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NDr. Reddy’s Laboratories Ltd. (RDY)
February 21, 2014
Nick Kerger
International Healthcare
Dr. Reddy’s Laboratories Ltd. (NYSE: RDY) operates as an integrated pharmaceutical company. It
operates in three segments: Pharmaceutical services and Active Ingredients (26%) (PSAI), Global
Generics (73%), and Proprietary Products (1%). The PSAI segment develops active pharmaceutical
ingredients (APIs) and intermediaries, which are used as principal ingredients for finished
pharmaceutical products. This segment also manufactures and sells APIs and steroids in accordance
with the specific customer requirements. The Global Generics segment produces and markets finished
pharmaceutical products as branded formulations or generic finished dosages. The Proprietary Products
segment engages in the discovery and development of new chemical entities for subsequent
commercialization and out-licensing. It offers new, synergistic combination and technology formulations
that modifies pharmacokinetics of existing medicines. The company offers its products and services
primarily in the areas of gastrointestinal, cardiovascular, pain management, and oncology therapies.
RDY operates primarily in India, United States, Russia, and other countries of the former Soviet Union,
and Europe Dr. Reddy’s Laboratories Ltd. was founded in 1984 and is headquartered in Hyderabad,
India.
Price (2/14/14) ($):

42.25

Beta:

Price Target ($):

50.11

WACC

52WK H-L ($):

43.81-31.32

M -Term Rev. Gr Rate Est:

7,184

M -Term EPS Gr Rate Est:

M arket Cap ($M ):
Float (B):
Short Interest:
Avg. Daily Vol (M ):
Dividend:
Yield:

0.69
10.54%

FY: Jan 31

2013A

2014E

2015E

Revenue ($, M )

$2,138

$2,481

$2,966

20.0%

% Growth

5.61%

16.07%

19.53%

30.0%

Gross M argin

52.10%

56.00%

55.00%

Debt/Equity:

50.30%

Operating M argin

18.16%

21.00%

20.00%

2.40%

ROA:

13.13%

EPS (Cal)

$1.81

$2.36

$2.69

199,545

ROE:

27.28%

FCF/Share

$1.75

$2.51

$2.52

P/E (Cal)

23.28

17.90

15.72

EV/EBITDA

21.78

12.62

10.96

N/A

$0.26
0.60%

Recommendation:
In emerging markets, as incomes have grown and standards of living continue to improve, the demand for
healthcare has grown considerably. The industrialization and urbanization of emerging markets have led
to a more sedentary lifestyle in which heart disease, diabetes, obesity, and other disease are much more
prevalent among emerging market populations. For example, following increased urbanization in India,
type II diabetes has quickly become an epidemic affecting roughly 50 million people, or 7% of the
population. A study from the University of North Carolina found that Chinese teenagers develop diabetes
nearly 4x faster than American teenagers. Chinese healthcare spending is predicted to increase by 167%
over the next decade, while India’s is expected to increase 140% over that same time period.
Pharmaceuticals are expected to make up a large portion of the increased healthcare spending, with
emerging market drug sales expected to reach $550 billion annually by 2020. With health insurance
products in their infancy, forcing many patients to pay for their drugs out of their own pocket, generic
drugs likely will dominate the emerging markets due to their cheaper cost. RDY is positioned well to
take advantage of these growing trends as the company has an average cost per patient of $9, much lower
than that of its competitors Teva Pharmaceuticals and Novartis. The company is able to achieve such low
costs through its low-cost operations and efficient use of capital. Gross margins for the company have
exceeded 50% over the past few years and reached 60% this past quarter. Due to RDY’s ability to offer
generic drugs at a lower cost than its competitors, a growing generic drug market abroad, unique
products, strategic partnerships, and a favorable valuation, it is recommended that RDY by added to the
AIM International Equity Fund with a target price of $50.11, which offers a potential upside of around
18%. The company pays a $0.26 dividend.
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Investment Thesis:
 Big Ticket Launches in U.S Over Next 3 Years. RDY is positioned well in both emerging
markets and in the United States. The company has a strong product pipeline that includes 62
Abbreviated New Drug Applications (ANDA) pending approval from the FDA, which includes
38 Paragraph IV Patent Certificates. The company recently was given approval for Sumatriptan,
a generic auto-injector, giving them 10 injectable products, a segment of the market in which they
have no competitors. Duloxentine and Cymbalta are also expected to launch in Q1 2015 for the
company, (Q2 of 2014), increase revenues in the United States. The launches of these limitedcompetitions products in the U.S should help the company continue to gain market share.
 Partnerships with GlaxoSmithKline and Merck. RDY recently reached partnerships with
Merck (MRK) and GlaxoSmithKline (GSK). The partnership with MRK allows the two
companies to cooperate in developing and manufacturing a variety of new and existing drugs and
give RDY exclusive rights to several promising drugs in emerging markets. The deal with GSK
allows RDY to market a variety of products in emerging markets and is an indicator of the
company’s ability to operate in less-developed regions. These partnerships should help the
company gain market share in emerging markets.
Valuation
To find an intrinsic value for RDY, a five-year DCF was computed using a WACC of 10.54% and a
terminal growth rate of 3%. A sensitivity analysis on the middle case WACC yielded values ranging
from $39.69 to $69.35, while a sensitivity analysis on the terminal growth rate yielded values ranging
from $42.54 to $63.38. In addition to the DCF, a 21x EV/EBITDA multiple was used, generating an
intrinsic value of $51.24. Weighing the DCF 75% and the EV/EBITDA approach 25%, an intrinsic value
of $50.11 was derived, representing an upside of 18.60%. The company pays a $0.26 dividend.
Risks
 Currency Fluctuation. The company generates revenues in many different currencies outside of
the Indian rupee, yet a large portion of the costs for the company are in Indian rupees. Should the
rupee appreciate relative to those other currencies, RDY’s financial position may be impacted.
 Regulatory Environment. Increasing healthcare costs have always been highly debated and
analyzed.
Should governments and health administration authorities look to reform
pharmaceutical pricing, reimbursement, and healthcare coverage, RDY could be negatively
affected.
Management
G V Prasad is the current CEO of Dr. Reddy’s Laboratories and has been with the company for many
years. He has helped grow the company’s presence globally and has led the company to a leadership
position in the Indian pharmaceutical sector. M V Ramana is the executive vice president of the emerging
markets segment of the Global Generics business, and will play a key role in the company’s ability to
gain market share globally. He has been with the company for 20 years and has handled assignments in
countries around the world.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

Top 5 Shareholders
Holder
Commonwealth Bank of Australia
BlackRock Group Limited
Fisher Asset Management, LLC
Schroder Investment Management Group
Vanguard Group, Inc. (The)
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N/A
N/A

Shares
% Out
2,433,506
1.43
2,205,426
1.30
1,486,123
0.87
1,459,298
0.86
1,395,555
0.82
Source: Yahoo Finance
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Blue Nile Inc. (NILE)
February 21, 2014
Danny Muench

