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Yirendai Ltd (YRD)
February 23, 2018
Jacob Bishop

International Financial Services

Yirendai Ltd (NYSE: YRD) is a leading Fintech company in China that provides solutions to largely
underserved investors and individual borrowers. The firm’s online marketplace facilitates loan products
to borrowers and provides investors with automated and self-directed investing tools. The company
commenced its online consumer finance marketplace in March of 2012 as a business unit under their
parent company, CreditEase. Since then, they have established 4 subsidiaries to help facilitate
technological development and asset management. Yirendai operates in China with a total of 911
employees and is currently headquartered in Beijing, China.

Recommendation
Yirendai is currently the leading online consumer finance marketplace in China. They facilitated over
$4.7 billion in loans since March 2012. Yirendai has created a platform that makes peer-to-peer (P2P)
lending easier and more reliable. The company conducts loans through 4 segments: Grade A (5.48%),
Grade B (3.73%), Grade C (6.99%), and Grade D (83.80%). Loans prices are facilitated through a pricing
grid with these four grades – each with an APR calculated to correspond to risk assessment of borrowers
falling within the particular segment. To make it easier for investors to find borrowers, Yirendai
established Yiren Financial Information Service Co in 2012. Known as Yi Ren Wealth Management, this
division offers investors the option to invest as little as RMB100 (US $14.4) into select loans, or the
ability to use an automated investing tool that finds investments for them. In three years, YRD has
experienced a sales CAGR of 149%, EPS CAGR of 53.71%, and a growth of total assets by 13946.94%
($4.9 million to $688.3 million). In addition to this large growth, their total expense as a portion of sales
has decreased on average by 34% every year in the past 4 years. In the third quarter of 2017, Yirendai
facilitated $1831.5 million of loans through its online marketplace. 75.7% of their borrowers are acquired
from their online marketplace, and nearly 100% of borrowers who use the online marketplace do so from
their mobile phone. Yirendai has three technology development subsidiaries in Hong Kong, Beijing, and
Chongqing, all of which allow them to create superior credit analysis technology. They have facilitated
loans to over 500,000 borrowers in China from 2014 to 2016. Due to their aggressive growth, multitude
of investor solutions, large addressable market, and technological superiority, it is recommended that
Yirendai Ltd be added to the AIM International Fund with a price target of $53.06, representing a
potential upside of over 34%.
Investment Thesis
 Rapid Growth, Large Market. YRD has grown its net income from -$8.4m to $167.7m in 4
years, their return on equity went from -23% in 2014 to 73.1% in 2016, and they have not taken
on debt since 2013. While they have seen rapid growth year over year, they have only facilitated
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loans to 506,753 borrowers. The number of monthly borrowers using P2P lending has increased
by 8900% in 3 years. Their total addressable market, adults age 25-54, is 48.51% of China’s
population – 669,127,898 people. Despite the firm’s large growth, this leaves TRD with more
room to grow.
Technology Development Subsidiaries. Yirendai has three subsidiaries that focus solely on
developing top of the line technology for their industry. These subsidiaries have created top notch
proprietary credit decision and fraud detection modules. As a result, the firm’s charge off rate has
gone from 1.5% in 2015 to 0.9% in 2016. This system has enabled Yirendai to price the risks of
the credit groups and subsequent borrowers and offer the best loan opportunities for investors.
Regulation. China has increased regulation on P2P lending services tremendously. The
regulation imposed has taken out the small players and fraudulent businesses that take consumers
from Yirendai. Since the regulations, 42% of P2P platforms in China have gone out of business
because China is making sure that only strong lenders can facilitate business in this industry. This
has also created a strong barrier to entry into the P2P market, giving Yirendai stronger pricing
power.

Valuation
In order to reach an intrinsic value for YRD, a three year Excess Return model and a P/E Multiple model
were constructed. Using a terminal growth rate of 3.00% and a market risk premium of 6.7%, an intrinsic
value of $56.54 was reached. A sensitivity analysis on the terminal growth rate and market risk premium
ranged from $49.15-$68.09. Additionally, a P/E multiple valuation was calculated. Using a 2017E EPS
of $3.32 and utilizing a blended average P/E multiple of 14.13x, resulted in an intrinsic value of $46.92.
By weighing the two models 60/40, a price target of $53.06 was reached, resulting in a 34% potential
upside. YRD does not pay a dividend.
Risks
 Loan Default. Since the majority of the loans made are subprime, there is an increased risk of
default. Yirendai charges 6%-12% of the total loan facilitation amount upfront that is then set
aside in event of a default. If the borrower defaults, YRD reimburses investors the portion of the
loan principal set aside while it collects the amount from the borrower through their collection
team.
 Chinese Regulations. In April 2016 a group of regulators from the People’s Bank of China
began a rectification campaign that changed the P2P lending industry in China. This regulation
has caused a 42% decline in total P2P platforms. China has set a cap to the amount each investor
can put into P2P loans at RMB 50,000 (USD $7879) while also increasing the amount of each
loan that must be set aside (based on credit).
 Declining Loan Size. A majority of the growth trend in the P2P market has come from smaller
loans to more people rather than more individual investors funding loans. The average size of
loans from P2P has significantly decreased, resulting in less profit and more risk. If this trend
continues, Yirendai will have to consistently increase research and development costs to handle
the larger amount of consumers while making less profit from them.
Management
Yi Han Fang has been CEO and general manager of Yirendai since 2012. Ms. Fang has worked more than
15 years in the technology and financial services industry. Prior to working with Yirendai and CreditEase,
Ms. Fang served as director of marketing products for Nelnet. Nin Tang has served as the Executive
Chairman of the Board of Yirendai since 2012. Mr. Tang is also the founder of parent company
CreditEase. Yiting Pan has been recently appointed as Chief Risk Officer.
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KMG Chemicals, Inc. (KMG)
February 23, 2018
Elizabeth Wolfe

