.45. The P/E ratio was based on a five-year historical average of 18.92 and a forward
P/E of 10.45. Since the company pays a quarterly dividend, a dividend discount model was also used.
Using a conservative long-term growth rate of 6%, an intrinsic value of $5.85 was computed. Giving a
50/40/10 weight to the DCF, P/E multiple, and dividend discount method respectively, a price target of
$8.96 was established. At the current price of $7.60, this allows for an upside potential of 17.9%.
Risks





Major Customers. In fiscal 2012, FHCO’s three largest customers were UNFPA (United
Nations Population Fund), John Snow, Inc., facilitator of USAID|DELIVER project, and
Sekunjalo Investments Corporation (PTY) Ltd. Together, these companies accounted for 85% of
FHCO’s total unit sales.
Dependency on Single Product. If FC2 does not continue to catch on across the world or if a
competitor appears and steals market share, the company has no other products to offer.
Single Manufacturing Facility. The company operates only one manufacturing facility in
Malaysia. If something were to happen to this facility, the company would not be able to produce
its product. There is a facility in India that also produces FC2, but is not owned by the company.
This facility pays Female Health Company royalties based off of their sales

Management
O.B. Parrish is the CEO and Chairman of the Board. He has served as CEO since 1994 and Chairman of
the Board since 1974. Mr. Parrish is also a shareholder and has served as the President and as a Director
of Phoenix Health Care of Illinois, Inc. ("Phoenix of Illinois") since 1987. Phoenix of Illinois owns
approximately 233,501 shares of FHCO common stock. Prior to joining Female Health Company, Mr.
Parrish was the President of Searle International and Executive Vice President of Pfizer's International
Division. The largest individual shareholder is Stephen Dearholt, who has served as a Director of the
Company since 1996.

Marquette University AIM Class 2013 Equity Reports

Spring 2013

Page 6

Source: Bloomberg

Ownership
% of Shares Held by All Insider and 5% Owners:

23%

% of Shares Held by Institutional & Mutual Fund Owners:

27%
Source: Bloomberg

Top 5 Shareholders
Holder

Shares

% Out

Bares Capital Management, Inc.

4,125,298

14.39

Dearholt, Stephen

2,808,567

9.80

Wenninger, Richard

2,022,120

7.05

Parrish, Overton Burgin

789,949

2.76

Blackrock

771,560

1.51
Source: Bloomberg
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Foster Wheeler AG (FWLT)
January 25, 2013
Sam Sladky

International Industrials

Foster Wheeler AG (FWLT) is a global engineering and construction company and power equipment
supplier. The company delivers technologically advanced facilities and equipment across 25 countries.
FWLT’s 2012 revenues are estimated to be $3.7 billion, with the largest shares coming from Europe
(29%), Australasia (26%), and the United States (25%). The firm operates through two business
segments: the Global Engineering and Construction Group (Global E&C Group) and the Global Power
Group. The Global E&C Group designs and constructs state-of-the-art processing facilities for the
upstream oil and gas, refining, power, pharmaceutical, biotechnology and healthcare industries. The
Global Power Group is a worldwide leader in combustion and steam generation technology that designs
and manufactures steam generating equipment for power stations and industrial facilities, as well as
providing a wide range of aftermarket services. The company employs nearly 12,000 professionals and is
based in Zug, Switzerland.
Price ($) (1/16/13):

$

24.50

Beta:

Price Target ($):

$

29.97

WACC

52WK H-L ($):

26.08-15.26

Market Cap (mil):

2,628.10

1.55
12.5%

M-term Rev. Growth Rate Est

8.0%

Gross Margin

17.7%

Operating Margin

1.0%

Debt/Equity:

105.6

ROA:

6.0%

Ag. Daily Volume (mil)

0.978

ROE:

19.8%

Div. Yield (2012):

0.0%

2011A

2012E

2013E

4,480.73

3,668.36

4,200.27

10.2%

-18.1%

14.5%

12.08%

16.66%

17.10%

% Growth

11.1%

Float (mil)
$

Revenue ($Mil)

M-term EPS Gr Rate Est.

Short Interest:

Dividend (2012):

FY: December

5.17%

7.22%

7.40%

EPS ($Cal)

$1.35

$1.74

$2.05

FCF/Share ($)

2.03

2.16

2.10

P/E (Cal)