Domestic Consumer Discretionary

Blue Nile, Inc. operates as an online retailer of diamonds and fine jewelry worldwide. The company
offers various engagement products such as engagement rings, and also non-engagement products, such
as wedding bands, rings, earrings, necklaces etc. Blue Nile classifies their sales through 3 different
segments: U.S. Engagement (56.8%), U.S. Non Engagement products (26.9%), and International Sales
(16.3%). Blue Nile, Inc. was founded in 1999 and is headquartered in Seattle, Washington.
Price ($) (2/14/2014):
Price Target ($):
52WK H-L ($):
Market Cap (mil):
Float (mil):
Short Interest (%):
Avg. Vol (3 month):
Dividend

33.25
46.11
49.14-30.62
$ 423.80
12.8
12.65%
197,519
N/A

Beta:
WACC:
Mid-Term Rev Gr Rate Est
Mid-Term EPS Gr. Rate
Debt/Equity:
TTM ROE:
TTM ROA:
P/E

1.11
11.00%
11%
26%
1.54%
39.75%
6.74%
38.88

FY May
2014E
2015E
2016E
Revenue ($Mil)
$518
$585
$649
% Growth
15.00%
13.00%
11.00%
Gross Margin (%):
19.00%
19.50%
20.00%
Operating Margin (%):
3.70%
4.20%
4.70%
EPS
1.01
1.29
1.59
EPS % Growth
18%
28%
24%
FCF/Share ($)
0.95
1.22
1.52

Recommendation
Blue Nile has a very unique business model that allows them to collect cash from customers before they
have to pay for their inventory. This model allows for strong cash flow from operations as they have
demonstrated with 23.4M in cash in 2013 which is 13.3% of assets. Another benefit is that they are an
online retailer, this along with their cost structure, allow for them to be between 20-40% cheaper than
brick and mortar jewelry stores. Outside of the differentiated business model, NILE is also currently
trading at a discount, with a P/E of 39.12X compared to a 5 year historical average of 61X, and at one of
its lowest prices in the last 3 years. With their P/E down, NILE has had an average sales growth of 13.7%
the last two years, and is projected to continue to grow at a double digit pace. NILE has also been able to
expand and enhance their contact with customers through various platforms. They continue to enhance
their mobile and tablet sites, which have grown to 50% of traffic. Not only are they trying to reach out to
customers through different platforms, but they are also beginning to showcase their jewelry at various
Nordstrom stores. This allows customers to view their products, as well as learn from the knowledgeable
sales associates. With the future growth, margin expansion, and low entry point it is recommended that
NILE be added to the AIM Equity Portfolio with a price target of $46.11 and an upside of 38.68%. The
firm does not pay a dividend.
Investment Thesis
 Margin Expansion Potential: With Blue Nile currently trading at a discount compared to the last
five years, it is a perfect buying opportunity as the company tries to recover margin and sales
loss. NILE has dropped from a gross margin of 21.6% and operating margin of 6.4% in 2009 to
18.6% and 3.2% in 2013. This compression comes from an increase in higher end jewelry sales,
but product mix is expected to shift towards non-engagement products, which are higher margin
products. Non-engagement revenue is expected to continue to grow at a faster rate then
engagement sales.


Asian Growth Opportunity: NILE has just recently entered into the Chinese market, and sales
have increased dramatically. Their Asian sales now account for over 50% of their revenue, which
grew by nearly 30% in 2013. This is expected to continue to grow rapidly as China has a
population of 1B and incurs nearly 10 million weddings a year. NILE is in the early stages of
entry, and will be able to expand at a rapid rate.
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Favorable Jewelry Spending Trends: Consumer Spending has been increasing, and people who
pushed back plans due to economic concerns are now beginning to feel more positive about the
future. The U.S. jewelry market is also expected to grow between 4-8% annually in the next five
years. 2014 will be most beneficial from this pent up demand and has the highest expected
growth.

Valuation
In order to reach an intrinsic value for NILE, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 3.5% and a WACC of 11.0% resulted in a valuation of $30.51.
Additionally, a P/E comparison and valuation of the company was analyzed. Using forward looking
earnings of $1.01 in 2014 and a five year historical average P/E multiple of 61.29, a value of $61.70 was
obtained. By weighing the DCF model 50% and the P/E multiple 50%, a price target of $46.11 was
established. The firm does not pay a dividend.
Risks
 Potential Sales Tax Change: One or more states or foreign countries have sought and others
may seek to impose additional sales or other tax collection obligations on NILE in the future
and/or require them to disclose to tax authorities our customers’ private information, including
but not limited to names, addresses, purchase amounts, and purchase dates. The imposition by
federal, state and local governments of various taxes upon Internet commerce could create
administrative burdens and could decrease future net sales, or could result in significant liabilities
for past sales.
 Seasonality: NILE has experienced and expects to continue to experience seasonal fluctuations
in net sales. In particular, a disproportionate amount of net sales has been realized during the
fourth quarter as a result of the December holiday season, and they expect this seasonality to
continue in the future. In anticipation of increased sales activity during the fourth quarter, they
may incur significant additional expenses, including higher inventory of fine jewelry and
additional staffing in our fulfillment and customer support operations
Management
Harvey S. Kanter has been the Chief Executive Officer and President of Blue Nile Inc. since March 30,
2012 and its Chairman since December 31, 2013. Mr. Kanter served as President and Chief Executive
Officer of Moosejaw Mountaineering and Backcountry Travel, Inc., since January 2009. David Binder
has served as our Chief Financial Officer since August 2011. Mr. Binder joins Blue Nile from Infospace,
Inc., an online search and e-commerce company, where he has served as its Chief Financial Officer and
Treasurer since January 2008. From October 2004 to December 2007, Mr. Binder was the Vice President
of Finance at Infospace.
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Ownership

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

3%

% of Shares Held by Institutional & Mutual Fund Owners:

90%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

Vanguard Group, Inc. (The)

829,697

6.48

JP Morgan Chase & Company

773,347

6.04

Manufacturers Life Insurance Co.

731,676

5.71

BlackRock Fund Advisors

714,787

5.58

S.A.C. Capital Advisors, LLC

599,091

4.68
Source: Yahoo! Finance
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Henkel AG (OTC: HENOY)
February 21, 2014
Ellen Toshach
Staples

International

Consumer

Henkel is a German-based company with three globally operating business sectors: Laundry &
Home Care; Cosmetics/Toiletries, and Adhesive Technologies. The company manufactures
industrial, commercial, and consumer chemical products. The Laundry business includes heavyduty and specialty detergents, as well as fabric softeners, laundry performance enhancers and
laundry care products. The Home Care division includes hand-dishwashing and machine
dishwashing products, cleaners for bath and water closet applications, among other cleaning
products. The Cosmetics/Toiletries business includes: hair cosmetics, body care, skin care, and
oral care products. The Adhesive Technologies includes: adhesives for consumers, craftsmen and
building; transport and metal; general industry; packaging; consumer goods and construction
adhesives, and electronics. The firm was founded in 1876 and is headquartered in Dusseldorf,
Germany.
Price ($):
$
114.81
Price Target ($):
$
140.22
52 WK H-L ($):
$117.48-$86.75
Market Cap (B):
$
49.73
Float (%):
N/A
Short Interest (mil):
$979
Ave Daily Vol (3mil):
3,153
Dividend
$
1.08
Divident Yield
0.005%

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

0.952
10.9%
3.0%
9.3%
41.0%
7.9%
16.9%

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

2012 A
2013 E
2014 E
$
21,230 $
21,867 $
22,523
3%
3%
3%
47%
50%
50%
14%
15%
16%
4.47
5.16
5.70
$
14.71 $
14.71 $
15.48
22.7x
20.7x
19.2x
12.11x
11.88x
11.31x

