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Allete Inc (ALE)
February 5, 2015
Kevin Lane

Domestic Utilities

Allete Inc. (NYSE: ALE), operates as an energy company providing electric and natural gas utility
services in the upper Midwest. The company generates electricity from coal, hydro, wind, and biomass.
ALE provides regulated electric utility services to approximately 143,000 residential and commercial
customers and 16 municipalities in Minnesota; and to 15,000 electric customers, 12,000 natural gas
customers, and 10,000 water customers in northwestern Wisconsin. The company operates in two main
segments: Regulated Operations, which accounts for 91% of the firm’s revenue, and Investments and
Other (9%). The Regulated Operations segment includes its regulated utilities, Minnesota Power, Inc.
(MP) and Superior Water, Light and Power Company (SWL&P), as well as the company’s investment in
American Transmission Co., LLC, (ATC) a Wisconsin-based regulated utility that owns and maintains
electric transmission assets in parts of the Midwest. The Investment and Other segment is comprised
primarily of BNI Coal, ALLETE Properties, and ALLETE Clean Energy. The company was founded in
1906 and is headquartered in Duluth, MN.
Price (2/6/15)
Price Target:
52WK Range ($):
Market Cap ($):
Shares Outstanding
Short Interest (%):
Avg. Daily Vol (90 day):
Dividend Yield:

$
55.35
$
62.94
44.19-59.73
2,503M
44.49M
3.8%
208,759
3.50%

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

0.75
5.30%
6.00%
7.00%
82.67%
3.11%
8.50%
4.59%

FY: Jan
Revenue (Mil)
% Growth
Gross Margin
Operating Margin
EPS
FCF/Share
P/E
Dividend/ Share

2013A
$ 1,018.00
8.64%
67.10%
15.13%
$
2.66
$ (2.00)
18.8x
$
1.90

2014E
2015E
$ 1,106.00 $ 1,173.00
6.06%
8.61%
68.70%
68.80%
16.55%
18.91%
$
2.96 $
3.23
$ (8.55) $ (0.97)
18.8x
17.4x
$
1.96 $
2.05

Recommendation
Allete has traditionally maintained a consistent dividend growth policy, which includes a 5 year dividend
CAGR of 2.7% and a 2013 payout ratio of 72%. With each of ALE’s two major capital projects expected
to be completed in the near future, the company looks to significantly reduce its CapEx as 60% of
Allete’s CapEx budget is scheduled to be spent in 2014 and 2015. This reduction in the following years
should allow the company to potentially increase its dividend growth. Additionally, the completion of its
Bison Unit 4 project and continued construction of a mercury emissions reduction project for its Boswell
Unit 4 should allow for current cost recovery. This is available under the Renewable Resources Rider, a
state program that allows utilities to recover renewable energy investments outside of a rate case, to be
realized in 2015 and 2016. On January 27th 2015, ALE acquired U.S. Water Services for $168M. U.S.
Water Services generated $120M of revenue in 2014 and ALE expects this to increase 10-15% annually.
This additional revenue should provide a source of stable FCF as well as excellent long term growth and
diversity for the firm. Based on solid historical and projected operating results, it is recommended that
ALE be added to the AIM Equity Fund with a target price of $62.94, representing a potential upside of
15.32%. The firm pays a dividend of $1.96 per share for a yield of 3.50%.
Investment Thesis
 Acquisition of U.S. Water Services Inc. ALE recently completed its $168M purchase of U.S.
Water Services Inc., an integrated industrial water management solutions firm. U.S. Water has a
national footprint and serves a growing and diverse mix of over 3,600 industrial customers,
including a significant number of Fortune 500 companies. U.S. Water provides integrated water
management through a combination of chemical, equipment, and engineering services for
customized solutions to reduce water and energy usage and improve efficiency. U.S. Water
generated revenue of approximately $120M during 2014 and ALE projects future revenue growth
of 10% to 15% annually. ALE’s interest in this acquisition stems from its attempt to offset the
variability in the regulated utility business resulting from energy-intensive industrial users by
acquiring a firm with stable FCF generation. This acquisition will also help ALE as the final
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piece in completing its energy infrastructure and related services business. The company hopes
that this acquisition will provide long term growth and diversity.


Completion of Bison Project. Minnesota Power has completed its commissioning of the last
phase of its Bison Wind Energy Center. All 64 turbines within the 35-square mile boundaries of
Bison Unit 4 are now generating renewable energy which is delivered to the company’s
customers via a 465-mile direct current transmission line linking Center, ND, and Duluth, MN.
In total the nearly $345M, 165 turbine project produces nearly 500 MW which ranks as North
Dakota’s largest wind farm in terms of electric generating capacity. This latest project, which is
eligible for cost recovery through the Renewable Resources Rider, should help meet the state’s
Renewable Energy Standard as well as serve projected load growth.



Construction of Boswell Unit 4. Minnesota Power is currently engaged in a rebalancing of the
sources of fuel needed to generate electricity. Preliminary work is underway on Boswell Unit 4,
the company’s newest and largest coal-fired unit, which will reduce emissions of mercury by
approximately 90 percent while also reducing levels of particulates, sulfur, and other harmful
emissions. The unit is capable of producing 585 MW of electricity. The project was approved by
the Minnesota Public Utility Commission and should cost around $250M; however, ALE is
eligible for cost recovery. The project is expected to be completed for inspection by 2016.

Valuation
To reach an intrinsic value for Allete, a five year discounted cash flow model was created. A terminal
growth rate of 2.5% and a WACC of 5.30% resulted in a valuation of $65.67 per share. Additionally, a
DDM was created using a retention rate of 26%, a ROE of 8.50%, and a growth rate of 2.23%, that
resulted in a valuation of $65.31 per share. A P/E comparison was also created using an average industry
P/E as well the historical 5 year P/E for ALE. By weighting the industry average P/E of 21.86x and the
historical average of 17x equally, a P/E multiple was calculated at 19.43x. Using the estimated EPS for
2014 of $2.88, a value of $55.96 was calculated. Finally, by weighting the DCF at 40% and the DDM
and P/E multiple each by 30%, a price target of $62.94 was determined establishing a potential upside of
13.71%.
Risks
 Interest Rate Risk. With interest rates at such low levels investors have begun to invest in
utilities as “bond like” instruments. The possibility of the Federal Reserve creating a rising
interest rate environment will perhaps have deflating effects on stock prices as bond prices.


Rate Regulation. ALE’s ability to obtain rate adjustments in order to maintain reasonable rates
of return depends upon regulatory action under applicable statutes and regulations. ALE cannot
ensure that rate adjustments will be obtained or that reasonable authorized rates of return on
capital will be earned. Minnesota Power and SWL&P, from time to time, file rate cases with, or
otherwise seek cost recovery authorization from, federal and state regulatory authorities. If
Minnesota Power and SWL&P do not receive an adequate amount of rate relief in rate cases,
including if rates are reduced, ALE may experience an adverse impact on its financial position,
results of operations and cash flows. ALE is unable to predict the impact on its business and
results of operations from future legislation or regulations of these agencies or organizations.



Environmental Regulation. Allete’s utility subsidiaries are subject to various federal, state, and
local environmental laws and regulations that may significantly affect their operations. These
laws and regulations can result in increased capital expenditures, environmental emission
allowance trading, operating and other costs, as a result of compliance, remediation, containment
and monitoring obligations, particularly with regard to laws relating to power plant emissions,
coal ash, water discharge and wind generation facilities.
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Management
Alan R. Hodnik is the Chairman, President and CEO of Allete Inc. having joined the company in 1982
and serving numerous positions prior such as Senior Vice President of Minnesota Power Operations, and
COO. Mr. Hodnik has also been a director of PolyMet Mining Corporation (NYSE: PLM) since 2011.
Steven Q. DeVinck was named the CFO and Senior Vice President of ALE in March of 2014. Mr.
DeVinck was the Vice President of Business Support since 2009.

Source: Bloomberg
Shares
% Out

Top 5 Share Holders
BlackRock Institutional Trust Company

3,225,373

7.32

The Vanguard Group, Inc.