13.7

15.0

14.5

EV/EBITDA

6.11

6.95

6.00

Recommendation
With crude oil prices remaining strong at about $95 a barrel, oil and gas companies are expected to
increase their capital investment by 13% from 2012 to 2013. New bidding for major oil, gas, and nuclear
projects, in addition to new air emissions regulations, are expected to increase project bidding and drive
backlog growth within the Engineering and Construction sub-industry for the next four years. With nearly
50% of FWLT’s revenues being derived from the oil and gas industry and refining processes, the growth
should cause 2012 to be an inflection point for FWLT as revenue is projected to grow 14% in 2013 and
operating margins improve to 7.4%. Despite the uncertain economic environment of 2012, FWLT was
successful in booking over $2B in contracts for 2013-2014 for front-end engineering work. Front-end
work frequently opens the door to significant contracts for engineering and construction down the line,
which should help the company reach revenue of $4.2B in 2013. In the longer term, the global demand
for electrical energy will continue to grow and solid-fuel-fired steam generators will play a larger role in
clean energy production. As a leader in steam generator technology, FWLT is well positioned to take
advantage of this growth through its Flexi-Burn technology, which improves efficiency and lowers
emissions. Finally, the company boasts a strong cash balance at $720 million, which will continue to
facilitate its expansion plans into developing markets. Therefore, it is recommended that FWLT be added
to the International AIM equity fund with a price target of $29.97, yielding an upside of 22%. The
company does not pay a dividend.
Investment Thesis
 Strong Geographic Positioning: With operations in 25 countries, FWLT is well positioned to
take advantage of stronger bookings for E&C projects in the second half of 2013. Primarily, the
increase in project bookings is expected in Asia, Eastern Europe, South America, and the Middle
East as business infrastructure spending increases. As over 75% of FWLT’s revenue is earned
outside the U.S., FWLT should benefit from the increased bookings. While these E&C projects
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will strengthen revenue for FWLT in the overseas markets in the near term, gas driven E&C
projects in the United States are forecasted to serve as an intermediate driver.
 Increased Contract Backlog: As of the end of 2012, FWLT had a total backlog of $2.6B, up
from $2.5B in the prior year. In addition, new award contracts increased from $3.4B in 2009 to
$4.5B in 2012. With the 3Q of 2012 being a record quarter in terms of new contracts awarded,
the backlog, in addition to increased project bids in the overall industry, will allow FWLT to
maintain a more stable revenue stream. Most E&C contracts span 4-8 years, which will allow
FWLT to maximize the utilization of its workforce while increasing profitability.
 New Flexi-Burn Technology: FWLT is actively developing Flexi-Burn Technology for steam
generators. The technology will essentially allow coal power plants an efficient and cost effective
alternative to the current process of post-combustion CO2 separation. The technology will allow
the steam generators to produce a CO2 rich flue gas by removing nitrogen from the burning
process. The high concentration of CO2 can then be more easily separated from the other flue
gases, without the large, expensive, and energy intensive equipment that is currently needed. As
a result, large quantities of CO2 will be able to be recovered and stored. Once separated, the
collected flue gas can then be recycled to burn fuel and improve the efficiency of the steam
generators. The technology can reduce coal plant CO2 emissions to the atmosphere by over 90%
while minimizing the cost impact and improving efficiency of the steam generators by 5-15%.
Valuation
To find the intrinsic value of FWLT, a five-year DCF was conducted. After projecting out revenues, a
WACC of 12.5% was used with a terminal growth rate of 2.5% to yield an intrinsic value of $29.97. After
conducting a sensitivity analysis on the WACC and terminal growth rate, the price target ranged from
$27-32. A multiples approach was also used with a projected P/E multiple of 14.5x and projected P/B
multiple of 3x. After using a projected 2013 EPS of $2.05 and BV/share of $10.50, the P/E and P/B
multiples were weighted at 50% each to achieve a price target of $30.60, with a range of $28-34. After
weighing the DCF and multiples approaches at 50% each, an overall price target of $29.97 was achieved,
with an upside of 22.31%.
Risks
 Industry Risk. FWLT’s operations are concentrated in four particular industries: oil & gas, oil
refining, chemical/petrochemical and power. Therefore, the company may be adversely affected
by economic or other developments in these industries.
 Government Regulations. FWLT is subject to various environmental laws and regulations in the
countries where it operates. Additional legislation or failure to comply with current laws could
cause significant costs and penalties. The company’s business may be adversely impacted by
regional, national, and/or global requirements to significantly limit or reduce greenhouse gas
emissions in the future.
 New Contract Risk. FWLT’s operations and cash flows depend on new contract awards;
however, the selection process and timing for performing these contracts are not entirely within
the company’s control. Therefore, the company’s operations could be negatively impacted if the
company does not obtain sufficient contracts to utilize its workforce worldwide.
Management
FWLT’s President/CEO Umberto Della Salla has been with FWLT since 2005, serving in many roles
until his CEO appointment in 2010. However, at 63 years old, Della Salla is set to retire at the end of
2013 and a leadership transition has already been started. J. Kent Masters, currently CEO of the Global
E&C Group, has been named the successor. As part of the transition, a corporate restructuring was started
in 2012 to increase cost effectiveness and a larger emerging market presence. Most of management has
been with the company since 2008.
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Ownership%
% of Shares Held by All Insider and 5% Owners:

0%

% of Shares Held by Institutional & Mutual Fund Owners:

87%
Source: Bloomberg

Top 5 Shareholders
Holder

Shares

% Out

Fidelity Management & Research

15,969,524

15.06

Platinum Investment Management Ltd.

8,791,977

8.29

Altrinsic Global Advisors

7,414,587

6.99

Abrams Bison Investments, LLC

4,850,000

4.57

Invesco, Ltd.

