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We appreciate the opportunity to take an AIM ‘road show’ to the Chicago. These student presentations
are an important element of the applied learning experience in the AIM program. The students conduct
fundamental equity research and present their recommendations in written and oral format – with the goal
of adding their stock to the AIM Equity Fund. This is an open house event for our Chicago professionals,
offering flexibility for you to come as go as your schedule permits. Your comments and advice add
considerably to their educational experience and is greatly appreciated. Each student will spend about 15
minutes presenting their formal recommendation and Q & A from the audience. We wish to thank Tom
Digenan for providing us access to the Union League Club, and to Timothy Brady and his team for their
collaboration with this event. For more information about AIM please contact:
Dr. David S. Krause
Director, Marquette University Applied Investment Management Program
436 Straz Hall, PO Box 1881 | Milwaukee, WI 53201-1881
Email: david.krause@marquette.edu
Website: MarquetteBuz/AIM AIM Blog: AIM Program Blog
Twitter: Marquette AIM
Facebook: Marquette AIM
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Banco Bradesco SA (BBD)
November 14, 2014
H. Joseph Hodes

International Financials

Banco Bradesco SA (BBD) is a private sector bank that offers high-quality products, services, and
solutions through its Retail, Prime, Middle Market, Corporate and Private segments. A publicly held
company since 1946, Bradesco earned 88.8% of FY2013 revenue through its banking practices and
11.2% by providing insurance services primarily to middle market consumers. BBD is one of the largest
private sector banks in Brazil and Latin America with consolidated assets of over $350B, 26.5M active
checking account holders, and a geographically diverse network of 73,208 points of service including
branches, corporate site branches, and correspondent bank locations. The bank was founded in Sao
Paulo in 1943 and is the largest private-sector employer in Brazil with 99,027 employees.
Price 11/10/14 ($):
$14.18
Price Target ($):
$19.43
52 WK L-H ($):
$18.27-$10.23
Market Cap ($B):
58.4
Float (M):
2,103.60
Avg. 10 Day Vol:
866,000
Loan Loss Reserve %
6.10%
Dividend:
$0.48
Dividend Yield:
3.39%

Beta (vs. IBOV):
Cost of Equity:
M-Term Rev. Gr Rate Est:
M-Term EPS Gr Rate Est:
Financial Leverage
Avg. ROE (2011-2013)
Tier-1 Capital Ratio
Credit Rating (S&P)
Short Interest

1.2
16.65%
6.0%
6.0%
11.45
18.08%
12.30%
brAAA
0.55%

FY: Dec 31
2103A
2014E
2015E
2016E
NII ($M)
22,933.70 24,260.02 25,836.92 27,387.13
% Growth:
4.26%
5.78%
6.50%
6.00%
NIM (%)
8.96%
7.95%
8.02%
8.71%
EPS:
$1.37
$1.40
$1.56
$1.59
BVPS:
$7.27
$8.14
$9.10
$10.19
P/B:
1.96
2.01
2.07
2.13
P/E
10.40
11.71
12.08
13.66
Div. Per Share $0.48
$0.54
$0.61
$0.68

Recommendation
Banco Bradesco has proven a resilient market leader in the face of economic stagnation, inept government
intervention, corruption in the private and public sectors, and rampant inflation. The company’s leading
banking franchise, product and distribution diversity, and strong insurance and pension growth have
allowed BBD to maintain solid growth in earning assets (7.2% in 2013), total loans (10.7%), and Tier 1
Capital (12.3%), while maintaining an ROE in the high double-digits (17.3% in 2013). BBD’s Tier 1
Capital ratio of 12.3% and strong overall capital position mitigate the potential for capital loss in a
scenario of Brazilian economic contraction. Due in part to strong net interest margin, currently 7.95%,
cost control practices, and management expertise, Bradesco has been named “Best Brazilian Bank” for
three consecutive years by Euromoney Awards for Excellence. BBD is expected to continue increasing its
net interest income as a result of strategic positioning and a history of execution, and the company stands
to benefit significantly from any positive increase in Latin American economic outlook. The bank serves
as a supplement to the AIM International Equity portfolio’s underweight in Brazil as a result of
experienced management, positive expectations for several of Bradesco’s segments, and an attractive
valuation. Therefore, it is recommended that Banco Bradesco be added to the AIM International Equity
fund with a price target of $19.43, which offers an upside of 37.00%. BBD pays a monthly dividend that
totaled $0.48 in 2013, a 3.43% yield.
Investment Thesis
 Strategic Positioning for Brazilian Market Trends
Despite the slowdown in the Brazilian economy over the past decade, the long-term economic
outlook retains a silver lining. Poverty rates are continuing to decline, which has led to an
increase of 30 million Brazilian “middle class” consumers over the past ten years. The middle
class has grown to 108 million people, roughly 54% of the population. Bradesco is poised to
benefit from this demographic shift due to its leadership in the insurance market and a strong
foothold in the Brazilian credit card market. Through its 30% stake in Cielo, the largest singlepayment system in Brazil, BBD will be able to capture more middle class consumer credit
spending. The bank’s high efficiency ratio, currently above 50%, is impressive given Bradesco’s
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insurance-heavy business mix and indicates the company’s ability to execute as scale increases.
Moreover, the Swiss Re’s Global Insurance Review estimates that life and non-life insurance
premiums will grow by approximately 4% in 2014 and 2015, which should provide increased
insurance revenue for Bradesco.
Attractive Capital Base Supporting Organic and Inorganic Growth
Bradesco currently reports Tier 1 Capital of 12.3% and is expected to increase the ratio to close to
14% through 2018. This ratio is well above the 10.5% rate mandated by the Brazilian
government, which takes effect in 2019. BBD’s capital adequacy enables the company to
generate growth in net interest income (9-12% in 2014), increase loan growth (11-14%), and offer
protection in uncertain macroeconomic periods. The bank has generated 13.3% growth in total
fees and 28.2% growth in recurring net income over the past year due in part to its capital
strength. Further growth is expected as the company increases its Tier 1 Capital ratio and
continues executing its cost control measures.

Valuation
Banco Bradesco’s price target is based on two equally weighted valuation methodologies- an equity
excess model and P/B multiple model. The historical average P/B for BBD is 1.96 and the peer average,
which consists of similarly sized Latin American banks, is 2.38. Weighting the historical average 75%
and peer average 25% yielded a P/B multiple of 2.03, which produced an intrinsic value of $19.03. The
equity excess model, based on a short-term cost of equity of 16.65% and perpetual cost of equity of
15.20%, generated an intrinsic value of $19.82. Weighting the P/B model and equity excess model evenly
resulted in a share price of $19.43, which provides an upside of 37.00%. Bradesco paid a $0.48 dividend
in 2013, a 3.43% yield.
Risks
 Uncertain Brazilian Economic Growth
As a large private sector bank in Brazil, Bradesco’s profitability is closely tied to the growth and
success of Brazil, which has slowed over the past decade. Further economic expansion is
uncertain in part due to the reelection of Workers’ Party Dilma Rousseff and a widening trade
deficit, among other lagging economic indicators. Further meddling in the private sector by
Rousseff could create turmoil in the Brazilian markets. However, Bradesco has proven its ability
to deliver double-digit EPS growth even in poor economic conditions due to sound margins, good
cost control, and the bank’s experienced management team.
 Potential Increases in Non-Performing Loans
Though management does not expect non-performing loans (NPLs) to increase in the future, it is
possible that loan loss provisions could prove overly optimistic in the face of economic
headwinds. If Bradesco’s increases in loans prove more toxic than expected, management could
be forced to reallocate costs toward credit control and future loan increases could suffer. Due to
the company’s history of rigorous cost control and credit monitoring, however, this risk is likely
to be mitigated if NPLs increase.
Management
Luiz Carlos Trabuco Cappi serves as Chief Executive Officer, Member of the Executive Board, and
Member of the Board of Directors; he has held these posts since 2010. Mr. Cappi and BBD’s other
executive officers are compensated with 50% of their salaries in three annual installments of Bradesco’s
preferred shares with the first installment due one year after the initial payment date.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

18.38%
27.53%

Top 5 Shareholders
Holder
Aberdeen Asset Management PLC
Franklin Resources, Inc.
Vanguard Group, Inc.
Invesco Ltd.
BlackRock
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Shares
226,628,697
37,679,821
31,005,574
30,994,390
23,132,477
Sources: Bloomberg, Nasdaq

Spring 2014

% Out
10.77%
1.79%
1.47%
1.47%
1.10%
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PetroChina Company Limited (PTR)
November 14, 2014
Blake Weir

International Energy

PetroChina Company Limited (NYSE: PTR) engages in the exploration, development, production and
sale of crude oil and natural gas. The company also encompasses the refining of crude oil and petroleum
products, production and marketing of primary petrochemical products, derivative chemical products and
other chemical products; the marketing of refined products and trading business; and the transmission of
natural gas, crude oil and refined oil products and the sale of natural gas. It operates its business
through four segments: Exploration & Production, Refining & Chemicals, Marketing and Natural Gas &
Pipeline, representing a revenue distribution of 7%, 8%, 75% and 10%, respectively. The Exploration &
Production segment is engaged in the exploration, development, production and marketing of crude oil
and natural gas. The Refining & Chemicals segment is engaged in the refining of crude oil and petroleum
products, production and marketing of primary petrochemical products, and derivative petrochemical
products and other chemical products. The Marketing segment is engaged in the marketing of refined
products and the trading of crude oil and petrochemical products. The Natural Gas & Pipeline segment is
engaged in the transmission of natural gas, crude oil and refined products and the sale of natural gas.
PetroChina was founded in 1999 and is headquartered in Beijing, China.
Price ($): (11/11/14)
Price Target ($):
52 WK H-L ($):
Market Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol (mil):
Dividend ($):
Yield (%):

116.19
140.52
94.75-150.80
232,978.0
0.0
2.25%
0.37
$2.71
4.7%

Beta:
WACC
M-Term Rev. Gr Rate Est:
M-Term EPS Gr Rate Est:
Debt/Equity
EBITDA/Interest Expense
ROA:
ROE:

0.97
8.34%
4.00%
4.11%
36.6%
17.6x
5.88%
11.75%

FY: Dec. 31
Revenue (Mil)
% Growth
Gross Margin
Operating Margin
EPS (Cal)
FCF/Share
P/E (Cal)
EV/EBITDA

2013A
$373,016
5.86%
35.13%
7.14%
10.78
(7.65)
9.5x
5.5x

2014E
$398,310
6.78%
36.00%
9.06%
13.25
0.46
8.8x
4.6x

2015E
$413,715
3.87%
36.00%
8.82%
14.55
6.49
8.0x
4.5x

Recommendation
PetroChina is the largest oil company in China and one of the largest globally integrated oil firms - with
both other upstream and downstream operations. In 2012, crude production was 2.5 mm barrels per day
(bbl/d), natural gas 1.16 mm bbl/d and refining throughput was 2.8 mm bbl/d; which aided the firm’s
five-year revenue CAGR of 20%. The company has proven reserves of 22.2 billion barrels of equivalent
(BOE) combined in natural gas and crude oil. Tasked with the build out of gas and pipeline networks for
China, which has started to expand, will drive the company’s earnings growth. In addition, recent policies
in foreign investment have attracted outside investors, furthering the bandwidth of companies in their
network to increase earnings. PTR is shifting their focus strategically, away from low-return assets
through divestment. While the company has incurred losses due to imports, the price hikes in natural gas
have offset these by improving domestic marketable gas – and the trend is expected to continue. China
stands as the world’s largest auto market with passenger vehicle sales reaching 17 million units sold in
2013. New reforms to promote credit spending will boost car loans volume, driving car supply and
gasoline consumption to higher levels. With Chinese oil demand continuing to show robust forecasts with
a projected 3-4% YoY increase, it is recommended that PetroChina Company Limited be added into the
AIM International Equity Fund with a price target of $140.52, offering an upside of ≈ 20%. The
company’s most recent dividend payout was $2.42/ share (a 4.7% yield).
Investment Thesis
 Easing Restrictive Foreign Investment Guidelines. In an effort to relax foreign ownership
within China, the National Development and Reform Commission, drafted a policy to extinguish
limits on foreign investment in industries identified as having overcapacity such as oil refining
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and ethylene production. In effect, PetroChina can open up investment to private capital, to
support industry upgrades. Addressing the concerns and reducing the investment guidelines will
help with the issue of China’s crippling overcapacity in oil refining industries by better
technology and higher-value products shifting supply curve outward.
Natural Gas Price Hikes. Akin to many other developing markets, the Chinese government
controls the prices of state-owned oil and gas companies can sell their natural gas. Subsidizing
fuels has a material impact on the profitability of the company. The company received a major
boost last year after the Chinese National Development and Reform Commission (NDRC) raised
the wholesale price of natural gas by 150 basis points / cubic meter. As China looks to increase
natural gas’ share, price hikes are almost inevitable in the future. As a result the company will
narrow losses incurred on the distribution of natural gas and encourage investment into other
areas of Chinese commodity investment.
Capitalizing on Largest Shale Reserve. Chinese energy companies have spent $44.2 billion
since 2008 on joint-ventures for North-American energy assets in the last two years. Under new
law, North American companies are allowed to develop shale gas in China, where natural gas
prices are significantly higher. The company has only started shale gas exploration this year and
is behind the pack, currently led by Sinopec. The company plans on drilling 154 new shell wells
in Sichuan over the next three years, responsible for over 2.6 billion bcfe of gas enhancing profits
in the long-term.