2,853,425

6.41

Adage Capital Management

1,750,000

3.93

MFS Investment Management

1,367,935

3.07

Goldman Sachs Asset Management

1,107,717
2.49
Source: Yahoo Finance

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

1%

% of Shares Held by Institutional & Mutual Fund Owners:

Comparables
Otter Tail Corporation
MGE Energy
PNM Resources
Northwestern Corporation
Northwestern Natural Gas Co

69%
Source: Yahoo Finance

Ticker M. Cap (mil)
OTTR
1184.1
MGEE
1643.3
PNM
2442.2
NEW
2720.9
NWN
1389.4

P/E
17.77
22.01
25.55
20.64
23.32

Source: Bloomberg
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CAE (CAE)
February 13, 2015
Monica Raciti

International Industrials

CAE (NASDAQ: CAE) is the global leading provider of simulation and modeling technologies,
and integrated training services primarily to the civil aviation industry and defense forces. The
company operates in four core segments: Civil Training/Services (34%), Civil Simulation
Products (22%), Military Simulation Products (25%), and Military Training/Service (14%). The
Civil Training and Simulation segments design, manufacture, and supply civil flight equipment,
integrated training procedures trainers, and flight training devices. The Military Training and
Simulation segments offer military training equipment and software tools for fast jets,
helicopters, trainer aircraft, and maritime patrol. The company has recently entered the
healthcare simulation solutions market which includes patient simulators, surgical and imaging
simulators, ultrasound simulators and task trainers. The firm employs 8,000 people in 160 sites
and training locations in 35 countries. CAE Inc. was founded in 1947 and is headquartered in
Montreal, Canada.

Recommendation
As the Aerospace and Defense industry is consolidated through acquisitions and joint ventures,
CAE stands out as a company whose married technological innovation with visionary people to
become the industry’s gold standard. Demand for CAE’s training and simulation technologies
has grown in tandem with passenger traffic, which grew 6% YoY. Due to CAE’s differentiated
technologies and services the company is uniquely positioned to provide complete solution
packages for clients and has been designated number one awards in every segment it operates in.
CAE stands out among its competitors owing to its large simulation fleet and training program
which is compatible with over 200 models. The company’s extensive network trains more than
120,000 aircrews every year, which represents 16% of the global training market and a larger
portion than any competitor. The Global Civil Aviation Flight Training and Simulation market is
projected to reach $3.92Bn by 2016, driven by record high OEM aircraft backlogs. CAE is
positioned to capitalize on this growth with a 70% market share, which still only makes up 20%
of the company’s FY14 revenue. CAE also holds a 56% market share of the defense simulation
market, which is expected to grow as governments work to mitigate budget constraints.
Extending beyond the aerospace and defense industry, CAE has leveraged their advanced
technologies used to ensure flight safety and entered into the healthcare simulation market to
ensure safe patient care. The healthcare simulation market is expected to grow at a CAGR 19.1%
from 2014-2019. As the current market leader, CAE’s healthcare revenue is expected to triple
during the same period. For these reasons and a favorable valuation it is recommended that CAE
be added to the AIM International Equity Fund at the price target of $16.52, which represents a
36% upside. The firm pays a dividend of $0.24, representing a 2.0% yield.
Investment Thesis
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Military cost cutting solution. As global defense budgets have been reduced over the last five
years there has been a need for governments to mitigate their military costs. Western military
spending was cut by 7.8% last year, while the Middle East and Asia’s increased by 1.4%.
Modeling and simulation solutions reduce the costs of training a pilot by 95%. The cost of a three
hour training in flight costs $20,000 the same training session in a simulator is $1,000. The
acceptance of this training method is positively reflected in CAE’s revenue which increased 14%
YoY. Furthermore, backlog for defense simulators and training reached $2.4Bn in Q32015 and
the bid pipeline grew to $2Bn.
Shortage of trained pilots. Global economic expansion and a burgeoning Asian Pacific middle
class have created tremendous demand for pilots and airline technicians that is about to surpass
supply. Boeing analysts predict that by 2033 over one million new pilots and technicians will
need to be trained. CAE is well positioned to respond to increasing demand and tighter
regulations through the implementation of a new Multi-Crew Pilots License (MPL) program. As
opposed to the traditional licensing program which requires 90% of the training to take place in
an actual aircraft, MPL allows for two-thirds of the training to be done in a simulator.
Expansion into healthcare simulation. CAE has leveraged its premier technologies to become a
global leader in the healthcare simulation market which is projected to be worth $2.1Bn by 2019.
Driving the market is a growing emphasis on patient safety, limited access to live patients during
training, growing demand for healthcare, and the medical technology revolution. After a mere 5
years in the industry CAE has successfully placed over 8,000 healthcare simulators in medical
schools, nursing schools and hospitals. In January 2015 CAE signed a contract for an $11 million
turn-key training center solution in Central Asia, which represents Healthcare’s largest single
transaction to-date.

Valuation
In order to reach an intrinsic value for CAE, a ten year discounted cash flow model was conducted. A
terminal growth rate of 2.7% and a WACC of 8.56% resulted in a valuation of $16.38. Sensitivity
analysis on both the terminal growth rate and WACC provided a range between $12.23 and $17.51.
Additionally, a P/E multiple of 16.94x based on valuations of comparable companies was found. Using a
comparbale P/E multiple of 16.94x an intrinsic value of $17.93 was found. After weighting the DCF 75%
and the P/E multiple 25%, the final price target is $16.52. This relfects a 36% upside. CAE pays a $0.24
divident which represents a 2.0% yield.
Risks






Increasingly competitive environment. In recent years the aerospace and defense
market has seen the emergence of a number of new players. Additionally, there has been
pressure from established companies starting internal simulation capabilities rather than
outsourcing.
Global reduction in government defense spending. As the leading contractor or
subcontractor for Canada, the US and many European counties, further budgetary defense
cuts would have an adverse effect on CAE’s future revenue.
Evolution of technology. CAE’s ability to predict future direction of aerospace is
imperative. Disruptive technology entering their market could devalue the current fleets
of full-flight simulators.

Management
In 2009 Marc Parent took over as CEO and President of CAE. He has been with CAE since 2005, when
he was first hired to be a Group President overseeing simulation products. With over 25 years in the
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aerospace industry, Mr. Parent brings a depth of experience and a vision to help CAE maintain their
premier position as the leading simulation provider to civil and defense companies in the industry.
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BP PLC ADR (BP)
January 13, 2015
Connor Showalter

International Energy

British Petroleum (NYSE: BP) is a giant, multi-national, integrated oil and gas company which provides
fuel for heating, transportation, lubricants, and other chemicals. The company’s main segments are
exploration and production (E&P) and refining and marketing. The E&P segment (92.4% of revenues)
conducts its business in exploration of oil and natural gas, production, transportation, storage and
processing, and sale of natural gas. The refining and marketing segment (7.4%) is responsible for
refining, marketing, manufacturing, and sale of all crude oil products. The company has 83,900
employees and is headquartered in London, UK.
Price ($): (2/6/15)
Price Target ($):
52WK H-L ($):
Market Cap (bil):
Float (bil):
Short Interest (%):
Avg. Daily Vol (million):
Dividend ($):
Yield (%):

41.00
52.46
53.48-34.88
125.60B
$2.93B
1.1%
8.80
$
2.40
6.00%

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

1.24
6.6%
5.0%
5.0%
40.0%
3.0%
7.2%

FY: Aug
2014A
2015E
2016E
Revenue (Mil)
352,100
290,000
313,200
% Growth
-6.85%
-17.64%
8.00%
Operating Margin
2.79%
4.00%
4.00%
Net Income Margin
1.05%
1.97%
2.63%
EPS (Cal)
$1.21A
$1.87E
$2.69E
FCF/Share
-3.52
0.38
-0.05
P/E (Cal)
$ 12.02 $
7.80
5.41
EV/EBITDA
5.27 6.3913793 5.2603945