Recommendation
Henkel sells products in the Adhesives Technology sector making up about 50% of revenue;
Laundry and Home Care, about 30%; and Cosmetics/Toiletries about 20%. The company has a
global presence in Europe (52% of revenue), Middle East (7%), North America (18%), AsiaPacific (16%), and Latin America (7%). Henkel provides products to Wal-Mart (3%), Apple Inc
(2%), Ford Motors (2%) and many other large companies’ worldwide. The company has very
strong relationships with their customers and has received numerous notable awards. Ford
Motors recognized Henkel for their demonstration of superior quality, delivery, and cost
performance; Henkel also received Vendor of the Year at Rona Corporation’s President’s Speech
in recognition for their dedication to delivery best-in-class performance and fill rate. The
company reported strong margins for Q3 2013, this is a result of management’s focus on
improving margins, strong organic sales growth, and a positive outlook for the European
markets. It is recommended that HENOY is added to the AIM International Fund with a potential
upside of 22%. The firm pays an annual dividend of $1.08 per share
Investment Thesis
 Management focus on Improving Margins. Henkel reiterated outlook for better
margins from efficiency improvements. In Q3 2013, gross margin improved +100bps
from lower raw material prices, cost saving, and higher pricing. The company increased
profitability with EBIT margin exceeding 16%, which is improved by 1.4%. Management
raised EBIT forecast from 14.5% to about 15% for the year.
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Organic Sales Growth. Despite increasingly challenging markets, Henkel had strong
performance in the third quarter and accelerated organic growth of 4.2%. Management
expects organic sales growth to by between 3%-5% for the fiscal year. The Laundry and
Home Care business recorded organic sales growth of 5.5%, Beauty Care achieves 3.1%
organic sales growth, while Adhesive Technologies raised organic sales by 4.2% versus
the prior-year quarter.
Improving Economic Conditions in Europe. A subdued recovery has begun in Europe
and the markets are expected to see 1.1% yoy growth in 2014. This Germany alone is
expected to have GDP yoy growth of 2% in 2014. This strong economic data will drive
stronger sales growth for Henkel with Europe as 52% of revenues.

Valuation
In order to reach an intrinsic value for Henkel, a five year discounted cash flow model was
constructed. Using a terminal growth rate of 3% and a WACC of 10.93% resulted in a valuation
of $161. A P/E comparison and valuation of the company’s reserves were analyzed. Using an
industry average P/E multiple of 26.0x the TTM EPS $4.85, a value of $125 was obtained. By
eighing the DCF model 50%, and the P/E multiple 50%, a price target of $140 was established.
The company pays a dividend of $1.08.
Threats
 Negative FX exposure in Emerging Markets. Although Henkel has experienced strong
organic growth in Emerging Markets, sales revenues decreased by 2.6% due to foreign
exchange effects. For the remainder of the year, the economic environment is expected to
remain difficult. Due to the difficult markets, Henkel is continuing to adapt their
processes and structures in order to improve flexibility and efficacy in the volatile
environment.
 Competition in the market place. Henkel is continuously competing to gain exposure in
the marketplace. Since the Company provides consumer essentials, there is always a
competition for pricing power and quality of the product. Management is working to
promote cost efficiency in order to stay competitive in this industry.
Management
Kasper B Rorsted is the Chairman of the Management Board and CEO of the company. Mr.
Rorsted worked for Compaq Computer Ltd and Hewlett-Packard before his career at Henkel, he
became CEO in 2008. Simone Bagel-Trah has been the Chairman of the Bored since 2009. Mr.
Rorsted received the HORIZONT award which recognizes personalities from marketing,
advertisement and media, who have distinguished themselves through their entrepreneurial spirit,
commitment and significant achievements they have made in the industry.
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Source: Bloomberg
Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners
Top 5 Shareholders
Holder
Scout Investments, Inc
Cooke & Bieler, L.P.
The Vanguard Group, Inc
Parametric Portfolio Associates LLC
World Asset Management, Inc
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99.90%
0.10%
Source: Bloomberg
Shares
Out%
1,513,876
0.87%
124,255
0.07%
76,991
0.04%
46,359
0.03%
12,412
0.01%
Source: Bloomberg
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Axel Sjoberg

British Sky Broadcast (BSYBY)
February 21, 2014
International Consumer Discretionary

British Sky Broadcasting Group (Sky), is the biggest media company in Great Britain. The company
offers television services in Ireland and the UK, as well as communication services in broadband and
telephony. Through subsidiaries, Sky runs five major business lines in Retail Subscription, Wholesale
Subscription, Hardware and Service, Installation, and Advertising. Their vast majority of revenues (94%)
come from the UK, and consequently their main operations reside there. Sky has approximately 24,000
employees. The company is headquartered in Isleworth, UK, and was founded in 1989 in Scotland. Their
fiscal year ends June 30th.

Recommendation
The following factors discuss why BSYBY should be added to the AIM international portfolio. The
United Kingdom has seen stronger growth rates, market optimism, and an expanding economy the last
few years (GDP grew 1.9% in 2013, the strongest rate since 2007); projections are that this trend will
continue. Adding BSYBY would also provide more exposure in the UK, where the portfolio is currently
underweight compared to the benchmark. More specifically, the company has seen solid financial
performance with increasing revenues (+7.5% YoY) and improving cash flows, which in part has been
returned to shareholders through both dividends and stock repurchases. BSTBY has grown dividends
since 2004 and in 2013 the dividend yield amounted to over 3%. The board also approved of a share
buyback program of stock worth £500 M in October that has been initiated. On the other hand, the
landscape is competitive and future pricing pressure could materialize from the firm’s rival, British
Telecom (BT), who is expanding their service offerings to compete with Sky. Although this competitive
force is substantial, British Sky has found ways in the past to successfully exploit market opportunities
and drive revenues forward in spite of cost pressures. Management has expressed confidence in its ability
to grow the firm and indicates there are opportunities for the firm to capitalize on its market share in spite
of the competition. Although, not a driver of the stock, insider buying from the chairman of the board and
two directors on the board was executed on the day (1/28), they released the statements for the first half of
FY14. In short, British Sky’s strong market position, improving financials in spite of competitive price
pressures, many initiatives to capitalize on market opportunities, and our portfolio being underweight in
the UK, makes them an attractive investment. For these reasons and a favorable valuation, it is
recommended that BSYBY be added to the AIM International Equity Fund with a target price of $69.69,
which offers a potential upside of 16.39%. The firm also pays an attractive dividend of $1.91 (3.19%
yield).
Investment Thesis
 Untapped Potential. There are currently more than 13 million homes in Britain and Ireland
without pay TV, which means significant opportunity in attracting new customers. Among Sky’s
existing customers, a strong potential exists to add revenues as 5.5 Million Sky customers have
yet to sign up for HD and 7 M are without Sky Go. Presently, Sky holds around 40% of the
television market; however, management believes there is significant untapped potential and
approximately £1.6 Billion in transactional market opportunity.
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Multi-product strategy. Sky has in recent years expanded operations in broadband and
telephony. They are now seeing the results from this with increasing revenues from a larger
customer base. A new starting page that highlights all the different services and products is
expected to increase multi-product commitment among customers. They supply demand for a
trend of a more inclusive platform where customers can enjoy a broad range of shows and
entertainment, as well as servicing their telephone and broadband. The multiple products offer
customers one location for all of their technological needs and will increase switching costs and
customer loyalty. Furthermore, Sky is integrating more of the services and products vertically; for
example, they insourced their engineers. This has proven to increase customer satisfaction
(halved install re-visit rates) and service calls are down.
New Initiatives. Sky is expanding in the mobile market and improving interoperability between
devices for viewing at any time and convenience. They now offer subscription products, pay-tv
on demand, and three ‘free-to-air’ channels. The company added 14 new channels in FY13, and
are now looking to expand in entertainment. Sky recently signed a deal with HBO until 2020 to
launch Sky Atlantic with US shows and co-production of new content. Furthermore, they are
producing more content in house get exclusive rights to the material. To reach lower-income
customers, they launched ‘NOW TV’ that is based on demand without subscriptions, and they
reached a new wholesale agreement with competitor TalkTalk. Also, a new partnership with ITV
will result in a new exclusive pay-channel and ITV content. Last year, David Beckham signed for
the network and will be spear-heading a show that gives kids the possibility to take part in
‘master-classes’ with him.