Domestic Materials

KMG Chemicals, Inc. (NYSE:KMG) is a leading chemical manufacturer and distributor operating in two
segments: Electronic Chemicals (83% of revenues) and Performance Materials (17%). KMG focuses on
niche segments of these larger markets and has established a dominate position among their competitors.
Their electronic segment works primarily with the semiconductor industry to clean and engrave the
devices during the production process. KMG’s second segment, performance materials, is focused on
industrial wood preservation and the pipeline and energy market. They operate internationally with
facilities in North America, Europe and Asia. KMG Chemicals, Inc. was founded in 1992 and is
headquartered in Fort Worth, TX.
Price ($):

59.77

Beta:

Price Target ($):

73.34

M -Term Rev. Gr Rate Est:

52WK H-L ($):
M arket Cap (mil):
Insider Holdings

68.13 - 36.41 M -Term EPS Gr Rate Est:
931 Debt/Equity:
12.62% Debt/EBITDA (ttm):

Avg. Daily Vol (mil):

0.1

WACC

Yield (%):
ESG Rating

0.2
B

ROA (%):
ROE (%):
ROIC (%):

1.33
47.3%

FY: Dec

07/31/2016 07/31/2017 07/31/2018 07/31/2019

Revenue (M il)

297.98

333.44

450.15

495.16

99.4
4.95

% Growth
Oper Inc

-7.03
29.53
18.63

11.90
38.85
31.57

35.00
61.78
59.02

10.00
99.73
61.43

7.39%

Op M argin

9.9

11.7

13.70

13.70

$2.24
17.5
8.0

$2.59
26.4
20.2

$4.55
20.10
11.00

$5.01
17.30
9.60

4.60
9.44
5.34

% Growth
EPS*
P/E (Cal)
EV/EBITDA

Source: FactSet

Recommendation
According to the World Semiconductor Trade Statistics, the semiconductor market is expected to grow
more than 3% in 2018 and KMG has positioned themselves to be successful. The firm holds a strong
position in several markets and have established long-term partnerships with well-established companies,
such as Intel Corporation. KMG has taken the lead by specializing in niche markets, within the electronic
chemicals and performance materials segments, that has been untapped by many of their competitors.
KMG first entered the semiconductor industry in 2008; however, following the acquisition of OM
Group’s Ultra-Pure chemical business in June 2013, KMG’s position as a leading global supplier was
solidified as they entered the Asian market for the first time. Their Electronic Chemicals segment’s sales
increased 5.8% in 2017 and KMG expects to continue the strong growth as they move to expand further
into various emerging markets. KMG’s other segment, Performance Materials, has also shown growth
due to recent acquisitions. In May 2015, KMG acquired Val-Tex, a manufacturer of industrial valve
lubricants and sealants. This acquisition offered the company a new growth opportunity as they entered
the pipeline industry. In 2017, KMG completed two more acquisitions, Sealweld and Flowchem LLC,
and increased sales by 45%, a new record. Acquiring Sealweld strengthened KMG’s position as a global
lubricant supplier and positioned them to be one of the leading lubricant suppliers in the US. The
acquisition of Flowchem led KMG to become a leading global provider of drag reducing agents (DRAs)
in the pipeline industry. Currently only 30% of global pipelines used DRAs and KMG hopes to close this
gap with their products. These two acquisitions are on track to improve KMG’s revenue growth by almost
25% in 2018. Following a number of strategic acquisitions and record year of growth in store it is
recommended that KMG Chemicals, Inc. be added to the AIM Equity Fund with a target price of $82.02,
representing a 37.23% upside. The firm pays a modest dividend.
Investment Thesis
 Successful Acquisition Grows Performance Materials Segment. On June 15, 2107, KMG
completed the acquisition of Flowchem Holdings LLC, a provider of services and equipment for
crude oil and pipeline operations. This acquisition will enable KMG to expand and strengthen
their pipeline business as well as brining diversification and a new revenue stream to the
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company. KMG’s recent acquisitions proved successful when comparing Q1 2017 to Q1 2018.
The company has experienced enormous growth, a 45% increase in sales and 131% growth in
operating income. With this, as well as previous acquisitions, KMG hopes to become a holistic
provider for their customers, expanding and strengthening capabilities and product offerings in
the pipeline market. Since their inception, KMG has completed more than 15 acquisitions.


A Booming Semiconductor Market. KMG is looking to expand further into the untapped Asia
market with their Electronic Chemicals segment. The World Semiconductor Trade Statistics
(WSTS) estimates the semiconductor industry will increase $50 billion from 2018- 2020.
Emerging economies like China and India, have a growing demand for semiconductors. The
expected CAGR from 2015-2020 in emerging markets is 3.3%. In countries like these the
smartphone and automobile industries are just taking off. KMG sees this as an opportunity to
expand their company and increase their growth opportunities, they plan to spend nearly $30
million in 2018 expanding their presence in Asia.