Recommendation
BP, as one of the world’s six oil majors, is the leading energy producer in deep water and Arctic
exploration. As oil reserve replacement costs increase around the world, deep sea production becomes
ever more important. The company has been the only oil major which has become more efficient in its
replacement costs ($2.2B Q4, FY $12.1B). BP, through its many partnerships, has been able to leverage
its position as the world’s expert on deep water drilling to increase profits and reduce replacement costs.
In 2014, BP produced more oil and natural gas in the US than any other company. The company also
produced more oil and natural gas from deep water wells than any other company in the world. BP has the
expertise to continue to explore and produce oil at a lower replacement cost than any other major. This
industry recognized expertise in drilling difficult wells has produced unique opportunities in the Russian
Arctic with Rosneft (20% ownership). Recently, BP signed deals in China, India, Russia, Egypt, and the
US for oil and natural gas totaling more than $50B. The largest, a Liquid Natural Gas (LNG) deal in
China totaled more than $20B which will help BP generate higher returns as oil remains less profitable.
BP as an oil major is not as susceptible to swings in oil prices as smaller E&P companies, since upstream
activities, such as refining, have fairly consistent margins (10-15%) which will help BP perform better
than their peers. BP also has the added benefit of receiving a quarterly 20% profit dividend from Rosneft
(~$1B per quarter). BP has instituted these aggressive deals and changes in order to meet the CEO’s “10
point plan” which broadly seeks to cut costs and increase efficiency in new and ongoing projects. The
preceding recommendation and following investment thesis coupled with BP’s completion of its “10
point plan” make BP a high conviction investment opportunity. It is recommend that BP be added to the
AIM International portfolio with a price target of $52.46 a potential upside of 28%, in addition the
company pays a dividend of $2.40 per year, equivalent to a 6% yield. Additional upside may be realized
after the Macondo Well blowout penalty is finalized in April, 2015, due to recent findings in Phase 2 of
the trial.
Investment Thesis
 Exploration Expertise. Companies actively seek BP to work with them on oil and gas wells due
to the experience which they provide in nontraditional drilling locations. BP recently inked deals
with Shell and Chevron to explore deeper in the Gulf of Mexico and other parts of the world. BP
also operates more wells than any other company (11 of 54) in the Gulf.
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 Depressed Valuation Due to Market Overreaction. As a symptom of a pessimistic Wall Street,
BP has surprised on earning 9 of the past 10 quarters – with a 49% beat this past quarter. Wall
Street has remained skeptical of BP’s ability to provide consistent returns while divesting assets
to meet its obligations for the Gulf oil spill. BP trades at a discount to its peers with regard to the
P/E, EV/EBITDA, and EV/Sales ratios. The company has seen an exaggerated price decrease
due to the oil spill and subsequent “grossly negligent” ruling in Phase 1. However, in Phase 2 of
the trial BP appealed the “grossly negligent” finding and the court found that BP “was not
grossly negligent in its source control efforts.”
 Integrated Oil Benefits. Despite the low oil prices seen continuing into 2015, BP’s Refining
Marker Margin (RMM) is still positive. The global RMM remained steady at about 13%, only
slightly decreasing from 13.3%. BP’s RMM is 29%, the company has the highest average
refining size after the completion of the Whiting refinery, helping with cost reductions. The size
advantage has allowed BP to become the most profitable per barrel oil producer globally.
Valuation
To find the intrinsic value of BP a 10 year DCF model was used. BP has a WACC of 6.61%, and a
terminal growth rate of 2%. It yielded an intrinsic value of $55.18; an upside return potential of nearly
35%. An EV/Sales and EV/EBITDA relative valuation methods were also used returning intrinsic values
of $45.73 and $52.42, respectively. The DCF, EV/Sales, and EV/EBITDA were weighted 50%, 20%, and
30%, respectively and returned a target price of $52.46. The blended target price has a return prospectus
of 27.95%. The company also pays a $2.40 dividend, 6% yield, which the company has confirmed will be
maintained even if oil prices were to stay low throughout 2016.
Risks
 Global surplus. As a consequence of the shale oil and natural gas boom in the US the world has
seen global supply exceed demand during the latter half of 2014. The market’s reaction to a
“glut” in oil supply has been overstated. The price of oil has fallen 50% from its peak to bottom
earlier this year, while supply has exceeded demand just 1%. As the US shale producers have
reacted the gap has narrowed.
 Global demand. As the global economy slows from a projected 3.2% to a projected 2.8%, as
projected, E&P companies may have difficulties maintaining margins. The global integrated
industry is going to take a big hit in 2015, BP has already committed to a $6B in capital
expenditure for 2015 and management has increase the hurdle rate for projects that will be funded
in 2015.
 Macondo Litigation. On April 20, 2010 the BP leased well Macondo Prospect suffered a
blowout which became the largest US oil spill. Since the month preceding the blowout the US
government and BP have been in litigation over the incident. BP has set aside $30B in cash to pay
for the settlement. However, on January 15th Judge Carl Barbier limited the maximum spill
penalty to $13.7B. The company believes the fine will be $3.5B at max, and Wall Street estimates
the penalty to be $9B. With the recent “not grossly negligent” finding the maximum penalty per
barrel of oil falls from $4,300 to $1,100 per barrel maximum penalty. The court has also found
that the government’s allegation of $4.2 mbbl’s is excessive and has agreed to a reduced number
of $3.19 mbbl’s.
Management
BP’s management team is led by Bob Dudley, CEO, since October 1st, 2010. Mr. Dudley has been with
the corporation since he joined Amoco in 1979 as an engineer. Since assuming his role as CEO of BP
Bob has sought to cut costs, increase efficiency, and hold to his “10 point plan”. Mr. Dudley has also
experience in Russia through his time as CEO of TNK-BP. He has been subsequently been named a
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Director of Rosneft after BP’s 20% stake purchase in 2013. The company’s CFO, Brian Gilvary, has been
with the company since 1986.

Source: FactSet

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

6.00%

% of Shares Held by Institutional & Mutual Fund Owners:

17.83%
Source: FactSet

Top 5 Shareholders
Fund/Institution
Franklin Resources, Inc
Franklin Custodian Funds-Inc. Fund
State Street Corporation
Barrow, Hanley Mewhinney&Strauss
DFA LP

Name
BP
Exxon (XOM
Chevron (CHX)
Total SA (TOT)

Market Cap
$125.6B
$387.5B
$207.2B
$122.1B

Peer Group
P/E
13.8X
11.5X
10.1X
9.7X

Shares % Shares
41,603,993 1.36%
33,000,000 1.08%
31,271,899 1.02%
26,740,114 0.88%
17,449,614 0.57%
Source: Morningstar
P/S
.3X
.9X
.9X
.5X

P/B
1.0X
2.1X
1.3X
1.2X

Source: Morningstar
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Taro Pharmaceutical Industries Ltd. (TARO)
February 13, 2015
Jing (Yolanda) Liu

International Health Care

Taro Pharmaceutical Industries Ltd. (NYSE: TARO) is a multinational, science-based pharmaceutical
company that develops, manufactures, and markets more than 180 market prescription (Rx) and over-thecounter (OTC) products in over 25 countries. The company focuses in semi-solid formulations such as
creams and ointments. The company also focuses in other dosage forms such as liquids, capsules and
tablets, mainly in the dermatological and topical, cardiovascular, neuropsychiatric and antiinflammatory therapeutic categories. TARO develops and manufactures application program interfaces
(APIs) for use in its finished dosage form products. Taro operates through three companies: Taro
Pharmaceutical Industries Ltd. (Taro Israel), and two of its subsidiaries, which are Taro
Pharmaceuticals Inc. (Taro Canada) and Taro U.S.A. The company’s 2014 revenue geographic
distributions were: United States (88%), Canada (7%), Israel (3%), and other (2%). Tara is
headquartered in Yakum, Israel and has more than 1,300 employees.
Price ($): (02/06/15)
168.85
Price Target ($):
213.56
52 WK H-L ($):
102.72-173.00
Market Cap ($)(Mil):
7,231.70
Float (Mil):
13.3
Short Interest (%):
0.26%
Avg. Vol (10 day) (k):
69.21
Dividend ($):
0.00
Yield (%):
0.00%