Valuation
In order to reach an intrinsic value for BSYBY, I conducted a five-year discounted cash flow model. A
terminal growth rate of 3% and a WACC of 6.87% resulted in a valuation of $70.99. Sensitivity analysis
from a discount rate of 10% provided for a range between $64.60 and $79.51. Additionally, a relative
valuation using EV/EBITDA was utilized, providing a value of $65.81. Intrinsic value was weighted 75%
and EV/EBITDA 25%, resulting in a price target of $69.69 – a 16.38% upside.
Risks
 Fierce competition. By far the biggest risk is that British Telecom (BT), made a major move last
year into television; ultimately to protect their leading broadband consumer base. Increasing
competition, in soccer particularly, has led to pricing pressures that both have led to lower
margins and reduced television coverage in sports. The industry landscape is shaping up in an
industry that is maturing and the question is whether the two media giants are going to fight nice
or throw the gloves. There has been talk about a wholesale agreement between the two that would
mitigate this risk. If such an agreement is not found, the upcoming bid for EPL broadcasting
rights could become really expensive.
 Substantial Debt. With a debt to equity ratio of 270%, the company is liable to meet significant
obligations. In the event of adverse economic performance, Sky could find it difficult to meet
obligations. Further, servicing the debt is eating up earnings potential and the company is forced
spend cash that instead could have been used for further investments or be returned to
shareholders.
Management
CEO since 2007 is 51-year-old Jeremy Darroch. He served as CFO from 2004-2007 before accepting the
role of CEO. He has been a director on the board since 2004. Earlier experience entails Finance Director
at DSG International PLC and before that he worked 12 years for Procter & Gamble at various locations
around Europe, which provided him with extensive experience in the retailing- and consumer goods
sector.
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Top 5 Shareholders
Holder Name
Position
% Outstanding
BSKYB HOLDCO INC
622,993,049.00
39.52
BLACKROCK
88,682,765.00
5.63
CAPITAL GROUP COMPANIES INC
46,460,733.00
2.95
FIL LIMITED
32,200,050.00
2.04
LEGAL & GENERAL INV MGMT LTD
31,034,951.00
1.97
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Dayton Hoell

Del Frisco’s Restaurant Group (DFRG)
February 21, 2013
Domestic Consumer Discretionary

Del Frisco’s Restaurant Group, Inc develops, owns and operates steakhouse restaurant chains in multiple
states. The restaurants offer selections that include steaks, lobster tails, lamb chops and fresh seafood, as
well as an extensive wine selection. DFRG operates under three contemporary, high-end restaurants:
Del Frisco’s Double Eagle Steak House, Sullivan’s Steakhouse, and Del Frisco’s Grille. As of December
2013, the company operates 39 restaurants in 20 states. Del Frisco’s Restaurant Group, Inc. was founded
in 1981 and is headquartered in Southlake, Texas.
Price ($) (2/19/2014):
$
23.82 Beta:
0.789 FY January
2012A
2013E
2014E
Price Target ($):
$
28.73 WACC:
10.12% Revenue ($Mil)
$ 232.44 $ 275.21 $ 324.75
52WK H-L ($):
$15.63 - $24.12 Debt/Equity:
- % Growth
17.02%
18.40%
18.00%
Market Cap (mil):
$573.68 2014 ROE:
8.5% Gross Margin (%):
26.33%
26.00%
27.00%
Float (mil):
22.9 2014 ROA:
6.9% Operating Margin (%):
12.51%
12.40%
13.60%
Short Interest (%):
4.5% Mid-Term Rev Gr Rate Est 17% EPS
$ 0.67 $ 0.84 $ 1.06
Avg. Vol (3 month):
368,594 Mid-Term EPS Gr. Rate
25% P/E (Cal)
38.61
28.45
22.38
Yield (%)
N/A EV/EBITDA
13.87x FCF/Share
-0.02
0.47
0.71
Recommendation
Del Frisco’s went public in July of 2012 at a price of $13 that has since climbed over 80%. This rise is
due to a number of factors including strong unit growth, consistent revenue growth, strong cost controls,
same-store-sales outperformance, a zero debt balance sheet and strong leadership. Del Frisco's Double
Eagle Steak House serves up flawless cuisine that is bold and delicious, an extensive award-winning wine
list and a high level of service focused in urban areas. Sullivan's Steakhouse is a great neighborhood
place for a big night out on the town - with outstanding food, hand-shaken martinis, an extensive wine
list, and live entertainment. Del Frisco's Grille is modern, inviting, stylish and fun, taking the classic bar
and grill to new heights. DFRG is building new restaurants at a rapid pace of 12.2% CAGR over the past
3 years. DFRG’s growth is primarily focused on the expanding the Grille, which fills a high-demand
niche for white tablecloth quality food, in a lively atmosphere, at a more approachable price point. This
has caused the company to experience declining margins in the short term due to more Grilles being built.
Nonetheless, efficiencies at new Grille locations should play out as the company further expands and
gains scale on the Grilles allowing returns to be achieved more quickly. Today, DFRG is one of the most
undervalued growth story stocks in restaurants when compared to companies of similar unit growth. The
company’s long-term plans of 5-7 new units per year, 3-4% SSS growth, and a continuance of industry
leading margins expect to obtain long-term EPS growth of 18-20%. The company also announced a
$10MM dollar share repurchase program on in October of 2013. It is recommend that DFRG be added to
the AIM Domestic Equity fund with a price target of $28.73, which represents a nearly 21% upside.
Investment Thesis
 Accelerating Unit Growth. Del Frisco’s 39 current restaurants consist of 10 Double Eagles, 19
Sullivan’s, and 10 Grilles. The company expects to build 1 new Double Eagle (10% growth) and
6 Grilles for 2013, which would translate into 15.9% weighted average unit growth. This is up
from 13.6% in 2012 and 11.3% in 2011. 2015 looks promising for 13.6% unit growth for the
total company. Considering the double-digit unit growth, consistent SSS, and a top tier brand,
DFRG is cheap when looking at peers with similar unit growth. Management expects to maintain
unit growth around 15%, with potential for 100+ locations over time.
 Thriving High End Spending. The U.S. recovery has been disproportionately beneficial to
those with higher incomes and own assets. While middle class restaurants like Red Lobster and
Olive Garden are struggling, the upper class consumer remains unphased. DFRG’s consistent
performance should continue, given its focus on execution, high quality menu and exposure to a
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more stable and growing high-end consumer. The NY Times cited that consumers who are in the
top 20% and have capital like real estate and stocks are feeling pretty good about their financial
situation. Additionally, since 2009 when the recession ended, inflation-adjusted spending by the
top 5% tier has risen 17 percent, compared with just 1 percent among the bottom 95 percent.


