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GAMCO Investors, Inc. (GBL)
January 30, 2015
Austin Wilson

Financial Services

GAMCO Investors, Inc. (NYSE: GBL) is an asset management and financial services company based in
the U.S. The company offers a range of mutual funds including open-ended funds, closed-ended funds and
undertakings for collective investments funds. In addition, it offers annuities, investment advisory
services, asset management services, brokerage services and private wealth management services. GBL’s
revenues are based primarily on the firm’s levels of assets under management (“AuM”) and to a lesser
extent, incentive fees associated with its various investment products, as well as revenues from
institutional services. GAMCO serves under brand names such as TETON Westwood, Gabelli, GAMCO
and Comstock. GAMCO operates through its subsidiaries and branch offices in North America, Europe
and Asia. GAMCO is headquartered in Rye, New York, U.S.

Recommendation
In 2014, GBL reported revenue of $431.6 million (a 12.8% YoY increase), a rise in serviceable AuM by
29.1%, and an operating margin of 46.9%, which represented a decrease of 109 bps from the previous
year. Despite projected weakening operating margins in the future due to competition from ETF’s and
other passive management strategies, GBL seeks to expand its AuM as the market supply of serviceable
AuM is expected to increase in forward years (a projected increase of 5.7% YoY to $30 trillion by 2020).
While GBL classifies its business operations into one reportable division, Advisory and Asset
Management Business, it categorizes its AuM into four categories: Investment Partnerships (1.7% of
AuM), Institutional and Private Wealth Management (43.3% of AuM), Open and Closed-End Funds
(54.8% of AuM), and SICAV (0.28% of AuM). Because GBL derives the majority of its revenues
(98.1%) from fee-based commissions, GBL faces the opportunity to substantially increase its profits as its
AuM grows. Low-fee, scale-driven products have fueled advisory consolidation over the past several
years and as GBL continues to grow in AuM (29.1% YoY to 47.0B 2014), GBL will experience cost and
distribution leverage which will effectively combat investor inflows to ETF’s and passive management
strategies. As a result of GBL’s expanding scalable AuM, a strong balance sheet poised for acquisitions,
in combination with a favorable valuation, it is recommended that GBL be added to the AIM Equity Fund
with a target price of $100.53, representing over a 20% upside. The firm pays a small dividend.
Investment Thesis
 Growth in a Scalable Industry. GBL registered a strong growth (29.1% CAGR) in total AuM
($47.0B) in FY2014, showcasing the confidence of new clients investing in GBL’s business
model. Growing AuM demonstrates an opportunity for GBL to maintain its current cost structure
while charging additional fees for new AuM, thus increasing margins. With GBL exhibiting
consistent uptrends in AuM over the past five years (15.6% CAGR 2009-2013 and 29.1% in
2014), and consensus estimating that by 2020, pension fund assets in North America will rise by
5.7% a year to $30 trillion (from $19.3 trillion in 2012), GBL is firmly positioned to attract new
serviceable AuM.
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Attractive Industry Valuations. The blended forward P/E ratio of the Bloomberg Intelligence
small cap asset manager group was 22.33x at the end of 2014, 18% below the 26.34x it was at the
end of 2013. Coupled with competition from ETF’s, industry valuations declined in 2014 even as
blended forward-EPS forecasts rose 10% (GBL: 13.4%). With equity fund inflows exceeding
those of fixed income in 2014, following their first year of inflows (2013) since the 2008-09
financial crisis, these valuation declines represent a mispricing in the markets that more than
offset 2014 weakening, as multiples are well below the long-term 26x average which present an
optimal buying opportunity in an expanding market.
Balance in Accelerating Consolidation. As U.S.-based investment advice continues to move
toward a fee-based model, fund mergers have reduced the number of funds, with 49% fewer in
the markets since 1999. As consolidation and M&A activity increases (62% growth in M&A
volume in 2014), Mario Gabelli, the CEO of GBL, has stated that it is GBL’s top priority to fund
acquisitions that can increase the firm’s AuM. In 2014, GBL increased liquid cash equivalents to
$253.9 million in 2014 (14.1% YoY), while simultaneously reducing a substantial amount of its
debt (repaid $99 million of notes reducing total debt to $115.9 million) thus enabling GBL to be
competitive in the M&A market moving forward.

Valuation
To find the intrinsic value of GBL, a discounted cash flow model was used, as well as a price-to-book
multiple. The discounted cash flow model used a cost of equity of 10.25% and a long-term growth rate of
1.5%, which resulted in an intrinsic value of $91.42. The 5-year average historic price-to-book for GBL
was 3.10x with the market cap weighted average being 3.80x. Weighting the historic average by 30% and
the market cap average at 70%, the P/B yielded an intrinsic value of $106.60. Weighting these valuations
40/60 respectively, the final estimated intrinsic value of GBL is $100.53, which provides an upside of
20.3%. GBL paid a $.28 dividend/share in 2014.
Risks
 Highly Regulated Asset Management Industry. Changes in laws or regulations or in
governmental policies and compliance with existing laws or regulations could limit the sources
and amounts of GBL’s revenues, increase the costs of doing business, decrease profitability and
materially and adversely affect the business.
 Deterioration in Fee Income. The investment management business is highly competitive and
has relatively low barriers to entry. To the extent GBL is forced to compete on the basis of price,
it may not be able to maintain its current fee structure. Although GBL’s investment management
fees vary from product to product, historically, it has competed primarily on the performance of
its products and not on the level of its investment management fees relative to those of its
competitors. In recent years, however, there has been a sustained trend toward lower fees in the
investment management industry.
Management
Mario J. Gabelli is the Chairman and Chief Executive Officer of GAMCO Investors, Inc., the firm he
founded in 1977. A 1965 summa cum laude graduate of Fordham University's College of Business
Administration, he also holds an M.B.A. from Columbia University Graduate School of Business, and
honorary doctorates from Fordham University and Roger Williams University. He was Morningstar's
Portfolio Manager of the Year in 1997 and was named Money Manager of the Year by Institutional
Investor for 2011 and is a member of Barron's All Star Century Team. Additionally, Mr. Gabelli serves
on the Boards of Boston College, Roger Williams University, Columbia University Graduate School of
Business, the American-Italian Cancer Foundation, the Foundation for Italian Art & Culture and is a
Trustee of the Winston Churchill Foundation of the United States and of the E.L. Wiegand Foundation.
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Ownership

30%
70%

% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

Barr, E.S. & Company

399,494

6.11

Keeley Asset Management Corp.

351,000

5.37

Keeley Small Cap Value Fund, Inc.

350,500

5.36

Vanguard Group, Inc. (The)

309,374

4.73

Royce Total Return Fund

298,500

4.56
Source: Yahoo! Finance

Peer Table
Company

Market Cap

ROE (%)

P/E

Gamco Investors Inc.

2.16B

24.12

18.65

Legg Mason Inc.

6.33B

4.87

21.51

Wisdomtree Investment Inc.

2.35B

51.14

34.78

Federated Investors Inc.

3.38B

25.02

23.14

Janus Capital Group Inc.

3.42B

10.01
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Mariano Sanz

Marine Harvest ASA (MHG)
January 30, 2015
International Consumer Staples

Marine Harvest ASA, (NYSE: MHG) is a seafood company that produces and sells farmed salmon
products worldwide. The company provides farm raised salmon and processed seafood to more than 50
markets. The company conducts its core fish farming operations in Norway, Scotland, Canada, Chile and
Ireland. Furthermore, the firm engages in the secondary processing of salmon to prepare products such
as fillets and smoked salmon. The company employs 10,200 people and is represented in 22 countries.
The company was founded in 1965 and is headquartered in Bergen, Norway.
Price ($): (01/26/2015) $
12.94
Price Target ($):
$
16.51
52WK H-L ($):
15.53-10.37
Market Cap:
5.48B
Float (mil):
284.4
Short Interest (%):
N/A
Avg. Daily Vol:
105,203
Dividend ($):
$
0.67
Yield (%):
4.70%

Beta:
WACC
L-Term Rev. Gr Rate Est:
L-Term EPS Gr Rate Est:
Debt/Equity:
ROA:
ROE:

0.85
7.85%
5.4%
7.8%
56.08%
8.82%
15.50%

FY: August
Revenue (Mil)
% Growth
Gross Margin
Operating Margin
EPS (Cal)
FCF/Share
P/E (Cal)
EV/EBITDA

2013A
2014E
2015E
$3,268.80 $4,226.97 $4,627.22
22.92%
29.31%
9.47%
47.92%
48.37%
49.12%
16.57%
20.20%
21.50%
$
1.13 $
1.46 $
1.70
$
0.79 $
1.14 $
1.33
21.44
14.71
10.32
9.71
9.36
7.04