Valuation
In order to reach an intrinsic value for PTR, three valuation approaches were utilized. The first, a five
year discounted cash flow model was conducted. Using a terminal growth rate of 2.90% and a WACC of
8.34%, the result was a valuation of $128.62. Secondly, an EV/EBITDA peer-to-company blend multiple
comparison was analyzed using an industry average LTM EV/EBITDA multiple of 5.9x and an estimated
2018 firm EBITDA of $75.3 billion, from which a value of $179.46 was obtained. Sensitivity analysis on
both the multiple and WACC provided for a range between $164.70 and $194.23. Lastly, a Sum of The
Parts approach was used by taking average multiples of respective revenue line, as a result, the average
value was $126.99. By weighing the DCF, EV/EBITDA and Sum of the Parts valuations 25%, 25% and
50%, respectively, a price target of $140.52 was reached, representing a potential upside of 20.94%. PTR
currently pays a dividend of $2.42, which is nearly a 5% dividend yield.
Risks
 Continued Oil Price Decrease. The company’s upstream business has been underperforming
due in large part to the decrease in commodity prices. As a result, realizations and volumes have
been dismal. If the pricing continues, the company may begin a potential restructuring in their
upstream business to cut costs.
 Challenging Geology. The drilling of the Longwangmiao project in Sichuan is in a
geographically difficult area in terms of drilling. As a result, the project will take a significant
amount of time to materialize as the company approaches the project at a careful pace.
Management
Zhou Jiping has recently become the Chairman of PetroChina. An employee since 2008, he previously
held the role of president. There are two recently named Vice Chairmen, Liao Yongyuan and Wang
Dongjin. This management team has stabalized the firm’s extravalent capital expenditure spending
program that was driven by former chairman Jiang Jiemin, who is under an official corruption probe by
the Chinese government. PetroChina's new management team has moved quickly to bury Jiang's legacy,
telling investors that the firm would become a more profit-driven entity and enter a new development and
expansion phase.
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Owne rship
% of Shares Held by All Insider & 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

>90%
Source: Bloomberg

Top 5 Share holde rs
Holder
Wellington Management Company, LLP
Vanguard Energy Fund
Dimensional Fund Advisors, L.P.
Westpac Banking Corporation
Delaware Investments
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Shares
2,156,516
1,744,395
435,067
228,739
204,265

%Out
1.02%
0.83%
0.21%
0.11%
0.10%
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CaesarStone Sdot-Yam Ltd. (CSTE)
November 14, 2014
Wen Yang

International Materials

CaesarStone Sdot-Yam Ltd. (NASDAQ: CSTE) is the global leader in the rapidly expanding quartz
countertop market. The firm manufactures and markets engineered quartz surfaces and commands 12%
of the global market share. Its dominant position has been achieved through continuous investment,
extensive research and development, highly trained personnel, and an advanced market infrastructure. Its
premium products can be used as kitchen countertops, vanity tops, wall panels, back splashes, floor tiles,
and other interior surfaces including floors and stairs for residential construction and remodeling
purposes. CSTE sells its products in over 50 countries through direct and indirect distributions: 41% of
its revenue comes from the US, 24% from Australia, 13% from Canada, 10% from Israel, 5% from
Europe, and 7% from the rest of the world. The company was founded in 1987 and is based in MP
Menashe, Israel. CaesarStone Sdot-Yam Ltd. is a subsidiary of Mifalei Sdot-Yam Agricultural
Cooperative Society Ltd.

Recommendation
CaesarStone has successfully branded itself as a premium quartz countertop provider. Not only can
consumers find CaesarStone countertops at showrooms across the US, Australia, Canada, Israel, and
Europe, but also at large retailers such as IKEA. Having continuously invested itself in R&D, the firm has
developed new technologies and improved products with unprecedented physical properties that are
considered superior to other countertop materials, e.g. marble and granite. Compared with other
countertop materials, quartz is a more flexible material, thus making it easier to install. There is also little
to no maintenance required for installed quartz fixtures. CSTE offers quartz countertop products that are
heat and scratch resistant and provides a lifetime warranty for its products. CSTE operates in a cyclical
environment as macroeconomic conditions significantly affect the firm’s revenue growth. CSTE’s US
sector enjoys significant revenue growth as the US economy and housing market recovering from the
financial crisis and retaining sustainable growth. From 2012 to 2015, US new housing starts and home
improvement product sales are expected to grow at CAGR of 20.4% and 6.5%, respectively.
CaesarStone’s ROE is an impressive 23.13%, which is above the sector average of 15.1% and overall
market’s average of 12.1%. Movinging forward, CSTE will benefit from greater global market
penetration, the recovering US housing starts and remodeling market, and the firm’s expansion projects.
For these reasons and a favorable valuation, it is recommended that CaesarStone Sdot-Yam Ltd. be added
at a target price of $73.90, representing an upside potential of 20.01%. The company does not pay a
dividend.
Investment Thesis
 Quartz Market Opportunity. In the past ten years, with a CAGR of 16.4%, quartz is the fastest
growing material in the countertop industry compared to a 4.4% CAGR in total global countertop
sales. This resulted in an 8% share of quartz (4x original market share) with sales around $74B in
the global countertop market in 2012. Given CaesarStone’s No.1 share position in its core
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markets and No.2 position globally as well as its robust gross and operating margins, the firm is
well positioned to benefit from a fast penetration and growth of quartz countertops over the next
several years.
Significant Opportunity in the US. The US has been the strongest performance market for
CaesarStone as it posed a 41% CAGR in terms of revenue from 2010-2013. In addition, revenue
in the US has increased by 53% YTD in 2014 compared to the YTD in 2013. The share of
countertop market in the US increased 7.6% CAGR from 2010 to 2012. CaesarStone market
share increased 4.6% CAGR, from 14% in 2010 to 16% in 2012. Additionally, US only
accounted for 6% of global quartz market share in 2012. Moving forward, the US’s new housing
starts and home improvement product sales are estimated to grow at CAGR of 20.4% and 6.5%,
respectively between 2012 and 2015. Given these factors, there are many opportunities for
CaesarStone in the US market. Due to the firm’s aggrressive and comprehensive marketing
approach as well as a new facility in the US, CSTE is well positioned in capturing the significant
growth opportunity in the US.
Capacity Expansion Projects. In order to accommodate increasing demand for quartz
countertops, CaesarStone’s fifth production line became fully operational in Q3 2014. Currently,
all five production lines are located in Israel; however, considering North America (the US and
Canada) is CSTE’s biggest market (54% of sales revenue), the firm announced that it remains on
schedule for its production plant located in Richmond Hill, Georgia to support North America
demand. The firm’s sixth and seventh production lines will be fully operational by Q2 2015 and
Q4 2015, respectively. This new facility is expected to expand the firm’s current production by
40%. CSTE’s operating margin is expected to further increase as the they strategically located
closer to core markets.

Valuation
In order to reach an intrinsic value for CaesarStone, a five year DCF model was conducted. Using a
terminal growth rate of 3.50% and a WACC of 8.99% resulted in a valuation of $79.31 per share (this
included a 1.61% country risk premium for Israel). Additionally, the P/E multiple was analyzed. Using
seven industry competitors, an average P/E multiple of 26.26x was attached to a 2014 expected EPS of
$2.33 generating a value of $61.28 per share. By weighing the DCF model 70% and the P/E multiple
30%, a price target of $73.90 per share was established. CSTE does not pay a dividend.
Risks
 High Reliance on Supplier Based in Turkey. Quartz is the main raw material for CaesarStone
that acconts for roughly 30% of the firm’s raw material costs. The firm’s cost of sales and
profitability are significantly impacted by quartz price fluctuations. CSTE aquires quartz from
four suppliers in Turkey, the majority of which comes from Mikroman Madencilik. Given the
recent political tensions between Israel and Turkey, the firm’s supply chain is at risk to potential
disruption.
 Currency Exchange Rates Risk. CaesarStone conducts business in multiple coutries. Thus,
fluctuations in currency exchange rates between the US dollar and other currencies might
negatively affect the firm’s profitability.
Management
Mr. Yosef Shiran has been the CEO of CaesarStone since January 2009. He holds a BSc degree in
Industrial Engineering from Ben Gurion University and an MBA from Bar IIan University, Israel. He has
spent more than 25 years in the industry and been in different executive roles in various companies. Mr.
Yair Averbuch has served as the CFO of CaesarStone since April 2010. He holds a MBA in Business
Administration and Economics from Hebrew University, Jerusalem. He has worked in the capital market
for more than 19 years.
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Syntel Inc. (SYNT)
November 14, 2014
Haney Fam

Domestic Information Technology

Syntel Inc. (NASDAQ: SYNT) provides strategic information technology and business process
outsourcing solutions to global 2000 companies. The firm operates in four segments: Application
outsourcing (77.1%), KPO (15.3%), e-business (6.3%), and TeamSourcing (1.3%). The company’s
services support entire systems and process lifecycles for clients in the financial services, insurance,
retail, healthcare and manufacturing/automotive, and telecom industries. Syntel Inc. has a global
footprint with delivery locations in India, in the U.S., in the Philippines, and 17 global development
centers, 12 of which are located in India. The Company was founded in 1980 and is currently
headquartered in Troy, Michigan.
Price ($): 11/7/14)

$

43.99

Beta:

Price Target ($):

$

52.61

WACC

52WK H-L ($):

48.62-38.26

M arket Cap (mil):
Float (mil):
Short Interest (%):

M -Term Rev. Gr Est:

3,678.20 M -Term EPS Gr Est:
31.0 Debt/Equity:

2013A

2014E

2015E

$824.77

$927.86

$1,029.93

7.53% % Growth

13.93%

12.50%

11.00%

7.48% Gross M argin

44.16%

44.00%

44.40%

0.15% Operating M argin

32.45%

30.50%

31.40%

25.50% EPS (Cal)

$2.63

$2.89

$3.25

184,151

ROE:

34.10% FCF/Share

$2.15

$2.50

$2.92

Dividend ($):

N/A

ROIC

23.98% P/E (Cal)

16.72x

15.20

13.53

Yield (%):

N/A

13.94

12.37

10.84

Avg. Daily Vol (mil):

2.53% ROA:

1.35 FY: Dec.31
10.55% Revenue (M il)

EV/EBITDA

Recommendation
Syntel is among the U.S. leaders within the IT Outsourcing Services segment. Over the past 5 years,
Syntel has been able to consistantly outperform the Russell 2000 and S&P 500 by 36% and 42%
respectively. Currently Syntel operates through 17 geographic locations, providing high-quality products
and services to large Fortune 500 companies. Syntel’s largest three clients by total revenues are:
American Express (27%), State Street Corp.(16%), and FedEx (11.5%). IT outsourcing is an extemely
profitable and attractive business that continues to grow at dramatic rate of 7.7% CAGR. Today,
outsourcing saves businesses between 30%–70% of their annual IT budgets, and therefore continues to
see a growing demand. Operating in highly profitable verticals such as financial services, healthcare, and
insurance, SYNT’s top line has growth been expanding at a CAGR of 14.5% and average EBITDA
margins have been near 30% over the past 5 years. Furthermore, due to the industry’s high switching
costs, Syntel was able to leverage that characteristic in its favor, resulting in a customer retention rate of
83%. SYNT is in excellent financial health with a 0.49x leverage ratio and nearly $1 billion in cash.
Along with a strong organic growth, they differentiate themselves with a fixed-pricing model and the
ability to accommodate clients’ needs, whether its onsite, off-shore, or offsite. In April 2014, Syntel
launched two new service lines: Digital One and Managed Services Organization (MSO), which are to
help the firm to further derive outsized value for its customers. Due to the company’s strong visibility,
continued robust organic growth, positive industry trends, and favorable valuation, it is recommended that
SYNT to be added into the AIM fund with a target price of $52.61, which represents a 20% upside.
Investment Thesis
 Underpenetrated Offshore IT Services overseas. As of FY 2013, 8% of the company’s total
revenue was contributed by the overseas clients. Given that Europe and EMAE outsourcing
markets are still fairly underpenetrated - this represents an attractive area for expansion. From
2009 to 2013, the IT servicces spending in Latin America has increased from 3% to 4%, Middle
East/Africa by 2%-2.54%, and Central and Eastern Europe by 2%-2.5%. According to E&Y, only
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10% of all services in Western Europe are being outsourced today indicating that the market is
still underpenetrated. Furthermore, the total outsourcing market outside the U.S. has grown from
$277 billion to $410.7 billion from 2004-2014, indicating vast future opportunities for expansion.
Opportunities due to the regulatory changes. Given the mounting fines at the world’s largest
financial institutions for regulatory non-compliance, offshore IT services vendors have an
opportunity to to increase their services contracts. As firms such as J.P. Morgan and HSBC face
significant penalties linked to faulty mortgages and money laundering, these firms are likely to be
seeking to substantially cut costs providing, Syntel has the potential to gain more market share in
the financials verticals. Currently approximately 80% of services provided by SYNT were
delivered from offshore centers and nearly 50% of the total revenue is derived from banking and
financial services.
Exposure to high performing client sectors. SYNT has a substantial exposure to the clients in
financial, healthcare, and insurance industries, as they represent 51%, 15%, and 17% of the total
revenue respectively. Furthermore, SYNT has a large footprint in credit card processing area
which continues to see upside growth trend. Moreover, the strenthening of USD versus Indian
Rupee will continue to benefit Syntel in these three verticals profitability – as of FY 2013 rupee
depreciation positively impacted SYNT’s gross margins by 237 bps, operating income by 343
bps, and net income by 345 bps.