Competitive Advantage. The US Department of Agriculture estimates that retail beef prices will
increase another 2.5% to 3.5% this year, resulting in a nearly 30% rise over the past five years.
This has had an impact on almost every entity in the restaurant industry, including DFRG, Texas
Roadhouse, and Bloomin’ Brands. Unlike competitors, Del Frisco's management cited that the
company has maintained excellent cost controls with its wine menu being a great hedge for
maintaining profits. Management maintains its continued focus on extensive, award-winning
wine list that contributes significantly to DFRG’s 67/33 food and beverages revenue breakdown.
Average checks go up well-past $100 per person for dinner at some locations, which give Del
Frisco's an added edge over its competition.

Valuation
In order to reach an intrinsic value for DFRG, a five year discounted cash flow model was conducted. A
terminal growth rate of 2.5% and a WACC of 10.12% resulted in a valuation of $22.50. Sensitivity
analysis on both the terminal growth rate and WACC provided for a range between $18.78 and $29.19
with an average of $23.23. Additionally, an P/E comparable analysis resulted in an estimated price of
$34.59. By weighing the P/E analysis 50%, the DCF model 25%, and the sensitivity analysis 25% a price
target of $28.73 was obtained representing a 20.61% upside. The firm does not pay a dividend.
Risks
 Commodities. Del Frisco’s has a wide commodity basket, which insulates the company from
many spikes felt by more focused restaurant concepts. However, DFRG’s company owned
model leaves the business more vulnerable to commodity price movements.
 Sullivan’s Steakhouse. As of late, same-store-sales have been disappointing. DFRG is currently
making efforts to improve sales at Sullivan’s; however, if sales continue to deteriorate, this could
negatively affect profits and outlook. If moves don’t produce results that management is
expecting, some restaurants may experience closures or may be converted to Grilles.
 Unit Growth. DFRG’s future growth depends in part on the ability to open new restaurants and
operate them profitably. If the company is unable to successfully execute this strategy, the results
of operations could be adversely affected. New restaurants are currently performing well, should
execution or sales slow, they will negatively affect DFRG’s outlook. Target average cash
investment costs are $7.0 million to $9.0 million for a new Del Frisco’s and $3.0 million to $4.5
million for a new Sullivan’s or Grille.
Management
Mark Mednansky has served as the CEO of Del Frisco’s since March of 2007. In the past he has served
in several senior management positions for DFRG’s predecessor, Lone Star Steakhouse & Saloon.
Thomas Pennison is the CFO and joined DFRG in November of 2011. In the past, Mr. Pennison spent 12
years with Ruth’s Hospitality Group, a competitor of DFRG. Jeff Carcara is the COO, and joined in
November of 2012.
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Ownership
% of Shares Held by All Insiders and 5% Owners:

61%

% of Shares Held by Institutional & Mutual Fund Owners

37%
Source: Yahoo!
Finance

Top 5 Shareholders
Holder
FMR LLC
Bamco Inc.
Wellington Management
Federated Investors Inc.
Stephens Investment Management Group
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Shares
2,159,496
1,992,300
1,969,400
1,053,400
1,007,600

Spring 2014

% Out
9.10%
8.70%
8.60%
4.60%
4.40%
Source:
Bloomberg
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FLY Leasing Limited (FLY)
February 21, 2014
Joseph Hagen

International Capital Goods

FLY Leasing Limited leases commercial jet aircraft worldwide. The company purchases and leases
commercial aircraft under multi-year contracts to a diverse group of airlines throughout the world. As of
February 14th, 2014, it owned 113 aircraft with 62 lessees in 34 countries. The company was formerly
known as Babcock & Brown Air Limited and changed its name to FLY Leasing Limited in June 2010.
FLY Leasing Limited was founded in 2007 and is headquartered in Dun Laoghaire, Ireland.

Recommendation
FLY Leasing Limited is one of the world’s leading providers of leasing commercial jet aircraft
worldwide. The aircraft leasing models works well for a variety of reasons, including: access to low cost
capital, stabilized aircraft values, improving lease rate factors, and robust global demand for aircraft. FLY
has consistently beaten earnings 5 out of the past 6 quarters, exhibiting strong profitability as its gross,
operating, and net profit margin are all higher than the industry average. Management effectiveness also
makes FLY an attractive investment, as the company has posted better historical returns on both assets
(2.21) and equity (10.5) than its peers, despite having cheaper valuation models such as P/E and P/CF.
Leasing companies such as FLY are highly leveraged to both funding costs and access to capital to
finance future growth. Both of these measures have improved since the severe downturn of the credit
markets in 2008-2009. Given the high concentration of Euro region lessees, an investment in FLY would
bring greater balance to the AIM International Fund’s current overweight in emerging markets. Analysts
currenlty covering FLY have had a great difficulty forcasting aircraft acquisition activity, and many have
disclosed that their models contain very limited to no growth in aircraft fleet expansion. FLY’s
management has indicated that it intends to capitalize on the growth opportunities in the industry, and that
the improving leasing fundamentals seen in 2013 are likely sustainable into 2014. Aircraft demand has
more than doubled over the past twenty years (both in terms of fleet and passengers) and is projected to
double again twenty years from now, primarily from emerging nations. This stock offers a 23.88% upside
with a favorable dividend yield of 6.6%.
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Investment Thesis
 Favorable Leasing Environment. This industry is considered to be a spread business in which
firms borrow low and lease at a higher rate. The inputs are, and have been in recent years, largely
aligned in FLY’s favor. The company has been able to substantially increase its aircraft owned as
a result, and has almost doubled its fleet from 60 to 113 since 2011.
 Increased Demand for Aircraft Leasing. Leasing remains the increasingly preferred means by
which global airlines fund their fleets (40% of worldwide commercial aircraft are leased). Given
current manufacturing backlogs and increasing population rates, aircraft demand is poised to
outpace supply.
 Stabilizing Oil Prices. An energy renaissance in the United States is and will continue to
stabilize world oil prices. Average annual spot prices for Brent and WTI oil as well as monthly jet
fuel prices have drastically reduced volatility, remaining steady since 2011. This reduction in
volatility will also have a positive impact on default rates for FLY.
Valuation
To find the intrinsic value of FLY, a five year discounted cash flow model and an EV/EBITDA multiple
appraoch was conducted. With the DCF, a WACC of 8.00% and a beta of .59 were used with a terminal
growth rate of 3%. The EV/EBITDA comparable resulted in a multiple of 10.1, yielding a price of
$17.05. The DCF amd EV/EBITDA were weighted equally, yielding an intrinsic value of $18.88. This
23.88% upside is based off a favorable leasing environment, increased demand for leasing amongst the
airline industry, and stabilizing oil prices.
Risks
 Interest Rate Risk. Exposure relates to leasing agreements and floating rate debt obligations
such as Notes, the Term Loan and other borrowings. Lease agreements require the payment of a
fixed amount of rent during the lease. Therefore any changes in U.S. monetary policy as well as
economic factors could reduce net income by increasing cost of debt without corresponding
proportional increase in cash flow from leases.
 Superior Aircraft Technology. If manufacturers introduce substantial technological innovations
and new types of aircraft, certain aircraft in the existing portfolio may become less desirable to
potential lessees or purchasers. Such obsolescence of existing aircraft than currently anticipated
by the management team and the accounting policies will be detrimental to the business.
 Volatility in Emerging Markets. Any weakening of global macroeconomic conditions in
emerging markets would have an adverse impact on FLY’s business. Also, an increase in energy
prices could hinder the airline industry promting higher rates of default.
Management
A wholly owned subsidiary of BBAM provides management services to FLY Leasing Limited. FLY
Leasing’s Chief Executive Officer and Chief Financial Officer are seconded to FLY Leasing and
dedicated solely to the operation of FLY Leasing. Colm Barrington has been our chief executive officer
and a member of our board of directors since May 2007. Mr. Barrington has over 40 years of experience
in the global aviation industry, having started his aviation career in 1967 at Ireland’s national airline, Aer
Lingus. CFO Gary Dales joined Babcock & Brown in August 2007 and BBAM in April 2010. Mr. Dales’
prior position was director of corporate development at PG&E Corporation, an energy based holding
company.
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Utah Medical Products, Inc. (UTMD)
February 21, 2014
Charlie Hoover