Recommendation
Marine Harvest ASA is one of the largest seafood companies in the world - and is the world’s
top producer of Atlantic salmon. During the last decade, the company has become the leader in
the salmon industry with an estimated market share of 30% of the global market for salmon.
Marine Harvest has a key competitive advantage over its competitors by operating farming
facilities in all of the world’s major salmon abounded areas. MHG accounts for the largest total
production of salmon, holding about 25% of the quantity in Norway and about one-third of the
market in North America and the United Kingdom. Since 2012, management has transformed the
company from a product-driven fish farming company into an integrated marine protein producer
by expanding into fish feed and expanding its secondary processing operations. To increase the
company’s secondary production capacity, Marine Harvest acquired Morpol in 2013, which was
the world’s leading value-added producer of salmon. In addition, in 4Q2014, the company also
expanded its operations in Chile by acquiring the assets of the Chilean farming company,
Acuinova Chile S.A. The acquired assets have a capacity to produce about 40,000 tonnes per
annum, which represents an opportunity to increase their Chilean harvest production by 66%.
Furthermore, in June 2014, the company started its first fish production facility. Because of these
reasons and a favorable valuation, it is recommended that Marine Harvest be added to the AIM
International Fund with a target price of $16.51, representing a potential upside of over 28%. The
company offers a dividend of $0.67, which represents a yield of 4.70%.
Investment Thesis
 Organic Growth in Salmon Consumption. Although 70% of the world’s surface is
covered by water, only 6.5% of the protein sources for human consumption is derived
from sea animals. According to the World Bank, it is projected that global fish
consumption will increase from 15.50 kg per capita in 2000 to 18.20 kg per capita in
2020. Atlantic salmon production has increased at a CAGR of 11% from 2004 to 2014,
yet it currently accounts for only 4.2% of the global seafood supply. A trend that has
helped increase salmon consumption and will continue doing so in the future is that
Atlantic salmon has the highest level of industrialization and the lowest level of risk
amongst other aquaculture products. Due to the company’s ample excess capacity in their
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production facilities, management estimates that the company will be able to grow
revenue at a CAGR of over 6% for the next five years.


Upstream and Downstream Integration. Marine Harvest opened its first salmon feed
production facility in Norway in 2014. This facility has the potential to produce 220,000
metric tons of feed plant by 2015. This represents 40% of the company’s global feed fish
needs, which the company previously bought from other suppliers. Salmon feed is the
main operating cost for the company and management’s goal is to become the leader in
salmon feed production over the next 10 years. In addition, the acquisition of Morpol has
been successfully integrated into Marine Harvest’s operations. As a result of the recent
expansion opportunities taken by management, the company has succeeded in vertically
integrating its operations. Synergies from these actions will allow the company to
improve operating margin by 280 bps in the next five years.



Emerging Market Expansion. Per capita consumption of fish is expected to grow faster
in regions with highest projected income growth, such as China and India. Salmon
consumption in Asia has grown at a CAGR of 11% from 2004 to 2014. The company has
five secondary production plants operating in Asia and currently MHG has 50% of the
market share in salmon fillets in Asia. Further penetration in this market would allow the
company to grow volume sales around 13% in this region.

Valuation
In order to reach an intrinsic value for MHG a 5 year discounted cash flow model was conducted using a
terminal growth rate of 2% and a WACC of 7.85%. This resulted in a valuation of $17.09. Sensitivity
analysis of both the terminal growth rate and WACC provided for a range between $11.30 and $19.22.
Relative valuation methods using P/E and EV/EBITDA multiples were also conducted using a median
peer multiple P/E of 13.40X and EV/EBITDA of 9.21x. Weighting these three valuations 60%, 20%, and
20% respectively, a price target of $16.51 was established, which provides a potential upside of 28%. The
company pays a dividend with a yield of about 4.70%.

Risks


Price risk. The company’s operational performance is highly dependent on salmon prices, which
are subject to large short-and long-term fluctuations due to variations in the level of harvest
volumes. To mitigate this risk the company enters into short and medium term agreements with
vendors to lock in a fixed price.



Biological risk. The company’s operations are subject to a number of biological risk
elements such as growth, harvest weight, harvest volume, mortality, downgrading
percentage and claims from customers. Biological parameters are impacted by, e.g.,
diseases, algal blooms, low oxygen levels and fluctuating seawater temperatures.

Management
Ole Erik Leroy is Chairman of the Board of Directors. Mr. Leroy has deep expertise in the seafood
industry. He was the Former CEO in Lerøy Seafood Group ASA 1991-2008, former Chairman of the
Norwegian Seafood Federation (FHL) and former chairman of the board of the Norwegian Seafood
Export Council (NSEC). Alf-Helge Aarskog has served as CEO of Marine Harvest since 2010. Prior to
this position, he was the CEO (2009 to 2010) and Executive Vice President (2007 to 2009) at Lerøy
Seafood Group ASA.
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Owne rship
# of Shares Held by All Insider and 5% Owners:
# of Shares Held by Institutional & Mutual Fund Owners:

Top Five Share holde rs
Top Five Shareholders
Bank of America Merrill Lynch (US)
ClearBridge Investments, LLC
UBS Securities LLC
Managed Account Advisors LLC
Morgan Stanley Wealth Management

Company Name (Thicker)
Marine Harvest ASA (MHG)
Leroy Seafood Group ASA (LYSFF)
Grieg Seafood (GRGSF)
Salmar ASA (SALM)

Shares
%Out
1,404,722
0.34
761,485
0.19
366,380
0.09
360,872
0.09
337,758
0.08
Source: Thomson One

Peer Group
Market Cap ($M)
5,199
1,958
1,960
1,959
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1.27%
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P/E
EV/EBITDA
10.32X
9.36X
11.50X
8.31X
23.12X
11.25X
9.92X
7.58X
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Avolon Holdings Ltd. (AVOL)
January 30, 2015
Jiajun Zhou

International Financials

Avolon Holdings Ltd. (NYSE: AVOL) is a leading global aircraft leasing company. By acquiring,
managing and selling commercial aircraft, AVOL provides aircraft leasing and lease management
services to airlines and aircraft investors worldwide. By 4Q14, AVOL had long-standing relationships
with over 150 airlines and its customer base comprised 49 airlines in 27 countries. With offices in China,
Dubai, Singapore, and the United States, AVOL generates lease revenue in Asia Pacific (30%), EMEA
(36%), and Americas (34%). AVOL has been expanding its business in emerging and high growth
markets by acquiring young, modern, fuel-efficient aircraft that are expected to remain in strong demand
during the next decade. The company also sells aircraft to effectively manage both asset residual value
and lease remarketing risk. Founded in 2010 and publicly listed in 2014, Avolon Holdings Ltd. is
headquartered in Dublin, Ireland.
Price ($): (1/22/15)
Price Target ($):
52WK L-H ($):
M arket Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol :
Dividend ($):
Yield (%):

19.10
23.99
18 - 20
1,546.2
43.1
1.18%
572,972
0.00
0.0%

Beta
0.90
Cost of Equity
10.20%
M -Term Rev. Gr Rate Est: 10.0%
M -Term EPS Gr Rate Est:
8.0%
Debt/Equity
3.0
ROA:
2.5%
ROE:
18.0%

FY: Dec
Revenue ($ M il)
% Growth
Operating M argin
Pretax M argin
EPS
P/E (Cal)
BVPS
P/B (Cal)