Geographical Presence. KMG is currently located in 8 countries with 19 different facilities. This
broad geography allows them to tap into major markets, and gain market share, many of their
competitors are not able to. In FY2017, their international sales grew 13% and this is expected to
increase as they continue to maintain and expand their global presence.

Valuation
In order to reach an intrinsic value for KMG, a five year DCF model was constructed. Using a terminal
growth rate of 2.50% and a WACC of 7.39%, an intrinsic value of $88.60 was reached. A sensitivity
analysis on the terminal growth rate and WACC ranged from $74.91-$123.51. Additionally, a P/E
multiple valuation was calculated. A peer average P/E multiple of 19.40x was used, resulting in a
valuation of $64.41. Finally, a P/EBITDA multiple valuation was conducted using a blended average
P/EBITDA multiple of 10.26x, resulting in an intrinsic value of $79.90. By weighing the three models
60/20/20, a price target of $82.02 was reached, resulting in a 37.23% potential upside.
Risks
 Harsh Environmental Regulations. KMG could be impacted by environmental regulators like
REACH (Registration Evaluation and Authorization of Chemicals), OSHA, and the EPA.
Chemicals regulations could slow down or impede the launch of new products. Environmental
regulations are expected to only become tougher and more stringent in the future.
 Dependent on a Few Key Players. KMG depends on a select few customers in North America,
Europe, and Asia to make up much of their yearly business. Intel Corp., for example, accounted
for 23% of KMG’s revenue in FY2017. KMG also depends on a select few suppliers for their
chemicals like various acids and liquid nitrogen. The loss of a key customers and suppliers could
have detrimental impacts on this company.
Management
Christopher Fraser has been the President and CEO of KMG Chemicals, Inc. for over ten years. Prior to
his role at KMG, Fraser was employed with Chemical Lime Co. as President and CEO. On February 12,
2018 KMG announced their current CFO, Marcelino Rodriguez would be stepping down and Monte
Green would be assuming the interim role.
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Peer Fundamentals
Name

Ticker

Revenues

ROE

ROA

KMG Chemicals, Inc.
Innospec Inc.
Quaker Chemical Corporation
Honeywell International Inc.
AMETEK, Inc.
DowDuPont
Peer Averages

KMG
IOSP
KWR
HON
AME
DWDP

931
1,605
1,955
116,064
17,500
167,590
60,943

15
9
15
9
19
2
11

5
5
7
3
9
1
5.0

Name

Ticker

KMG Chemicals, Inc.
KMG
IOSP
Innospec Inc.
Quaker Chemical Corporatio KWR
Honeywell International Inc. HON
AME
AMETEK, Inc.
DWDP
DowDuPont Inc.

Peer Valuation
Market Cap
P/S
(mil)
931
2.10
1,605
1.23
1,955
2.43
116,064
2.94
17,500
4.08
167,590
1.83
34,281
3
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P/E
31.70
26.15
41.36
72.12
25.76
78.70
48.8

Est 5 yr
NI
growth
303
35
28
7
17
-2
104
15
54
4
34
19
47
8.7
Source: Bloomberg

Debt/Equity

EV/EBITDA

P/B

20.20
2.62
9.91
2.02
16.30
4.44
13.70
6.71
12.70
4.65
13.12
1.66
13.15
3.9
Source: Bloomberg
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Eagle Pharmaceuticals (EGRX)
February 23, 2018
Jack Senft

Domestic Healthcare

Eagle Pharmaceuticals, Inc (NASDAQ:EGRX) is a special pharmaceutical company that concentrates on
developing and commercializing injectable products in the areas of critical care, oncology and orphan
drugs. Eagle offers a cancer treating drug, Bendeka (bendamustine hydrochloride) that activates through
injection and is indicated for chronic lymphocytic leukemia (CLL) and indolent B-cell non-Hodgkin
Lymphoma. Included in their injectable products, Ryanodex is one of their major pipeline products. This
skeletal muscle relaxant drug is specifically for the treatment and prevention of malignant hyperthermia
and exertional heat stroke (EHS). In pre-clinical trials, Pemfexy, a liquid version of pemetrexed of
Alimta from Eli Lily & Co, is used for metastatic non-squamous non-small cell lung cancer and
mesothelioma. Eagle Pharmaceuticals was founded in 2007 and is headquartered in Woodcliff Lake,
New Jersey.