Valuation
To reach an intrinsic value for SYNT, a five year discounted cash flow model was conducted. Using a
terminal growth rate of 2.75% and a WACC of 10.55%, a valuation of $53.00 was found. Additionally,
P/E valuation method was conducted to draw the comparison between SYNT and its peers. Using the
average of 18.04x P/E multiple of comparible firms, the share price of $52.22 was derived. By equally
weighting DCF and EV/EBITDA methods as 50% each, the target price of $52.61 was established, which
represents 21.8% upside. The sensativity analysis also generated a price range of $48.08-$64. given the in
WACC range of 8.6%-12.6% and perpetuity growth values of 2.75%-3.75%. SYNT does not pay
dividends.
Risks
 Large client concentration base. Syntel’s top two clients comprise roughly 40% of the
company’s total revenue: American Express – 27%, State Street Corp – 17%. SYNT’s 3-30
clients represent 58% of the revenue. Their top 10 clients generate 77% of the total revenue as of
FY 2013. Given that the firm’s contracts are terminable with limited notice to the company and
without compensation beyond past services, Syntel runs into the risk of large profit losses if one
of the clients decides to switch to a different service provider. .
 Changes in immigration regulations. Given that over 10% of the company’s total workforce are
under work U.S. permits/visas and shortage for domestic computer professionals, the increased
visa restrictions may limit the company’s ability to hire skilled workers from overseas and such,
hinder the growth and profitability of the company. SYNT’s close competitors such as Cognizant,
Infosys, and Wipro are the first firms to face strict H1-B Visa restrictions
Management
Bharat Desai is the Chairman/Co-Founder of Syntel Inc. He co-founded Syntel in 1980 with his wife
Neerja Sethi and served as the Company’s CEO from April 1980-February 2009. Nitin Rakesh is the
company’s current President/Chief Executive Officer since 2014. Nitin Rakesh received his Bachelor
degree in Engineering from Delhi Institute of Technology and MBA from Narsee Monjee Institute of
Management Studies, Mumbai in 1995. Nitin Rakesh founded and developed Syntel’s Knowledge
Process Outsourcing business.
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Ownership
% of Shares Held by All Insider and 5% Owners
% of Shares Held by Institutional & Mutual Fund Owners

Holder
Sethi Neerja
Desai Bharat
DS Foundation
Wasatch Advisors Inc
Blackrock

Top 5 Shareholders
Shares
39,033,000.00
8,639,732.00
4,351,990.00
2,924,606.00
2,694,778.00
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Headwaters, Inc. (HW)
November 14, 2014
John M. Schneider

Domestic Materials

Headwaters, Inc. (NYSE:HW) is a leading manufacturer of building materials for new residential,
residential remodeling, and commercial construction. Headwaters operates in two core business
segments: Light Building Products (56% of total revenue), and Heavy Construction Materials (42%).
Light Building Products include roofing, siding, shutters, vents, window trim, mounting blocks, stone, etc.
Heavy Construction Materials offers fly ash and coal combustion products (CCPs) which are used to
make Portland cement. The Light Building Products segment has more than 3,000 wholesale distributors
throughout the U.S., and the Heavy Construction Materials segment generates revenue through long-term
contracts. The company was founded in 1987 and is headquartered in Jordan, Utah.
Price ($): (11/11/14)

13.08

Beta:

Price Target ($):

17.01

WACC

52WK H-L ($):
Market Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol:

14.16-8.56

L-Term Rev. Gr Rate Est:

969.25

L-Term EPS Gr Rate Est:

19.20
3.88%
477,795

Debt/Total Assets:
Debt/EBITDA (ttm):

1.41
12.52%

FY: Sep. 30

2014A

Revenue (Mil)

2015E

2016E

$791

$876

$995

3.0%

% Growth

12.64%

10.70%

13.60%

3.5%

Gross Margin

28.52%

26.85%

28.00%

8.42%

9.81%

12.00%

62.1%

Operating Margin

3.2x

EPS (Cal)

$0.21

$0.46

$0.97

ROE:

16.36%

FCF/Share

$0.10

$0.79

$1.42

P/E (Cal)

45.44

33.32

22.67

EV/EBITDA

12.94

9.36

8.38

Dividend ($):

N/A

ROA:

5.58%

Yield (%):

N/A

ROIC:

17.23%

Recommendation
Headwaters Inc. is a building products pure play that is undervalued across multiple valuation metrics.
The company’s two main segments, Light Building Products and Heavy Construction Materials, are both
poised for solid top line growth backed by excellent operating efficiency. The Lighted Building Products
segment had 20% revenue growth and 21% EBITDA growth in FY 2014. The segment is further aided by
tailwinds from the improving housing market, as it sells its products to many different home improvement
retailers and wholesalers (i.e. Lowe’s and Home Depot). The Heavy Construction Materials segment is
also poised for impressive growth as fly ash is set to realize high single digit volume increases and pricing
increases. These increases should fall through to the bottom line, and provide promising opportunities in
the near term. Overall, Headwaters has generated an EBITDA growth with a CAGR of 22% since 2011,
which displays management’s commitment to constantly improving cost structure. HW is in a unique
position as many investors overlook the company due to a seemingly over-leveraged capital structure
(3.2x Debt/EBITDA down from 5.0x in 2012) and a legacy stigma as a troubled “energy” company
resulting from EPA reviews surrounding CCP recycling. Based on solid fundamentals throughout all
major products, and promising growth into the future, it is recommended that HW added to the AIM
Equity Fund with a price target of $16.52 which offers a potential upside of 26.31%. Headwaters does not
pay a dividend.
Investment Thesis
 Market leader of “fly ash” Portland cement additive. Headwaters is the largest provider of fly
ash CCPs for Portland cement in the U.S. The dynamics of this segment are strong, with FY 2015
expected volume increases in the high single digits, and a 3%-4% pricing increase to bolster top
line growth. This favorable trend in fly ash is poised to gain momentum and carry forward into
future years. An additional catalyst for this segment is increased regulatory clarity from the EPA.
A court-imposed deadline is set for December 19, 2014, which will address the environmental
risks of the disposal of CCPs. The EPA is likely to rule CCPs as a Subtitle D, or “non-hazardous”
waste, which will clear up considerable uncertainty over the last several years. Management
believes this will lead to positive opportunities in late 2015 to early 2016.
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Recovering residential markets poised for substantial growth. Management has expressed
confidence in the recovery of the housing market, and the cyclical housing recovery remains in
early innings. Total housing starts bottomed out in 2011, and have since experienced a 24%
CAGR from 2012-2015E. Single family home sales are beginning to recover, and are currently at
4% versus households, which are well below the 50 year median. Management has guided a 10%15% growth in single family home sales for 2015, and that figure is expected to continue
accelerating as confidence builds in real estate. Overall, residential investment is expected to
reach 3.5% GDP by 2015. Headwaters’ Light Building Products segment is well positioned to
take advantage of this recovery with strong demand increases in end markets.
Streamlined cost structure facilitating strong margins. Headwaters is committed to constantly
improving their cost structure and driving value to the bottom line. EBITDA in 4Q 2015 was
$50.8 million, an increase of 25% over the previous year. The company has continually increased
EBITDA guidance on a year over year basis and grown EBITDA at a 22% CAGR since 2011.
Management predicts that EBITDA will continue to increase in the future as price increases and
volume demand fall through to the bottom line.

Valuation
In order to reach an intrinsic value for HW, a 10-year DCF model was constructed using a terminal
growth rate of 3.0% and WACC of 12.5%. The DCF resulted in an intrinsic value of $17.01. A sensitivity
analysis, using a range for terminal growth of 1.5%-4.5% and WACC ranging between 11.02%-14.02%,
generated an intrinsic value range of $14.91-$19.27. Additionally, an EV/EBITDA multiple was run
using Headwaters’ average EV/EBITDA over the years 2012 through 2016E. This model gave an
average EV/EBITDA of 10.1x, which resulted in an intrinsic value of $15.06. To arrive at a final price
target, the DCF was weighed 75.0%, and the EV/EBITDA was weighed 25.0%. Ultimately, a final price
target of $16.52 was achieved resulting in an upside of 26.31%.
Risks
 Residential construction and remodeling. Headwaters’ building products are heavily dependent
on the home improvement and remodeling markets, as well as new construction. Between 2007
and 2011, there was a severe slowdown and Headwaters experienced a lag in sales. Although the
situation has improved in 2012 and 2013, the homebuilding industry continues to experience
activity below its historical levels.
 EPA regulations. EPA adoption of more stringent regulations governing coal combustion, water
discharges and air emissions, or coal mining would likely have an adverse effect on the cost and
beneficial use of CCPs. Coal-fueled utilities are highly regulated under federal and state law. HRI
has occasionally experienced delays and other problems in obtaining high-value CCPs from its
suppliers and may experience more in the future depending on EPA regulations.
 Input costs. A significant increase in the price of materials used in the production of Headwaters’
building products that cannot be passed on to customers could have a significant adverse effect on
operating income. Headwaters does not have long-term contracts with suppliers and does not hold
large amounts of inventory.
Management
Headwaters has a dedicated management team whose mindset of continually improving the business
ultimately works to maximize shareholder value. Kirk A. Benson has been Chairman and CEO of
Headwaters since 2000. He was formerly Chairman and CEO of Covol Technologies, Inc. In 2010, the
company brought on Don Newman as CFO. Newman has strong financial discipline and is also a
shareholder focused executive.
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Price Chart

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

3.00%
84.00%
Source: Yahoo Finance

Top 5 Shareholders
Holder
Gates Capital Management
Wellington Management Company, LLP
Archer Capital Management
BlackRock Fund Advisors
Vanguard Group, Inc.

Shares
7,319,753
5,154,268
4,167,680
3,664,036
2,683,901
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9.96%
7.01%
5.67%
4.99%
3.65%
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AmTrust Financial Services, Inc. (AFSI)
November 14, 2014
Charlie Houser

Financial Services

AmTrust Financial Services, Inc. (NASDAQ: AFSI) is an insurance company that provides primarily
workers’ compensation and property/casualty insurance products for small and middle market
companies. AFSI is segmented into Small Commercial Business (40% of 2013 Gross Premiums),
Specialty Risk and Extended Warranty (37%), Specialty Program (21%) and Personal Lines Reinsurance
(2%). The company is based in New York, NY but operates internationally in North America, Europe and
Bermuda. International premiums derive solely from the Specialty Risk and Extended Warranty segment,
and account for approximately 72% of that segment’s premiums. AFSI houses 3,238 employees, with an
average claim adjusting experience of 18 years.
Price ($): (11/10/14)
$50.54
Price Target ($):
$63.36
52WK L-H ($):
27.90-53.50
M arket Cap (mil):
3,893.40
Float (mil):
30.5
Short Interest (%):
33.82%
Avg. Daily Vol (thou):
2352.79
2014 Dividend ($):
0.85
Yield (%):
1.68%

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

0.80
7.18%
5.2%
4.5%
47.2%
3.08%
23.50%

FY: Dec
Revenue (M )
% Growth
Operating M argin (%)
Profit M argin (%)
EPS (Cal)
P/E (Cal)
Loss Ratio
Expense Ratio
Div. Per Share