2013A
449.8
43.84%
31.01%
27.70%
$2.72
7.03
$15.98
1.20

2014E
539.8
20.00%
30.00%
25.00%
$3.10
6.17
$17.20
1.11

2015E
647.7
20.00%
30.00%
25.00%
$3.45
5.54
$20.29
0.94

Recommendation
Because of its stable long-term return, the aircraft leasing industry has drawn increasing attention in the
financial world as Government of Singapore Investment Corporation, Chinese state firms, and billionaire
Li Ka-shing are all pouring billions of dollars into the industry. By 4Q14 aviation’s total global economic
impact was reported to be $2.4T, equivalent to 3.4% of world. The air transport is expected to continue to
grow at an impressive CAGR of 5% through 2030. As middle class in the Asia-Pacific region will grow
four times by 2032, RPK traffic in the region is expected to surpass $4.8T by 2032, more than 34% of
world RPK while regional domestic traffic represents 52% of the world. Because the new generation
narrowbody aircraft are optimal for short- and medium-haul travel, Low-cost carriers (LCCs) are waiting
for almost 7,000 new narrowbody aircraft by 2032. Currently, a global fleet of 20,000 commercial aircraft
carry travelers towards destinations (of which 40% are leased). This figure was only 15% in 1990, and it
is projected to reach 50% by 2020. Airlines now prefer to lease aircraft rather than own them as leasing
provides a more flexible fleet portfolio and leaves residual value risks to lessors. It also frees airlines’
capital and liquidity for their day-to-day operations. As one of the new entrants, AVOL has achieved a
fourfold expansion in its fleet under a highly experienced management. The company ranked 23rd in the
aircraft leasing industry back in January 2013 with only 52 aircraft; however, by 4Q14 it was 9th largest
in the industry with a fleet of 235 units worth of over $12B. As the demand for aircraft remains solid and
an increasing number of airlines position their choices on leasing aircraft rather than owning, AVOL’s
expanding fleet should benefit from the thriving leasing demand and consequently generate growing
profits; therefore, it is recommended that Avolon Holdings Ltd. be added to the AIM International Equity
Fund with a price target of $23.99, providing an upside of 25%. AVOL currently does not pays a
dividend.
Investment Thesis
 Strong Demand vs. Limited Supply. Firms in the airline industry in the Asia‐Pacific region are
expected to spend $2T on new commercial aircraft over the next two decades. Specifically,
carriers in China have an appetite for over 5,000 new aircraft during this time, which represents
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over 45% of the Asian‐Pacific market. This huge demand is the product of the growing Chinese
air travel market: 6.8% CAGR for domestic travel and 7.2% CAGR for international travel by
2032. Meanwhile, aircraft backlogs in both years of production and gross units are at all-time
high, with a total of 11,700 units cumulative order backlog by 3Q14 as OEMs reported robust
book/bill ratios indicating strong demand for aircraft. For instance, Boeing reported 7 years of
production backlog worth of $430B / 5,500 units by 3Q14 (more than 75% of the backlog is in
the Asia‐Pacific and MEA area). Airbus also reported a backlog of 6,000 units. AVOL could
benefit from the imbalance by collecting higher rates for their leases.
Attractive Fleet and Terms. With a weighted average age of 2.5 years and highest “Tier 1”
proportion of owned fleet and commitments among top 10 global aircraft lessors, AVOL’s
portfolio is attractive to airlines in emerging markets. Its fleet is the youngest among its
competitors, with Air Lease Corp having an average age of 3.5 years, AerCap Holdings NV 7.6
years, and the rest higher. Both investors and airlines prefer fleet with a younger age as the
market value of newer aircraft has less volatility than older aircraft. AVOL currently has 108%
purchase commitments / current fleet market value ratio, which would help sustain its average
rage advantage over competitors. AVOL also owns a fleet with 100% “Tier 1 Assets”, which
have robust market liquidity and higher value retention because of their fuel efficiency and high
demand. Meanwhile, AVOL should also benefit from its 7.1-year average remaining lease terms
as they would bring stable future cash flow.

Valuation
To value AVOL, an Equity Excess Return model was used. Using a 5-year declining return on equity
from 18% to 14% and a cost of equity of 10.20%, an intrinsic value of $23.18 was reached. Additionally,
P/B and P/E comparable approaches were used. Applying a weighted AVOL current and peer P/B
multiple of 1.24x to AVOL 2014-2015 blended BVPS of $18.75, an intrinsic value of $23.19 was
generated. A weighted AVOL current and peer P/E multiple of 7.82x was used against 2014E EPS of
$3.27 reaching a value of $25.58. Weighing three valuations equally, a price target of $23.99 was
established, yielding a 25% upside.
Risks
 Interest Rates Risk. AVOL uses floating rate debt and generates part of its revenues from leases
tied to floating interest rates. Changes in interest rates may adversely affect the financial
condition and results of operations for the company.
 Lessees Default Risk. As the majority of the company’s revenue is generated from leases to
airlines and many of the lessees are expanding airline operations by financial leverage, AVOL’s
operations and profitability could be unfavorably affected should any defaults, bankruptcies, and
other credit problems of its lessees occur.
 Manufacturers’ Failure Risk. Two airframe manufacturers and three engine manufacturers
dominate the supply of large commercial jet aircraft. Failure of these manufacturers to meet
demands and fulfill contractual obligations could negatively affect AVOL’s commitments of
delivery and profits.
Management
CEO since formation of AVOL, Domhnal Slattery has over 25 years’ experience in the aircraft leasing
industry. In 1994, Mr. Slattery established his own aircraft advisory and investment banking services
company IAMG, which was later acquired by RBS to form RBS Aviation Capital. Prior to that, Mr.
Slattery worked for Guinness Peat Aviation and GE Capital Aviation Services. John Higgins, President
and Chief Commercial Officer since inception, also worked for GECAS and served as CCO for RBS AC.
Andy Cronin, CFO since inception, served as SVP Investor Markets at RBS AC.
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Ownership
% of Shares Held by All Insider and 5% Owners:

2.62%

% of Shares Held by Institutional & Mutual Fund Owners:

41.74%
Source: Bloomberg

Top 5 Shareholders
Holder

Shares

% Out

Cinven Ltd.

14,308,195

17.67

Oak Hill Capital Management LLC

13,115,870

16.20

Vigorous Invest Pte Ltd.

12,662,116

15.64

Oak Hill Advisors LP

5,166,848

6.38

USS Ltd.

2,384,709

Company Name (Ticker)

2.95
Source: Bloomberg

Peer Group
Fleet Value Fleet Units Fleet Avg. Age Market Cap

P/B

P/E

AerCap Holdings N.V. (AER)

$52.8B

1,671

8.2

$8.08B

1.43x

12.53x

GECAS

$47.7B

1,922

6.9

N/A

N/A

N/A

Air Lease Corporation

$34.6B

627

3.5

$3.40B

1.32x

17.02x

CIT

$20.1B

462

5.1

$8.12B

1.16x

13.24x

Aviation Capital Group

$12.3B

388

5.1

N/A

N/A

N/A

Aircastle

$4.3B

147

8.4
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The Greenbrier Companies, Inc. (GBX)
January 30, 2015
Mitchell Swirth

Domestic Industrials

Greenbrier Companies, Inc. (NYSE: GBX) designs, manufactures, and markets railroad freight car
equipment in North America (91%) and internationally (9%). The company operates in three segments:
manufacturing (74%), wheel, repair & parts (22%), and leasing and services (4%). The manufacturing
segment offers intermodal, tank, automotive, conventional, and coal railcars. The company also has a
European segment that manufactures a variety of railcars and marine vessel fabrication. The company’s
wheels, repair & parts segment provides large wheels, which includes reconditioning of wheels and axles,
in addition to new axle machining and finishing and axle downsizing. Its leasing & services segment
offers operating leases and ‘by the mile’ leases for a fleet of approximately 8,600 railcars; and this
segment owns or provides management services to a fleet of approximately 246,000 railroads, shippers,
carriers, institutional investors and other leasing and transportation companies. The Greenbrier
Companies, Inc. was founded in 1974 and is headquartered in Lake Oswego, Oregon.

Recommendation
Demand in rail freight is currently at a 20 year peak, and GBX has primarily benefitted from this. The
industry’s backlog was at a record quarterly high in 3Q14. In 1Q15, GBX has seen their backlog grow by
41,200 units (31% sequentially) with a $4.2 billion value. As orders of non-tank car continue to grow
(60% of book orders), GBX is well-positioned because they are capable of offering railcars with different
competencies. In addition to GBX becoming more product diversified, they have been a leader in railcar
safety. They have developed a new “Tank Car of the Future.” As new regulation concerning railcar
safety passes the US Congress (expected in early 2015), GBX is in a favorable position to provide
customers with a “new tank car” that satisfies these regulations. Management says they have at least
4000 of these new tank cars on order with more customers in queue lined once the exact regulations are
known. GBX also recently entered an agreement to acquire 19.5% ownership (with an option to acquire
another 40.5% by Sept. 2017) in a Brazilian company (Amsted-Maxion Hortolândia), the leading railcar
manufacturer in South America for $15 mil. This deal is expected to be accretive by the second half of
FY16. For these reasons and a favorable valuation, it is recommended that GBX be added to the AIM
Equity fund with a price target of $65.97, offering a 23% upside. GBX pays a quartely dividend at $0.15,
offering a 1.2% yield.
Investment Thesis
 Potential benefit from new tank car regulation. After the explosion of a tank railcar in Quebec
in 2013, killing 47 people, Canada and US transportation regulators demanded higher safety
standards on railcars carrying oil, ethanol and other flammables. Regulators mandated that DOT–
111 tank cars built before 2014 be retrofited to meet new safety enhancements or be phased out
by 2017. Many companies in the industry have resisted these mandates, but GBX is one of the
few rail companies to be proactive. They have already enhanced their older tankcar, and are
hiring more workers at their factories to meet the demand for retrofitting the DOT-111 tank cars.
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Additionally, in July 2014 they entered a JV with Watco, creating the largest independent railcar
repair-shop network in North America.
Industry order/backlog growth. Industry book orders in 4Q14 remained strong as railcar orders
were for 37k units, which is the second highest quarterly order since 1994 (3Q14 was the
historical high). This figure compares to the average order book of 29k units over the past four
quarters. Non-tank railcars, small cubed covered hoppers and flat cars in particular, drove about
60% of the book orders. Total railcar backlog also was 143k units, up 15% sequentially. Nontank backlog was up 17% sequentially while tank backlog was up 12%. High backlog and orders
suggest a strong cyclical recovery.
Strong product mix. With GBX implementing a fleet of different railcars, their margins have
lagged competitors over the past few quarters. Management expects margins to grow rapidly (at
least 20% by 4Q16) as they begin realize the backlog of non-tank railcars. GBX management
stated that roughly 25% of it backlog is of tank cars compared to the 50% it was a year ago.