Recommendation
Eagle Pharmaceuticals is positioned to drive near-term launches by improving existing drugs, and through
new product development. EGRX has potential for the expansion of its commercial platform, adding
other hospital-based products, along with becoming more diversified with additional products set to
launch. One of their largest products, Ryanodex, a skeletal muscle relaxant drug for malignant
hyperthermia, is seen with possible relabeling for exertional heat stroke, MDMA and Methamphetamine
intoxication and for nerve agent. For MDMA (ecstasy) and methamphetamine intoxication, extensive
research shows that emergency room visits involving MDMA among patients 21 years and younger, grew
over 128% between 2005-2011. With the latest patent coming through on February 7, 2018, Phase 2
clinical trials have commenced, and the next wave of patient recruiting is expected to come at the end of
March 2018. Another drug, Faslodex, a form of fulvestrant, currently marketed by AstraZeneca, has
recently come under FDA scrutiny, with a request to revise the label. This scrutiny did not slow their
growth as they have seen a 15% growth, or $891 million sales worldwide. Another one of their lead
drugs, Bendeka, currently licensed to Teva Pharmaceuticals, holds a 97% market share. Similar to Teva,
Eagle secured Japanese licensing rights for Bendeka to SymBio Pharmaceuticals, branded as Treakisym.
SymBio has estimated that sales will grow from $52 million in 2017, to over $90 million in 2018. This
licensing effort is presenting Eagle with new market opportunities. Eagle’s liquid form of Pemetrexed,
Pemfexy is in pre-clinical trials, even with the current allegations against Eagle. The FDA granted
tentative approval for this ready-to-dilute formulation, and Eagle is the first company to receive this
approval. The current market potential is estimated to be $1 billion and the firm is looking to bring this to
market as soon as possible. With these in mind, it is recommended that Eagle Pharmaceuticals be added
to the AIM Equity Fund with a price target of $86.16, which represents a 33.75% upside. The firm does
not pay a dividend.
Investment Thesis
 Label expansion for Ryanodex. Ryanodex is currently indicated only for malignant
hyperthermia. Expansion opportunities exist in the areas of exertional heat stroke, MDMA and
methamphetamine intoxication, and nerve agents. Through a meeting already with the FDA,
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there was positive feedback with a pre-IND (investigational new drug) meeting. Only one
controlled clinical trial may be sufficient for filing the NDA. This means that faster approval
than normal is possible. Phase 2 clinical trials are already underway, and they are expected to end
after March 2018. In addition, the FDA even suggested broadening the indication to evaluate
“organ damage and/or severe dysfunction.” Eagle holds 7 patents for Ryanodex, showing
potential long-term growth before severe competition arises.
A Fulvestrant Formulation Revival. Faslodex came under scrutiny from the FDA for potential
association with peripheral nerve adverse reactions, which could damage the sciatic nerve. This
painful, 1 to 2-minute procedure has been shortened to just seconds. Being one of its top revenue
producers, the FDA risk is not high. This is because of the updated formula of one low viscosity
5 mL dose, with a 25% (23-gauge) thinner needle, instead of the two high viscosity doses. With a
potential warning on insert elimination, the FDA has tentatively agreed to not including Injection
Site Reaction Warnings in Eagle’s label, provided that the clinical data demonstrates a significant
safety improvement, which will complete in April of 2018. This label has been also been
expanded in the U.S. to first line breast cancer, which occurred in August of 2017. This timing is
on track, and Eagle is looking to file a 505(b)(2), so infringement is not possible.
Pemfexy Receives First Tentative Approval. In the pipeline for EGRX, Pemetrexed (Pemfexy)
is a liquid version of Alimta, offered by Eli Lilly & Co. In October 2017, the FDA granted
tentative approval, even though Lilly sued Eagle in August 2017. Eagle is making an argument
saying that they are not infringing upon Lilly’s patents. With 4 others also being sued, Eagle has a
differentiated product, rather than the generic powder form. This positioning distinction still
shows potential for Pemfexy, which analysts expect will come to market in early 2020.

Valuation
To reach an intrinsic value for EGRX, a five-year DCF model was conducted. Through the use of a of
WACC of 8.75% and a terminal growth rate of 2%, an intrinsic value of $86.88 was reached. A
sensitivity analysis on the terminal growth rate and WACC ranged from $98.85 - $81.01. A Price-to-Sales
multiple was conducted using a peer average of 4.15X, resulting in a valuation of $75.30. Finally, a peer
average EV/EBITDA multiple of 13.32X was used to reach a price target of $100.95. By weighing the
three valuations 60/20/20, a price target of $86.16 was reached, resulting in a 33.75% upside.
Risks
 Regulatory Approval Uncertainties. The regulatory approval process for the FDA, even for
foreign regulators can be lengthy, unpredictable, and time consuming. A guarantee of receiving
regulatory approval is unethical and if Eagle is unable to obtain approval for their product
candidates, the business could be materially impacted.
 Supplier Commercialization Performance. Risks are associated with marketing capabilities, or
even if their partners do not perform up to standards. With limited experience in marketing, and
establishing commercial organization, there are significant risks in building and managing a sales
organization to carry out advertising of approved products.
 Patent Litigation. On August 14, 2017, Eli Lilly & Co sued Eagle for patent infringement, with a
trial set to begin on September 9, 2019. Lilly has litigations against four other companies who
hold a similar approach.
Management
EGRX was founded by their CEO in 2007, Mr. Scott Tarriff, who previously held positions a Par
Pharmaceutical Companies, Inc and Bristol-Myers Squibb. Mr. David Pernock is the President and COO,
being associated with Eagle since 2015. Mr. Pernock has also been with GlaxoSmithKline and Reliant
Pharmaceuticals. Mr. Pete Meyers is the CFO, with over 2 decades of experience in the health care
industry at Motif BioSciences and TetraLogic. Dr. Adrian Hepner is the CMO who has over 25 years of
experience in the US and international clinical research and drug development.
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Vestas Wind Systems ADR (VWDRY)
February 23, 2018
Derek Grifka