4,807,861

4.53
Source: Bloomberg

Marquette University AIM Class 2013 Equity Reports

Spring 2013

Page 10

Genie Energy Ltd. (GNE)
January 25, 2013
Nick Hartnell

Utilities

Genie Energy Ltd. (NYSE: GNE) operates two business segments: IDT Energy, a retail energy provider
(REP) supplying electricity and natural gas to residential and small business customers, and Genie Oil
and Gas (GOGAS), a pioneer in oil shale technology. IDT services over 500,000 meters located in New
York, New Jersey, Pennsylvania, and Maryland. GOGAS consists of a 50% interest in AMSO LLC. in
Colorado and an 89% interest in IEI in Israel. The firm was spun-out by IDT Corporation becoming an
independent public company on October 28, 2011 and is headquartered in Newark, NJ.
Price ($): (1/11/13)
7.44
Price Target ($):
9.73
52 WK L-H ($):
5.75-11.11
Market Cap ($Mil):
172.20
Float ($Mil):
15.50
Short Interest (%):
2.05
Avg Daily Vol ($Mil):
0.56
Dividend ($):
n/a
Yield (%):
n/a

Beta:
WACC
Premium
M-Term Rev. Gr Rate Est:
M-Term EPS Gr Rate Est:
Total Debt/Equity
Available Revolver ($Mil)
ROA:
ROE:

1.47
14.77%
1.00%
5.00%
7.09%
0.00x
25.00
n/a
n/a

FY: April 30
2011A 2012E 2013E
Revenue ($Mil)
203.56 210.13 220.63
% Growth
1.09% 3.22% 5.00%
Gross Margin
26.45% 28.42% 28.42%
Operating Margin
3.43% 8.66% 8.66%
EPS
0.00
0.47
0.49
FCF/Share
0.18
0.57
0.85
EV/Sales
n/a
0.48
1.37
P/E
n/a
n/a
n/a

Recommendation
Overcoming geographic and sector headwinds, GNE remains a growth-oriented utility, expanding their
coverage area into Maryland and adding 28,000 meters, or 6%, in Q3 2012, as well as gaining traction in
their two oil shale projects. Since inception in 2004, IDT energy has entered deregulating states, making
market share gains (adding over 20,000 meters in each quarter since going public) in their residential and
small business targets possible through offering low rates, flexible plans without long-term contracts, no
fees or penalties, and superior service. AMSO has substantially completed improvements to its in-ground
heater with its pilot test expected to have been initiated and IEI recently received a favorable ruling by the
Supreme Court of Israel allowing their license granted for oil and gas exploration. The in-situ technology
GNE is attempting to prove commercially viable involves heating oil shale to over 650°F to more easily
extract hydrocarbons, with the oil produced being light and easily refined to a range of products such as
jet fuel, diesel, and naphtha. AMSO, a 50/50 joint venture with Total, holds a Research, Development,
and Demonstration (RD&D) lease from the U.S. Bureau of Land Management in Colorado’s Piceance
Basin, where estimates indicate 5B BOE of recoverable reserves. Commercial production here could
begin in five years and reach 100,000bpd four years thereafter. According to the chief scientist at IEI
(formerly with Royal Dutch Shell), the process can produce oil at all-in costs of $35-40/barrel, which is
comparable to deepwater drilling, and Israel has the third largest oil shale deposits (250B BOE) behind
the U.S. and Saudi Arabia. IEI targets beginning production in 2017 with a goal of 50,000bpd at the
outset, defraying the 270,000bpd Israel consumes to bring them closer to energy independence. Because
of these reasons and a favorable valuation, it is recommended that GNE be added to the AIM Equity Fund
with a price target of $9.73, which offers a 31% upside. The firm discontinued its dividend of $.05/share
in Q3 2012 for the foreseeable future.
 Private Market Value. The top asset management shareholders of GNE employ deep value or
private market value approaches. GNE currently trades at 0.46x EV/TTM Revenue, which is a
steep discount to a 2.74x peer average. EV/normalized EBITDA is 3.88x. While it may be
argued that a discount is warranted due to lower profitability and a discontinued dividend as the
two oil shale projects drain cash from the utility business’ cash flow to fund non-revenue
generating projects, the company is still cash flow positive and seems undervalued just as a
utility business. With no debt, cash/share is still worth well north of $3/share.
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 “Free” Call Option Attached. IEI expects to begin construction of the pilot test in Israel in late
2013, which will determine the technical, environmental, and economic viability of extracting oil
and gas from the oil shale resource. The pilot test is expected to require $25-30 million over the
next three years. AMSO expects to have initiated its pilot test before the end of 2012. The market
seemingly is assigning little to no value for the two projects since management does not expect to
move past large-scale pilot stages and begin production until 2017 at the earliest.
 Fruitful Fingerprints. Lord Jacob Rothschild joined Rupert Murdoch on GNE’s Strategic
Advisory Board in November 2010 (and ponied up $5.5 million each) to raise capital for the
eventual commercialization of its oil shale projects. Other members of GNE’s SAB are Alan K.
Burnham, PhD, CTO of American Shale Oil, LLC and research scientist at Lawrence Livermore
National Laboratory for over 30 years as well as hedge-fund heavyweight Michael Steinhardt
and former VP Dick Cheney. Moreover, insiders have been buying over the past months with
cost bases above $9/share.
Valuation
To find the intrinsic value of GNE, a seven-year DCF was conducted. Total revenue is expected to grow
3% yoy in 2012 and 5% yoy in 2013 due to continual meter expansion in their current operating market.
Mid/long-term revenue growth is projected to be 5% because it is too early to model revenue generation
from the two pilot projects but is consistent with new customer acquisitions and terminal growth is 2.5%.
A WACC of 14.77% was used after adding a 100bps micro-cap premium and yielded an intrinsic value of
$8.01. Sensitivity analysis accounted for variations in WACC and the terminal growth rate, which
resulted in a price target range of $6-10. An EV/Sales multiple approach was also used applying 1.37x to
2012 estimated revenue (half of the peer average), yielding an $11.44 target. Blending the two valuation
methods with equal weighting resulted in an overall price target of $9.73, which offers a 31% upside.
Risks
 Seasonality and Weather, Hurricane Sandy. Weather conditions have a significant impact on
the demand for natural gas for heating and electricity for air conditioning, with milder winters
and/or summers lowering demand. 50% and 35% of IDT Energy’s natural gas and electricity
revenues were generated in 2011, respectively. In Q3 2012 Hurricane Sandy pummeled GNE’s
service region and knocked out power for tens of thousands of customers with impacts on
revenues and profit unknown. The stock lost 23% of its value in the wake of the storm.
 GOGAS Revenue and Regulations. GOGAS is currently non-revenue generating and may be
unable to produce shale oil or gas. In-situ technology is in its early stages of development and has
not been deployed commercially on a large scale and environmental groups have lobbied against
oil shale mining, as it is considered a dirty process that is both energy and water-intensive. IEI
believes the technique is cleaner than others because oil will be separated 1200ft below the
ground and water will be a by-product of the product while not harming aquifers.
 Market Expansion Barriers. IDT Energy’s growth depends on its ability to enter new markets.
Customer acquisition costs are significant and regulatory differences such as exposure to credit
risk, additional churn caused by tariff requirements, rate-setting requirements, and incremental
billing costs may prove restrictive. The company has expanded into Maryland as of Q3 2012 and
has nearly doubled meters serviced since going public.
Management
Howard Jonas is the founder of Genie Energy and serves as the Chairman of the Board. Mr. Jonas also is
the founder, Chairman, and CEO of IDT Corporation and the President of Jonas Media Group. Claude
Pupkin has been Genie’s CEO since August 2011. Formerly, Mr. Pupkin was the EVP of Corporate
Development for IDT Corp. and has over 17 years of Investment Banking experience. He earned an MBA
from the Wharton School at Penn. Geoffrey Rochwarger serves as Vice Chairman as well as Chairman
and CEO of IDT Energy, launching it in 2004. Avi Goldin has served as the CFO since August 2011.
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Ownership
% of Shares Held by All Insiders:

27.21%

% of Shares Held by Institutional Owners:

42.53%
Source: Bloomberg

Top 5 Shareholders
Holder

Shares

% Out

5,823,057

27.21

Dimensional Fund Advisors, LP

914,494

4.27

Vanguard Group, Inc.

844,585

3.95

Kahn Brothers Group, Inc.

660,653

3.09

Corsair Capital Management, LLC

604,602

2.83

Howard S. Jonas (IDT Corp. Founder)

Source: Bloomberg
Competitors and Ownership Objective
Top 5 Competitors

Fund Objective Ownership

South Jersey Industries

Blend – 34.01%

CH Energy Group

Index – 33.87%

National Fuel Gas Co.

Value – 22.76%

PPL Corporation

Asset Allocation – 2.37%

Public Service Enterprise

Growth – 1.12%
Source: Bloomberg
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Haynes International, Inc. (HAYN)
January 25, 2012
Brandon Byrne

Domestic Materials

Haynes International, Inc. (NASDAQ: HAYN) is one of the world’s largest producers of highperformance nickel- and cobalt-based high-temperature resistant alloys (HTA) and corrosion-resistant
alloys (CRA). The products are sold primarily in the aerospace, chemical processing, and land-based gas
turbine industries. The company owns 13 service/sales centers in the United States, Europe, and Asia.
Geographically, the U.S. accounts for 60% of revenue, Europe, China, and the ROW represent 21%, 8%,
11% of revenues, respectively. Haynes International, employing 1,086, is headquartered in Kokomo,
Indiana and went public on March 23, 2007.
Price ($): (1/18/13)
Price Target ($):
52 WK H-L ($):
Market Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

50.02
61.50
67.19-44.88
614.9
12.1
1.96
73,372
0.22
1.76

Beta:
1.46
WACC:
15.50%
M-Term Rev Gr. Rate Est:
9.50%
M-Term EPS Gr. Rate Est:
14%
Debt/Equity:
0.33%
ROA:
8.20%
ROE:
17.32%
ROIC:
15.74%

FY: Dec
2012A
2013E 2014E
Revenue ($mill)
579.56
570.2
624.4
% Growth
6.75%
-1% 9.50%
Gross Margin
20.85
22.2
22.8
Operating Margin
13.27
13.56
15.26
EPS (Cal)
4.07
3.86
4.66
FCF/Share
-0.42
-0.33
1.17
P/E (Cal)
12.23
15.93
13.20
EV/EBITDA
6.62
6.59
5.74