2013A
2,697.90
61.73%
13.19%
10.78%
3.68
8.89x
66.96%
23.53%
$0.51

2014E
4,131.59
53.14%
12.94%
11.78%
5.96
8.48x
67.12%
23.26%
$0.85

2015E
5,330.87
29.03%
12.96%
11.72%
7.48
6.76x
67.04%
23.17%
$1.27

Recommendation
Although insurance is a competitive industry, with over 100 companies offering workers’ compensation
policies, AFSI is able to differentiate itself from its competition by operating in the niche smaller market.
Many larger competitors do not operate in these markets because the smaller policy size and low average
premiums needed by the policyholders do not fit their underwriting and profitability criteria. AmTrust
prefers to enter these markets after large competitors vacate in hopes of absorbing the new market share.
The company usually accomplishes this through acquisitions. AmTrust has developed an in-house
underwriting technology system which, along the aforementioned impressive average employee
experience, allows AFSI to remain profitable with a combined ratio of 90.49% in 2013. AFSI and its
subsidiaries boast an A.M. Best rating of “A”, which is considered “Excellent” and is the third highest of
16 ratings. AFSI has experienced massive growth recently. Year over year, between 3Q13 and 3Q14,
AFSI’s gross written premiums increased 51.3%, revenues increased 61.4%, and net income increased
69.6%. In addition, AmTrust has had a strong record of beating earnings, exceeding its past eighteen
earnings estimates by an average of 19.07% (37.68% over the past four quarters). Their most recent
earnings report, announced 11/4/2014, beat EPS estimates by 50.44% ($1.70/share vs. estimated $1.13).
Although the bulk of this growth can be attributed to acquisitions within the past few years, organic
growth has increased as well thanks to rising renewal rates, increased premiums, and a diverse product
offering. Due to the company’s recent and projected growth, it is recommended that we add AFSI to the
AIM Equity Fund with a target price of $63.36, which offers a potential upside of 25.37%. AmTrust
recently announced a quarterly dividend of $0.25, representing an annual dividend yield of 1.68%.
Investment Thesis
 Proprietary Technology Platform. AFSI thrives in the middle and smaller markets because it
has developed at a highly customized technology platform which enables the company to
individually underwrite a high volume of small loans. The technology becomes more efficient as
the number of loans it underwrites increases, which reduced AFSI’s net expense ratio from
26.2% to 25.1% and 23.5% between 2011 and 2013. Quicker response times and better customer
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service provided by the technology also increases retention rates, which are currently 87%
(providing 91% of net written premiums), up from 86% in 2012 and 82% in 2011.
 Acquisitions and Foreign Expansion. AFSI constantly seeks to enhance its economies of scale,
product selection and geographic footprint through the acquisition of companies, distribution
networks, and renewal rights. AFSI successfully integrated four acquisitions in 2012, five in
2013 and two thus far in 2014. The most recent acquisition, Tower Insurance Group, contributed
$125M of premiums to AFSI’s 3Q14 results and is projected to annually contribute more than
$500M of premiums going forward. AFSI continues to recognize premiums from prior
acquisitions. In their 3rd Quarter conference call, management referenced a strong acquisition
pipeline in the domestic and foreign markets, and AFSI’s acquisition team is searching for deals.
 Growing California Market. AmTrust originally entered the California market in 2011 with its
acquisition of Majestic. At that point, the state represented 11.9% of gross written premiums
(GWP) for AFSI’s Small Commercial Business segment (3rd largest state concentration). Two
years later, CA provided 23.8% of that segment’s GWP, the largest state concentration. In the
first nine months of 2014, AFSI successfully raised its premiums for CA customers by 7.6%.
Recently, competitors have been leaving the Southern California market due to poor business
underwritten in 2008/09/10. With less competition, AmTrust has had success expanding into
low-hazard business classes in Southern California and expects continued premium growth.
Valuation
To find the intrinsic value of AFSI, a price to book and price to earnings multiple method were used.
Using a five year historic P/B multiple for AFSI of 2.18x, coupled with the peer average of 2.75x, an
intrinsic value of $56.93 was calculated. The historical value multiple was weighted at 40% and the peer
average was weighted at 60%. Using a three year historic P/E multiple for AFSI of 10.43x, coupled with
the peer average of 12.80x, and an industry average of 11.90x, an intrinsic value of $69.79 was
calculated. All three multiples were weighed equally. Weighing these valuations equally, the final
estimated intrinsic value of AFSI was calculated at $63.36, which provides an upside of 25.37%.
Risks
 MHLD and NGHC Revenue Concentration. Maiden Holdings Ltd. (MHLD) and National
General Holdings Corp. (NGHC) are the source of considerable reinsurance income for AFSI. To
reduce holding risk, AmTrust delegates 40% of their U.S., Irish and U.K. premiums to MHLD in
return for a 31% ceding commission. That contract provided $276.6M of commissions in 2013.
AFSI’s Personal Lines Reinsurance segment is an agreement with NGHC where AmTrust
assumes 10% of NGHC’s auto premiums for a 32% commission. This provided $118M of
premiums in 2012 (4.3% of GWP), but the lead insurer was recently terminated and AFSI’s
exposure has been reduced to $65.8M (1.6% of GWP). However, AmTrust owns 13% of
NGHC’s outstanding stock, which accounts for 28% of AFSI’s investment income YTD.
 International Business Risks. In 2013, 27% of AFSI’s gross written premiums were
international (29% in 2012), and 27% of the company’s cash and investments were denominated
in non-U.S. currencies (20% in 2012). Premiums underwritten overseas are exposed to a
multitude of additional risks including currency fluctuations, political risks, and tax implications.
In 3Q14, AFSI’s gross written premium was negatively affected by a decline in the value of both
the pound and the euro, resulting in a $10M currency effect.
Management
Barry Zyskind is the CEO, President and Director of AmTrust Financial. He has served as a director since
1998, and currently serves as an officer and director of many of AFSI’s subsidiaries. George and Michael
Karfunkel are brothers with significant interest in the financial industry. Both are entrepreneurs and have
started various firms. The brothers have been board members and executives for AmTrust since 1998.
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Source: Bloomberg

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

60%

% of Shares Held by Institutional & Mutual Fund Owners:

48%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

George Karfunkel

18,238,946

24.12

Leah Karfunkel

10,029,637

13.26

Michael Karfunkel

8,313,185

10.99

Barry Zyskind

7,952,341

10.52

Invesco Advisers, Inc.

2,369,810

3.13
Source: Thompson ONE
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Matrix Service Company (MTRX)
November 14, 2014
Drew North

Domestic Energy

Matrix Service Company (NASDAQ: MTRX) provides engineering, fabrication, construction,
maintenance and repair services primarily to the oil, gas, power, industrial, and petrochemical
industries. MTRX is the parent of several energy service subsidiaries including Matrix Service, Matrix
SME, Matrix NAC, Matrix PDM Engineering, and Matrix Applied Technologies. Through the diverse
portfolio of service companies, MTRX is able to provide focused services in all 50 states and four
Canadian provinces. The company operates in four key segments: Storage Solutions (49% of FY14
revenues), Oil, Gas, and Chemical (19%), Electrical Infrastructure (16%), and Industrial (16%). MTRX’s
Storage Solutions segment includes the construction and maintenance of crude and refined products’
aboveground storage tanks (ASTs). Matrix Service Company was incorporated in 1984 and is
headquartered in Tulsa, OK.
Price ($): (11/6/14)
22.99
Price Target ($):
31.12
52WK H-L ($):
38.71-19.05
M arket Cap (mil):
602.48
Float (mil):
25.80
Short Interest (%):
5.36%
Avg. Daily Vol (mil):
0.85
Dividend ($):
Yield (%):
-

Beta:
WACC
M -Term Rev. Gr Rate Est:
M -Term EPS Gr Rate Est:
Debt/Equity:
Debt/EBITDA (ttm):
ROA:
ROE:

1.20
10.87%
12.50%
12.60%
4.12%
15.07%
7.32%
13.81%

FY: Jun
Revenue (M il)
% Growth
Gross M argin
Operating M argin
EPS (Cal)
FCF/Share
P/E (Cal)
EV/EBITDA

2013A
2014A
2015E
2016E
$892.57 $1,263.09 $1,511.41 $1,738.12
20.77%
41.51%
19.66%
15.00%
10.61%
10.80%
10.30%
10.75%
4.11%
4.64%
4.19%
4.68%
$1.04
$1.40
$1.55
$2.01
$0.52
$1.22
$1.31
$1.76
15.01x
23.30x
19.97x
12.07
6.89x
10.41x
5.82x
5.03x

Recommendation
MTRX has received significant market recognition as one of the most trustworthy and fastest growing
companies based on the past three years’ profit, revenue, and stock performance. This past fiscal year the
company celebrated its 30th anniversary and has posted a revenue CAGR of +19% over the past three
years (including a 23.02% CAGR since incorporation). With an aggressive growth strategy MTRX
recorded the company’s highest revenues, earnings, and contract backlogs in 2014 which have positioned
the company well for 2015 despite a potential industry slowdown caused by falling commodity prices.
Although crude oil prices, which hit a recent low of $76/barrel in early November, affect MTRX’s
customers, the outlook on energy infrastructure construction, maintenance, and repair should be able to
withstand even a prolonged period of low commodity prices in the U.S. IHS has projected that the annual
spending on existing North American oil and gas infrastructure is $22.8B. With the rapid growth of the
shale oil boom in the U.S. and provinces of Canada, the service companies in these regions have not been
able to provide sufficient pipelines and storage for E&P companies. MTRX operates across a broad range
of industries, from oil and natural gas refining to utility and industrial markets, which provides the AIM
portfolio with a safe and unique energy service company investment. As the U.S. potentially moves to
becoming an energy net exporter, the infrastructure of North America will require significant investment.
Due to the outlook on energy infrastructure construction, maintenance and repair, along with a favorable
valuation, it is recommended that Matrix Service Company be added to the AIM Equity Fund with a
target price of $31.12, representing a 35.38% upside. MTRX does not pay a dividend.
Investment Thesis
 Awarded Large EPC Tank Contract to Support Proposed Sandpiper Pipeline Project
(SPP). Earlier this month MTRX announced an engineering, procurement, and construction
(EPC) contract with the North Dakota Pipeline Company and Enbridge Partners. If approved,
SPP will deliver the Bakken region with a 610-mile and $2.5B energy infrastructure investment
that will deliver Bakken light crude oil to U.S. and eastern Canadian refineries. MTRX’s
construction for the SPP would include seven ASTs (MTRX is currently constructing 26 ASTs)
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that will require capacity in excess of one million barrels to move the 225,000 b/d of Bakken
crude. The SPP is part of Enbridge’s $6.2B program to increase access to North Dakota. This
contract could build a substantial relationship with Enbridge who accounts for ~17% of total U.S.
oil import transportation.
Strong Balance Sheet and Record Contract Backlog. Although management was disappointed
with the under-recovered overhead costs that hurt MTRX’s margins in Q4 2014 and Q1 2015,
they are confident in the synergies of the recent acquisition of HBD, Ltd. and the all-time high
backlog recorded this past quarter of $984.7M (a 7.5% increase in past 60 days). MTRX’s recent
acquisition of HBD exposes MTRX to the upstream and midstream markets in California, the 3rd
largest oil producing state in the U.S. MTRX’s industry leading levels of debt and liquidity will
allow the company to be more flexible with expenditures to fund operations or promising
acquisitions.
MTRX’s Main Customers, Energy Refineries, Are Likely to See Cost Advantages Due to
Oversupply of Domestic Oil and Natural Gas. If the shale oil boom production pace continues
in the U.S. the refineries will see cost advantages compared to other nations, especially as more
infrastructure develops. MTRX is positioned to benefit as refineries increase capacity and
infrastructure to keep up with oil and natural gas output and exporting potential.

Valuation
In order to reach an intrinsic value for MTRX, a five year DCF model was constructed. Using a terminal
growth rate of 3.0%, WACC of 10.87%, short-term revenue growth rate of 19.66%, and a mid-term
revenue growth rate of 12.5%, the DCF model resulted in an intrinsic value of $27.02. A sensitivity
analysis, using a range of terminal growth from 2.0%-4.0% and the WACC ranging between 8.88%12.88%, generated an intrinsic value range of $19.86-$42.82. Additionally, a P/S multiple was conducted
by evenly weighting the industry comparables average P/S of 0.66x and MTRX’s five-year historical
average of 0.62x. The combined 0.64x P/S multiple and a $1,511.41 2015E Sales resulted in a P/S
multiple valuation of $36.82. Finally, an EV/EBITDA multiple valuation was calculated. Using the
comparables average of 11.93x, MTRX’s 5-year historical average of 10.41x, and a 2015E EBITDA of
$86.87M, the multiple resulted in a valuation of $38.27. By weighting the three valuation models
60/20/20, a price target of $31.12 was reached, which yields a 35.38% upside.
Risks
 Cyclical Demand Vulnerable to Capital and Maintenance Spending as well as General
Economic Downturns. MTRX’s revenues and contracts depend on the existence of construction
projects in the downstream petroleum, power, and other industrial segments of the U.S. and
Canada. The company is directly affected by capital expenditures on energy infrastructure as
opposed to changes in commodity prices. Although, with fracking production in North America
at an all-time high and still growing, the demand to build up the infrastructure for storage and
transportation of crude oil, natural gas, LNGs, etc. has a positive outlook moving forward.
 Operations Depend Upon the Award of Project-By-Project Based Contracts. MTRX has to
be aware of an uncertainty associated with the contracts it is awarded due to lengthy and complex
bidding, selection, and execution processes. Short-term profitability can be materially affected by
failing to land expected contracts or contract delays as the company incurs costs to maintain an
idle workforce.
 MTRX Could Be Subject to Penalties and Lost Contracts With Unsatisfactory Safety
Performance. The projects MTRX completes are often highly hazardous due to the nature of
construction and repair in these industries. If an incident resulted in injury, property damage, or
environmental impact, MTRX could be held responsible and fined significant financial penalties.
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Management
John R. Hewitt became President and CEO in May 2011. Prior to joining MTRX in 2011, Mr. Hewitt was
Senior Vice President of Akers Solutions overseeing capital projects in power and LNG storage. Joseph
F. Montalbano currently serves as COO with experience as Project Director Energy Sector of Black &
Veatch. Kevin Cavanah has previously served as Controller, Vice President of Accounting and Financial
Reporting, and is now CFO. Respectively, these executives hold 175,090, 58,605, and 59,043 shares in
MTRX.