Domestic Healthcare

Utah Medical Products, Inc. (NYSE: UTMD) develops, manufactures, assembles, and markets a
broad range of disposable and reusable specialty medical devices. The firm’s products are
designed to provide better health outcomes for patients and their care-providers. UTMD’s
primary focus is healthcare for women and their babies. Headquartered in Midvale, UT, since its
inception in 1978, the company’s products include those used in critical care areas and the labor
and delivery departments of hospitals, as well as outpatient clinics and physician’s offices.

Recommendation
Utah Medical Products is in the primary business of developing, manufacturing, and marketing
specialized medical devices for the healthcare industry. Its products are sold in domestic U.S. and
international markets. The company produces innovative medical devices for blood pressure monitoring
and blood collection, electrosurgery, gynecology, neonatal critical care, perinatology and urology.
Success within this business depends on recognizing the needs of clinicians and patients, rapidly
acquiring and designing economic solutions while in line with regulatory standards, and selling products
through their own direct channels or reliable relationships with partnering medical companies. Products
are sold directly to end users in the U.S. domestic market, both by direct sales representatives and
independent manufacturers’ representatives. Additionally, products are sold directly to end users
internationally to the U.K. and Australia. UTMD has representation in all major developed countries as
well as many underdeveloped countries through several hundred distributors, 174 of which purchase over
$5,000 in UTMD medical devices annually. Total revenues from international customers in 2012 were
$21,596,000 (52% of total sales), compared to $19,007,000 (50% of total sales) in 2011 and $7,690,000
(31% of total sales) in 2010. Since 1992, the firm has returned $112,680,000 in share repurchases, along
with an additional $30,784,000 in cash dividends, to shareholders. Because of these reasons and a
favorable valuation, it is recommended that UTMD be added to the AIM Equity Fund with a target price
of $69.81, which offers a potential upside of over 28%. The stock’s dividend yield is approximately 2%.
Investment Thesis
 International Sales. Global consolidated sales in 2012 were $41,552, compared to $37,860 in
2011 and $25,121 in 2010. UTMD has targeted representation in all major developed and
underdeveloped international markets, allowing for plenty of room for future growth. UTMD
utilizes around 200 international distributors, which has continually increased from 174 in 2012,
and 148 in 2011. This offsets the domestic regulatory risks of medical device sales, and
international revenue growth is projected to continue at an annual rate of approximately 7%.
 Strong Financial Position. UTMD’s total assets have reached 400% of total liabilities, and this
percentage has only been growing historically. Simultaneously, the firm has consistently retained
profits. This allows UTMD a strong position to invest for the future by buying new machinery,
investing in R&D, and other options. With management’s industry experience, they can

Marquette University AIM Class 2014 Equity Reports

Spring 2014

Page 20



effectively use earnings to greatly improve their long-term economic picture, and maintain
creating value for shareholders. Retained earnings have grown from $40M in 2011 to $48.7M in
2012, and then to $60.6M in 2013. This metric is expected to continue growth at approximately
12% annually.
Gynecology/Urology Product Sales. With regard to UTMD’s four product categories, this
product has historically been by far the largest revenue source product. In 2012, this product
represented 56% of sales, 5% higher than the 51% recorded from 2011. Following the acquisition
of Femcare, a business focused on advancements of production of these products, this percentage
of sales is expected to continue to significantly increase moving forward, as demand has been
consistently strong. Considering the focus of UTMD business targets women and baby treatment,
these gynecology and urology products match the firm’s primary business, and will continue to
be a strong driver moving forward.

Valuation
In order to reach an intrinsic value for UTMD, a ten year discounted cash flow model was conducted.
Using a terminal growth rate of 2% and a WACC of 10.43% resulted in a valuation of $86.71. Sensitivity
analysis provided for a range between $81.12 and $101.15. Additionally, relative valuations using P/E
and EV/EBITDA ratios were utilized. After calculating respective multiples, estimated P/E and
EV/EBITDA values were $61.88 and $59.05, respectively. The total valuation of the firm was calculated
by a weighted average of three projections. First, the intrinsic value, $86.71 was weighted by 35%.
Second, the EV/EBITDA valuation of $59.05 was weighted by 30%. Finally, UTMD’s P/E multiple
valuation of $61.88 was weighted by 35% - resulting in an overall price target of $69.81; a 28% upside.
Risks
 Legislative Healthcare Reform. This reform, as embodied in the Patient Protection and
Affordable Care Act adds a substantial excise tax that began in 2013, ultimately increasing
administrative costs and potentially decreasing revenues in the future. These acts make the U.S.
medical device marketplace unpredictable, and may hinder UTMD’s ability to effectively support
continued investments in new product development and marketing of specialty devices.
 Potential Increase in Healthcare Regulation. An increase in regulatory burdens including
premarketing delays may result in a decrease in revenue and unpredictable costs. The firm’s
experience in 2001-2005, when the FDA sought to shut it down highlights the ongoing risk of
exposure to an arbitrary and capricious regulatory environment. Such continual risks not only
relate to substantial costs of litigation, but also potential loss of business, and constant diversion
of attention from key employees including management.
 Growth of Group Purchasing Organizations. This growth adds non-productive costs, typically
weakens marketing and sales efforts, and therefore may lower revenues. These GPOs, that
theoretically act as bargaining agents for member hospitals, actually collect revenues from
negotiating companies. GPOs make a concerted effort to turn medical devices that convey
unique advantages to patient safety and better health outcomes, like UTMD’s, into commodities.
The growth with these organizations is due to the antitrust exemption granted by the U.S.
Congress, where their business model would otherwise be in violation of the law. GPOs create an
administrative burden that is primarily related to collection of their administrative fees.
Management
Kevin Cornwell is the Chairman, President, CEO, and Secretary of UTMD. He assumed the roles of
President and CEO of the firm in 1992. In 1993 he became Secretary in addition to these roles, and then
became Chairman in 1996. Paul Richins joined UTMD under various positions in 1990. He then assumed
the role of Treasurer and Assistant Secretary in 1994, and later became CAO in 1997. Today, Richins is
currently the VP, CFO, CAO, Treasurer, and Assistant Secretary of Utah Medical.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