Recommendation
Although softened by the recent world economic recession, the global market for high performance alloys
is forecasted to recover and grow from the current 10 million metric tons, to approximately 12.7 million
metric tons in 2018, as new industries such as nuclear, pharmaceutical, oil and gas, and consumer
appliances are finding value adding applications for these alloys. In addition, the favorable long term
future of the commercial aerospace business, gas turbine, and chemical processing markets will
significantly increase HAYN’s top line by approximately $50 to $80 million on an annual basis. HAYN
has proven its resilience in tough markets as its high temperature and corrosion-resistant alloys have had a
CAGR of 13.92% and 17.94%, respectively, since the start of 2010. Although Haynes operates in a
competitive space, they have emerged as one of the most respected firms in its industry due to their strong
focus on customer service. The company owned, strategically positioned service centers, which offer
personalized technical support for clients, while cultivating closer customer relationships, is a unique
competitive advantage of HAYN compared to its peers, who mostly operate only production and milling
facilities. HAYN’s currently holds 15 U.S. patents and approximately 189 foreign counterpart patents. In
addition, of HAYN’s 23 unique alloys, 13 are considered to have limited or no significant competition
from peers. Management has committed $155 million from 2010-2014 for IT and capacity restructuring.
Since the initial restructuring in 2010, operating margins have nearly tripled to 13.27% and it is expected
that gross margins will climb 200 to 400 basis points by the end of 2014. Furthermore, asset turnover has
risen from 0.70 in 2010 to 0.95 in 2012, and with the IT upgrade expected to be completed in coming
months, it is probable that improved selling and marketing efficiencies will drive asset turnover and
revenues substantially higher. Given the long term favorable outlook on current and emerging high
performance alloy applications and a successful restructuring process, HAYN is currently undervalued
and it is recommended that HAYN be added to the Domestic AIM Fund with a price target of $61.50, an
upside of 23%. HAYN currently pays a dividend yield of 1.78%.
Investment Thesis
 Product Pipeline and New Applications. HAYN is the industry leader in developing new highperformance alloys with seven new alloys in the last ten years, and currently six new alloys under
development. The company spends around $3 million each year in research and development in
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an attempt to produce innovative alloys for new commercial applications. In addition to adding
millions of dollars to the top line, the new specialty alloys, all serving different end markets, will
diversify and allow the company to be less dependent on the aerospace industry for revenues.
Reduced Cost of Raw Materials. Nickel currently represents 56% of HAYN’s raw material
costs, or approximately 30% of the company’s total cost of sales. Nickel stockpiles, monitored by
the London Metal Exchange, have hit its highest level since April, 2010 and production of the
metal will exceed demand by 23,000 tons this year, a third annual surplus. The current price of
nickel, at a two year low, will have a favorable impact on HAYN’s cost of goods and profit
margins. In addition to nickel, the second most important raw material input, cobalt, has been on
a substantial price decline since its peak in 2008. The low price of raw material inputs will allow
HAYN to sustain high margins and solid profitability as production and demand for high
performance alloys rises.
Expansion of Service Centers. The Asia-Pacific areas represent the fastest growing high
performance alloy markets. Revenues of HAYN have grown 8.13% in China on a three year
annualized basis. HAYN expects that the four new service centers recently opened in China,
Singapore, India, and Japan will drive international revenue as service centers currently bring in
approximately 78% of the company’s sales. These new service centers will allow for shorter lead
times and closer customer contact and support.

Valuation
To find the intrinsic value of HAYN, a seven-year DCF was conducted. Revenue and COGS growth rates
were varied year-to-year to account for changing nickel and cobalt prices and logistics improvements. A
WACC of 15.50% and a terminal growth rate of 3% resulted in an intrinsic value of $66.14. Sensitivity
analysis—varying WACC and the 3.00% perpetuity growth rate by 0.5%—yields an intrinsic value range
of $72.49-$62.53. A multiples approach was also used that took into account industry average P/E of
14.12x and an expected 2014 EPS of 4.66 which yielded a value of $57.47. A peer EV/EBITDA average
multiple of 8.86x with 2012 EBITDA yielded an intrinsic value of $60.9. Weighting the DCF and
multiples approaches equally establishes a $61.50 target, a 23% upside on the current price of $50.02. The
company pays an annual dividend yield of 1.78%.
Risks
 Reduction in U.S. Government Spending. Approximately 39.67% of the company’s revenue
comes from the aerospace industry, which includes military aircraft. The likely reduction in the
United States National Defense Budget this year, specifically on military aircraft, would
adversely affect the aerospace segment of the company. Specifically how much of the company’s
aerospace segment is reliant on the United States National Defense spending is unknown.
 Additional Future Competition. HAYN may face additional competition in the future to the
extent new materials are deployed, such as plastics or ceramics that may be substituted for the
company’s products. The company may also face increased competition from non-U.S. entities in
the next five to ten years, especially competitors located in Eastern Europe and Asia.
Management
Mark Comerford was elected President and CEO on October 1, 2008. Before joining HAYN, he was
president of Alloy Products, a business unit within Brush Engineered Materials. Daniel Mauldin was
elected to CFO on December 1, 2012. Prior to that, he served as Controller and Chief Accounting Officer
for the company. Prior to his employment with the company, he was corporate controller at Jordan
Specialty Plastics. Executive compensation is on par with peers.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

<2%
>90%
Source: Bloomberg

Top 5 Shareholders
Holder
FMR LLC
T Rowe Price Associates
Blackrock
Royce and Associates Inc
Vanguard Group Inc