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

2.43%
>97%
Source: ThompsonOne

Top 5 Shareholders
Holder
BlackRock Institutional Trust Company, N.A.
Waddell & Reed Investment Management Co.
Vanguard Group, Inc.
Frontier Capital Management Company, LLC
Dimensional Fund Advisors, L.P.

Name
Matrix Service Company
Exterran Holdings
Flotek Industries
Tetra Technologies Inc.
Dawson Geophysical Co.
Peer Averages

Ticker
MTRX
EXH
FTK
TTI
DWSN

Peer Comparables
Market Cap (mil)
602
2,340
1,210
713
128
1,098

*Removed For Relative Valuation Analysis

Marquette University AIM Class 2015 Equity Reports

Shares
% Out
2,603,820
9.94
1,486,300
5.67
1,417,100
5.41
1,195,781
4.56
1,097,554
4.19
Source: ThompsonOne

D/E
4.12%
99.80%
13.96%
70.56%
6.70%
47.76%

P/Sales
EV/EBITDA
0.45x*
10.41x
0.79x*
8.10x
2.85x*
15.70x
0.71x*
16.42x
0.47x*
7.52x
0.66x*
11.93x
Source: Bloomberg
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Synaptics Inc. (SYNA)
November 14, 2014
Alex Schmidt

Information Technology

Synaptics Inc. (NASDAQGS: SYNA) is a worldwide developer and supplier of custom human interface
solutions that allow users to more easily interact with mobile computing, communications, entertainment
and other electronic devices. They currently target the smartphone, tablet and notebook computer (PC)
markets. Synaptics offers several solutions that all include touch or finger based semiconductor solutions.
The company supplies most of the world’s largest OEM’s of smartphones and PC’s including Samsung,
LG, Lenovo and Huawei. They supply these companies directly using their sales force and contract
manufacturers. Their touch solutions allow customers to interact in a variety of unique ways with their
devices, including the recent addition of fingerprint ID (biometric) products. The firm derives an
increasingly larger portion of its revenue from the mobile segment (73%) with the PC segment delivering
the remaining 27%. Additionally, Synaptics receives the majority of its revenue (>90%) from China and
South Korea). Synaptics was founded in 1986 as a neural network company, went public in 2002, and is
based in San Jose, CA.

Recommendation
Smartphones and tablets continue to take the world by storm, as more people require instant and constant
access to the Internet in order to stay ahead of the incredibly interconnected world. Additionally, over the
next decade the world will become even more connected, as smartphones are made available to new and
emerging markets. The BRIC’s will play the biggest role in this expansion. For instance, India shipments
will likely grow 83% to 80.3 million units in 2014 where Samsung, one of Synaptics’ largest customers,
holds nearly a 30% market share. Moreover, the firm expects shipments of smartphones to increase by
~15% in the coming year, half of which will be priced at less than $250 for the first time ever. Almost all
of these phones priced under $250 run Android software, which now accounts for 85% of mobile
operating systems, and is the operating system used by almost all of Synaptics’ customers. Projected
smartphone growth is strong thanks to a global smartphone penetration of only 35%, presenting a large
opportunity for OEM’s and their suppliers. Further, the networks that support these devices and the traffic
they carry will see even larger growth. Smartphone subscriptions are expected to grow at a 20% CAGR to
5.6B in 2019 with 10x the amount of data traffic we see today. Additionally, by 2019, the number of LTE
subscriptions will grow to 2.6B covering 90% of the U.S. and 80% of Europe. Finally, data traffic
produced by tablets is also expected to increase by a staggering 23x in the same time period. Considering
the great emerging market potential with cheaper smartphones, increasing mobile network access in
developing countries, and the flattening decline of PC shipments it is recommended that Synaptics be
added to the AIM Equity Fund with a price target of $106.91, representing an upside of 68.26%.
Investment Thesis
 Acquisition of Renesas. The acquisition of Renesas, a premium supplier of small and medium
sized display driver solutions, closed in October. Renesas is projected to contribute ~$150m in
quarterly revenue and provide many synergies for Synaptics. Chief among these will be the
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technology to accelerate the adoption of cost effective, high performance display driver
integration (TDDI) while also expanding its capabilities in their legacy businesses. The firm
claims it will now be able to offer the largest portfolio of custom products for its customers while
speeding up time to market and simplifying the supply chain. Prior to the purchase, Renesas,
thought to be a key supplier for Apple, had a 33% share in the small and medium sized display
business.
Fingerprint/Mobile Payments. At the end of 2013 Synaptics closed its acquisition of Validity
Sensors, a maker of biometric fingerprint solutions. Synaptics has offered fingerprint solutions in
the past but only for swipe functions to be used in conjunction with PC security. This acquisition
gives SYNA the ability to hit the ground running in the biometric fingerprint market. Made
famous by Apple, more smartphones are expected to begin shipping with fingerprint solutions in
order to reduce the reliance on traditional passwords. As a member of the FIDO alliance,
Synaptics management, along with Alipay and others, is working on the next generation of
payments. As Google Wallet and Apple Pay have shown, mobile payments are the way of the
future and can be made extremely secure when coupled with fingerprint ID.
Shift from Feature Phone to Smartphone. Feature phone sales were down 19% last year in
their largest drop in the past five years. These outdated phones will continue to fall to the wayside
as smartphones become cheaper and easier to use. The average selling price (ASP) of
smartphones has decreased in each of the past three years and will continue to do so in the future.
This increases the demand for Synaptics’ solutions and will enable smartphones to be purchased
by growing middle classes in BRIC countries.

Valuation
In order to reach an intrinsic value for SYNA, a ten year discounted cash flow model was developed.
Using a terminal growth rate of 2.8% and a WACC of 11.85% resulted in a valuation of $103.57.
Sensitivity analysis on both the terminal growth rate and WACC provided a range between $97.26 and
$112.68. Additionally, an EV/EBITDA multiple was computed using three of the companies closest
competitors. Using an average multiple of 16x and multiplying by EBITDA of $225M gave an intrinsic
value of $110.25. By weighting the DCF model 50% and the EV/EBITDA multiple method 50% a price
target of $106.91 was established. SYNA does not pay a dividend.
Risks
 Big Customer Reliance. In any one quarter Samsung accounts for 20-30% of the company’s
revenue. While the dependence is high, the relationship is sound and the firm is continuously
adding new clients like Huawei and ZTE who are growing their market shares.
 Emerging Market Slow Down. If emerging markets slow drastically and consumers in BRIC
countries cannot afford even the least expensive smartphone options, SYNA growth will be hurt
dramatically. However, smartphone prices in these countries will soon be competitive with the
prices traditionally charged for simple feature phones.
 Acquisition Inefficiencies. SYNA has completed two acquisitions within a year and have a lot of
work to do in terms of incorporating the new technologies and processes. If management fails to
connect the businesses effectively, synergies may not be realized.
Management
Richard Bergman has served as President and CEO of the Company since 2011. His previous experiences
include AMD, IBM, ATI and Texas Instruments. Kathleen Bayless is the CFO and Treasurer of Synaptics
and has been with the company since 2009. Francis Lee serves as Chair of the Board and was CEO from
1998 to 2009.
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Top 5 Shareholders
Holder
Shares
%Out
Blackrock
3,075,639
8.34%
Columbia Management
2,783,218
7.54%
Vanguard Group
2,305,096
6.25%
Lord Abbett & Co
2,022,531
5.48%
Frontier Capital Management
1,028,374
2.79%
Source: Bloomberg
Ownership
% of Shares Held by All Insiders and 5% Owners
9.00%
% of Shares Held by Institutional & Mutual Fund Owners
91.00%
Source: Yahoo! Finance
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Balchem Corp. (BCPC)
November 14, 2014
Kurt Wittmeyer

Domestic Materials

Balchem Corp. (NASDAQ: BCPC) develops, manufactures, and sells specialty performance ingredients
and products for the food, nutritional, pharmaceutical, animal health and medical sterilization industries
in the US and internationally. BCPC has three operating segments (2013 revenue %): Animal Nutrition
and Health (71%) Specialty Products (15%), and SensoryEffects (14%). The Animal Nutrition and Health
segment provides the animal nutrition market with three products; ReaShure, NitroShure, and
AminoShure are all encapsulated products used in the poultry, swine and dairy industries. The Specialty
Products segment produces ethylene oxide, which is a sterilant gas used primarily in the health care field.
The SensoryEffects segment supplies ingredients in the food and beverage industry; products include
creamer systems, nutritional beverage bases, beverages, chocolate systems, ice cream bases, grain
snacks, and cereal based ingredients. Balchem sells products through its own sales force, independent
distributors, and sales agents. Balchem Corp. was founded in 1967 and is headquartered in New
Hampton, New York.
Current Price (11/11/14)

$64.53

0.95

FY: December
Revenue (M il)

52WK L-H ($):

$48.89-$66.34

M -Term Rev. Gr Rate Est:

12.5%

% Growth

1.93 B

M -Term EPS Gr Rate Est:

15.0%

Gross M argin

Float (mil):
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Dividend Yield (%):

WACC

8.1%

$

M arket Cap:

74.96

Beta:

Price Target ($):

2013 A

2015E

529.70

620.41

8.63%

57.10%

17.12%

28.89%

30.00%

30.00%

98.31%

Debt/Equity:

102.5%

4.6%

ROA (2013):

6.8%

EPS (Cal)

$

1.46

$

2.51

$

2.98

81,264

ROE (2013):

17.1%

FCF/Share

$

1.65

$

3.13

$

3.72

0.26
0.40%

Operating M argin

2014E

337.17

19.46%

21.32%

21.63%

EV/EBITDA

20.58

15.06

12.91

P/E (Cal)

40.48

35

26.6

Recommendation
Balchem Corp. has positioned itself well since 2013 in order to take advantage of new markets in the
upcoming years. The acquisition of food and beverage solutions company, SensoryEffects, in Q2 2014
accelerated Balchem’s growth into the human health and wellness market. The $567 M acquisiton was
financed through a debt offering and cash on Balchem’s balance sheet. Immediate results were realized
through the top line growth in revenue with Q2 2014 sales of $132.2 M, or 58.7% greater than Q2 2013
sales of $83.3 M. Excluding the SensoryEffects acquisition, organic sales grew at 15.1% YoY as of Q2
2014. The SensoryEffects acquisition is expected to generate $250-275 M annually in sales during its first
full year under Balchem in 2015. The Animal Nutrition and Health segment is a market leader in
production and sales of choline chloride, which is an essential nutrient for animal health in the poultry and
swine industries. Sales for the Animal Nutrition and Health segment were $69.4 M for Q2 2014, a 20%
YoY growth rate. BCPC is focused on building consumer awareness for the benefit of choline as an
essential nutrient in food and processed food, which is a key to Balchem as being a major producer of this
nutrient. The FDA recently propsed that choline be accepted on their “Recommended Daily Intake” list,
acknowledging choline as a nutrient of public concern. Based on the points listed, it is recommended
Balchem corp. be added to the AIM Equity fund with a target price of $74.96, representing an 18%
upside.
Investment Thesis
 Acquisition of SensoryEffects. Balchem Co. completed an acquisition on in May, 2014 for $567
M. The acquisition was financed by a $350 M debt issuance and $50 M borrowing on a credit
revolver; while cash was used to pay for the remaining portion of the acquisition. By having
relatively no debt prior to the acquisition, Balchem was able to borrow at a favorable rate of
2.0%. The purchase was at a mulitple of 10.7x on estimated 2014 EBITDA, which is similar to
recent comprable acquisitions. SensoryEffects contributed $36.4 M in sales for Q2 2014. The
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acquisition is expected to add over $200 M in revenue for the SensoryEffects segment for 2014. It
is also expected to be accretive to Balchem’s earnings immediately in 2014 with an estimated $
2.51 EPS for 2014.
 Diversified Product Group. After the acquisition is fully integrated into the SensoryEffects
segment, Balchem’s three operating segments will represent roughly 50%, 40%, and 10% of
revenue moving into 2015. The Animal Nutrition and Health segment is focused on producing
quality encapsulated products to the swine and poulty industry. The SensoryEffects acquisition
accelerates Balchem’s growth into the human health and wellness market, which is projected to
grow almost 50% from $500 B to over $730 B in the next five years.
 Production of Autism Drug. Under the SensoryEffects segment, the pharmeacutical unit of the
segment has just conducted a succesful pre-new drug application with the FDA. The product is
used to help treat autism and the new drug application is currently in the process of being
completed. The autism thearaputics total addressable market is expected to reach $5.5 B in 2018.
Balchem is working with its partner, Curemark, who owns and will market the drug to get the
drug to the market by Q3 2015. By having the producing rights to this product, Balchem could be
well positioned to take advantage of additional revenues when the drug becomes available later
next year.
Valuation
In order to reach an intrinsic value for Innospec, a seven year discounted cash flow model was conducted.
Using a terminal growth rate of 3% and a WACC of 8.10% resulted in a valuation of $82.36. Sensitivity
analysis on both the terminal growth rate (2%-4%) and WACC (7.1%-9.1%) provided for a range
between $67.36 and $104.72. A blended historical and industry average P/E multiple of 26.90x was also
used which resulted in a $67.56 valuation. Weighing the DCF model 50% and P/E model 50% resulted in
a price target of $74.94, representing a 17% upside from the current price. Balchem paid an annual
dividend of $0.26 in December 2013 – a yield of 0.41%.
Risks
 Specialty Products Segment Dependent on Governmental Permits and Approvals. Ethylene
oxide is required to be registered with the EPA because it is used as a medical device sterilant.
The product has been approved but could be re-examined at any time in the future by the EPA. If
the EPA does not allow for the registration of ethylene oxide some time in the future, the
Specialty Products segment would be matierally negativelly affected.
 Unfavorable Global Economic Conditions. Negative conditions inside and outside the such as
increased inflation, deflation, recession or other economics changes may adversly impact the
financial results of Balchem. Approximately 32% of 2013 sales came from outside the US, which
were mainly to Europe. The slow growth in Europe poses a risk for the Balchem’s revenue
generated from that area.
 Product Liability Claims. The development, manufacture and sales of Balchem’s products are
exposed to a risk of product liability claims and product recalls. A negative judgement of any
potential product lawsuits would result in an unexpected expense. Balchem does have product
liability insurance coverage that is estimated to be able to be adequate in most case scenarios.
However, if the insurance is not maintained or obtained at a resonable cost in the future, this
presents another possible risk to Balchem related to product liability claims.
Management
Dino Rossi has been President and CEO of Balchem since 1997. He has been chairman of the Board since
2007. Prior to his time at Balchem, Mr. Rossi was Vice President of Finance & Administration at Norit
Americas Inc. for two years and Vice President of Finance & Administration at Oakite Products Inc. for
seven years. Richard Bendure has been COO since 2012. Before 2012, Mr. Bendure held multiple
leadership positions at Nalco Company since 2007.
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Ownership
% of Shares Held by All Insider and 5% Owners:

2%

% of Shares Held by Institutional & Mutual Fund Owners:

78%
Source: Yahoo Finance

Holder
Brown Capital Management, Inc.
Neuberger Berman Group, LLC
Vanguard Group, Inc.
BlackRock Fund Advisors
Royce & Associates, LLC

Top 5 Shareholders
Shares
3,034,664
2,148,496
2,044,844
1,531,730
1,493,274

% Out
9.92
7.03
6.69
5.01
4.88
Source: Yahoo Finance
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MiMedx Group, Inc. (MDXG)
November 14, 2014
James Stark

Healthcare

MiMedx Group, Inc. (NASDAQ: MDXG) develops, manufactures, and markets patent protected
regenerative biomaterial products and bioimplants from the human amniotic membrane. Their
biomaterial platform technologies comprise of Amniofix and EpiFix, which are tissue technologies
processed from human amniotic membrane derived from donated placentas. Through the company’s
donor program, mothers delivering full-term Cesarean section births can elect in advance of delivery to
donate the placenta in lieu of having it discarded as medical waste. MiMedx Group, Inc. was founded in
2008 and is headquartered in Marietta Georgia.
Price ($) (11/14/14)
Price Target ($):
52WK Range ($):
Market Cap:
Float
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

10.11
12.79
4.88-10.53
1.08B
86.1M
17.8%
545,932 K
$
0.00%

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

0.91
8.9%
52.3%
73.8%
0.0%
-6.9%
-8.8%

FY: December
2013A
Revenue (Mil)
59
% Growth
118.45%
Gross Margin
84.29%
Operating Margin -4.39%
EPS (Cal)
-$0.04A
FCF/Share
0.06
P/E (Cal)
N/A

2014E
117
97.64%
87.35%
5.38%
$0.06E
0.24
183.61

2015E
180
54.00%
86.00%
16.00%
$0.19E
0.48
53.64

Recommendation
MiMedx Group is the leading supplier of amniotic tissues, having supplied over 250,000 allografts to date
for applications in the Wound Care, Surgical, Sports Medicine, Opthalmic, and Dental sectors of
healthcare. The primary tissue allografts are comprised of dehydrated human amnion/chorion membrane
that is processed using MDXG’s proprietary Purion Process. This produces an allograft that is safe and
effective while allowing it to be stored at room temperature with a five-year shelf life. Competing
technologies are frozen and expire only six months from time of processing. Another skin substitute is
delivered on demand and has strict temperature controls of 68-73 F degrees with a ten day shelf life. In
addition, MDXG’s plan to supply multiple graft sizes (from 1.5cm2 to 49 cm2) minimizes product waste.
The two leading competing products, Apliagraf and Dermagraf, come in only one size each (38 cm2 and
42 cm2). Since the majority of diabetic foot ulcers are less than 5 cm2 this results in significant waste.
Commercial sales represented 68% of total revenue up from 44% a year ago while government sales
represented 32%, which do not depend on reimbursement from third party payors. This was responsible
for pushing gross margins close to 90%. On the commercial side over the past 24 months MiMedx has
successfully gained coverage from each of the eight Medicare Administrative Contractors with coverage
in every state. Having already gained reimbursement from CIGNA, the company is working on adding
United Healthcare, Aetna, Anthem, and Humana on the private pay side by the end of the year,
representing over 100 million covered lives where the company does not currently compete. With the
addition of new commercial payors, continued expansion of sales force, pursuit of new end-user markets,
and a significant competitive advantage it is recommended that MDXG be added to the AIM Equity Fund
with a price target of $12.79, which offers a potential upside of 26.47%. The firm does not pay a
dividend.
Investment Thesis
 Superior Products with Strong Growth. EpiFix, the company’s lead product, heals diabetic
foot ulcers twice as fast and three times better than competing alternatives at a lower cost. The
rates of healing are 92% for EpiFix vs. 56% and 30% respectively for competitors Apligraf and
Dermagraft. The time it takes to get that level of healing is 2-6 weeks for EpiFix vs. 12 weeks for
competitors. This offers patients, providers, and payors a compelling value proposition. Market
revenues for wound care are $2.5 billion and are expected to rise at a CAGR of 13% through
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2018. MDXG is on track to more than double revenue driven by superior product performance,
expanded reimbursement, and solid execution from a newly enlarged sales force.
New Products. MiMedx disclosed that it has plans to reveal four new products in early 2015 at
its national sales meeting. An injectable form of AmnioFix shows promise for conditions such as
plantar fasciitis, epicondylitis (tennis elbow), tendinitis, strains, sprains, etc. An estimated 17
million patients with tendinopathy and pain associated with inflammation could benefit from the
AmnioFix injectable products representing a $7.5+ billion market opportunity. Regulatory
requirements in this area work to the company’s advantage as they create a barrier to entry that
should help capture and maintain market share. In addition, the launch of the nerve wrap during
prostatectomies provides promising growth. The prostatectomy surgeries represent a $100 million
market where it is believed the company will capture 30-40% of the total market share within the
next 3 years.
Expansion Outside of Chronic Wounds. Management has reiterated that MDXG is not just a
wound care company. They do not go into detail about their pipeline for various competitive
reasons, however, at their most recent analyst day meeting MDXG highlighted the market
opportunity for its amniotic tissue platform outside of chronic wounds. They noted that 30-35%
of current revenues come from outside the core business of diabetic foot and venous leg ulcers.
There are ample opportunities for additional growth in the wound care segment of post-surgical
wounds, MOHS procedures, and burns. The surgical/sports/other business segment is also an area
of future growth outside of acute and wound care. The partnerships with Medtronic and Zimmer
will provide incremental revenue and access to the large spine, sports medicine, and extremities
markets.

Valuation
In order to reach an intrinsic value for MDXG, a five-year discounted cash flow model was conducted.
Using a terminal growth rate of 3% and a WACC of 8.89% resulted in a valuation of $13.19. Sensitivity
analysis on both the terminal growth rate and WACC provided for a range between $9.65 and $15.02.
Additionally, a relative EV/Sales multiple of 7.15x was utilized. After calculating the respective multiple
the estimated EV/Sales value was $12.18. By weighing the DCF model 60% and the EV/Sales multiple
40% a target price of $12.79 was established. The firm does not pay a dividend.
Risks
 Competition. MiMedx operates in a very competitive and evolving field. Competition from other
tissue processors, medical device and pharmaceutical companies is intense and expected to
increase. Some of these competitors may have greater financial resources and larger sales forces.
 Availability of Tissue. MiMedx is dependent upon the adequate supply of placental tissue from
donors. The company has agreements with hospitals and third party suppliers securing the tissue
supply. If these agreements lapse and MDXG is not able to secure the required amniotic tissue its
financial results would be negatively affected.
 Government Regulation. The medical device industry is highly regulated at both the state and
federal level. Changes to existing regulation or new legislation could have an adverse effect on
MDXG’s financial performance.
Management
Parker H. Petit serves as the Chief Executive Officer, President, and Chairman of the Board for MXDG.
Mr. Petit was the Chairman and CEO of Matria Healthcare, Inc., a former subsidiary of Healthdyne, Inc.
Healthdyne was founded by Mr. Petit in 1971. William Taylor became the company’s President and Chief
Operating Officer in 2009, and also became a Director in 2011. He is an operating officer with more than
20 years of experience in healthcare product design, development, manufacturing, and general
management. Michael Senken joined the company as Chief Financial Officer in 2010.
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Source: Yahoo! Finance

Ownership
% of Shares Held by All Insiders and 5% Owners
22%
% of Shares Held by Institutional & Mutual Fund Owners
34%
Source: Yahoo! Finance
Top 5 Shareholders
Holder
Shares
JP Morgan Chase & Co.
2,941,374
Massachusetts Financial Services Co.
2,808,172
State Street Corporation
2,681,880
Vanguard Group, Inc. (The)
2,593,699
Deutsche Bank
2,225,215
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2.78%
2.66%
2.54%
2.45%
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Gulfmark Offshore Inc. (GLF)
November 14, 2014
Jack Sullivan

Domestic Energy

Gulfmark Offshore Inc. (NYSE: GLF) provides marine support and transportation services to companies
involved in the offshore exploration and production of oil and natural gas. GLF’s vessels transport
materials, supplies and personnel to offshore facilities, and position drilling structures. The company
operates in three business segments: the North Sea (48% of FY14 revenue), Southeast Asia (14% of FY14
revenue) and the Americas (38% of FY14 revenue). The company owns a fleet of 75 offshore supply
vessels (OSV’s) as of 2014 Q3, with 31 in the North Sea, 29 in the Americas and 15 in Southeast Asia.
The company’s owned vessels have an average life of approximately 9 years. The company was founded
in 1996 and is headquartered in Houston, TX.
Price ($): (11/10/14)
Price Target ($):
52 WK H-L ($):
Market Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol (mil)
Dividend ($):
Yield (%):

30.52
37.38
52.02-27.05
805.02
24.00
3.42%
0.467
1.00
3.28%

Beta:
WACC
M-Term Rev. Gr Rate Est:
M-Term EPS Gr Rate Est:
D/E
ROE:
ROA:
ROIC

1.36
8.90%
3.35%
3.88%
41.4%
7.67%
4.58%
6.91%

FY: Dec
2013A
2014E
2015E
Revenue (Mil)
454.60
494.26
505.92
% Growth
16.80%
8.72%
2.36%
EBITDA Margin
34.29% 34.55% 34.60%
Operating Margin
18.94% 18.30% 18.60%
EPS (Cal)
2.68
2.33
2.53
FCF/Share
-4.41
1.82
2.07
P/E (Cal)
18.60
15.96
14.71

Recommendation
Gulfmark Offshore Inc. is trading near its 52-week low after weak 2014 Q3 results and an increased
concern for the strength of the offshore supply vessel (OSV) sector in light of falling energy prices.
Management has recognized that there exists an oversupply in the OSV market relative to offshore rigs.
An oversupply of OSV’s can lead to a decrease in the two primary revenue drivers, utilization rates (% of
days ships are in use) and day rates (average daily revenue per ship). However, GLF has positioned itself
well in this competitive market by selling off older vessels, extending and updating the existing fleet and
contracting new builds. Over the next year, the average age of GLF’s fleet should drop from ~9 years to
~8 years, providing support to day rates. Although the OSV/Rig ratio is approaching its peak levels of
January 2011, the ratio of OSV’s under construction to rigs under construction is at a two year low,
displaying an improvement of capital discipline in the sector. For these reasons it is recommended that
GLF be added to the AIM Domestic Equity Portfolio with an intrinsic value of $37.38, offering an upside
of 22.49%. GLF pays a $1.00 dividend.
Investment Thesis:
 Favorable OSV/Rig Construction Ratio. Vessel oversupply remains a primary concern in the
sector as GLF management believes there are 200 more vessels than needed today globally
(global fleet estimated at 3200 vessels). The global OSV to rig ratio is at a two year high (~4.5x),
which raises concern. The OSV/Rig ratio peaked at 4.83x in January 2011 and hit a low of 3.37x
in July 2008. However, the ratio of OSV’s under construction to rigs under construction is
trending downward and is currently at a 2 year low (~1.8x). The falling construction ratio
displays an increased industry discipline which should eventually translate to a lower OSV to rig
ratio.
 Younger and Upgraded Fleet. GLF is drastically strengthening the fleet through adding younger
and more advanced vessels, selling older vessels, and lengthening and enhancing smaller vessels.
In the competitive OSV landscape, younger, more advanced and larger vessels provide higher day
rates and an increased likelihood of winning bids. GLF’s fleet currently has an average age of
~8.75 years. In 2015, as new builds are delivered and older ships are sold, the average fleet age
should fall to ~7.6 years. Additionally, GLF does not own any vessels older than 25 years old,
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while ~25% of the global fleet is comprised at least 25 years old. GLF is halfway through its
Stretch Project, which involved lengthening six 190 class Platform Supply Vessels (PSVs) to 230
class (six have been completed) and lengthening eight 210 class PSVs to 260 class (four have
been completed). This project has placed upward pressure on day rates. A younger, upgraded and
larger fleet provides GLF with an advantage in competing for OSV contracts.
Southeast Asia Utilization Rates Bounce Back. The company’s utilization rates in Southeast
Asia fell sharply from 80.6% in 2014 Q2 to 66.8% in 2014 Q3. As day rates remained flat around
$15,400, the utilization drop resulted in a 20.1% quarter over quarter revenue decrease. Much of
this decline can be attributed to the strategic repositioning of vessels in the region, leaving those
ships idle. With the repositioning in the region completed, GLF is poised to return utilization
rates to an ~80% level and revenue should bounce back to Q2 levels.