International Utilities

Vestas Wind Systems ADR (US-OTC: VWDRY) is a Danish renewable energy company. The firm has an
established history as it was founded in 1898 as a blacksmith shop in Denmark. Towards the late 1970s,
Vestas began the production of wind turbines. Today, it specializes in the manufacturing, developing,
sale, and maintenance of wind power plants. It maintains the largest wind turbine fleet in the world with
about 16% of the total installed fleet worldwide. Its two segments are Power Solutions (85% of revenue)
and Service (15%). Its revenue distribution is as follows: United States (29.9% of revenue), Germany
(17.0%), Denmark (3.8%), Brazil (3.6%), and many other countries, including the UK, China, and
France. The company is headquartered in Aarhus, Denmark.
Price ($): (2/23/2018)
24.39
Price Target ($):
31.48
52WK H-L ($):
19.12-32.94
M arket Cap (mil):
15,770
Float (mil):
Short Interest (%):
0.00%
Avg. Daily Vol:
123,632
Dividend TTM ($):
0.46
Yield (%):
2.00%

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

0.40
FY: Dec
9.11% Revenue (M il)
2.0% % Growth
-0.5% Gross M argin w/o Dep
16.0% Operating M argin
0.33x EPS (Cal)
8.6% FCF/Share
28.4% P/E (Cal)
48.8% EV/EBITDA

2017
11,241
-5.06%
19.7%
12.4%
$1.38
$2.78
14.5
5.62

2018E
11,634
3.50%
19.0%
11.5%
$1.34
$2.68
18.1
6.82

2019E
11,879
2.11%
18.7%
11.2%
$1.32
$2.53
18.4
6.81

2020E
12,101
1.87%
18.6%
11.0%
$1.33
$2.49
18.3
6.73

Recommendation
Wind energy is emerging as a major player in the energy sector with Vestas leading the charge. The
International Energy Agency estimates that demand for electricity will grow by about 60% towards 2040,
which provides a potential gold mine for the company. Vestas is based in Denmark, which leads the
world in wind power capacity per capita. The Danish government has even adopted a plan to increase
wind energy production to 84% of the country’s total electricity production by 2035. This should have a
ripple effect as the EU has stated its goal that 27% of energy should come from renewable energy, an
increase from its current of about 17%. Although this will most likely attract more competitors, the
barriers to entry are quite high and Vestas’ size and established position should allow it to thrive. For
example, its most formidable competitor, Nordex, has a market cap of just $1.2 billion and could struggle
with the increased competition. Additionally, Vestas has an impressive market share with strong pricing
power as seen with its gross margin of 17.5%, compared to the peer average of 14.2%. Its wind turbines
employ smart technology as they are monitored to take note of global wind and weather conditions, while
alerting inspectors of any malfunctions, keeping wind turbine downtime to a minimum. In fact, the
company has the industry’s largest wind data library. Despite increasing competition, Vestas has seen
their order intake increase by 6.5% in 2017 and an LTM book to bill of 1.32x. Order backlog has reached
an all-time high of 21 billion euros. In addition to installing new wind turbines, the service market is
booming. The designed lifespan of a wind turbine is 20 years and many turbines are now up for
maintenance, which Vestas services. Although service accounts for only 15% of total revenue at over $1.7
billion, it grew 16% YoY with service order backlog reaching 12.1 billion euros. In October 2017, Vestas
announced its partnership with Windlab in the production of the world’s first utility-scale, on-grid hybrid
project in Australia that integrates wind, solar, and battery energy storage. This could revolutionize the
advancement of renewable energy with Vestas at the helm. With these numbers and ideas in mind, an
intrinsic value of $32.00 was reached, representing a 34.9% upside.
Investment Thesis
 Wind Energy Tailwinds. Despite that fracking and other methods of obtaining oil and natural
gas have become more prevalent, nonrenewable energy sources are losing their popularity. The
US, Vestas’ largest customer, is expected to have 10% of its electricity provided by wind by 2020
and 20% by 2030, according to the US Department of Energy. Since the beginning of 2017,
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Vestas surpassed GE as the US’ largest wind turbine customer. In 2016, Vestas supplied 43% of
wind energy connected to the US power grid, up from 33% in 2015. Europe is another market
that is growing tremendously. WindEurope projects that wind will be able to provide 30% of the
total amount of energy in Europe by 2030 from 11.6% in 2017.
Strong Cash Position. In addition to its supportive external environment, the company posts an
impressive balance sheet. With the wind energy sector becoming more and more competitive, the
company is prepared to grow and acquire if necessary. The company has become a cash cow
throughout the years with almost $4.4 billion in cash currently. This dwarfs the company’s $600
million in LTD and lack of any ST Debt. Additionally, the company is actually turning a profit
and has a respectable ROE near 30%.
Research and Development. From 2016 to 2017, the company spent 3.5% more on R&D in
2017 to 235 million euros, which represents about 12% of gross profit. With higher quality
turbines, the company can increase its gross margin that currently sits at 17.5% compared to its
competitors’ average of 14.2%. Its only competitor investing in R&D is Siemens, but Vestas is
investing over 2 times as much capital.
Attractive Price. The current P/E ratio sits at 13.6x, which is lower than all of its peers used in
this write-up. This is an important number because one of its strongest competitors, Nordex, posts
a P/E of 201.9x. Nordex and Vestas are the only competitors that are seeing positive FCF. Vestas
has had positive cash flow for the past 5 years and in 2017 saw over $1.5 billion in FCF.