Marquette University AIM Class 2013 Equity Reports

Shares
% Out
1,494,412.00 12.16
1,044,747.00
8.5
99,275.00
8.13
840,444.00
6.84
780,602.00
6.35
Source: Bloomberg
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Hibbett Sports Inc. (HIBB)
January 25, 2013
Kevin Kroeger

Consumer Discretionary

Hibbett Sports, Inc. owns and operates 848 sporting goods stores in small to mid-sized markets
predominantly in the Southeast, Southwest, Mid- Atlantic and the Midwest. The company’s stores, which
are located in malls (24%) and strip centers (76%), offer brand name apparel and accessories for team
sports. They provide footwear, athletic equipment, and apparel products to individual customers as well
as for school, athletic, and youth programs through educational institutions and youth associations. The
company targets districts with populations between 25,000-75,000 people for new store concepts. Hibbett
Sports, Inc. was founded in 1945 and is headquartered in Birmingham, Alabama.
Price:

$

54.55 Beta:

Price Target:

$

62.33 WACC:

52 WK H-L:

47.33-63.39 M id-Term Rev. Gr Rate Est: (1-4)

M kt Cap (mil):
Float (mil):

$1.48B L-Term Rev. Gr Rate Est (4-7)
25.67M

LT Debt/Equity

1.01 FY: January

2012A

9.56% Revenue
8.5% % Growth
5% Gross M argin
1% Operating M argin

12.10% ROA:

19.1% EPS (Cal)

$

Avg. Daily Vol (mil):

340,000 ROIC:

29.0% FCF/Share

0.00

Yield (%):

0.0%

P/E (Cal)
EV/EBITDA

2014E

732.65

832.00

10.18%

13.56%

7.56%

35.82%

36.00%

36.40%

13.77%

Short Interest (%):
Dividend:

2013E/A

14.22%

2.15

$

$

1.61

$

25.41
13.70

919.67

15.00%

2.75

$

3.29

$

2.64

$

$

19.84

16.58

11.00

9.58

4.16

Recommendation
HIBB’s 15% stock price depreciation over the last six months makes for an excellent entry point into a
company with competitive advantages, no debt, and a history of exceeding investor expectations.
Supported by fifteen consecutive quarters of organic growth, HIBB is one of few retailers efficient
enough with its real estate to begin scaling up the store size (expanded prototypes are ~40-50% larger).
Complementing unit growth opportunities is HIBB’s industry leading profitability (operating margins
have been 60% higher than peers within sporting goods retail). With first year cash-on-cash returns north
of 67%, HIBB manages their square footage better than U.S competitors Dick’s Sporting Goods (DKS),
Foot Locker (FL), and Big 5 Sporting (BGFV). HIBB’s sustainability is rooted in its ability to bring the
world’s premium sporting goods brands (Nike, Adidas, Under Armour, North Face) to the types of smallcounty populations that a) the big box competition seeks to avoid; and b) mom and pop’s cannot compete
in. Current Chairman Mickey Newsome has been able to utilize his industry network/expertise to
establish deep integration with these brands. The quality of these relationships is reflected in HIBB’s
strong, yet improving gross margin (36.3%), which compares favorably to peers DKS (30.6%) and BGFV
(30.3%). While expectations for the stock are high coming off consecutive years of earnings growth over
30%, positive weather trends and an important result in the BCS National Championship (Alabama
victory, 10% of HIBB’s square footage resides in AL) should ease near-term concerns. For these reasons,
it is recommended that HIBB be added to complement the AIM equity portfolio at a target price of
$62.33, which represents an upside of 14.2%.

Investment Thesis


Lubricated commercial real estate market triggers pent-up store openings. With the intent
to open 400 more locations over the next 5-7 years (~50% growth), HIBB remains an attractive
unit growth retailer. Since 2009, dry real estate conditions have prevented the company from
realizing its aggressive square footage targets (4-5% annual growth as opposed to 8-10% goal).
Traditionally, the company has elected to cluster store additions within already penetrated states
(clustering strategy), providing greater supply-chain/scale efficiencies. In their most penetrated
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states (AL, GA, TN, MS), HIBB has roughly 7 stores for every 10 Wal-Mart’s; however, across
its 26 state footprint, this ratio is only .32, highlighting the potential for further economies of
scale within the Sunbelt. In addition, management is confident HIBB’s team-based, brand-heavy
model could work in other geographies/Universities across the U.S, adding to the firm’s longterm expansion plans. HIBB will be able to enter new markets prudently by continuing to scoop
up closed Blockbuster locations.
Preparing for the next growth cycle with technology. Since 2010, HIBB has invested ~$20M
in systems to drive sales and improve margin. Assortment planning, mark-down optimization
(<10% of SKU’s have been tested), space planning, and other upgrades have plenty of runway to
drive margin improvements for the next decade. For example, the implemented JDA inventory
management system, in conjunction with mark-down optimization, should reduce cross-stock
levels from 90% to 75%. In addition, the company’s customer loyalty program has grown to 2M
members in just two years; this will also help optimize cross stocks. These developments coupled
with improved demand have culminated in the need for a new distribution center/corporate
headquarters which more than doubles store capacity (1200 to 2500). The new distribution center
will add $25M to capital expenditures while it’s constructed over the next two years.