Valuation
An intrinsic value of GLF was generated using a 5-year Discounted Cash Flow model and a Price to Sales
ratio analysis. Using a perpetuity growth rate of 2.5% and a WACC of 8.9%, the DCF resulted in a
valuation of $37.59. Sensitivity analysis conducted on the WACC (+/- 1%) and terminal growth rate (+/0.5%) resulted in a range of $30.94-48.26. For the P/S, a blended historical and peers average of 1.93x
was used with 2015 estimated sales to yield an intrinsic value of $37.18. Weighting the two models 50/50
provides an intrinsic value of $37.41, which yields a 21.8% upside. GLF pays a $1.00 dividend and
management has provided guidance of maintaining a $1.00 dividend indefinitely.

Risks:
 Global Vessel Oversupply. As mentioned previously, the OSV to rig ratio is at a 2 year high, as
total working rigs has increased ~9% while the OSV global population has increased ~15%. If
this ratio continues to increase, there will be downward pressure on both utilization and day rates.
Total rig count growth in the Gulf of Mexico could weaken if the majority of new rigs replace
older rigs rather than adding to the overall rig count.
 Low Oil Prices Could Slow Drilling Activity. From its peak on June 19th through the first week
of November, Brent Crude Oil is down ~27%. Lower prices could force rig operators to slow
their production, cut back on new construction or shut down currently operating rigs. An overall
slowdown in the offshore rig market would cause offshore supply vessel demand to fall, there
will be more idle vessels and lower day rates.
 Lack of Quality Labor. Management has noted a shortage of experienced, qualified mariners as
the specialized labor supply has struggled to keep up with the global growth of vessels.
Competition for quality mariners is high, driving up labor costs.
Management
Quintin Kneen has served as President and Chief Executive Officer of GLF since June 2013. Mr. Kneen
previously served as Executive Vice President and Chief Financial Officer from June 2009 until his recent
appointment in June 2013. Mr. Kneen holds an MBA from Rice University, a BBA from Texas A&M and
is a Certified Public Account and a Chartered Financial Analyst. Jay Mitchell has served as Chief
Financial Officer and Executive Vice President since June 2013 and previously was the CEO of the
privately held Flex Energy. David Rosenwasser has served as Chief Operating Officer since 2012. Mr.
Rosenwasser holds a JD from New York Law School a BA from Texas A&M University.
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Ownership
% of Shares Held by All Insider and 5% Owners

3%

% of Shares Held by Institutional & Mutual Fund
Owners

85%

Source: Yahoo! Finance

Top 5 Shareholders
Holder
Shares
Dimensional Fund Advisors
2,273,735
Lord Abbett & Co.
1,666,700
Artisan Partners Limited Partnership
1,176,683
Vanguard Group Inc. (The)
1,491,390
Black Rock Fund Advisors
1,412,787

% Out
8.63%
6.33%
5.79%
5.66%
5.36%

Source: Yahoo! Finance
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Parexel International Corporation (PRXL)
November 14, 2014
Mike Stankovsky

Domestic Healthcare

Parexel International Corporation (NASDAQ: PRXL) is a contract research organization (CRO) which
serves in the global development and commercialization of new medical therapies. PRXL works with all
of the top 50 large biopharmaceutical companies in 51 countries, currently supporting approximately
1,900 clinical projects. The company provides value to its customers by integrating regulatory expertise,
clinical trial management, and a global patient/investigator network to accelerate product development
and time-to-market. Parexel strives to create long-term strategic partnerships that leverage its three
operating segments: Clinical Research Services (75%), Consulting (12%), and Informatics (13%).
Geographically, revenues generated in the United States represent roughly 51% of total revenue as of
June 30, 2014. Headquartered outside Boston, the company employs roughly 15,560 experts worldwide.

Recommendation
Pharmaceutical, biotech, and medical device companies are likely to increase outsourcing of clinical trial
development and management as they compete to introduce innovative therapies. Studies by the
Association of Clinical Research Organizations (ACRO) show that CRO’s are 30% quicker in time-tomarket than trials completed in-house by sponsoring companies or academic institutions. With
standardized trial design and data processing, CRO’s are also favored by regulators, whom can quickly
analyze the results and hasten decision making. Additionally, CRO’s contributed to the development of
85 of the 88 new drugs approved by the FDA and EMA in 2013 and 19 of the 20 biosimilars approved
globally. Going forward, the future of clinical trials will become increasingly individualized as big data,
social media, and innovative recruitment allow researchers to pair patients with personalized treatments.
Integrating electronic health records with the FDA’s clinicaltrials.gov will allow both patients and
physicians to access and screen ongoing trials for available treatments. These advantages have allowed
the CRO industry to grow at a 10.2% CAGR over the last decade, and will drive projected annual growth
of 5-7% through 2019. It is also estimated that 48% of trial sites under-enroll or fail to enroll a single
patient, often resulting in costly delays. Parexel is a leader in the CRO industry with the largest integrated
patient recruiting capability. PRXL expects to gain 3% market share annually and to grow 8-10%
organically, leveraging its leadership in creating strategic partnerships. Publicly announced partnerships
include pharmaceutical heavyweights such as Bristol-Myers Squibb, GlaxoSmithKline, Pfizer, Eli Lilly,
and Merck. Parexel’s ability to establish long-term relationships that efficiently utilize its consulting,
clinical research, and informatics solutions, as well as its market share leadership and global scale, make
this an attractive investment opportunity. Considering these reasons and the stock’s recent pullback, it is
recommended that PRXL be added to the AIM Domestic Equity portfolio with a price target of $62.91,
representing 16.6% upside. The company does not pay a dividend.
Investment Thesis
 Gross Margins Improve as Strategic Partnerships Mature and Revenue Mix Shifts. Many of
Parexel’s early relationships were established at competitive price points in an attempt to gain
market share. As those relationships mature and are renewed PRXL can establish higher prices
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and drive gross margins improvement. Moreover, low-double-digit growth of the company’s
higher margin consulting and informatics businesses will beneficially shift gross margins. These
businesses operated at 41.9% and 46.7% GM in FY2014.
Déjà vu in Book-to-Bill Provides Entry Point. Parexel reported F1Q15 earnings on October 29,
2014. Coincidently, the company’s results included a book-to-bill conversion of .88, equal to the
book-to-bill reported in F1Q14, a year earlier. Book-to-bill is the ratio of orders received to
orders billed. This was below street expectations of 1.29 and the stock sold off 15% when markets
opened the following morning, despite an earnings per share increase of 48.9% yoy. The initial
price reaction is similar to a year earlier when the share price plummeted 14% before recovering
and setting new highs. The most recent pullback offers an attractive buying opportunity.
Stabilizing SG&A and Falling Tax Rate Drive Double-Digit EPS Growth. Selling, general
and administrative expense as a percentage of revenue remained below 20% for 11 consecutive
quarters beginning in F1Q12 before climbing to 20.1% in each of the last two. Going forward,
Parexel’s SG&A expenses should return to approximately 19.5% of revenue as the business
continues to scale and grow internationally. Management also guided that the geographic mix
shift will lower the effective tax rate to 20-30%, but did not provide a precise timeframe. PRXL
does not hedge against foreign exchange rates but does not face material revenue/cost imbalances.

Valuation
The price target for Parexel is a weighted combination of intrinsic value and relative value analyses. The
intrinsic value of $61.09 was estimated with a 5-year discounted cash flow model. Terminal value
assumptions include: a 3% free cash flow to equity growth rate, 19.5% SG&A/Rev. expenses, a 30% tax
rate, and a WACC of 8.55%. Sensitivity tables on these variables provided a fair value range of $57-64. A
relative valuation was calculated using a sum-of-the-parts analysis of PRXL’s three operating segments,
estimated with acquisition and public multiples for EV/EBITDA and EV/Sales. The two approaches
yielded price targets of $61.11 and $68.36, respectively. A blended weighting of the DCF (50%),
EV/EBITDA (25%), and EV/Sales (25%) methods produced a final price target of $62.91, a 16.6%
potential return from PRXL’s 11/7/14 price of $53.97. The peer multiples are included on the next page.
Risks
 Big-Pharma M&A. Combined companies in prior pharmaceutical consolidation cycles focused
primarily on cost cutting initiatives. This was at a time when clinical research organizations were
less prevalent and had much smaller backlogs. Today’s pharmaceutical consolidation is focused
more heavily on the acquisition of strategic assets, at a time when CRO’s are protected by larger
and more stable backlogs. Reductions in R&D as a result of M&A activity would have a material
impact on revenues.
 Customer Concentration. As of June 30, 2014, PRXL’s five largest clients accounted for 47%
of consolidated service revenue with Pfizer, Inc. and Merck & Co., Inc. accounting for 16% and
11%, respectively. The loss of a significant client could cause a substantial decrease in revenue.
However, Parexel remains the industry leader in building strategic partnerships with it clients,
lowering the chances of contract cancellation.
 Fixed Price Contracts. Approximately 90% of PRXL’s contracts are fixed price. Unexpected
cost over-runs or inadequate pricing would reduce gross margins. However, gross margins have
improved year-over-year for six consecutive quarters.
Management
Josef H. von Rickenbach (59) founded Parexel in 1982 and has served as a director, Chairman of the
Board, and Chief Executive Officer of the firm since 1983. The CFO, Ingo Bank (46), joined PRXL in
September 2013 following the planned succession of the former CFO, Jim Winschel (64). Prior to joining
PRXL, Mr. Bank spent 18 years in various global financial roles with Royal Philips Electronics, N.V.
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Ownership
% of Shares Held by All Insider and 5% Owners
2%
% of Shares Held by Institutional & Mutual Fund Owners
99%
Source: Yahoo! Finance
Top 5 Shareholders
Holder
Shares
Wellington Management Co.,
LLP
5,871,308
BlackRock Fund Advisors
4,641,174
Vanguard Group, Inc.
4,182,807
Fisher Investments, Inc.
2,427,492
Acadian Asset Management, LLC
2,147,771
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10.67%
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China Life Insurance Co. Ltd. (LFC)
November 14, 2014
Zhe Wang

International Financials

China Life Insurance Company (NYSE: LFC) is a large state-owned financial service and insurance
company which was restructured by the State Council and the China Insurance Regulatory Commission
in 2003. LFC is China’s largest commercial insurance group with about a 33% market share. LFC offers
a broad range of insurance services, including accident insurance, and health insurance products and
services. LFC has four core business segments: Individual Life Insurance (87% of net revenue), Group
Life Insurance (2%), Short-term Insurance (2%), and Supplementary Major Medical Insurance (9%).
LFC operates with over 99,000 employees and is headquartered in Beijing, China.
Price ($): (10/27/14)

42.15

Beta:

Price Target ($):

46.54

Cost of Equity

52WK H-L ($):

49.65-38.30

M -Term Rev. Gr Rate Est:

11.00%

77.3

M -Term EPS Gr Rate Est:

14.00%

496.1

L-Term Rev. Gr Rate Est:

3.00%

Operating M argin
EPS (Cal) ($)

M arket Cap (bil):
Shrs out (mil)
Short Interest (%)
Avg. Daily Vol:
Dividend ($):
Dividend Yield:

0.93
8.61%

FY: Dec

2013A

2014E

2015E

Revenue (M il)

68,880.16

73,009.41

78,828.41

% Growth

4.50%

5.99%

7.97%

Pretax M argin

7.06%

9.89%

9.69%

11.30%

14.39%

14.78%

0.15

ROA:

1.39%

2.18

2.98

3.32

162,991

ROE:

11.59%

P/E (Cal)

19.33

14.14

12.70

7.86

BVPS ($)