Valuation
In order to reach an intrinsic value for GBX, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 2% and a WACC of 10.15%, a valuation of $69.57 resulted. A sensitivity
analysis on both the terminal growth rate and WACC yielded a range between $55.93 and $84.04.
Additionally, an EV/EBITDA multiple was performed in this anaylsis. An industry average EV/EBITDA
multiple of comparable firms yielded a multiple of 10.24x. Using the 10.24 multiple, a share price of
$62.37 resulted. By weighting the DCF model 50% and the EV/EBITDA multiple 50%, a price target of
$65.97 was established, offering potential upside of 22.92%. GBX pays a quartely dividend at $0.15,
offering a 1.2% yield.
Risks
 Relatively concentrated customer base. GBX’s customers include railroads, leasing
companies, financial institutions, shippers, carriers and transportation companies. In 2014,
revenue from two customers, CIT company and TTX company, accounted for 41% of total
revenue (21% of wheels, repair & parts and 49% of manufacturing). In August of 2013, GBX
signed a long-term agreement with CIT company. Though the customer base seems
concentrated, most customers are locked into long-term contracts and must realize large
cancellation fees if they exit of an agreement with GBX.
 Current level of indebtedness. As of November 30, 2014 GBX’s total debt consisted of $489.2
million, which was comprised of borrowings under convertible notes, credit facilities, and term
loans. Though this is a sizable amount of debt, GBX has demonstrated the ability to pay off their
debt. Since February of 2013, they have paid off $149 million in debt. $230 million of GBX’s
debt comes in the form of convertible senior notes, which is not due until 2018. GBX has been
cash flow positive in five of the past six years, making it realistic to pay back debt.
 Cyclicality of the railcar market. During economic downturns or a rising interest rate
environment, the cyclical nature of the railcar business creates a lower demand for GBX’s
products. Economic downturns could slow production lines while higher interest rates could slow
the rate of customers leasing out products. Fortunately, the U.S economy continues to improve
while interest rates remain low.
Management
William A. Furman has operated as the CEO and President of GBX since 1994. He also serves as the
Chairman of the Board. He has been associated with GBX and its predecessor companies since 1974.
Mark Rittenbaum serves as the CFO and Executive Vice President. He has been in the role since 2008
and has worked for GBX since 1994. In FY14, GBX strengthened their management team by adding
over 20 people to their senior and middle management positions.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners

12%
90%
Source: Yahoo!
Finance

Top 5 Shareholders
Holder
Dimensional Fund Advisors
Vanguard Group, Inc. (The)
Par Capital Management, Inc.
BlackRock Institutional Trust Company, N.A.
Royal Bank of Canada

Shares
2,309,851
2,240,968
1,693,700
946,043
872,040

% Out
8.72%
8.46%
6.40%
3.57%
3.29%
Source: Yahoo!
Finance

Peers

Market
Cap

Share
Price

P/E

Westinghouse Air Brake Technologies Corp (WAB)

$8.18B

$84.99

25.8x

American Railcar Industries, Inc. (ARII)

$1.08B

$51.70

10.8x

Trinity Industries Inc. (TRN)

44.07B

$26.16

6.44x
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Ashford Hospitality Trust, Inc. (AHT)
January 30, 2015
Anne Wiesman

Financial Services

Ashford Hospitality Trust, Inc. (NYSE: AHT) operates as a real estate investment trust focusing primarily
on the hospitality industry. AHT focuses on ownership of upscale full-service and select service hotels in
locations throughout the United States. Hotels owned and operated by AHT operate under many widely
recognized brands including, but not limited to, Hilton, Hyatt, Marriott, Starwood, and Intercontinental
Hotel Groups. The firm also invests in mid-scale and luxury hotels. AHT’s investments come in several
different forms including direct hotel investments, first mortgages, mezzanine loans, construction loans,
and sale-leaseback transactions. As of September 30, 2014 AHT only conducted business in the United
States. AHT’s portfolio as of September 30, 2014 consisted of 116 hotels with 23,063 rooms. AHT was
founded in Dallas, TX in 1968 and went public in 2003.
Price ($): (01/22/15)
Price Target ($):
52WK H-L ($):
M arket Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol (thou):
Dividend TTM ($):
Yield (%):

10.77
$13.74
11.36-8.09
968.70
85.1
2.37%
690.6
0.48
4.46%

Beta:
1.17
Cost of Equity
10.21%
M -Term Rev. Gr Rate Est:
4.7%
M -Term EPS Gr Rate Est: 11.2%
Debt/Equity:
311.6%
ROA:
1.90%
ROE:
-5.50%
FFO/Total Debt:
4.96%

FY: Dec
Revenue (million)
% Growth
Operating M argin (%)
Profit M argin (%)
EPS (Cal)
FFO/Share
P/FFO
Div. Per Share

2013A
918.90
1.91%
10.16%
-8.21%
(1.00)
$1.27
6.52x
$0.48

2014E
849.06
-7.60%
7.89%
-8.83%
(0.83)
$11.74
11.74x
$0.48

2015E
947.45
11.59%
16.44%
2.15%
0.23
$1.84
5.84x
$0.48

Recommendation
The hospitality industry, after taking a hit as a result of the financial crisis, has been slowly recovering
over the past several years. The industry posted average revenue per available room (RevPAR) of $65.52
and an average occupancy rate of 60% in 2007, which fell to a low of RevPAR of $53.50 and an average
occupancy rate of 54.7% in 2009. Over the past several years these numbers have been slowly improving
with 2013 RevPAR of $68.64 and an average occupancy rate of 62.2%, this growth trend is expected to
continue in 2014 (when numbers become available mid-2015) and 2015. Recently the industry has
benefited from declining unemployment rates, artificially low interest rates, and falling oil prices. The
industry has been fueled over the past year in part by the reputation of management as well as impressive
customer service. AHT operates in a segment of the hospitality industry that focuses primarily on upper
class and luxury full-service hotels. When AHT acquires a hotel they generally install a third party
management team to ensure quality management. AHT has benefitted from the low interest rate
environment both from an acquisition standpoint as well as debt restructuring. The industry as a whole is
expected to benefit from an increase in lodging occupancy rates in 2015, which, according to AHT CEO
Monty Bennett, are expected to be 65% in 2015, the highest rate since 1987. As one of the darlings of the
industry, AHT is expected to benefit from this more than the average firm in the industry having produced
above average returns since their IPO in 2003, 213% vs. 163% shareholder return, respectively. AHT
recently announced a $0.12 quarterly dividend as well as two acquisitions. Due to the expected ramp up
in acquisitions, recent changes in company structure, improving macroeconomic conditions and a
favorable valuation, it is recommended that AHT be added to the AIM Equity Fund with a price target of
$13.78, representing a potential upside of 27.54% in addition to its current 4.46% dividend yield.
Investment Thesis
 Acquisitions. In January 2015 AHT announced two acquisitions that are set to close in the next
30 days. These additions in the Austin, TX and Memphis, TN markets add an additional 400
rooms to AHT’s over 23,000 rooms. In particular, the Austin location offers exposure to
business customers; the new location offers 24,000 square feet of meeting space, in a rapidly
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growing region both in job growth and population growth. Additionally, this year is expected to
be acquisition heavy, which will grow revenues while the low interest rate environment will
allow AHT to finance these acquisitions at attractive rates. Currently, AHT’s weighted average
debt interest rate is 5.3%, made up of both fixed and floating rates (all of which have caps).
 Company Structure. Over the past year management has refinanced some of its debt, including
three mortgage loans with a combined outstanding balance of $325 million for $469 million,
positioning AHT more competitively. Additionally, AHT recently spun off their asset
management business and bought out Highland JV, with which they previously conducted
business via a non-controlling joint venture. These changes all come after the spinoff Ashford
Hospitality Prime in 2013, which is the reason for suppressed revenue and earnings in 2014.
AHT also had an additional equity offering in April 2014 of 7 million shares. The proceeds were
used for hotel related investments, CAPX, repayment of debt, and working capital. These
company moves will ultimately simplify AHT’s accounting going forward and, at this point, it
does not appear the market has priced these factors into the share price.
 Macroeconomic conditions. According to the Bureau of Economic Analysis consumer spending
has been increasing quarter over quarter for over a year, which bodes well for the hospitality
industry. Falling fuel prices combined with falling unemployment rates increase the number of
families and individuals traveling and vacationing – both of which are pieces of AHT’s target
market.
Valuation
In order to reach an intrinsic value for AHT, a 5 year DDM, a price-to-funds from operations (P/FFO)
multiple, and a price-to-book (P/B) multiple model were employed. Using a terminal dividend growth
rate of 3% and a cost of equity of 10.21% resulted in a valuation of $6.55. A sensitivity analysis
performed on both the terminal dividend growth rate as well as the cost of equity resulted in a price range
of $8.87 to $5.24. A P/B multiple model (using the 5 year average P/B multiples of 2 of AHT’s
competitors as well as the industry average) (50%) as well as AHT’s 5 year average P/B (50%) resulted in
an average multiple of 1.63x. A combination of the multiple and AHT’s 2014 BVPS estimate of $6.61
resulted in a price of $10.91. A P/FFO multiple model using AHT’s 5 year historical average of 8.99x
(50%) as well as a peer average of 12.61x (50%) and an FFO/share estimate of $1.97 resulted in a price of
$21.33. Weighting the P/FFO 40% and the DDM and P/B models 30% each, a target price of $13.74 was
established. AHT pays a quarterly dividend.
Risks
 Rising interest rates. As with all REITs AHT faces interest rate risk. A rise in interest rates
would have an adverse effect on AHT’s debt interest rates. AHT mitigates this risk by ensuring a
cap is placed on all floating interest rates.
 Unforeseen world events. Hospitality is particularly affected by unforeseen world events.
These events range from terrorist attacks to outbreaks of disease / illness such as Ebola. These
events cannot be predicted and often suppress travel in the near term after an event occurs.
 Increased use of Internet intermediaries. As more people book hotels using sites such as
Expedia, Travelocity, Priceline, etc. this increases the intensity of competition in the industry.
This puts pressure on prices, which could reduce the amount of revenue AHT is able to generate
in any given year.
Management
Montgomery (Money) Bennett serves as AHT’s founder, CEO, Chairman, and Director. Bennett is also
on numerous hotel industry boards and Ashford Hospitality Prime, Inc., an AHT spin-off. Douglas
Kessler has served as the President of AHT since 2009. With over 30 year of experience in real estate
acquisitions Kessler is credited for growing AHT’s asset base by over $4 billion.