Valuation
A 7 year DCF was used to value HIBB’s shares. Forward revenue projections applied management
guidance regarding store productivity and square footage growth. A discount rate of 9.56% and a terminal
growth of 2.50% were applied to free cash flow estimates, producing a price of $58.77. Stressing the
WACC and terminal growth rate 1% and .50% respectively in both directions yielded a price range of
$70.62-$46.66. Additionally, a P/E multiple of 20.7x and EV/EBITDA multiple of 9.8x was applied to
2014E, yielding intrinsic values of $62.45 and $69.42. A weighted average of DCF (50%), P/E (25%),
and EV/EBITDA (25%) approaches generates a price target of $62.33, which is 14.2% higher than its
current market price of $54.55.

Risks





Dependence on major brands. HIBB relies substantially on innovation from premium sporting
brands. Nike represents 48% of COGS, and the remaining two largest vendors account for 11.4%
and 9.3%, respectively. Any changes to these relationships could significantly harm performance.
Sunbelt Concentration/Urbanization. HIBB has expanded into five new states since 2008, yet
they remain heavily concentrated in the Sunbelt (75% of square footage). While the Southeast has
held the highest migration rate over the last decade amongst the seven regions of the U.S, greater
urbanization would reduce the number of potential store destinations within HIBB’s population
parameters.
Expectations & Upside. Because HIBB has been a consistent, low standard deviation performer
for over a decade, lofty expectations are embedded in the stock. A miss in quarterly performance
(perhaps due to an inability to find suitable real estate/financing conditions), could significantly
lower the stock price.

Management
Jeff Rosenthal (54) has been the President of Hibbett Sports since February 2009 and its CEO since
March of 2011. Mr. Rosenthal served as Vice President of Merchandising at Hibbett since August 1998
and its COO since February 2009. He took the CEO title from current Chairman Mr. Mickey Newsome.
Newsome is a well-respected leader with 40 years of experience in the sporting goods industry, including
several years of service to the board of the National Sporting Goods Association. He is largely
responsible for Hibbett’s foundation and strategy.
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Ownership
% of Shares Held by All Insider and 5% Owners:

1.00%

% of Shares Held by Institutional & Mutual Fund Owners:

99.0%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

NEUBERGER BERMAN GROUP, LLC

2,476,069

9.59%

PRICE (T.ROWE) ASSOCIATES INC

2,460,805

9.53%

WASATCH ADVISORS INC

1,801,553

6.98%

VANGUARD GROUP, INC. (THE)

1,596,070

6.18%

WELLS FARGO & COMPANY

1,526,332

5.91%
Source: Yahoo! Finance
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SK Telecom (NYSE: SKM)
January 25, 2013
Michael Schwoerer

International Telecommunications

SK Telecom provides wireless telecommunications services that includes data transmission services,
entertainment-related contents and services, and news and search services. The company also offers
broadband Internet and fixed-line telephone services to residential and commercial subscribers. SK
Telecom is the largest wireless telecom operator in Korea, with 26.6 million subscribers. The company
also owns 55% of SK Broadband, which has 4.2 million fixed-line phone and broadband customers. SK
Broadband was the result with the acquisition of Hanaro Telecom, and as a result of the acquisition,
SKM can now offer converged bundles of wireless and fixed-line telephony and broadband services to
compete against its main competitor, KT Corp. SKM was the first operator in the country to offer LTE
services, providing it with a first-mover advantage in this next-generation technology. The company
received access to the iPhone in 2011, which has been well received in Korea. The company was founded
in 1984 and is headquartered in Seoul, South Korea.
Price($): (1/15/13)
17.01
Price Target ($):
25.1
52WK H-L ($):
17.36-10.85
Market Cap (mil)
12,361.40
Float (mil):
241.72
Shares Outstanding (mil)
628
Avg. Daily Vol:
1,440,910
Dividend ($):
0.817
Yield (%):
5.70

Beta:
WACC
M-Term Rev. Gr Rate Est:
M-Term EPS Gr Rate Est:
Debt/Equity (bil)
ROA:
ROE:
ROIC:
EV/EBIT

0.673
6.40%
5.00%
7.00%
38.52
8.42
14.39
14.38
7.47

FY:
2012A
2013E
2014E
Revenue (mil)
13,096.00 14,282.90 15,354.12
Growth
4.34%
9.06%
7.50%
Operating Margin
16.55% 16.86% 17.33%
Profit Margin
11.65% 12.17% 12.82%
EPS (Cal)
2.32
2.4
2.55
P/E (Cal)
5.9
6.87
8.19
P/S
0.74
0.8
0.83
P/B
0.82
0.96
0.98