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

0.60
8.43%
16.24%
17.94%
0.36%
28.81%
35.33%

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

2014A
$759
13.16%
76.39%
57.01%
8.14
7.67
20.74
15.7x

2015E
$867
14.21%
76.74%
57.04%
9.25
8.89
18.26
13.9x

2016E
$1,006
16.00%
77.00%
57.50%
11.01
10.54
15.33
11.8x

Recommendation
TARO is NYSE’s 11th largest pharmaceutical company by market cap and its large size allows for a
diverse product portfolio and upwarding R&D costs. The company’s development of finished dosage
form pharmaceutical products for sale domestically and for export totally 80 for Israel and 99 for Canada.
Besides, Taro Israel manufactures APIs for use of finished dosage form pharmaceutical products, markets
and distributes proprietary and generic products in Israeli market. Taro Israel also undertakes R&D
through Taro Research Institute Ltd. Taro Canada markets and distributes proprietary and generic
products in the Canadian market and conducts R&D. Taro U.S.A. markets generic OTC products in the
U.S. to drug chains, wholesalers, food chains and mass merchandisers. TARO experienced upwarding
revenue growth, gross margin, operating margin, and net margin during the past five years, and the trend
will continue with its diversified new products and upgrading operational facilities. The company’s
current ROE of 35.5% outperformed the sector average of 19.9%, and its ROA of 28.1% outperformed
the sector average of 9.5%. TARO’s net profit margin averaged 39.9% during the past three years, which
provides the company a high margin of safety. The company has little debt and the current low interest
rate condition creates potential opportunities for TARO to strategically acquire firms in key geographic
locations. Moreover, Taro’s Israeli domicile has kept its tax rate at approximately 18% during the past
three years, which is more attractive than its peers (about 25%). Because of these reasons and a favorable
valuation, it is recommended that TARO be added to the AIM International Equity Fund with a target
price of $213.56, which offers a potential upside of 26.48%. TARO does not pay dividend.
Investment Thesis
 Ample R&D and Increased Regulatory Approvals. Taro’s consistent focus on R&D activities
has helped in developing various pipeline projects to strengthen its product offerings in the long
run, and the new product apprivals will increase TARO’s 2016 revenue. The company’s R&D
activities focus on three areas: generic pharmaceuticals, proprietary pharmaceuticals and delivery
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systems, and organic and steroid chemistry. Taro’s average spending on a derma Abbreviated
New Drug Application (ANDA) is approximately $5M and its R&D spending is about $60-65M.
In 2014, Taro had 27 products that are being reviewed by the U.S. FDA and filed 12 ANDAs
with the U.S. FDA. In addition, there are several products for which either development or
internal regulatory work is in process. During the FY2014, Taro received five approvals for
products manufactured in Israel and Canada and final NDA and ANDA approvals from the U.S.
Enhancement on Operational Efficiency. Taro is expanding and upgrading its infrastructure to
enhance its operational efficiencies. The company’s capital expenditure in 2013 and 2014 were
$9.5M and $21.2M, respectively. Taro’s capital expenditure program focuses on enabling it to
meet expected increase in demand for its products. Besides, the prgram involves expansion and
upgrading of R&D laboratories in Canada and Israel and upgrading of its information technology
systems and general improvements to its facilities. The increasing investment would help Taro
maintain a competitive position in the marketplace.
Strong Financial Stability for Potential Strategic Acquisition Opportunity. Taro’s low
Debt/Equity ratio of 0.36% enables the company’s financial stability. In addition, the company’s
current assets are 4.2x of its current liabilities, and its tota debt ($17.9M) is far less than its
tangibe book value ($991.6M). The company has $210M cash and cash equivalents on hand, and
it does not plan on having any share buyouts recently. Taking the low current yield on cash of 12% into consideration, stragetic acquisitions with a reasonable price will probably take place due
to its plan of geographic expansion in the Europe or Emerging Markets.

Valuation
In order to reach an intrinsic value for TARO, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 2.00% and a WACC of 8.43% resulted in a valuation of $238.32. The
sensitivity analysis on both the terminal growth rate and WACC provided for a range between $218.69
and $262.04. In addition, an EV/EBITDA comparison valuation was done for TARO. Weighting the
historical average of 6.00x (20%) and the peer mean of 17.30x (80%), the blend came up to be 15.04x,
resulted in a valuation of $188.80. By weighing the FCF model and the EV/EBITDA multiple evenly, a
price target of $213.56 was established, represents a potential upside of 26.48%. TARO does not pay
dividend.
Risks
 Interim Low Market Share in Two Products. Different from the other competitors of Taro,
Akorn deferred increasing its Clobetasol price after Taro posted price increase, which gained
Akorn interim market share and lowered Tero’s market share in both cream and Ointment from
51% to 37%. Nevertheless, Taro has maintained market share with the exception of Clobetasol
(Akorn) and Flocinonide (Teva) since most products experienced price increasing in June, 2014.
In additin, there is no new entrants so far.
 Business Concentration. Taro generated $669.48 million (88%) of its total revenue from the
U.S. region in 2014, and the geographic concentration makes the company susceptible to various
risks generated from the political, regulatory and climatic factors. Besides, Taro’s three largest
U.S. customers have accounted for 51% of its 2014 total reveue, and its drug wholesalers and
store chains have accounted for approximately 60% of its 2014 total revenue.
Management
Mr. Kalyanasundaram Subramanian has served as the Chief Executive Officer and Director of Taro since
August 2013, and was the Chief Executive Officer of Sun Pharmaceuticals Limitd. Mr. Subramanian has
served for more than 22 years with GlaxoSmithKline. Mr. Michael Kalb has been the interim Chief
Financial Officer and Chief Accounting Officer of Taro U.S.A. since June 2009. Prior to joing TARO,
Mr. Kalb worked for Huron Consulting Group, Inc. and Ernst & Young, Llp for more than 10 years.
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Ownership
% of Shares Held by All Insider & 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

68.87%
12.30%
Source: Yahoo Finance

Top 5 Shareholders
Holder
Sun Pharmaceutical
Taro Development Corp
Iszo Capital Lp
Renaissance Technologies Corp
Acadian Asset Management Llc

Shares
27,164,011
2,333,802
1,098,375
397,110
334,671

%Out
63.42%
5.45%
2.56%
0.93%
0.78%

Peer Group
Name
Stock Price ($) Mkt Cap (MM) EV/EBITDA
Perrigo Company Public Limited Company
150.00
21192.7
19.9x
Mylan Inc.
54.16
20244.5
15.1x
Teva Pharmaceutical Industries Limited
57.62
49188.2
10.2x
Ranbaxy Laboratories Ltd
11.57
4923.4
24.0x
Source: Bloomberg
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Delek U.S. Holdings, Inc. (DK)
February 13, 2015
Drew North

Domestic Energy

Delek U.S. Holdings, Inc. (NYSE: DK) is a vertically integrated and diversified downstream energy
company that focuses on the refining, transportation, storage, and wholesale of crude oil, intermediate
and refined products, and convenience store retailing. DK consists of three operating segments: Refining
(70% of Net Sales, ~80% of Capital Spending), Retail (22%, ~10%), Logistics (8%, ~2%). DK’s Refining
segment processes crude oil and other purchased feedstock for the manufacturing of gasoline, diesel fuel,
jet fuel, petrochemicals, asphalt and other residual products. The company operates two independent
refineries in Tyler, Texas and El Dorado, Arkansas. The Retail segment markets these fuels and
convenience merchandise in 366 stores in the southeastern United States. Logistics consists of the
company’s ownership of Delek Logistics Partners, a growth oriented MLP, which provides transportation
and storage of refined products for the Refining segment and third parties. DK was incorporated in 2001
and is headquartered in Brentwood, TN.
Price ($): (2/6/15)
31.53
Price Target ($):
38.99
52WK H-L ($):
36-25
M arket Cap (mil):
1,842.94
Float (mil):
25.80
Short Interest (%):
5.36%
Avg. Daily Vol (mil):
0.85
Dividend ($):
0.60
Yield (%):
1.90%

Beta:
1.3
WACC
7.5%
M -Term Rev. Gr Rate Est:
5.0%
M -Term EPS Gr Rate Est:
6.6%
Debt/Equity:
48.3%
Debt/EBITDA (ttm):
127.8%
ROA:
5.4%
ROE:
15.7%
ROIC:
11.0%

FY: Dec
2013
Revenue (M il)
$8,706.8
% Growth
-0.23%
Gross M argin
8.56%
Operating M argin
2.73%
EPS (Cal)
$1.98
FCF/Share
$0.37
P/E (Cal)
17.2x
EV/EBITDA
6.9x