Valuation
To reach a valuation for Vestas, a five-year DCF model was constructed. Using a terminal growth rate of
2.0%, WACC of 9.11%, an intrinsic value of $32.17 was reached. A sensitivity analysis on the terminal
growth rate and WACC ranged from $27.40 – 38.60. Additionally, an EV/EBITDA valuation was used
with an estimated 2018 EV of 14,036 and a LTM EBITDA of 1,834 and a comparables average
EV/EBITDA of 7.65x, which resulted in a valuation of $29.38. By weighting the DCF 75% and the
EV/EBITDA 25%, a price target of $32.00 was reached, which yields a 29.0% upside. Vestas paid a
dividend of $0.46 in 2017, which yields 2.0%.
Risks
 Rise of Auction-Based Markets. With rising competition, some governments have decided to
use auction-based markets to purchase wind turbines. This is a move from feed-in tariffs, which
were long-term agreements with guaranteed pricing. Auction-based markets set a target level of
investment in renewable energy capacity and then allocate these contracts to the lowest bidders.
They were created to bring government subsidies down. Therefore, Vestas could be losing some
of its profitability with these measures.
 Other Forms of Alternative Energy. Although wind power has been successful and is expected
to grow, other forms of alternative energy, such as solar, geothermal, and tidal, are all also
gaining ground. However, wind is to be the cheapest form of electricity by the 2020s, meaning it
could have the greatest demand over other forms of renewable energy in the future.
 Cyber-Attacks. With Vestas’ wind data library, this is susceptible to cyber-attacks. As a result,
hackers can stop wind turbines, suddenly utilize their brakes to damage them, and mask the
sabotage from being detected by relaying false feedback to their operators.
Management
Anders Runevad took the reigns as CEO in 2013. Before Runevad, the company was losing money. Its
share price fell about 85% from 2009 to 2013 because of the financial crisis and poor projections.
Runevad has done a spectacular job bringing the company back to its feet with two consecutive years of
net income above $1 billion. Before Vestas, he was the Head of Western and Central Europe at Ericsson
from 2010 to 2013. He began with Ericsson in 1984 as an engineer and then progressed throughout its
R&D department.
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Name

Ticker

Vestas Wind Systems ADR VWDRY
Nordex
NDX1
Siem Gam Ren En
SGRE
Pattern Energy Group
PEGI
Peer Averages

Revenue

ROA

11,241
3,718
7,258
381
3,786

8.6%
2.1%
2.7%
-0.8%
1.3%

Market Cap
(mil)
15,770
Vestas Wind Systems ADRVWDRY
Nordex
NDX1
1,139
Siem Gam Ren En
SGRE
10,499
Pattern Energy Group
PEGI
1,888
Peer Averages
4,509
Name

Ticker

Dividend Debt/Equity

ROE
28.4%
6.3%
-3.3%
7.1%
3.4%

2.0%
0.0%
0.4%
8.3%
2.7%

16.0%
70.0%
18.8%
234.3%
107.70%

Gross
Margin
17.5%
12.6%
16.6%
13.5%
14.2%

P/E (x)
13.6
16.0
15.5
13.4
14.9

ROIC
48.8%
3.8%
-1.2%
6.4%
3.0%

EV/EBITDA
(x)
6.02
3.60
10.24
24.97
12.94

Source: FactSet
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Sensient Technologies Corporation (SXT)
February 23, 2018
Holly Kuffel

Domestic Materials

Sensient Technologies Corporation (NYSE:SXT) is primarily engaged in the manufacture and marketing
of colors, flavors and fragrances to customers who represent some of the world’s best-known brands. It
operates through three main segments: Flavors and Fragrances Group (56% of total revenue), Color
Group (35%) and Asia Pacific Group (9%). The Flavors and Fragrances Group develops products that
impart desired tastes, textures, aromas and other characteristics for the food and beverage,
pharmaceutical, personal care and household product industries. The Color Group produces natural and
synthetic colors used in food and beverages, cosmetics, industrial applications and digital imaging. The
Asia Pacific Group focuses on marketing the company’s diverse product lines in the Pacific Rim. The
company was founded in 1882 and is headquartered in Milwaukee, Wisconsin.
Price ($):
$72.30
Price Target ($):
$90.61
52WK H-L ($):
$85.0 - $65.6
Market Cap (mil):
3,152
Insider Holdings
0.92%
Avg. Daily Vol (mil):
0.3
Dividend Yield:
1.80%
ESG Rating
BB