Top 5 Shareholders
Holder
Shares
FMR, LLC
425,000
Bares Capital Management Inc
421,842
Price (T. Rowe) Associates Inc.
242,742
American Century Companies, Inc.
210,269
Morgan Dempsey Capital Management, LLC
165,563
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11%
61%
Source: Yahoo! Finance

% Outstanding

11.36%
11.28%
6.49%
5.62%
4.43%
Source: Yahoo! Finance
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Mobile Telesystems OJSC (MBT)
February 21, 2014
Su Li

International Telecom Services

Mobile Telesystems OJSC (NYSE: MBT) is the leading telecommunications group in Russia and the CIS,
offering mobile and fixed voice, broadband, pay TV as well as content and entertainment services in one
of the world’s fastest growing regions. As of December 31, 2012, the firm serviced over 100 million
mobile subscribers in Russia, Ukraine, Armenia, Turkmenistan, and Belarus. Located in Moscow, the
company’s brand was recognized internationally in 2008 by the Financial Times and Millward Brown, a
leading global market research and consulting firm. MTS became the first Russian company named to the
Top 100 Most Powerful Brands.

Recommendation
With forecast GDP growth rate at 3.5% in 2015, Russian’s telecom services sector expects to grow at a
CAGR of 11.3%. In 2012, the Russian telecom market generated $43.4B in service revenue, a 6.1% YoY
growth. Being the leading integrated telecom operator by revenue with market share of 39%, MBT is set
to capture the potential upside for the booming of telecommunication services industry due to the wellestablished data services. Also, the introduction of mobile number portability agreement, published by
Communications and Mass Media Minister, allows subscribers to change carriers while maintaining their
current phone numbers. The agreement will not produce a negative impact on MBT because of its strong
network quality and recent smartphone proliferation. Thus, the churn rate of 9.1% for MBT should remain
low compared to its peers. Also, due to its free on-net calling strategy, MBT is able to maintain its
customer loyalty and expand market share. Based on a superior network infrastructure, which has
generated higher data contribution, MBT has increased its ARPU dramatically, which is nearly doubled
the reported percentage for its rival, VimpelCom. Finally, a robust network with faster broadband speeds
stabilizes MBT’s leading position in Russia. In a recent test study performed by Ookla, MBT generated
mobile download speeds (kbps) that were 80% faster than its peers. Due to stable economic condition,
preferential policies, well-developed infrastructure, and a favorable valuation, it is recommended that
MBT be added to the AIM International Fund with a target price of $23.29, which offers a potential
upside of 28%. The company also has a dividend yield of 1.54%.
Investment Thesis
 Market Leading Position. Growth in data and smartphone users remain MBT’s key priority.
Throughout 2012, MBT was able to launch new tariff plans for smartphones and tablets and
partner with handset vendors to introduce exclusive models to customers. Overall value-added
service revenue grew over 25% for 2012, which constitutes one quarter of the total revenues. This
is the major advantage for MBT to strengthen its leading position. Also, the sound
telecommunication infrastructure progresses MBT to be able to further penetrate into the regions
outside of Moscow. Finally, the structural changes to compensation plans for its independent
dealers advance MBT based on sales perspective. Instead of paying fees up-front for connecting
subscribers, MBT shares revenue with the dealer.
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Growing Demand for LTE Technology and Smartphone Market. In order to further penetrate
the Russian smartphone market and make it more affordable, the company offers lower-priced
MTS-branded smartphones and partnered with MTS Bank to promote sales. LTE subscriptions in
Russia maintain only 28% of the population. Therefore, the company’s focus on smartphones
market may improve its bottom line performance. Also, worldwide LTE subscribers are expected
to reach 400 million by 2016, which presents growth opportunities for the company.
Aggressive Strategic Acquisitions. The company has made diverse strategic acquisitions, which
strengthened and expanded its services footprints and brand recognition. MBT acquired Sistema
Telecom at a purchase price of $23.4M with 100% stake to expand market share in Russia.
Moreover, the company acquired a 95% stake in Metro-Telecom for $11.01M in order to gain
access into optical fiber network in Moscow metro. The company leverages the transaction
through inorganic growth and the majority of the CAPEX is used to acquire businesses; however,
with the lower Debt/Equity than its competitors in the industry and future presence in Europe,
MBT is likely to deleverage the business with strong cash flow.

Valuation
To reach the intrinsic value of MBT, a five year DCF was conducted with a terminal rate of 4%. The
revenue growth rate at the range of 3%-5% was set in line with management forward statement and it
remains at the level of 4% due to its potential upside in the industry. Using a WACC of 10.11%, the DCF
model generated an intrinsic value of $23.36 per share. Along with EV/EBITDA multiple valuation,
intrinsic value of $23.25 was generated. Weighting DCF and EV/EBITDA at 40% and 60%, a target price
of $23.29 was established, representing a 28.84% potential upside.
Risks
 Currency Exchange Risk. The company operates in many parts of the world and is exposed to
fluctuations in foreign exchange rates. During FY 2012, the company reported consolidated
currency exchange and transaction gains of US$ 103 million compared to a loss of US$158
million. In order to minimize the risk, the company has employed strategies to invest in exchange
forward contracts to hedge the risk.
 Intensive Competition with Vimpel Communication. Although Russia maintains the growth
potential for telecom industry to develop, the mobile penetration is nearly 95% of the entire
market. The ability to seek out for alternatives is the key for telecommunication services
company in Russia to survive. Moreover, the competition with VimpelCom puts the pressure on
MBT’s margins, which is likely to be offset by MBT’s narrow moats and network/distribution
advantages.
Management
Andrei Dubovskov was appointed President and CEO of MTS Group in 2011. He has been the Head of
Business Unit MTS Ukraine since January 2008. Alexey Kornya served as the CFO of the company since
June 2010.
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Ownership
% Shares Held by Insiders
N.A.
% Shares Held by Institutional & Mutual Fund Owners
N.A.
Source: Bloomberg
Top 5 Shareholders
Holder
Amount Held
Lazard Ltd.
$ 50,988,448.00
Capital Group Companies Inc,
$ 40,146,196.00
Blackrock
$ 22,114,633.00
JPMorgan Chase & Co.
$ 21,576,535.00
Vanguard Group Inc.
$ 15,438,009.00
Peers
Comparables:
P/E
Deuts che Tel es kom AG
21.17
Swi s s com AG
15.54
Ni ppon Tel egraph & Tel ecom
11.58
Phi l i ppi ne Long Di s tance
19.66
El i s a OYJ
15.89
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% Out
4.93%
3.89%
2.14%
2.09%
1.49%
Source: Bloomberg

P/S
P/B
0.88
2.17
2.29
4.38
0.60
0.75
3.13
4.11
2.03
3.69
Source: Bl oomberg
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Opko Health Inc. (OPK)
February 21, 2014
Eoghan Bahnson