2014E
$8,161.2
-6.27%
10.73%
4.45%
$2.44
$1.45
11.4x
5.3x

2015E
$6,733.0
-17.50%
9.93%
4.60%
$2.71
$0.91
14.3x
4.7x

2016E
$7,069.6
5.00%
10.75%
4.68%
$2.88
$2.52
13.5x
4.5x

Recommendation
As crude oil prices have plummeted over the past seven months, analysts, investors, and executives alike
are still waiting to see long term signals that the price of crude oil is returning to sustainable spot prices in
order to support costly U.S. production. DK has been able to position itself in the downstream market
with a niche focus and vertical integration in between the triangle of WTI Midland, Cushing, and Gulf
Coast crude oil reserves. Delek has developed a cost advantage as it has increased its access to Midland
crude to 85% of the crude slate in their system, which has sold at a discount of $6.11/bbl to Cushing
crude in FY14. Despite DK’s small exposure with just two refinery locations, it has been able to post
$8.76 Net Refining Margin per barrel (vs. peer average of $6.68). To increase its total refining capacity to
155,000 barrels per day the company has invested heavily in a turnaround of its El Dorado refinery and a
turnaround and expansion of the Tyler refinery. Furthermore, the structure of DK’s business has allowed
it to utilize its MLP subsidiary, Delek Logistics, to gain access to discounted local oil. The stable cash
flows of the Logistics’ pipelines allow DK to pass through quarterly cash and special dividends and
finance share repurchase programs. DK has also strategically positioned its retail segment by opening
more large format stores where the company is seeing 15% same-store fuel gallons sold YOY (vs. an
impressive +5.1% comp in same-store-fuel gallons sold at smaller locations, and +2.5% comp in samestore merchandise). Due to the refining cost advantages, vertically integrated structure, and organic retail
store growth, it is recommended that Delek U.S. Holdings be added to the AIM Equity Fund with a target
price of $38.99, representing 23.66% upside. DK pays a $0.15 quarterly dividend, yielding 1.90%.
Investment Thesis
 Tyler Turnaround and Expansion around Midland Crude. Similar to what was successfully
completed on the El Dorado refinery in 2014, DK is expanding and investing in a turnaround of
the Tyler facility to increase capacity by 15,000 barrels per day or 25%. The expansion is
estimated to cost $70M (~$34M was spent YTD 3Q2014) and be completed by the end of
1Q2015. Assuming a $16.00 Gulf Coast WTI ULSD 5-3-2 crack spread and a $4 discount of
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WTI-Midland vs. WTI-Cushing, management believes this expansion can bring an additional
$40M in annual EBITDA. Post-expansion, Tyler will have the potential to transport to an
unpenetrated Dallas market with its retail operations, extending beyond its niche 60mi radius
footprint.
U.S. refining environment trends. Although management stated the WTI-Midland vs. WTICushing spread slightly compressed in January, the outlook for 2H2015 is promising from a
margin perspective. As the spread widens going into mid-year, DK will be able to leverage its
~80% inventory of Midland (vs. Cushing or Gulf Coast Crude) and earn an estimated additional
$12.75M per $1 discount for WTI-Midland. DK’s margins are highly volatile but the company’s
growing access to the historically discounted Midland crude should provide for substantial
contribution margin from its refining segment.
Management’s focus on returning cash to shareholders. Management has consistently paid
quarterly dividends of $0.15/sh for the past six years and has paid a special dividend of $0.10/sh
in five out of the last seven quarters. In addition, cash has been returned to the shareholders
through stock repurchases, which have totaled $37.9M and $40.4M in FY13 and FY14,
respectively. After the capital expenditure program for the Tyler refinery ends in 1Q2015,
management has indicated the company will have sufficient cash to continue dividend payments
or target acquisitions within its 7x-9x EBITDA price range.

Valuation
In order to reach an intrinsic value for DK, a five year DCF model was constructed. Using a terminal
growth rate of 2.5% and a WACC of 7.45%, an intrinsic value of $39.54 was reached. A sensitivity
analysis on the terminal growth rate and WACC ranged from $25.76-$59.95. Additionally, a P/E multiple
valuation was conducted using NTM EPS of $2.73, a comparables average P/E of 9.83x, and DK’s 5-year
historical average P/E which resulted in a valuation of $40.85. Using a similar blended comparables and
historical average EV/EBITDA multiple of 5.11x and NTM EBITDA of $449.63M, the multiple
valuation resulted in a price of $35.49. By weighting the three valuation models 60/20/20, a price target of
$38.99 was reached, representing 23.66% upside.
Risks
 Volatile refining margins. Earnings, cash flows, and profitability are determined by the crack
spread, or the difference between market price of refined products and market price of crude oil.
Crude oil that DK purchases is often priced by market forces beyond its control, but the company
does adjust throughput volumes and product slates to offset unfavorable market conditions.
 Midland vs. Cushing crude oil spread. DK has seen cost advantages with increased access, over
its peers, to Midland/local crude that has sold at an average discount of $3.99 to WTI-Cushing
since 2012. If there were a compression in this spread, DK’s margins will be materially affected.
 Operating independent niche market refineries. The relatively small refineries may not be able
to withstand volatile market conditions or price competition against multinational oil companies.
 Competitive retail industry. The retail segment operates in a fragmented fuel and convenience
store market which has seen market share shift to more supermarkets and mass merchants.
Management
Ezra Uzi Yemin has held the President and CEO position since June 2004 and Chairman of the Board
since December 2012. Assi Ginzburg has been with the company since 2005 and in the role of CFO since
January 2013. Other Executive Vice Presidents include: Frederec Green (Refining segment), Pete Daily
(Marketing and Supply Operations), Mark Smith (Supply and Logistics), and Daniel Gordon (MAPCO
Express).
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Source: Bloomberg
Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

8.74%
85.60%
Source: FactSet

Top 5 Shareholders
Holder
Dimensional Fund Advisors, L.P.
D.E. Shaw & Co. L.P.
Vanguard Group, Inc.
Steadfast Capital Management, L.P.
Advisory Research, Inc.

Shares
4,141,000
3,281,000
3,280,000
3,264,000
3,046,000

% Out
7.08
5.61
5.61
5.58
5.21
Source: FactSet

Peer Comparables
Name

Ticker Market Cap (mil) Debt/Equity (%) P/E (ttm) EV/EBITDA (ttm)

Delek U.S. Holdings
DK
PBF Energy, Inc.
PBF
Alon USA Energy, Inc. ALJ
HollyFrontier Corp.
HFC
Western Refinery, Inc. WNR
Peer Averages

1,843
2,420
893
7,532
3,934
3,695

48.33%
53.18%
80.43%
15.84%
40.92%
47.59%

10.03x
6.94x
49.11x*
12.98x
9.56x
9.82x

*Removed For Relative Valuation Analysis

Marquette University AIM Class 2015 Equity Reports

Spring 2015

5.35x
3.36x
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4.07x
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Asbury Automotive Group Inc. (ABG)
February 13, 2015
Patrick Lonzo

Consumer Discretionary

Asbury Automotive Group, Inc. (NYSE: ABG) is one of the largest automotive retail and service
companies in the United States. It owns over 80 dealerships and over 100 franchises across the country.
ABG offers a range of automotive products and services, including new and used vehicles, vehicle
maintenance, replacement parts, and collision repair services. In addition, Asbury offers aftermarket
products such as financing, insurance, and service contracts. The company operates dealerships in 18
metropolitan areas and 10 states. Its brand names include Nalley Automotive Group, Courtesy
Autogroup, Coggin Automotive Group, Crown Automotive Company, and others. Asbury Automotive
Group, Inc. was founded in 1995 and is headquartered in Duluth, Georgia.
Price ($): (2/6/15)

77.92

Beta:

Price Target ($):

94.37

WACC

52WK H-L ($):

47.5-80.8

M -Term Rev. Gr Rate Est:

2.37

M -Term EPS Gr Rate Est:

M arket Cap (billion):

1.65
9.43%

FY: Dec

2014A

2015E

2016E

Revenue (M il)

5,867.7

6,761.4

7,679.5

10.37%

% Growth

15.23%

13.58%

14.95%

14.98%

Gross M argin

16.00%

15.29%

16.22%

4.60%

5.00%

5.05%

Float (mil):

29.77

Debt/Equity:

Short Interest (%):

5.6%

ROA:

14.26%

EPS (Cal)

$3.71

$5.31

$6.19

Avg. Daily Vol (mil):

0.51

ROE:

22.08%

FCF/Share

$3.21

$3.24

$4.38

Dividend ($):

0.00

P/E (Cal)

18.81

18.62

18.77

EV/EBITDA

12.22

13.31

13.43

Yield (%):

2.22

0.0%

Operating M argin

Recommendation
Over the past several years, Asbury Automotive Group has established a consistent upward trend in its
performance. The steadiness of ABG’s growth, which has been achieved both organically and through
M&A initiatives, suggests that management has been both aggressive and persistent in executing the
company’s strategy. In Q4 2014, total revenues increased 9% YoY, financing and insurance revenues
increased 10% YoY, and parts and services gross profit increased by 13% YoY. The introduction of a
unique dealership operations model, expansion into new markets, and announcement of a $300 million
common share repurchase program all indicate that management expects continued growth. The generally
bullish outlook on the automobile industry, which is projected to have sales growth of 3% in 2015 after an
already strong 2014 performance, compliments this dedication towards expansion. With historically low
interest rates, improving employment figures, and the significant drop in fuel prices, ABG is wellpositioned to capitalize on the current macro environment. In addition, significant refinancing
arrangements completed in 2014 have reduced interest expenses, extended debt maturities, and improved
debt coventant terms. To refinance, $300 million 8.375% Senior Subordinated Notes due in 2020 were
converted to $400 million 6.0% notes due in 2024. With this financial flexibility, ABG will have more
resources to continue its growth. Because of the company’s proven ability to innovate and expand, it is
recommended that ABG be added to the AIM Equity Fund with a target price of $94.37. This valuation
offers an upside of 21.11%.
Investment Thesis
 Development of the “Q Auto” Brand. In 2014, three unique dealerships were constructed in
Florida under ABG’s recently established Q auto brand. Q auto brings a different approach to car
buying. These dealerships provide consumers with the opportunity to reserve and buy any vehicle
online through quato.com. All the vehicles are “Q Protected,” which includes a 5-day unlimited
mile return policy, a Carfax buyback guarantee, and a promise to fix the first minor damage that a
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customer’s car may receive for free. By providing the customer with a superior experience, this
innovative concept has the potential to reshape consumer expectations for the car buying process.
Market Penetration in Texas. In December 2014, ABG established a presence in Texas with
the acquisition of two Ford dealerships approximating $250 million of annualized revenues.
Management has indicated that the early results have been strong and that the company will
continue to search for profitable opportunities in the state. As the 2 nd largest state by population
in the county with additional growth projected for the future, Texas offers an attractive
prospective customer base.
Strong Outlook for the Auto Industry. In January, U.S. automobile sales in the United States
reached approximately 1.14 million new cars and light-trucks, which represents a 13% YoY
increase. With expected sales reaching somewhere between 16.5 million and 17.0 million units in
2015, the automobile industry is expected to continue its impressive performance. The last time
industry sales reached 17 million units was in 2001. The strength of the labor market, recovery in
home prices, drop in fuel prices, rising income levels, and low interest rate environment all
contribute to this bullish outlook.