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

0.97
5.9%
4.5%
72.19
3.31
8.23%
7.49%
15.02%
9.41%

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

2016
1,383
0.5%
34.5%
15.3%
$2.82
33.40
27.87
15.60

2017
1,362
-1.5%
35.1%
15.8%
$2.03
31.80
36.03
21.01

2018E
1,417
2.4%
36.0%
17.4%
$3.78
26.12
19.15
12.86

2019E
1,485
4.8%
36.0%
17.4%
$3.96
25.35
18.27
12.37

Recommendation
In February 2014, Sensient initiated a restructuring plan to eliminate underperforming operations,
consolidate manufacturing facilities and improve efficiencies. This plan resulted in eight Flavors &
Fragrance facilities being consolidated, four located in the U.S. and four in Europe. Furthermore, a Color
Group business was discontinued in Germany due to underperformance over the past five years.
Management indicated that restructuring has been a significant drain on resources and operations across
the entire company and has been responsible for the minimal growth in revenue and earnings since 2014.
SXT completed its restructuring plan in September 2017 and incurred total restructuring costs of $186
million that resulted in total net savings of $22 million. Despite weaker than normal growth since the
inception of the restructuring plan, management has great confidence moving forward in the performance
of their operations and efficiency post-completion. With the restructuring process is reaching its
conclusion, management noted their availability of resources to focus on further developing their Flavor
and Color businesses via acquisitions. In addition to the completion of the restructuring plan, the growing
consumer demand for healthier food and beverages has opened doors for R&D. For instance, Sensient is
pursuing alternative options to artificial flavors and colors. According to Sensient management, 88% of
consumers would be more likely to buy confection brands that have removed artificial colors and
ingredients. Recognizing this, Sensient has expanded their natural colors and flavors businesses and
announced the acquisition of GlobeNatural in February 2018. This acquisition will also expand their
current natural ingredients line, which currently ranks the company as one of the largest producers of
dehydrated onion and garlic products in the U.S. Due to a vertically integrated strategy, disciplined
management, strengthened profitability and earnings, and a strong competitive advantage, it is
recommended that Sensient Technologies Corporation be added to the AIM Equity Fund with a target
price of $90.61, representing a 25.32% upside. SXT pays a regular quarterly dividend, yielding 1.80%.
Investment Thesis
 Sniffing Out Opportunities. Since the completion of the restructuring process in September
2017, management has been actively pursuing potential acquisition targets to add capabilities to
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both Flavors & Fragrances and Color Groups and anticipate adding several acquisitions to their
operations in 2018. In February 2018, SXT has already announced the acquisition of
GlobeNatural, a leading producer of natural colors and ingredient based in Lima, Peru. Eighty
percent of food products launched globally use natural colors and management anticipates this
market will continue to grow and expects to add more acquisitions throughout the course of 2018.
Flavor-able Financials. Sensient continually holds a strong financial position and posted FY16
gross and EBITDA margins of approximately 35% and 16%, respectively. These margins are
anticipated to improve with the company’s improved efficiency and higher profitability through
acquisitions and expansions. Strong FCF generation has and will continue to drive acquisitions,
dividend payments, capital expenditures and share repurchases.
Savoring a Competitive Advantage. Because of its highly differentiated products, the Company
competes with only a few companies across multiple product lines. SXT has no direct competitor
that offers a complete line of products, nor does SXT purchase from a single supplier in all
product categories. Competitors face challenges of developing and expanding product lines that
exceed the quality of SXT‘s natural color and flavor systems, in addition to attracting and
retaining larger customers. To maintain this advantage, SXT has strategically consolidated
facilities and made capital investments and improvements to manufacturing technologies and
facilities worth $58.0 million throughout the nine months ended September 30, 2017.

Valuation
In order to reach an intrinsic value for SXT, a five-year DCF model was constructed. Using a terminal
growth rate of 2.00% and a WACC of 8.23%, an intrinsic value of $88.40 was reached. A ± 0.25%
sensitivity analysis on the terminal growth rate (1.5-2.5%) and discount rate (7.6-8.6%) ranged from
$77.9-$109.6. An EV/EBITDA relative valuation was conducted utilizing a comparables average
EV/EBITDA multiple of 16.6x and a FY18 EBITDA of $295.8M, yielding a value of $113.14. A P/E
relative valuation was conducted utilizing a comparables average P/E multiple of 20.8x and a FY18 EPS
of $3.78, yielding a value of $78.37. By weighting the DCF and relative valuation models 70/15/15, a
price target of $90.61 was reached, yielding a 25.32% upside. SXT pays a regular quarterly dividend,
yielding 1.80% annually.
Risks
 Too Much Consolidation. Management indicated that the recent restructurings may not be as
effective as they anticipated and may fail to realize the expected cost savings. Theses cost savings
are expected to drive potential expansion and expenditures, and failure to recognize these
earnings could impede in future growth.
 Diminishing Pricing Power. Buyer consolidations have begun to produce large, sophisticated
customers with increasing buying power who are more capable of resisting price increases. If the
larger size or greater buying power of those consolidations result in additional negotiating
strength, the prices SXT is able to charge could be negatively affected and profitability could
decline.
 Fluctuations in Raw Material Prices. Principal raw materials utilized by SXT include essential
oils, aroma chemicals, color chemicals, and fruits and vegetables. Fluctuations in raw material
prices have offset historical revenue between 2014 and 2017. Increases in raw material prices
could continue to offset revenue and impede in financial performance going forward.
Management
Paul Manning has served as President and CEO of Sensient Technologies Corp. since February 2014 and
was elected Chairman of the Board of Directors in April 2016. Manning has a wide array of experience at
SXT and previously served as COO and President of the Color Group. Prior to Paul Manning, Kenneth
Manning served as CEO since 1996.

Marquette University AIM Class 2018 and 2019 Equity Reports

Spring 2018

Page 15

Source: FactSet
Peer Fundamentals
Name
Sensient Technologies Corp.
International Flavors & Fragrances
McCormick & Company, Inc.
Huntsman Corporation
Balchem Corporation
Peer Averages

Name
Sensient Technologies Corp.
International Flavors & Fragrances
McCormick & Company, Inc.
Huntsman Corporation
Balchem Corporation
Peer Averages