19.41

22.39

25.31

2.17

1.88

1.67

0.73
1.74%

Debt/Equity

P/B

Recommendation
China Life Insurance has the largest Chinese market in both individual life premiums and accident
premiums with 34% and 37% market share respectively. EPS during Q1-Q3 2014 increased 17.1% YoY.
Additionally, premium income rose 0.7% to $11.98 billion in Q3 2014 while investment income rose
26% to $4.71 billion which was significantly beyond expectations. Although ROE declined from 17.13%
to 5.38% from FY2009 to FY2012, it climbed to 11.22% in 2013 and is predicted to be about 12.5% by
the end of 2014. It is forecasted that the investment income will continue perform well in the Q4 2014,
and that the ROE during the next five years should hold above 12%. These optimistic forecasts are mainly
due to the continued development of the modern Chinese insurance industry — which should accelerate
the firm’s expansion into the following three segments: Group Business, Short-term Business, and
Supplementary Major Medical Insurance. Due to these reasons, it is recommended that LFC be added to
the AIM International Fund with a price target of $46.54. This valuation represents a potential upside of
10.42%. LFC offers a 1.74% dividend yield.
Investment Thesis
 Acceleration of the development of the Chinese insurance industry. In September 2014, a
report called “Opinions of the State Council on Accelerating the Development of Modern Insurance
Industry” was published by China’s State Council. The main goal of the report was to support the
build up a modern, compliant, trustworthy, stable, innovation, and internationally competitive
insurance industry. By 2020, it is projected that the Chinese insurance penetration (insurance
premium income/GDP) will be 5%. By 2013, this number was only about 3% with a national
insurance premium income of 1.7 trillion CNY (about $280B) based on a GDP of 56.9 trillion
CNY ($9.3T). If the average compound growth rate of China’s GDP remains above 6.5% from
2014 to 2020, then the GDP in 2020 would be at least 88 trillion CNY ($14T) — and with a 5%
insurance penetration would result in premiums of about 4.4 trillion CNY ($715B). Accordingly,
there would be a minimum 2.6 times increase in the insurance premium income from 2013 to 2020,
which would bring great benefits for the whole Chinese insurance industry. Since LFC has a 1/3
market share in China, this should increase its revenue at least 10% annually on an average level.
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 Fast expansion into other business segments. LFC has been striving to increase their share of
mid- to –long-term premium market and seeks to optimize their premiums structure by decreasing
their mix in the Individual Life Insurance Business. Meanwhile, new premiums for the Group
Insurance Business during the 1H2011 to 1H2014 period increased about 276%. The Short-term
Business segment rose about 30% during this period. Additionally, the Supplementary Major
Medical Insurance Business accelerated significantly since last year, reporting a 207% increase
from 1H2013 to 1H2014.
 Strong market position with both the traditional and new distribution channels gathering
more customers. LFC had the largest market share (34%) in the Individual Life Premiums and
33% in Total Premiums in 2013; whereas, the second largest firm, Ping An Life Insurance, only
had a 12% and 14% growth rate respectively. Additionally, the renewal premiums increased about
26% from 1H2011 to 1H2014. Agent channel increased about 11% in terms of first-year-premium
from 1H2013 to 1H2014. Meanwhile, new distribution channels bring new blood to LFC’s
insurance premiums. Tele-marketing channel has been growing at a double-digit rate in the past
three year.
Valuation
To find the intrinsic value of LFC, Discounted Dividend (DDM), Excess Return Model, and Price to
Book (P/B) models were employed. To be conservative, the DDM projected two stages of annual
dividend growth rate. Keeping the cost of equity constant at 8.64%, and a terminal dividend growth of
2.5%, yielded an intrinsic value of $47.79. Sensitivity analysis on both the cost of equity and the terminal
growth rate resulted in a range between $42.93 and $56.74. An Excess Return Model was executed to
receive an intrinsic value of $47.36. For the P/B model, using the average P/B of LFC’s thirteen peers in
the past five years of 1.87x, against the estimated 2014 BVPS to yield an intrinsic value of $44.06.
Weighting the three models 40:30:30, a target price of $46.54 was generated, which provides a potential
upside of 10.42%. LFC pays a 1.74% dividend yield.
Risks
 Profit may be hurt by the changes of interest. In 2012, the People’s Bank of China (PBOC)
decreased the interest rate twice from 3.5% to 3.0%. Although the interest rate remained the same
in 2013, it was anticipated that PBOC would again change the interest rate in either 2014 or 2015.
If the interest rate is reduced, LFC’s profit from its investments may shrink; if the interest rate rises,
surrenders and withdrawals from annuity policies and other financial products may increase.
 Fierce competition among domestic insurance industry. There are three main insurance
companies who are competing with LFC. Ping An Life Insurance Company may be the most
threatening one for LFC. It took about 3% of total market share away from LFC since 2011.
According to the data from China Insurance Yearbook, Ping An Life has larger market share than
LFC in many big cities such as Beijing, Shanghai, and Shenzhen, and it seems Ping An Life is
growing even faster than LFC.
 The uncertainty of the exchange rate between Chinese Yuan and U.S. Dollar. The value of
Chinese Yuan relative to U.S. Dollar has increased about 7.5% from 2011 to 2013, but this year it
stopped going up and decreased slightly 0.8%. U.S. government says Chinese Yuan is undervalued
and should appreciate; however, Chinese government has an opposite voice that U.S. Dollar should
be stronger. If the value of U.S. Dollar increases significantly against Chinese Yuan, then the stock
price of LFC may slump.
Management
Yang, Mingsheng has been the chairman and executive director of China Life Insurance Company since
May 2012. Before serving this position, he served as vice chairman of China Insurance Regulatory
Commission since 2007. During 1980 to 2007 Mr. Yang worked for the Agricultural Bank of China,
where he had several positions such as vice president of the Shenyang branch, and president of the
Tianjing branch.
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Source: Bloomberg

Ownership
% of Shares Held by All Insiders:

68.37%

% of Shares Held by Institutional & Mutual Fund Owners:

<5%

Top 5 Shareholders
Holder

Shares

% Out

China Life Insurance Group

19,323,530,000

68.37

HKSCC Nominees Limited

7,290,670,000

25.79

Shen, Hefei

48,304,500

0.17

China Securities Finance Corporation Limited

40,761,000

0.14

Guoyuan Securities

39,004,200

0.14
Source: Bloomberg
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Canadian Solar Inc. (CSIQ)
November 14, 2014
Dustin Hwang

International Energy

Canadian Solar Inc. (NASDAQ: CSIQ) is one of the world’s largest and foremost solar power companies
that designs, manufactures, and sells solar module products that convert sunlight into electricity for a
variety of uses. The company's products include a range of standard solar modules for use in a wide
range of residential, commercial, and industrial solar power generation systems. Canadian Solar has
delivered more than 7 Gigawatts of premium quality solar modules to customers in over 70 countries. The
company generates 53% of revenues from Asia, 35% from the Americas, and 12% from Europe. Founded
in 2001, CSIQ has 7,736 employees and is headquartered in Guelph, Ontario.
Price ($): (11/11/14)
$30.99
Price Target ($):
$40.10
52 WK L-H ($):
$21.38-$44.50
Market Cap (mil):
1665.4
Float (mil):
3.60
Short Interest (%):
9.1%
Avg. Daily Vol (mil):
571.0
Dividend ($):
$0.00
Yield (%):
0.0%

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

1.52
15.30%
18.53%
22.40%
36.7%
1.91%
7.98%

FY: Dec. 31
Revenue (Mil)
% Growth
Gross Margin
Operating Margin
EPS (Cal)
FCF/Share
P/E (Cal)

2013A
$1,654
27.77%
21.52%
12.76%
0.65
1.05
47.47

2014E
$1,979
19.60%
22.00%
11.08%
1.09
1.64
31.98

2015E
$2,384
20.50%
23.56%
12.64%
2.62
2.32
15.33

Recommendation
The solar industry has grown nearly 35 times its capacity since 2004 to a global capacity of 13.8
Gigawatts in 2014. This trend is expected to accelerate even further to over 49 GW by 2016. The price of
producing photovoltaic panels in 1980 cost around $35/watt to produce; however, today the costs are as
low as $0.53 for Canadian Solar. Continued strong market demand, more efficient technology, and
cheaper input prices are expected to drive the market forward. China, Japan and the United States account
for 63% of 2014 demand and much of the anticipated future growth. With over 89% of 2013 revenues
generated from Asia and North America, CSIQ maintains a large exposure to these markets and continues
to invest capital into the development of these geographic segments. As the 3rd largest solar module
producer in the world and the strongest pricing power in the industry, Canadian Solar is well positioned to
increase its market share. Since 2011 CSIQ gas nearly doubled their gross margins and product offerings
through efficiencies in research and development. Canadian Solar provides products to a variety of
institutional, government, and residential clients, utilizing their vertical integration structure and
downstream capabilities. A momentous shift toward grid parity as well as federal tax credits of up to 30%
toward alternative energy provides positive momentum for the solar industry. With an industry leading
cost structure, a strengthening solar market, and reduced competition from Chinese firms it is
recommended that CSIQ be added to the AIM international fund with a favorable valuation and an upside
potential of 29.39%
Investment Thesis
 Strengthening Solar Market. Decreasing financial constraints act as an industry catalyst to help
move growth forward. With lower costs to produce solar energy methods, grid parity, and overall
business structures, equity investment can be expected to drive another wave of growth. There
already exist 10 states that maintain grid parity without subsidies. Additionally, as the world
transitions to alternative energy sources, the solar market has developed quicker than any other
alternative energy source in the past 5 years. With the involvement of solar credit and incentive
tax credits, we can anticipate top line generation.
 Vertically Integrated Corporate Structure. While most major photovoltaic companies were
heavily investing in silicon material, while CSIQ made a strategic decision to focus on their total
downstream business, resulting in a more vertically integrated corporate structure. With an uptick
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in demand, solar companies with underdeveloped downstream units are continually expending a
larger amount of their earnings into developing these business units. As the industry expands, this
first mover competitive advantage will be exponentially more valuable in the top line.
Strong Business Development Positioning. In 2013, CSIQ brought to market a revolutionary
micro-inverter intergraded air conditioning system that fundamentally makes solar energy a plug
and play practice. Additionally, the company just released their newest version of PV panels, the
Diamond module. This double-glass structure replaces the traditional polymer backsheet with
heat-strengthened glass, resulting in less annual power degradation and increased reliability. The
Diamond module structure also excludes a metal frame that eliminates the risk to Potential
Induced Degradation (PID).

Valuation
A weighted average of a discounted cash flow model as well as an EV/ EBITDA ratio valuation were
employed. Using a terminal growth rate of 3.5% and 15% for the weighted average cost of capital
resulted in a valuation of $41.82. A sensitivity analysis of both the WACC and terminal rate was
conducted resulting in a range between $38.79 and $45.75. In the comparative valuation, five industry
peers were used as well as a historical ratio weighting. The historical EV/EBITA employed a .7X and a
peer mean value ratio of 1.01x was used. Weighing both multiples evenly and using a .83 multiple
resulted in a target price of $38.38. Blending both the DCF and EV/EBITDA valuations evenly, resulted
in a target price of $40.10 or a near 30% upside.
Risks
 Competition within Solar Market. Competition is very strong in the industry with only 13 out
of 21 industry players posting a profit in 2013. This continual competition between the largest
producers has been intense and centered on research and development. There is risk that a
competing firm discovers a more efficient cost structure that leads to pricing power.
 Growing Market for Other Alternative Energy Sources. As the world starts to shift toward a
more sustainable energy platform, there are risks that accelerating efficiencies from wind and
other alternative energy sources will take the lead over solar energy. This would impact the top
line revenues as supply over heats the lacking demand.
 Foreign Exchange Risk. The majority of 2013 sales are denominated in Japanese yen, U.S.
dollars and Canadian dollars, with the remainder in other currencies such as Renminbi, Euros and
British pounds, while a substantial portion of our costs and expenses are denominated in
Renminbi and U.S. dollars. Fluctuations in exchange rates may result in fluctuations in foreign
exchange gains or losses. In efforts to hedge foreign currency exposures against the U.S. dollar,
CSIQ incurred a loss on change in foreign currency derivatives of $5.8 million and $4.4 million
in 2011 and 2012 respectively. Further poor hedging could be negative for the company’s
profitability.
Management
Shawn Qu is the President and CEO of Canadian Solar Inc. and has been since the establishment of the
institution in 2001. Shawn remains as the largest shareholder with ownership of 25.47% of the
outstanding shares. Prior to Canadian Solar, Dr. Qu held various positions in industry with roles in
product engineering, business development, and strategic planning at Automation Tooling systems. Qu
has a true shareholders interest in mind as he owns over a quarter of the company himself personally.
With great experience from other companies in the industry and a track record for excellence, the
management team at Canadian Solar is both reliable and qualified.
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% of Shares Held by All Insider and 5% Owners:

25.47%

% of Shares Held by Institutional & Mutual Fund Owners:

46.02%

Top 5 Shareholders
Holder
Xiaohua Qu
Claren Road Asset Management LLC
Pictet Funds
Putnam Investments LLC
Schroder Investment Management LTD

Shares
13,661,437
3,200,000
1,074,637
1,030,597
1,027,300

% Out
25.5%
5.97%
2.00
1.92
1.92
Source: Bloomberg
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