Valuation
In order to reach an intrinsic value for ABG, a five year discounted cash flow model was constructed.
Using a terminal growth rate of 3.00% and a WACC of 9.43% resulted in a valuation of $96.53.
Sensitivity analysis on both the terminal growth rate and the WACC resulted in a range between $81.42
and $102.29. Averaging the data that was calculated in the sensitivity analysis led to a valuation of
$90.73. Additionally, P/E multiples were used as another valuation approach. Using an industry average
of 18.34x and an expected 2015 EPS of $5.31, a value of $97.30 was established. By weighing the result
of the five-year discounted value model 40%, the result of the sensitivity analysis 40%, and the result of
the P/E multiple calculation 20%, a price target of $94.37 was obtained. ABG does not pay a dividend.
Risks
 Brand Mix Concentration. In 2013, ABG had eight different brands that represented 5% or
more of its revenues. Most significantly, Honda accounted for 20%, Nissan accounted for 13%,
and Toyota accounted for 11%. With this relatively concentrated brand mix, ABG could
encounter financial distress if the manufacturer of one or more of these brands experiences any
disruptions in its operations or a decrease in consumer demand for its vehicles. In addition, 86%
of the brand mix was weighted toward luxury and mid-line import brands. Because domestic
brands only represent 14% of sales revenue, ABG is dependant on the stability of foreign
economies.
 Reliance on Subsidiaries. As a holding company, ABG is dependant on its operating
subsiduaries to generate sufficient cash. Asbury relies on this cash generation to make payments
on its debt and fund its ongoing operations. A lack of funding could also impair the company’s
ability to improve and expand its operations. Supplementary external financing would likely be
more difficult to receive without substantial cash inflows as well.
Management
Craig T. Monaghan has been the Chief Executive Officer, Director, and Member of the Executive
Committee since 2007. Prior to becoming President and CEO, Mr. Monaghan served as Senior Vice
President and CFO. Keith Style is the Chief Financial Officer and Senior Vice President. Michael
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Kearney and David Hult are both Executive Vice Presidents and Chief Operating Officers. David Hutt has
only been an officer since November 2014, but has been working in the indusry for over 20 years.

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

1%
99%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
MSD Capital, LP
FMR, LLC
Eminence Capital, LP
Vanguard Group, Inc. (The)
LionEye Capital Management, LLC

Company Name (Ticker)
Asbury Automotive Group, Inc. (ABG)
Lithia Motors, Inc. (LAD)
Group 1 Automotive, Inc. (GPI)
Sonic Automotive, Inc. (SAH)
Penske Automotive Group, Inc. (PAG)
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Shares
2,225,596
2,103,300
1,924,112
1,789,523
1,630,000

% Out
7.48
7.07
6.46
6.01
5.48
Source: Bloomberg

Market Cap.
2319.62M
2338.44M
2060.52M
1318.27M
4653.02M

P/E EV/EBITDA
18.8
12.20
18.7
14.01
23.3
14.38
13.8
11.39
17.0
14.75
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Compass Minerals International (CMP)
February 13, 2015
Kurt Wittmeyer

Domestic Materials

Compass Minerals International (CMP) produces, owns and operates minerals and facilities through
several subsidiaries. CMP is a leading producer of minerals, including salt, sulfate, and magnesium
chloride. CMP owns 12 production and packaging facilities in the Western and Midwestern regions of the
United States, Canada and the United Kingdom, and owns the largest rock salt mine in the world in
Canada. CMP provides highway deicing salt to customers in North America and the UK and specialty
fertilizer to growers and fertilizer distributors worldwide. CMP employs over 1800 people and is
headquartered in Overland Park, Kansas.
Current Price (2/10/15)

$90.98

Beta:

0.80

FY: December

2013 A

2014E

2015E

105.77

WACC

7.4%

Revenue (Mil)

1,129.60

1,235.00

1,279.60

76.92-97.50

M-Term Rev. Gr Rate Est:

4.0%

% Growth

19.93%

9.33%

3.61%

Market Cap:

3.04 B

M-Term EPS Gr Rate Est:

12.5%

Gross Margin

25.32%

26.45%

27.20%

Float (mil):

99.24%

Debt/Equity:

102.5%

17.35%

20.37%

1.2%

ROA (2013):

9.6%

EPS (Cal)

$ 4.43

$ 5.85

$

6.31

291,556

ROE (2013):

24.2%

FCF/Share

$ 2.58

$ 3.70

$

1.19

EV/EBITDA

11.68

10.32

9.03

P/E (Cal)

20.51

15.55

14.43

Price Target ($):

$

52WK L-H ($):

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

2.40
2.64%

Operating Margin

21.78%

Recommendation
CMP is one of the world’s leading producers of salt focusing its efforts on the Midwestern U.S., Canada
and U.K. markets. 70% of 2013 revenue was domestic and 30% was from the Canadian and U.K.
markets. The estimated consumption of salt in the North American market is 46 million tons per year and
CMP currently holds the capacity to produce over 17 million tons annually. As of 2013, CMP represented
approximately 28% of the North American salt market. Production levels over the past three years were
12.8, 10.8, and 13.2 million tons for 2011, 2012, and 2013 respectively. These production levels moving
forward allow Compass to gain up to 33% of the market share for salt in North America. Prices for salt
used in highway deicing and consumer and industrial products have historically risen 3% annually.
Additionally, demand for salt from both the commercial and consumer markets has increased 1.5% per
year. CMP maintains a competitive advantage by operating the largest salt mine in the world in Goderich,
Canada, just west of Michigan. The proximity to Midwest markets allows CMP to minimize its shipping
and handling cost, which is one of CMP’s largest expenses. The decline in oil prices in 2014 significantly
improved margins by decreasing shipping and handling costs. The lower oil prices will cut CMP’s 2015
shipping and handling costs by as much as $50 M. The company’s success in contingent on demand for
CMP’s highway deicing product, which accounted for 51% of revenue in 2013. Demand is dependent
upon the nature and severity of winter weather in the Midwest and Canada, which is evident in the
company’s EBITDA for the last three years. EBITDA for the past three years was $283 M, $194 M, and
$265 M for 2011, 2012 and 2013 respectively. The dip in 2012 EBITDA is correlated with the mild
winter season for that year. Projected EBITDA for 2014 and 2015 is $331 M and $376 M respectively.
CMP negotiates contracts for deicing salt in North America are sold through an annual tendered bid
contract process, as well as some longer-term contracts. Conversely, 70% of U.K deicing sales are sold in
multi-year contracts. CMP prioritizes returning capital to their investors, offering a strong dividend of
$2.40 – a yield of 2.7%. Based on these reasons and a favorable valuation, it is recommended CMP be
added to the AIM Equity Fund with a price target of $105.77, representing 16.81% upside.
Investment Thesis
 Defensive Demand for Salt. Over 50% of CMP’s revenue in 2013 came from its highway
deicing product, which is mainly sold to states, provinces, counties, and municipalities. With no
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known cost-effective alternatives for most high volume uses of salt, CMP’s cash flows generated
from its salt revenues have not, and are not likely to be materially impacted by the business cycle.
Demand for salt has remained stable during periods of rising prices due to its relatively low cost
with a diverse number of end users.
 Superior Supply Chain System Improves Operating Margins. Since transportation costs are a
large portion of the cost to deliver products to customers in North America, the locations of the
salt sources and distribution networks play a significant role in the ability of suppliers to serve
customers. CMP has an extensive network of 95 depots for storage and distribution of deicing salt
located mainly on the Great Lakes and Mississippi and Ohio River systems. Compass’s two
largest salt mines are located on these water systems (Goderich, Ontario and Cote Blanche,
Louisiana) which allows for more efficient and inexpensive transportation costs to customers in
the Midwest and Canadian markets.
 U.K Facilities to Increase Capacity. CMP owns and operates a salt mine in Winsford, Cheshire
U.K. CMP is viewed as a strategic supplier to the U.K. highway agency by serving as a
consultant to the Highway Agency to develop standards for deicing products and services
provided by external deicing contractors. U.K demand for salt is estimated to be 2 M tons per
year; CMP’s salt mine in Winsford, U.K has the capacity to produce 1.5 M tons, allowing for
them to gain up to 75% the U.K. market share.
Valuation
In order to reach an intrinsic value for Compass, a seven year discounted cash flow model was conducted.
Using a terminal growth rate of 2.75% and a WACC of 7.41% resulted in a valuation of $119.54.
Sensitivity analysis on both the terminal growth rate and WACC provided for a range between $88.65 and
$142.57. Blended historical and industry average P/E and EV/EBITDA multiples of 20.90x and 11.56x,
respectively, were also used. These multiple resulted in valuations of $102.66 and $95.20. Weighing each
equally resulted in a price target of $105.77, representing 16.81% upside from the current price.
Risks
 Above Industry Average Debt Level. As of September 2014, Compass had $623.5 M of debt on
their balance sheet. This level of indebtedness could impact CMP moving forward by being
vulnerable to an economic downturn and the reducing the availability of their cash flows due to
the portion of cash flows that may be required to service the debt.
 Seasonal Demand for Salt Products. The deicing product line is seasonal in nature with
operating results varying quarter to quarter depending on weather conditions. Historically,
approximately two thirds of deicing product sales has come in Q1 and Q4, during the winter
months.
 Business Subject to Numerous Laws and Regulations. CMP’s highway deicing customers are
mainly comprised of municipalities, counties, states, provinces, and other governmental entities
in North America and the U.K. Therefore, they are required to comply with numerous laws and
regulations administered by federal and state and foreign governments relating to the
transportation and storage of products along with the commercial activities conducted by their
employees.
Management
Francis Malecha joined Compass as CEO in January of 2013. Before this, he worked for 6 years as COO
at Viterra – Canada’s largest grain handling business. Prior to that, Mr. Malecha worked for General Mills
for 15 years and holds a B.A. in accounting from University of St. Thomas. Robert Miller, SVP of Salt
operations, has a similar workplace history as Malecha working for 6 years at Viterra and several years at
General Mills.
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Peer Group
Company
Name
K+S