Marquette University AIM Class 2015 Equity Reports

Spring 2015

Page 15

Source: Bloomberg

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

4.82%

% of Shares Held by Institutional & Mutual Fund Owners:

88.65%
Source: Bloomberg

Top 5 Shareholders
Holder

Shares

% Out

Vanguard Group, Inc.

12,532,944

14.01

Blackrock

5,607,844

6.27

HG Vora Capital Management, LLC

4,500,000

5.03

Alliance Bernstein

3,439,942

3.85

JP Morgan Chase & Co.

2,907,214

Peer Group

3.25
Source: Bloomberg

Market Cap

P/B Ratio

P/FFO

Hospitality Properties Trust (HPT)

4,920.00

1.56

8.58

Host Hotels & Resorts (HST)

18,270.00

2.09

14.22

1,300.00

-

23.40

FelCor Lodging Trust Inc. (FCH)

*

Industry Average
1,470.00
1.83
15.04
*
FCH is excluded from averages due to lack of a 5 year P/B average and an abnormally large P/FFO ratio
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Mark Messier

Federated National Holding Company (FNHC)
January 30, 2015
Domestic Financial Services

Federated National Holding Company (NASDAQ: FNHC) is a provider of P&C (property and casualty)
insurance underwriting, distribution, and claims processing in the United States (92% in Florida, 5% in
Texas, 1.5% in Louisiana, 1% in Alabama, and 0.5% in Georgia). The firm underwrites homeowners’
multi-peril, commercial general liability, federal flood, workers compensation, personal umbrella, inland
marine, fire, allied lines, personal & automobile, and other lines of insurance. The company markets and
distributes its own and third-party insurers products and other services through contractual relationships
with independent and general agents. FNHC was formerly known as 21st Century Holding Company until
2012. Federated National Holding Company was founded in 1991 and is based in Sunrise, Florida.
Price 1/26/15 ($):
$28.06 Beta:
Price Target ($):
$33.31 WACC:
52 WK L-H ($):
12.17 - 37.04 M-Term Rev. Gr Rate Est:
Market Cap (MM):
$372.35 M-Term EPS Gr Rate Est:
Float (MM):
12.78 Financial Leverage:
Short Interest (%):
2.29% ROA:
Avg 3 Month Vol:
236,342 ROE:
Dividend ($):
$0.16 Debt/Equity (%):
Dividend Yield:
0.60% Combined Ratio (%):

0.75
6.81%
8.67%
9.90%
2.85%
8.65%
15.49%
4.0
82.8

FY: Dec 31
2014A
2015E
2016E
Revenue (MM)
186.70
237.42
297.98
% Growth:
53.36%
27.17%
25.51%
Operating Margin (%): 23.25%
23.65%
23.27%
EPS ($):
2.72
3.41
4.02
P/E:
10.32
9.77
8.28
BVPS ($):
14.50
15.91
17.43
P/B:
1.94
1.76
1.61

Recommendation
Federated National Holding Company has been able to build their financial position coming out of the
2007-08 financial crisis. FNHC has produced solid sustainable growth, most notably in 2014, as shown
by a 46% 3-year CAGR in revenues. The firm has been able to generate this growth as a result of
increasing premiums as well as an improving economy. Premiums alone have experienced a 50% 3-year
CAGR, which has helped drive organic growth for the company. Claim and loss expenses have remained
relatively stable over the past five years, but increasing revenues have helped drive operating profits up
from $6.7 million in 2012 to $43.4 million in 2014. As a result, operating margins have grown from
9.83% in 2012 to 23.25% in 2014 (1,342 bps movement) - supporting the firms’ revenue/expense
strategy. This substantial jump is directly correlated to the increase in premium revenue in the years
following the recession, as expenses have remained constant. As of September 2014, homeowners’
insurance made up 90% of FNHC’s business at $83.3 million, up from 3Q13 figures of 89% and $54.1
million. While the low interest rate environment provided for lackluster returns on FNHC’s investment
portfolio, it also helped generate greater home loan originations, ultimately creating more P&C business
for the company. Solid earnings growth and strong performance in the P&C sector, as well as increasing
analysts’ estimations for the firm are factors that indicate FNHC has more room to grow. Additionally,
with an improving U.S. economy, the likelihood of strong future premium growth exists. With FNHC’s
ability to drive revenues and EPS growth, it is recommended that FNHC be added to the AIM Equity
Fund with a target price of $33.31, representing a potential upside of nearly 19%. The firm does pay a
dividend that presently yields 0.60%.
Investment Thesis
 Low Interest Rate Support. The low interest rate environment helped drive home loan
originations throughout the country in 2013-14 As a P&C insurer, FNHC has the ability to
capture homeowners’ insurance investments and higher-than-normal rates. In 2014 alone,
homeowners’ insurance policies grew 50% and are likely to continue to grow as interest rates
remain at historic lows. The Federal Reserve’s QE program has ended, which would certainly
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slow down the pace of FNHC’s homeowners’ policy growth, but it is uncertain as to how rapidly
rates will rise and the impact this rise will have on FNHC’s business.
 Premium Pricing Hardening. After a drastic fall in premium pricing from the latest market
recession, analysts are beginning to see a return to the average. This price hardening is sure to
benefit FNHC, as the firm is able to increase its revenue via greater premiums earned.
Information to support this is explained by recent success in gross and net premiums. Gross
premiums as of 3Q14 increased by 59.7% to $280.5 million as compared to 3Q13. Net premiums
earned as of 3Q14 increased by 87.5% to $130.0 million as compared to 3Q13. Management
expects this growth to continue, however did not provide specific projections.
 Defined Market Positioning. FNHC is currently a top three write of voluntary business in
Florida. In terms of population, Florida is the 3rd largest state in the country, which allows FNHC
to capture a substantial amount of business. Additionally, FNHC has been chosen amongst only a
select few of Florida homeowners’ insurance companies appointed to write voluntary business
throughout Allstate’s Florida agents.
Valuation
To find the intrinsic value of FNHC, a price to book multiple was used, as well as an equity excess
earnings model. The 5-year average historic price to book for FNHC was 1.71x with its peer average
being slightly higher with an average P/B of 1.86x. Weighting the historic average at 60% and the peer
average at 40%, the P/B yielded an intrinsic value of $34.86. Based on a calculated cost of equity of
6.23%, the excess equity analysis yielded in an intrinsic value of $31.75. Weighting these valuations at
50% each, the final estimated intrinsic value of FNHC is $33.31, which provides for a potential upside of
nearly 19%. The firm’s dividend yield is 0.60%
Risks
 Natural and Man-Made Disasters. FNHC write’s insurance policies that cover homeowners,
business owners, and automobile owners for losses that result from catastrophes and sinkholes.
Although the firm’s homeowners are disbursed throughout Florida, substantially all of them are
located in Florida, which is especially subject to adverse weather conditions such as hurricanes
and tropical storms.
 Reinsurance Risk. FNHC’s reinsurance structure is composed of several reinsurance companies
with varying levels of participation providing coverage for losses at pre-established minimum and
maximum amounts. The availability and costs associated with the acquisition of reinsurance vary
year to year and FNHC is not able to control these fluctuations, which may be significant and
may limit FNHC’s ability to purchase adequate coverage.
Management
Michael H. Braun was appointed CEO of the Company in July 2008, President in June 2009, and elected
to the Board of Directors in December 2005. Previously, Mr. Braun was COO, where he was responsible
for the Company’s strategic product portfolio. Mr. Braun has also served as President of Federated
National Insurance Company, a subsidiary of the Company, since September 2003. Peter J. Prygelski was
named CFO in June 2007 after serving as an independent director from January 2004 through June 2007.
He was re-nominated to the Board in June 2008 and has served as an inside director since that time.
Prygelski spent 12 years at American Express in various capacities.
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Source: Bloomberg

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

8%
41%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
BlackRock Institutional Trust Company
Dimensional Fund Advisors
Renaissance Technologies, LLC
Simberg, Bruce F
Vanguard Group, Inc.