Healthcare

Opko Health Inc. (OPK) is a multi-national biopharmaceutical and diagnostics company that develops
and commercializes products in rapidly growing markets. Their pipeline of products is targeted at unmet
medical needs through solutions to diagnose, treat, and prevent various conditions. In 2011 they acquired
Claros 1, a point-of-care blood testing technology, which can perform complex tests with rapid results.
Using innovative molecular diagnostics they plan to commercialize rapid identification blood tests using
biomarkers for a wide range of diseases. They also operate OURLab, a medical laboratory used
primarily for the purposes of Urologic pathology. Their 4Kscore test for predicting the probability of
prostate cancer will be launched in March 2014. Other developmental pharmaceuticals include
treatments for “SHPT” in kidney cancer patients, CINV, and hGH deficiency. Along with in house
development OPK is constantly looking at acquisition candidates then can further diversify their pipeline.
They are also globally diversified with established businesses in South America and across Europe. OPK
went public in October 1991 and is headquartered in Miami, FL.
Price ($) (2/14/14)
Price Taget ($):
52WK Range ($):
Market Cap:
Float
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

$

8.49
10.17
6.14-12.95
3.40B
197.1M
2.3%
4.350M
0.00%

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

1
9.4%
50.0%
46.0%
5.8%
-11.9%
-18.4%

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

2012A
47
68.12%
40.73%
-77.57%
-$0.11A
-0.07
N/A

2013E
99
110.08%
53.25%
-51.99%
-$0.35E
-0.11
N/A

2014E
172
74.30%
52.60%
-25.90%
-$0.11E
-0.04
N/A

Recommendation
OPK currently has numerous diagnostic and pharmaceutical solutions in the development stage. Most of
these present an opportunity to gain future market penetration in large reimbursed medical markets. Their
4Kscore blood test and algorithm recently achieved results that support the March 2014 release. This
point-of-care test is estimated to save hospitals about $1 billion a year in expenses by reducing the
amount of prostate biopsy related costs. It is estimated that 80% of men will develop prostate cancer by
the age of 80, and 30% of men in their 50’s who die of other causes had some level of prostate cancer as
well. Roughly 70 million urology tests are performed annually, which equates to a $2 billion market
opportunity. In November 2013, OPK acquired Cytochroma and its two major drugs, Rayaldy and
Fermagate to treat vitamin d deficiency in kidney failure patients with stage 3, 4 and 5 kidney cancer.
There are approximately 8.5 million patients in these stages of kidney disease, of which 7.4 million have
vitamin deficiency. Over 90% of Nephrologists surveyed expressed a moderate to high need for a therapy
to raise 25D levels in kidney failure patients. Estimates project Rayaldy can obtain a 30-50% market
share, which represents $12 billion annually. Claros is OPK’s point-of-care diagnostic system that can
detect most diseases, testing for five biomarkers simultaneously in 10 minutes. OPK has a goal to
transition all centralized laboratory based diagnostic tests to the point of care. Although the hope is to test
for anything, OPK is currently focusing on prostate cancer, vitamin d, and markers to detect early signs of
Alzheimer’s disease. This device also reduces costs, with disposable cartridges that cost less than $1.
They are also in phase 3 trials of Rolapitant, which is a cancer supportive care product aimed at
chemotherapy induced nausea and vomiting. Rolapitant is licensed to Tesaro and could create an initial
payment of $121 million with double-digit royalties from future sales. OPK has many more early stage
products and continues to look for attractive technologies to acquire or take an equity stake in. It is
recommended that Opko be added to the AIM domestic equity fund at a price target of $10.17
representing a 19.8% upside.
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Investment Thesis
 Launch of the 4Kscore and Claros. A March launch for the 4Kscore product will increase
revenues this year and going forward. Urologists are excited about this product, because quick
on-site results will create major cost savings. Around 60% of prostate biopsies per year are
negative, creating a large market for pre-screening tools. It is also competitive with other products
as it is only a blood test and does not need to be sent away to a lab. Playing off of the on-site
diagnosis, the Claros immunoassay platform machine should increase sales year over year as
more disease testing becomes compatible. It is on track to file for FDA submission in 4Q 2014.
 Rayaldy. The most promising product being developed is their treatment of vitamin deficiency
and SHPT for late stage kidney cancer patients. Out of those patients approximately 4 million
have low serum 25D and high plasma PTH. These patients would benefit from CTAP101 and
CTAP201, as this is the best treatment for these symptoms, and represents a market of around $12
billion.
 Diverse Pipeline of Products. OPK’s management team has done a wonderful job of targeting
potential therapies in potentially large market segments. Currently they are developing or
investing in dozens of pharmaceutical and diagnostic solutions to diversify their risk. This
consistent effort by management will pay dividends by increase the number of revenue generating
products, while simultaneously reducing the downside of a therapeutic failure.
Valuation
In order to reach an intrinsic value for OPK, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 4% and a WACC of 9.4% resulted in a valuation of $9.18 with a range of
$8.47-10.05. Additionally, a Price to Sales multiple comparison and valuation of the company’s was
analyzed. Using a blended average of the industry, historical average and current ratio a P/Sales multiple
of 29x and a 2014 expected revenue of $172.24 million, a value of $12.49 was obtained. By weighing the
DCF model 70% and the P/Sales multiple 30% a price target of $10.17 was established. The firm does not
pay a dividend.
Risks
 Pharmaceutical Development Failures: Any products failing to get FDA approval could be
detrimental to the company. This is especially true of their flagship product CTAP101 for treating
SHPT. Although, currently in Phase 3 testing and expected to be approved later this year any bad
news or unforeseen consequence could severely damage OPK.
 Competition. Many private companies don’t disclose developmental drugs until phase III testing,
which can make judging the competitive landscape difficult. Any drugs that may be approved in
similar markets could eat away at OPK’s market share and hurt sales.
 Raising Capital in the Future. OPK has never operated at a profit and requires funding to
support their discovery and development R&D. They currently have enough cash on hand to meet
their needs going past the next 12 months, but down the road could meet liquidity issues. This
may require debt issuances or selling of additional shares.
Management
Dr. Phillip Frost is the CEO and Chairman of OPKO, holding the position since March 2007. Previously,
Dr. Frost was the CEO of IVAX for 20 years until it was acquired by Teva Pharmaceuticals. He currently
serves as the Chairman of the Board at TEVA. Dr. Jane Hsiao is currently the Vice-Chairman and Chief
Technical Officer of OPKO. She has a background in pharmaceutical chemistry and oversees OPK’s
product development. Hsiao served in a similar role at IVAX before moving over with Dr. Frost. Steven
Rubin serves as the Executive Vice President, a role he also held at IVAX before the TEVA acquisiton.
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Ownership
% of Shares Held by All Insider and 5% Owners:

51%

% of Shares Held by Institutional & Mutual Fund Owners

12%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
Vanguard Group, Inc
FMR, LLC
Oracle Investment Management, Inc
BlackRock Institutional Trust Company
State Street Corporation
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Shares
12,171,027
7,359,300
5,814,742
5,701,944
4,781,465

% Out
2.98%
1.80%
1.43%
1.40%
1.17%
Source: Bloomberg
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