SDF.DE

Market Cap
(B)
$6.18

14.50

6.15

Potash of
Saskatchewan

POT

$30.78

20.20

12.83

Ciech

CIE

$0.72

33.03

8.21

Tata Chemicals

NA

$1.91

NA

20.01

Ticker
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First BanCorp (FBP)
February 13, 2015
Chris Swanson

International Financials

First BanCorp (NYSE: FBP) is a bank holding company for FirstBank Puerto Rico, a regional bank that
provides a range of retail, commercial, and institutional banking services. FBP operates in six segments:
Retail Banking, Commercial and Corporate Banking, Mortgage Banking, Treasury and Investments,
United States Operations, and Virgin Islands Operations. First BanCorp’s loan portfolio consists of
Commercial (48%), Residential Mortgage (30%), and Consumer (22%). The company operates in Puerto
Rico (83% of assets), Florida (10%), and Virgin Islands (7%). FBP was founded in 1948 and is
headquartered in San Juan, Puerto Rico. First BanCorp employs nearly 2,500 people.

Recommendation
The Financial Crisis of 2007-2008 and the subsequent recession had wide ranging impacts all over the
world. Puerto Rico, due to their relationship with the United States (~90% of exports), was hit especially
hard (average GDP growth rate from 2006-2013 of -2.03%). As the Puerto Rican economy looks to
transition back into an expansion phase, First BanCorp is positioned to benefit greatly. FBP operates as a
savings and loans bank, holding the second largest market share in Puerto Rico (15% of assets) as well as
being the market leader in the Virgin Islands (40%). FBP has spent considerable resources recapitalizing
the company since 2008, increasing Tier 1 common equity from 4.1% in 2009 to 14.4% in 3Q14. They
have also trimmed Non Performing Assets/Assets from a peak of 10.2% in 2010 to 5.9% currently. In
September 2014, the US Treasury recognized the substantial improvement in the company, and approved
the gradual sale of their remaining 10% in the company-after they took a 20% stake in the Troubled Asset
Relief Program (TARP). FBP also has a deferred tax asset of $505M, most of which are net operating
loss carryovers stemming from the Financial Crisis, representing a tax shield of $2.37 in EPS. With an
impressive NIM of 4.07% and a strong US economy for Puerto Rico to lean on, FBP is poised to
complete their recovery and looks to shift into growth company. Based on strengthening macroeconomic
factors and a significantly improved loan portfolio, it is recommended that FBP be added to the AIM
International Equity Fund with a price target of $8.86, a 41% upside. FBP does not currently pay a
dividend.
Investment Thesis
 Improving Puerto Rican Economy. Puerto Rico has slowly evolved from an economy focused
heavily on tourism to more of a major manufacturing power in the Caribbean. Manufacturing
currently makes up 46% of Puerto Rico’s GDP, while tourism and other services make up only
12.5%. First BanCorp’s loan portfolio is showing an increase in commercial and industrial loan
originations (up 16% since 1Q14), as well as construction loans, indicating that there is
significant investment in infrastructure to transition the Puerto Rican economy into a
manufacturing hub. The move from tourism to manufacturing will also provide insulation from
downturns in the US economy, as tourist travel is often the first expense cut from tightening
budgets. While unemployment numbers in Puerto Rico have historically always been very high,
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the current unemployment rate of 13.7% is down from a 2010 high of 16.9% and is on a long
term downward trend. With FBP’s 20% market share in commercial lending, they are well
positioned to profit off of an economic recovery.
Balance Sheet Derisking Spurs Acquisition Opportunities. As FBP continues to recover from
Puerto Rico’s recession, their balance sheet is improving as well. Cash on the balance sheet
stands at an impressive $970M, or roughly $4.61 per share. This gives First BanCorp the
freedom to pursue some attractive acquisitions, similar to the $200M loan portfolio that they
acquired from their failing competitor, Doral Financial, in October 2014. In addition, their
debt/equity ratio stands at .43, indicating that their debt structure is well within reasonable
boundaries. While FBP has worked hard at tightening credit standards, their loan origination
remains strong, increasing from $853M to $917M between the first and third quarters of 2014.
Favorable Tax Laws Attract Foreign Investment. Passed in 2012, Act 22 provides Puerto
Rican residents with tax exemptions on a variety of passive incomes. These exemptions include
all dividends, short and long term capital gains, and earned interest. These exemptions provide
opportunities for money managers and real estate developers to pour significant capital into
Puerto Rico, as this tax shelter can save individuals millions of dollars. FBP will be set to benefit
from the inflows of capital by offering C&I loans on real estate as well as residential mortgage
and auto loans made by the influx of wealthy residents domiciling in Puerto Rico.

Valuation
In order to find an intrinsic value for FBP, Price to Book and Enterprise Value to Revenue multiples were
utilized. Using a blended peer comparables and historical P/B of 1.19x, a price target of $7.41 was
obtained. The EV/Rev multiple of 5.77x yielded a price of $10.31. Weighting both methodologies
equally, a price target of $8.86 was established, offering roughly a 41% upside. FBP does not pay a
dividend.
Risks
 Increase in Non-Performing Loans. Although NPL have decreased over 60% since 2010, an
increase in NPL could cause large write offs and a significant decrease in profitability. As NPLs
are currently 5.9% of total assets, an increase would lower risk weighted assets and cause a drag
on ROE, creating an unattractive opportunity for investors.
 Funding Sources Are No Longer Available. FBP relies on certificates of deposit to fund a
large amount of their loans. If market conditions were to change, FBP could be materially
affected. FBP also relies on FDIC approval to issue and roll over CD’s, if the FDIC does not
continue to approve their issuance, funding would be largely effected. Cost of CDs for FBP has
decreased significantly over the last 5 years, indicating that this risk is unlikely.
 Significant Downturn in Puerto Rican Economy. Puerto Rico has struggled over the last 5
years, and could relapse into recession going forward. Since 85% of FBP’s loans are made in
Puerto Rico, they would be materially affected by an inability to pay commercial and retail loans.
Puerto Rico is closely tied to the US economy, signifying that another recessionary period is
improbable, as the US is recovering nicely.
Management
Chief Executive Officer Aurelio Aleman-Bermudez has been with First BanCorp since 1999 and was
appointed to his current position in 2009 to lead the firm out of the recession. Previously he worked for
Citibank and Chase Manhattan Bank in the Caribbean, and he is very familiar with Puerto Rican banking.
His annual compensation is alligned with shareholders and in line with peers.
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Source: Bloomberg
Ownership
% of Shares Held by All Insider and 5% Owners
% of Shares Held by Institutional & Mutual Fund Owners
Source: Yahoo! Finance