Recommendation:
By analyzing the financial statements and perusing the news feed about the firm, many investors might
dismiss the notion of strong, future growth for SKM. For example, in Q3 2012, the company reported that
net income plunged 54% year over year. This appears alarming; however, the decrease occurred because
of increased investments in advanced wireless networks, marketing expenses and tariff cuts. In an effort
to expand their cutting edge technology and to become an even bigger revenue machine, the company had
to incur these necessary expenses and as a result took a large earnings hit. This is a major reason that the
stock is relatively inexpensive and is a strong buy considering the promising future for communications
growth in Korea. SKM targets to achieve 7 million subscribers under its LTE network coverage by the
end of 2013, in addition to expecting to achieve 80% or more growth in its B2B business. SKM has
proven their dominance in the wireless market in Korea, and between the new business ventures in cloud
computing, memory chip manufacturing, and complete 3G, 4G, and Wi-Fi integration across all networks,
the company is in prime form to bolster revenues and attract investors. Taking into consideration SKM’s
vast market share, their cutting edge technology, and next-generation growth, it is recommended that SK
Telecom be added to the AIM International Equity Fund with an intrinsic value of $25, providing an
upside of 47%.
Investment Thesis
 Market Share. SKM has a dominant wireless position in Korea, controlling 50% of the market
with its closest competitor only representing 19%. The company also has the leading position in
the ever-so-important post-paid contract customers, which provides the firm with the highest
average revenue per customer (ARPU). SKM also holds an 80% penetration rate of broadband
subscribers, which is among the highest in the world. The company is also the speed leader in the
market, being the first fixed-line carriers to offer 100 MB/second speeds several years ago.
Being that the market is pretty saturated, there is little concern of a new competitor being
introduced and taking market share from SKM.
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 Living on the Cutting Edge. Historically, Korea has been amongst the leaders of personal
technology. SKM launched its first commercial LTE services in Seoul last year. A year later,
the Company has positioned itself as the world’s second largest LTE service provider with over 5
million customers. The Company expects LTE subscriber numbers to hit around 10 million by
2015. In addition, it aims to handle 65% of total data traffic by 2014. SKM is also about to enter
the cloud computing market in an attempt to tap the growing demand for software, platform and
service data storage. Along with this, the company is also investing heavily in high-speed Wi-Fi
to boost network capacity in small areas, and the plan is to integrate 3G, 4G and WiFi services together that will enable parallel use of these various networks in the first half of
2013. Finally, SKM’s Apple iPhone 4 and iPad offerings are gaining traction in Korean markets
and it’s driving its revenue upward. This is expected to continue if not excel.
 Next-Generation Growth. In October, SKM spun off its platform business as demand for
software and online market services is growing by the day in South Korea. The new entity is
named SK Planet, and it is a separate company that should generate KRW 2.5 trillion sales in
2014. This business provides services such as video phone calls, mobile advertisements and other
content for devices such as smartphones, tablets, and television. The company also recently
acquired a 21.05% stake in the second largest chipmaker, Hynix Semiconductor Inc. in the hopes
to tap potential opportunities in the global memory chip market.
Valuation
To find the intrinsic value of SKM a variety of methods were utilized, including a Dividend Discount
Model, P/E Calculation, and a 5-year DCF model. The DDM generated an intrinsic value of $22. For my
P/E Calculation, a peer average P/E of 11.77x and expected EPS of $2.32 were used to reach an intrinsic
value of $27.36. In the DCF model a discount rate of 12% was employed to yield an intrinsic value of
$17.19. Weighing the DDM model 50%, the P/E Calculation 35% and the DCF 15%, resulted in a
combined intrinsic value of $25, which represents a potential upside of 47%. SK Telecom also pays a
dividend yield of 5.70% annually.
Risks
 Government Aches. As part of its plan to counter rising inflation, the Korean government had
ordered SK Telecom to cut its monthly mobile service rates. The company then rolled out an
annual mobile tariff savings plan of KRW 750 billion, effective last September. In this plan, the
company trimmed its monthly fees by about 8.5%, and offered 50 free text messages per month.
 Heavy Spending. SKM continues to spend heavily as the carrier is boosting its promotional
effort to stave off competitors, as well as implementing aggressive smartphone rollout plans,
which may cut into short-term bottom line growth. Growing out the company’s technological
scope is also very costly, as well as the new acquisitions. SK Group is one of the Korean chaebol,
giant conglomerates known for this kind of spending, but after the Asian crisis in 1997, the
chaebol scaled back their businesses and focused more on profitability.
Management
SK Group owns 23.2% of SKM’s stock and has the right to name three directors to the board, including
the CEO, giving it significant influence. SK’s board also includes five independent directors. CEO Sung
Min Ha previously held many management positions at the firm, including head of the strategic planning
office, head of the management supporting division and president of the mobile network operator
business. Management has stated that its “Vision 202” plan is to bring the firm to an enterprise value of
$84.8 billion by 2020, more than 5 times of the current enterprise value of $15.4 billion.
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Source: Bloomberg

Breakdown
% of Shares Held by All Insider and 5% Owners:

N/A

% of Shares Held by Institutional & Mutual Fund Owners:

N/A

% of Float Held by Institutional & Mutual Fund Owners:

N/A

Number of Institutions Holding Shares:

N/A

Source: Yahoo!

Top Institutional Holders
Holder

Shares

% Out

Value*

Reported

Silchester Int’l Investors

17,064,106

2.35%

290,089,802

Jun 30, 2012

Tradewinds Global Investors LLC

13,590,364

1.87%

231,036,188

Jun 30, 2012

Allianz Asset Management

12,505,807

1.72%

212,598,719

Jun 30, 2012

Orbis Holdings Limited

10,676,962

1.47%

181,508,354

Jun 30, 2012

Source: Bloomberg
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