Competitive Set
Heritage Insurance
United Insurance
Atlantic American
First Acceptance
HCI Group

Shares
866,154
711,446
582,700
483,365
372,728

Stock Price ($)Mkt Cap (MM)
18.97
561.9
23.51
490.9
3.88
81.5
2.34
95.1
46.17
511.4
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% Out
6.18
5.08
4.16
3.45
2.66
Source: Bloomberg

P/B
2.30
2.45
0.85
1.11
2.61

Spring 2015

P/E
12.03
12.10
32.92
11.08
9.09
Source: Bloomberg
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Cerus Corporartion (CERS)
January 30, 2015
James Stark

Healthcare

Cerus Corporation (NASDAQ: CERS) is a biomedical products company focused on blood safety. The
company’s INTERCEPT Blood Systems are designed to inactivate blood-borne pathogens intended for
transfusions. The INTERCEPT Blood System is designed for three blood components: platelets, plasma,
and red blood cells. The technology for the platelet and plasma systems have both received Conformite
Europeene (CE) marks. Commercialization efforts for these products are ongoing in Europe, The
Commonwealth of Independent States, the Middle East, and other regions worldwide. Cerus Corporation
was founded in 1991 and is headquartered in Concord, California.
Price ($) (1/30/15)
Price Target ($):
52WK Range ($):
Market Cap:
Float
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

5.52
6.98
3.48-8.00
475.8M
88.3M
15.1%
1.52M
$
0.00%

Beta:
1.45
WACC
12.7%
M-Term Rev. Gr Rate Est: 46.3%
M-Term EPS Gr Rate Est:
66.0%
Debt/Equity
7.9%
ROA:
-65.5%
ROE:
-140.0%

FY: December
2013A
2014E
2015E
Revenue (Mil)
40
37
45
% Growth
7.88% -6.30% 20.50%
Gross Margin
43.07% 45.43% 46.20%
Operating Margin -71.28% -116.13% -97.70%
EPS (Cal)
-$0.49A -$0.59E -$0.33E
FCF/Share
-$0.68
-$0.55 -$0.29
EV/Sales
7.2x
7.8x
6.7x

Recommendation
Cerus’ INTERCEPT inactivation technology, which is used to neutralize pathogens (bacteria, viruses,
parasites) in donated blood products is quietly becoming the standard of care in Europe and is steadily
growing globally. The current methods of pathogen detection are reactionary in nature. The tests are
conducted for suspected pathogens, but only if the risk (disease) has been identified. INTERCEPT
ensures that all pathogens are eliminated, whether they are detected or not. Given the limitations of
current blood treatment and screening methods, Cerus’ INTERCEPT technology offers a solution to a
poorly met market need. Today the INTERCEPT Systems are routinely used in over 100 centers in 20
countries, and this number will continue to grow as technology and efficacy validations continue and
more regulatory approvals are granted. With the recent approval of the INTERCEPT Platelet and Plasma
Systems in the US, CERS can now offer a product that treats both of these blood components. These
products were approved ahead of schedule in December 2014, and the first US sales of the components
are expected to be in 2Q:15. Management’s talks have been positive with the American Red Cross, who
currently account for around 50% of the blood processing market. The American Red Cross has
previously taken part in the Investigational Device Exemption for these systems, which is a positive sign
for future US adoption. The first US contracts for INTERCEPT are expected to be signed in 1H15, and if
a contract is signed with the American Red Cross, it is expected that other providers will be forced to
follow. Internationally revenue trends have stabilized after a poor 1H14. CERS made the decision to
move away from its distributor in southern Europe that negatively impacted revenues earlier this year.
The company now has its infrastructure fully developed in these key markets, and normalized revenue
levels are expected in 2015. With the continued stabilization of European sales, recent approval for
plasma and platelet systems, positive red blood cell data, and early uptake in the US it is recommended
that CERS be added to the AIM Domestic Equity Fund with a price target of $6.98, which offers a
potential upside of 26.45%. The firm does not pay a dividend.
Investment Thesis
 INTERCEPT Red Blood Cells. In January Cerus reported that the EU Phase III clinical trial of
INTERCEPT red blood cells met its primary endpoint. The company also reported in late
December 2014, that the US Phase II clinical trial met its primary endpoint. With INTERCEPT
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Plasma and Platelets in place, the market should be ready to quickly adopt INTECEPT red blood
cells for routine use. Red blood cells represent the largest market opportunity for INTERCEPT
and the successful Phase III trial bodes well for the CE Mark in 2016 as well as
commercialization in late 2016. The global red blood cell market for pathogen inactivation
technologies is roughly $4.7B. CERS is best positioned to capitalize on this opportunity as
INTERCEPT is well ahead of Termo’s Mirasol in the clinical development race.
US Market Opportunity. Management estimated the market opportunity for US platelets and
plasma to be around $155M and $210M respectively. The FDA approved both of these products
in mid-December. As for red blood cells it is estimated that the US market is about $970M. As a
majority of the US market belongs to less than 20 blood centers nationwide, it is expected that
CERS’s sales force (already in place) will be able to gain market share. There is virtually no
competition in the US for pathogen inactivation of platelets, plasma, or red blood cells. The
company is in a position to effectively corner the market for pathogen inactivation of all three
principal blood components for transfusion in the US.
Superior Product at a Cheaper Price. The INTERCEPT system offers a novel way to ensure
the safety of the blood components, protecting transfusion patients from both existing and
emerging pathogens. Through the reduction of testing and potential extension of shelf lives, the
INTERCEPT systems provide a more cost-effective way of delivering safe components to
patients.

Valuation
In order to reach an intrinsic value for CERS, a ten-year discounted cash flow model was conducted.
Using a terminal growth rate of 3% and a WACC of 12.75% resulted in a valuation of $7.80. Sensitivity
analysis on both the terminal growth rate and WACC provided for a range between $6.64 and $9.80.
Additionally, a relative EV/Sales multiple of 8.25x was utilized. After calculating the respective multiple
the estimated EV/Sales value was $6.16. By weighing the DCF model 60% and the EV/Sales multiple
40% a target price of $6.98 was established. The firm does not pay a dividend.
Risks
 Market Adoption. In order to increase market adoption for the INTERCEPT Blood System,
CERS must address issues and concerns from broad constituencies involved in the healthcare
system. They may be unable to demonstrate that the blood systems are safe, effective, and
economical or that the beliefs of using the INTERCEPT Blood System products justify their costs
and outweigh the risks.
 Extensive Regulation. The company’s products are subject to extensive regulation by domestic
and foreign authorities. If CERS preclinical and clinical data are not considered sufficient by a
country’s regulatory authorities to grant marketing approval, they may be unable to
commercialize products in that country.
 Third Party Distribution. CERS has entered into distribution agreements with distributors in
certain regions. They rely on these distributors to obtain any necessary regulatory approvals, as
well as market, sell, provide customer service, among other activities. Failure to do so or meet
minimum purchase obligations could impact financial results.
Management
William M. Greenman has served as the President and Chief Executive Officer since 2011. Prior to
joining Cerus in 1995, Mr. Greenman served in various marketing and business development positions in
Baxter’s Biotech Division. Dr. Laurence Corash, one of the co-founders, has been Chief Science officer
since 2009 and Chief Medical Officer since 1994. Dr. Corash currently serves on the US Health and
Human Services Advisory Committee on Blood Safety and Availability. Kevin Green was appointed
Chief Financial Officer in 2013, and has served in several financial roles at Cerus since joining in 2006.
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Source: Yahoo! Finance
Ownership
% of Shares Held by All Insiders and 5% Owners
% of Shares Held by Institutional & Mutual Fund Owners

Top 5 Shareholders
Holder
Shares
Orbimed Advisors, LLC
7,185,000
Royce & Associates, LLC
3,765,505
BlackRock Fund Advisors
2,666,779
BlackRock Institutional Trust Company, N.A.
2,496,273
Vanguard Group, Inc. (The)
2,361,467