31%
61%

Top 5 Shareholders
Holder
Lee Partners
Oaktree Capital Management
United States Department of Treasury
EJF Capital LLC
Munder Capital Management

Peer Comparables
Name
Bank United
Eagle Bancorp
Independent Bank Corp
OFG Bancorp
Synovus Financial Corp
Union Bankshares
Valley National Bancorp

Ticker
BKU
EGBN
INDB
OFG
SNV
UBSH
VLY

Shares
41,851,067
41,843,581
15,280,441
7,824,880
7,703,357
Source: Morningstar

Market Cap
3.07B
1.09B
.95B
.77B
3.77B
.97B
2.22B
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% Out
19.65%
19.64%
7.20%
3.67%
3.62%

Price/Book
1.46
1.93
1.49
1.01
1.25
.98
1.17
Source: Yahoo! Finance
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Nidec Corporation (NJ)
February 13, 2015
Kyle S. Lawrence

International Industrials

Nidec Corporation (NYSE:NJ) is one of the leading global manufacturers of electrical motors and
associated drive technologies. NJ first began as a manufacturer of small hard disk drive (HDD) spindle
motors for PCs and consumer electronics throughout the 1990s and 2000s, but has since established a
well-balanced product portfolio. Today, the company’s electric motors and electronic control units
(ECUs) can be found in tablets, antilock braking systems, card-readers, washing machines, airconditioners, escalators, automobile seat adjusters, and a vast amount of other products. NJ’s revenues
can be classified into four primary business segments: Small Precision Motors (41.4% of FY13 revenues),
Automotive, Appliance, Commercial and Industrial Products (39.5%), Machinery (9.9%), and Electronic
and Optical Components (8.3%). As an independent participant in multiple supply chains and markets,
Nidec supplies its products to higher-tier suppliers and to ODM and OEM customers. NJ has a diverse
customer base, deriving 51% of FY revenues from Asia, 18% from Japan, 18% from North America and
12% from Europe. Nidec Corporation was founded in 1973 and is headquartered in Kyoto, Japan.
Price ($) (02/10/15):
17.17 Beta:
Price Target ($):
21.33 WACC (%):
52 WK L-H ($):
12.50-17.41 M-Term Rev. Gr Rate (%):
Market Cap ($mil):
19,927.50 M-Term EPS Gr Rate (%):
Float (mil):
1,160.60 Debt/Equity (%):
Short Interest (%):
<0.01 ROA (%):
Avg. Daily Vol.
66,802 ROE (%):
Dividend ($):
0.17
Yield (%):
0.99

0.84
8.52
12.25
15.00
54.19
5.80
13.10

FY: March
Revenue ($mil):
Rev. Growth (%):
Gross Margin (%):
Operating Margin (%):
EPS ($):
FCF/Share ($):
P/E:
EV/EBITDA:

2013A
8,716.00
1.50
22.90
9.74
0.48
0.32
31.20x
15.20x

2014E
9,000.14
3.26
23.50
12.73
0.55
0.52
28.06x
13.25x

2015E
10,350.16
15.00
24.25
14.42
0.64
0.65
25.53x
10.52x

2016E
11,592.18
12.00
25.00
16.22
0.73
0.78
23.18x
8.60x

Recommendation
Within Asian economies, tailwinds from improvements to the standards of living and an increased energy
regulatory environment offer Nidec Corporation opportunities to leverage its extensive and expanding
product portfolio to capture these growing markets. Sharp declines in NJ’s consumer electronic products
have caused management to shift the business portfolio to serve more industrial markets. NJ’s highlyefficient electric motors and electronic control units (ECUs) are particularly attractive to major
automotive and home appliance manufacturers seeking to reduce CO2 emissions, electricity usage,
comply with regulatory requirements and/or increase product feature customization. NJ’s management
has actively embraced M&A activity to expand its existing product portfolio and to penetrate regional
markets based upon specific industry outlooks. Relative to the global electrical products industry, NJ has
consistently outperformed its peers and has been able to increase its revenues by a 10-year CAGR of
11.5% (approximately 6.5% organic revenue growth YoY). Management’s success in identifying,
acquiring and integrating complementary firms is reflected in recent margin expansion. Gross, EBIT and
net income margins have increased by a 5-year CAGR of 8.9%, 10.5% and 14.7% respectively. As
synergies of acquired firms materialize in the near-term, this is a trend expected to continue. Due to NJ’s
diverse product portfolio and a favorable valuation, it is recommended that NJ be added to the AIM
International Equity Fund with a price target of $21.51, which offers an upside of 25.26%. NJ pays a
current dividend yield of approximately 1.0%.
Investment Thesis
 Growth in Automotive Revenues. Environmental and fuel efficiency regulations have, and will
continue to, drive growth in demand for efficient and controllable automotive motors and ECUs.
Revenues in NJ’s Automotive, Appliance, Commercial and Industrial Products segment have
grown at a CAGR of 15.06% the past four years, representing 24.2%, 30.6%, 35.0% and 39.5%
of consolidated revenues, respectively. In February 2015, NJ finalized its acquisition of German
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auto-part maker GPM, which specializes in electric water pumps for cooling automobile engines.
In terms of sales, GPM is currently ranked second in the European pump market behind KSPG.
GPM’s customer base will allow NJ to further penetrate the passenger and commercial car
markets, which includes large automakers such as BMW, VW and Daimler. NJ estimates that the
global electric pump market will climb 140%, from 22.7m units in 2016 to 54.6m units in 2020
(roughly a 25% CAGR).
Margin Improvement through Shifting Product Demand. Although NJ’s Small Precision
Motor segment’s sales, as a percentage of consolidated revenues, have been decreasing by 3-5%
YoY since FY11, the company will see the segment’s profitability increase as the demand for
server HDDs increase. According to NJ’s management, the average price of a PC spindle motor is
$4 while the average selling price of a motor for a server drive is $9. Higher margins on server
drives will result in the expansion of the overall segment’s operating margin by an estimated
CAGR of 17.93% through FY18.
Synergy Extraction through Continued Vertical Integration. New technologies in energyefficiency and accompanying market shifts have increased costs for auto part manufacturers,
facilitating a recent consolidation of the market. Further consolidation may give NJ the
opportunity to acquire complementary firms at attractive valuations, being able to combine
competitive advantages in an effort to become an overall solutions provider to its customer base.

Valuation
In order to reach an intrinsic value for NJ, a five-year DCF model was constructed. Using a terminal
growth rate of 2.50%, a WACC of 8.51%, a short-term revenue growth rate of 3.26% and a mid-term
revenue growth rate of 12.25%, the DCF model resulted in an intrinsic value of $21.70. Additionally, an
EV/EBITDA multiple valuation was calculated using a blended EV/EBITDA multiple of 12.33x and
2015E EBITDA of $2010.45, which resulted in a valuation of $20.91. Finally, a P/E multiple approach
was conducted by using the industry comparables average P/E (ttm) of 18.88x and NJ’s 5-year historical
average P/E of 81.30x (75/25 weighting). The combined 34.46x P/E multiple and 2015E EPS of $0.64
resulted in a valuation of $21.91. By weighting the three valuations models equally, a price target of
$21.51 was reached, which yields a potential upside of 25.26%.
Risks
 Foreign Currency Fluctuations. A significant portion of NJ’s business is conducted in
currencies other than the Japanese yen, most significantly, the U.S. Dollar. Sales to customers
outside Japan accounted for 74.1%, 77.8% and 81.9% of net sales for the past three fiscal years,
and is expected to continue to grow as regional revenue concentration disperses. Any material
long-term appreciation of the Japanese yen, particularly against the USD and Euro, generally
have an adverse impact on the firm’s top line.
 Reliance on Inorganic Growth. Nidec has achieved much of its success by acquiring and
otherwise investing in other companies that have provided the company with complementary
technologies and product lines. Over the past 10 years, inorganic revenue growth has been
approximately 5% YoY. Failure to make strategic acquisitions, or to obtain credit at nearhistorical rates may potentially hinder growth, market penetration and product innovation going
forward.
Management
Shigenobu Nagamori founded Nidec Corporation in July of 1973. He currently serves as its Chairman and
has been its CEO and President since the company’s inception. Nagamori’s decades of knowledge and
experience in the industry make him an instrumental member of the organization as NJ navigates through
shifting markets and product demand. Although 70 years old, Mr. Nagamori has not given any indication
of stepping down from his position any time soon.
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