2%
64%
Source: Yahoo! Finance

% Out
9.18%
4.81%
3.41%
3.19%
3.02%
Source: Yahoo! Finance

Peer Group
Company Name (Ticker)
Abiomed, Inc. (ABMD)
Dexcom, Inc. (DXCM)
Endologix, Inc. (ELGX)
Insulet Corp (PODD)
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Market Cap
$1.61B
$4.34B
$971.9M
$1.81B

EV/Sales
8.00x
12.29x
6.41x
6.33x
Source: Bloomberg
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Zhe Wang

Ping An Insurance Company of China, Ltd. (PNGAY)
January 30, 2015
International Financials

Ping An Insurance Company of China (OTC: PNGAY) is one of China’s leading personal financial
groups. Ping An has the most comprehensive range of financial service licenses and the widest range of
related businesses in China. PNGAY offers three core services: insurance (52% of net revenue), banking
(39%), and investments (9%). Ping An is China’s second largest insurance company in terms of
insurance premiums with an 18% market share. The firm operates with over 200,000 employees and
610,000 sales agents and services about 80 million customers. The company was founded in 1988 and is
headquartered in Shenzhen, China.
Price ($): (22/01/15)

22.43

Beta:

Price Target ($):

26.32

Cost of Equity

52WK H-L ($):

22.56-14.37

M -Term Rev. Gr Rate Est:

20.00%

109.2

M -Term EPS Gr Rate Est:

20.00%

Shrs out (mil)

5,416.3

L-Term Rev. Gr Rate Est:

Avg. Daily Vol:

30,353
0.23

M arket Cap (bil):

Dividend ($):
Dividend Yield:

1.03%

FY: Dec

2013A

2014E

2015E

Revenue ($M il)

58,488.87

73,111.09

88,464.42

% Growth

21.13%

25.00%

21.00%

Pretax M argin

10.97%

15.84%

15.91%

3.00%

Operating M argin

23.88%

27.82%

27.89%

ROA:

1.03%

EPS (Cal) ($)

1.15

1.78

2.14

ROE:

15.67%

P/E (Cal)

19.50

12.60

10.48

7.84

BVPS ($)

7.45

9.00

10.79

P/B

3.01

2.49

2.08

Debt/Equity
Combined ratio

0.93
9.61%

94.40%

Recommendation
In November 2014, the Chinese government published a report named Opinions of the State Council on
Accelerating the Development of Modern Insurance Industry. The aim of the report was to increase the
insurance penetration rate in China to 5% from 3% by 2020, which implies that the entire insurance
premium underwriting revenues will rise at least 2.5 times over the next five years. Ping An has done an
excellent job in increasing its total premium income in the past. During 2013, its total premium income
rose by 15% from $37.7B to $43.3B, and in 2014 it increased faster (increasing by 21.4% to a total of
$52.6B). The next fastest competitor was China Pacific Insurance Co., Ltd., which had only increased by
8.3%. Meanwhile, Ping An Life which constitutes 89% of Ping An’s total premium increased about 20%
in 2014 (3.4% higher than the industry average). Additionally, the market share of Ping An’s insurance
premium expanded significantly, from 13.6% in 2013 to 18.0% in 2014. Ping An has controlled its
business risk very effectively: its loss ratio for the first half of 2014 dropped by 1.9% to 58.3% compared
to the same period in 2013. Ping An’s ROE has climbed from 13.8% in 2012 to 15.7% in Q3 2014, and it
was predicted that the number would rise above 20% in the next five years. Great business performance
and optimistic forecasts support the high growth levels of Ping An’s all three core business: insurance,
banking, and investment. Due to the expected strong future growth and favorable valuation, it is
recommended that PNGAY be added to the AIM International Fund with a price target of $26.32. This
valuation represents a potential upside of 17.34%. PNGAY offers a 1.03% dividend yield.
Investment Thesis
 Sustainable Fast-Growing Profitable Insurance Business. In China’s insurance industry, there are
three main insurance categories constituting the premium income: Personal Insurance, Bank
Assurance, and Group Insurance. The most profitable line is personal insurance, and PNGAY’s
personal insurance business accounted for 89% of 2014’s total premium income, which is the highest
percentage in the industry. This business offers strong margins and stable cash flows for Ping An.
The insurance surrender rate of Ping An is only about 1%; whereas the industry average is 6% to 8%.
The growth in the number of sales agents supports the high projected growth rate of Ping An’s total
premium income. It is expected that Ping An’s sales agents will increase by at least 10% over the
next five years and the total number of sales agents will exceed the number of China Life Insurance,
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the largest insurance company in China, by 2015Q4. The New Business Value (NBV) rate of Ping
An was above 20% in the past five years, while the industry average was about 15% for the same
period. Because of the rapidly increasing sales force of the company and the acceleration of the
whole China’s insurance industry, it is estimated that Ping An could maintain the NBV rate above
20% through 2020.
 Rising Profitability of Ping An Bank (PAB). PAB contributes 39% of the net revenue of the firm
with the net income of PAB in the first three quarters of 2014 increasing about 34%. In order to
reduce the influence of the interest rate cut, PAB is actively developing intermediary businesses. By
2014H1, the non-interest income increased about 108% over the same period in 2013. The noninterest income contribution of the total income rose to 29% from 21% of the 2013 during the same
period. Although the ROE of PAB dropped from 20% in 2011 to 16% in 2013, due to the shrinking
net interest margin, it is expected that ROE will maintain a level above 15% through 2020.
 Boosting Investment Business of Ping An. Ping An Trust (PAT) is growing rapidly. During the
first half of 2014, the total assets of China’s trust industry grew 14%, but PAT increased 26%.
Meanwhile, the net income of PAT over the same period rose 64%. The Ping An Securities (PAS) is
developing significantly as well. The net income of PAS increased 106% during 2014H1.
Valuation
To find the intrinsic value of PNGAY, a Discounted Dividend Model (DDM), an Excess Return Model,
and a Price to Book (P/B) approach were employed. To be conservative, the DDM projected two stages of
annual dividend growth rate. Keeping the cost of equity constant at 9.61%, and a terminal dividend
growth of 2.5%, yielded an intrinsic value of $19.67. Sensitivity analysis on both cost of equity and
terminal growth rate resulted in a range between $19.34 and $20.82. An Excess Return Model was
executed to receive an intrinsic value of $36.10. For the P/B model, weighing developing market P/B and
developed market P/B at 60:40, a 2.58x P/B was generated. Applying it against the estimated 2014 BVPS
reached an intrinsic value of $23.19. Weighting the three models evenly, a target price of $26.32 was
obtained, which provides a potential upside of 17.34%. PNGAY pays a 1.03% dividend yield.
Risks
 Catastrophe and Insurance Risk May Hurt Profit. If the company underestimates the frequency
and severity of insurance accidents, Ping An would have problems on both solvency and profit.
Additionally, company’s reputation would deteriorate, which may affect its premium income.
 Investment Profit May Decrease Due to Potential Interest Cut. In November 2014, the People’s
Bank of China (PBOC) decreased the loan interest rate and the deposit interest rate by 40bps and
25bps respectively. It is predicted that PBOC will cut the interest rate further in 2015 in order to
improve the market liquidity, which means Ping An’s investments income would shrink
 Chinese Yuan Exchange Rate Risk Could Influence Both Investors and the Company. Ping An
holds many foreign currency deposits, bonds, foreign stocks, and funds. According to the company’s
pressure test, if Chinese Yuan depreciates 5% against U.S. Dollar, Ping An’s total profit would
decrease 351 million CNY ($57M), and its stock price might drop as well.
Management
Ma, Mingzhe has been Chairman of the Board of Directors since April 1994 and CEO since April 2001.
Before serving these two positions, he served as President and Director of the company since 1988. Prior
to that Mr. Ma was the deputy Manager of China Merchants Shekou Industrial Zone Social Insurance
Company. Mr. Ma has a Doctorate degree in Money and Banking from Zhongnan University of
Economics and Law.
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Source: Bloomberg

Ownership
% of Shares Held by All Insiders:

0.97%

% of Shares Held by Institutional & Mutual Fund Owners:

35.98%
Source: Bloomberg

Top 5 Shareholders
Holder

Shares

% Out

Shenzhen Investment Holdings Co., Ltd.

481,359,551

6.08

All Gain Trading Limited

394,500,996

4.98

Business Fortune Holdings Limited

246,563,123

3.11

Bloom Fortune Group Limited

239,089,199

3.02

Shum Yip Group Limited

153,865,100
1.94
Source: Company Q3 Report

Company Name

Peer Group
Market Cap ($B)

ROE

P/B Ratio

China Life Insurance Company

164.73

11.5%

3.05x

AIA Group Limited

69.84

8.86%

2.49x

New China Life Insurance Co., Ltd.

29.17

14.68%

2.58x

Dai-ichi Life Insurance Co., Ltd.

17.04

6.88%

0.73x

China Taiping Insurance Holdings Co., Ltd.

12.25

8.5%

2.76x
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Atlas Financial Holdings, Inc. (AFH)
January 30, 2015
Joe Simonelli

Financial Services

Atlas Financial Holdings (NASDAQ: AFH) focuses on the underwriting of insurance policies for the light
commercial automobile sector. This sector includes taxi cabs, non-emergency para-transit, limousine,
livery, and business autos. Atlas bundles each of these types of transportation units together and
underwriting services account for all of their revenues. The company works with three subsidiaries:
American Country, American Service, and Gateway Insurance. Atlas distributes its insurance products
through a network of retail independent agents. Atlas was founded in 2009, went public in 2013, and is
headquartered in Elk Grove, IL. They currently have 115 employees.
Price ($): 1/23/2015
Price Target ($):
52 WK L-H ($):
Market Cap (M):
Float (M):
Short Interest:
Avg. 3 Month Vol:
Dividend:

$ 16.68
$ 21.32
11.75-17.91
190.57
9.24
2.08%
79,405
-

Beta:
WACC:
D/E:
P/B:
P/E:
ROA:
ROE:
Operating Margin:

1.23
4.79%
0.00
1.99x
17.45x
4.18%
13.68%
13.26%

FY: Dec 31
Revenue:
% Growth:
Operating Income
% Growth:
EPS:
% Growth:
EV/EBITDA:

2014A
2015E
2016E
$ 100,716 $ 171,500 $ 233,000
36.1%
70.3%
35.9%
$ 11,800 $ 18,865 $ 25,630
88.74%
59.9%
35.9%
$
0.98 $
1.43 $
1.79
6.83%
45.82%
24.71%
14.56
10.65
9.92

Recommendation
According to a recent survey by A.M Best, it is estimated that the size of the commercial automobile
liability insurance market is approximately $24 billion. Another study from A.M Best shows that
commercial automobile insurance has been more profitable than the overall P&C industry in each of the
past ten years. Atlas, however, does not fully compete with everyone in this market because of their niche
focus on the “light” automobile sub-sector. While it is known that there is a positive correlation between
overall economic conditions and the demand for commercial auto insurance; management believes that
the “light” auto sector of this market is not as greatly affected by economic downturns. The success of
taxi drivers, as well as other members in this sub-sector, relies on consistently being available no matter
how the rest of the economy is performing. Since Atlas’s IPO in 2013, the company’s net income has
tripled. With the acquisition of Gateway (Q1 of 2013) they have been able to expand into more markets,
including New York. In Q3 of 2013 their gross premium increased by 31% to $42 million (YoY),
underwriting results improved by 143% to $1.6 million and net income doubled. Their combined ratio (a
key metric in the insurance industry) decreased below 90% for the first time ever. Atlas also increased
their book value for the seventh straight quarter, representing a BVPS of $8.28 and reported a 14.5%
ROE. Management believes that they can continue their strong revenue growth (36.1% in 2014) and
achieve a 20% market position in each of the markets they operate in by the end of the current market
cycle. Compared to last quarter, they have seen an increase of about 19% in submissions for new
business, an 8% jump of vehicles in force, and their renewal retention rate is around 91% (above the 85%
target level). With all of their production metrics moving in the right direction and an attractive valuation,
it is recommended that AFH be added to the AIM Equity Fund with a target price of $21.32, representing
an upside of about 28%. Atlas currently does not pay a dividend.
Investment Thesis
 Combined Ratio Improvement. As opposed to net earnings for most companies, underwriting
profitability is measured using the combined ratio. This ratio is the combination of their loss
ratio, acquisition costs, and underwriting expenses. In Q3 of 2014 the combined ratio fell to
89.6%, its lowest measure in company history. This was a 4.3% drop from a year ago; and they
continue to improve this ratio by taking advantage of better pricing opportunities and expanding
their geographic footprint. The biggest factor, however, is their ability to consistently decrease
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their loss ratio which is currently at 62.2%. This supports their consistent improvement each
quarter and signals that their combined ratio should continue to decrease.
 Further Expansion into the New York Market. By the end of Q1 2015, Atlas is expected to
complete the acquisition of Global Liberty, a firm based out of New York City that writes about
$40 million of annual commercial auto gross premiums. The two companies have no overlap in
New York which is the most prominent city in this business. The addition of Global Liberty will
help Atlas capture 7% of the public auto segment in NY and nearly 2.5% of the overall
commercial auto market. In total it will likely generate an ROE higher than 20% in that market.
Atlas will continue to search for opportunities to grow their book in markets that they find to be
highly profitable. Management has proven their dedication of growth in key markets like New
York through acquisitions like this and Gateway.
 Positive Job Outlook for Taxi Drivers, Chauffeurs, and Para-Transit Services. According to
the United Sates Department of Labor’s Occupational Outlook Handbook, taxi drivers and
chauffeurs currently represents about 233,000 Americans. This report projects an increase of
16% in this occupation from 2012-2022, resulting in 36,200 more taxi drivers by 2022. This
occupation is growing faster than the average growth rate of 11% for all occupations in the same
time period. More taxi drivers will demand an increase in the amount of taxi cabs on the road,
resulting in additional insurance policies needed. This bodes well with Atlas’s plan to grow in
attractive metropolitan cities. Along with that, an aging US population complements the need for
more para-transit services, ensuring a surplus of insurance policy opportunities for Atlas.
Valuation
In order to obtain the intrinsic value of AFH, two valuation models were constructed. A
comparable P/B multiple was formed by combining Atlas’s P/B with its peers’ P/B average,
resulting in a blended P/B of 1.78. This number multiplied by a calculated BVPS of $11.95,
resulted in an intrinsic value of $21.24. An EV/EBITDA multiple was obtained by projecting the
next two years of EBITDA and multiplying it by a weighted average multiple to aggregate future
enterprise values. Taking the average of those enterprise values and dividing by the number of
outstanding shares delivered a $21.41 intrinsic value. Weighting these two valuations equally
resulted in an intrinsic value of $21.32 – or an upside of nearly 30%.
Risks
 Inaccurately Pricing the Risks Associated with their Policies. In order for Atlas to be
successful they must properly estimate the losses or claims that they will occur during the year.
Making an error in the estimation could result in the firm not having enough reserves saved up for
future claims which would be devastating for Atlas. To prevent this from happening they compile
detailed data, do extensive research, and hire external actuarial assistance to mitigate this risk.
 Threat of Uber. Ride sharing services like Uber have quickly stolen market share from taxi
drivers across the United States. If Uber continues to grow rapidly, it could hurt the growth
potential of the taxi industry. However, insurance companies still have not adjusted to this change
in the industry. After several collision instances, big insurers like Geico have begun to argue that
Uber drivers should be required to have commercial insurance. This would create a new
opportunity for Atlas.
 Reliance on Independent Agents. Atlas and its subsidiaries rely on independent agents to attract
new business, only bind contracts that conform to Atlas’s risk levels, and to pay Atlas the proper
insurance premium balances owed. Atlas would be negatively affected if these agents fail to do
their job properly. The firm has a selective hiring process to choose agents who share their vision.
Management
Scott Wollney (45) has been Atlas’s President and CEO since its formation in 2009. Previously to
that he worked at a Kingsway Financial Services, one of the companies that became a part of
Atlas in a reverse merger. All five of the company’s executives have served in their current
position since the company was established.
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Source: Bloomberg

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

28%

% of Shares Held by Institutional & Mutual Fund Owners:

25%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

Perritt Capital Management, Inc.

530,450

4.56

Boston Provident, LP

366,461

3.15

Lane Five Capital Management LP

358,381

3.08

BlackRock Fund Advisors

271,787

2.34

Emerald Advisers

223,210

1.92
Source: Yahoo! Finance

Peer Group
Name
Hallmark Financial Services
Baldwin & Lyons Inco
First Acceptance Corp
Donegal Group Inc
EMC Ins Group Inc
Atlas Financial Corp
Average

Ticker Mkt Cap ($M) Price 1/20 P/E
HALL
BWINB
FAC
DGICA
EMCI
AFH

210.21
369.7
99.63
460.53
470.74
195.9

47.11
10.44
58.51
62.12
70.2
16.64

301.12

44.17 18.23

ROE

ROA

P/B BVPS

16.98 5.48% 1.40% 0.85 12.93
21.2 7.95% 2.78% 0.94 26.58
11.85 11.57% 3.19% 1.17 2.09
23.29 4.88% 1.38% 1.02 15.43
18.81 6.64% 2.09% 0.96 35.89
17.3 13.68% 4.18% 2.01 8.28

D/E

WACC

22.87%
5.03%
47.17%
14.70%
5.15%
0.00%

6.86%
7.27%
4.93%
6.05%
6.04%
4.79%

8.37% 2.50% 1.16 16.87 15.82% 5.99%

Source: Bloomberg
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