Ticker

Revenues

ROE

ROA

SXT
IFF
MKC
HUN
BCPC

1,364
3,307
4,834
8,550
576
5,564

12.2%
24.0%
22.8%
22.6%
11.6%
20.3%

6.2%
9.6%
6.4%
4.2%
6.7%
6.7%

P/S

P/FCF

2.3
3.4
2.9
1.0
4.2
2.9

25.0
41.3
21.9
11.3
28.3
25.7

Ticker
SXT
IFF
MKC
HUN
BCPC

Peer Valuation
Market Cap
(mil)
3,143
11,171
13,660
8,062
2,396
8,822
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Est. 5 yr
Equity NI Growth
71.3%
-14.2
95.2%
97.2
196.4%
17.1
136.1%
-17.7
40.2%
61.6
117.0%
39.6
Source: FactSet
EV/
EBITDA
18.9
14.8
22.2
17.2
21.0
20.3
12.6
10.7
27.2
18.3
20.8
16.6
Source: FactSet
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Natera, Inc. (NTRA)
February 23, 2018
Tim Donovan

Domestic Health Care

Natera, Inc. (NASDAQ: NTRA) is a diagnostics company that engages in the product development and
commercialization of bioinformatics technology used to change the management of genetic disease.
Through its proprietary algorithms NTRA aims to identify genetic risks in prenatal patients through the
use on non-invasive or minimally-invasive genetic screening. The firm’s product portfolio includes
Panorama Non-Invasive Prenatal Test (66% of Revenue), Horizon Carrier Screening, Spectrum Preimplantation Genetic Screening and Diagnosis, Anora Products of Conception, and Non-Invasive
Paternity Testing. The company was founded in 2003 and is located in San Carlos, CA.
Price ($):

$

Price Target ($):

$

52WK H-L ($):
Market Cap (mil):
Insider Holdings
Avg. Daily Vol (mil):
Yield (%):
ESG Rating

9.32 Beta:

1.50

FY: Mar

2016A

2017E

2018E

2019E

13.23 M-Term Rev. Gr Rate Est:

20.0%

Revenue (Mil)

217.10

223.61

268.34

322.00

14.76-7.35 M-Term EPS Gr Rate Est:

-57.5%

% Growth

14.0%

3.0%

20.0%

20.0%

46.02%

Oper Inc

-96.50

-103.83

-67.33

-23.85

495
37.29%
0.1

Debt/Equity:
Debt/EBITDA (ntm):

N/A

% Growth

-61.64%

-7.60%

35.16%

64.57%

Op Margin

-44.45%

-46.43%

-25.09%

-7.41%

-1.85

-2.07

-1.45

-0.62

-32.79x

-27.17x

-40.91x

-100.92x

-5.13x

-28.94x

-48.09x

-144.80x

WACC

11.83%

0.00%

Sales/Assets

103.04% EPS

BBB

Sales/Equity

203.85% P/E (FY)

ROIC (%):

-

EV/EBITDA

Recommendation
Natera, Inc. aims to be a leader in the development and commercialization of best-in-class genetic
screening products to identify genetic defects in prenatal patients. Their non-invasive/minimally-invasive
techniques allow customers to receive highly accurate information (99.99% accuracy) with little to no risk
of a miscarriage. Their flagship non-invasive prenatal test (NIPT) Panorama scans thousands of single
nucleotide polymorphisms (SNPs), which act as markers in the genome that can provide information
about susceptibility to environmental factors, receptiveness to drugs, and risks of disease development.
With this high level of accuracy, Panorama is currently the most accurate NIPT available, and
management estimates the addressable market for the test to be approximately $3.8 billion within the U.S.
Beyond genetic testing management believes that Panorama can eventually be used in oncology, which
would unlock a $12 billion U.S. market opportunity. Being in the early stages of the NIPT market, NTRA
is beginning to benefit from overcoming the inefficiencies of entering the market. Management believes
that they are past many of the hardships that emerging diagnostic companies face. With a direct sales
force they are positioned to experience margin expansion as the efficiencies and cost savings of in-house
sales begin to kick in by the end of 2018. Due to their high success rate in a growing and inefficient
market, NTRA is positioned to capture a large portion of a growing market. A strong and diverse product
pipeline along with the ability to benefit from increased business efficiencies will allow for increased
scale and profitability going forward. Because of these opportunities it is recommended that Natera be
added to the AIM Small Cap Fund at a target price of $13.23, representing a 41.92% upside.
Investment Thesis
 Growing Market in Need of Change. Management believes that the total addressable market for
NIPT is ~$3.8B within the U.S. Considering the other developed countries and China there are
another estimated 20MM births per year. As genetic testing becomes more accepted it is expected
that the global market will expand significantly. In the current environment most of the treatment
options result in high false positive rates. The success and accuracy of the Panorama tests
reported in Obstetrics & Gynecology show that NTRA has the ability to capture its competitors’
market share in this growing industry.
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Pipeline with Potential. NTRA is now developing a variation of its Panorama to be used in
oncology. Lung, ovarian, and breast cancer are driven in part by a combination of CNVs, SNVs,
and gene fusions, which allows NTRA to leverage their current technology for early detections in
these kinds of cancers. If NTRA is able to successfully screen for these cancers they will have an
opportunity to capture a portion of a $12B oncology screening industry within the U.S. Beyond
oncology, management is looking to expand into cord blood banking, which has an estimated
addressable market of $3.1B in 2016. Having the ability to currently screen for 35 of the 80
diseases that cord blood can treat, expansion in to this industry is considered to be a natural
choice by the management team.
Strong Reimbursement for High Risk. Several national payers such as UnitedHealth, AETNA,
Anthem, Humana, and CIGNA cover the NIPT payments for high-risk patients. Moving forward
there it is likely that coverage will be provided for average-risk patients due to further pressure by
the American College of Medical Genetics and Genomics (ACMG) as well as the Society for
Maternal-Fetal Medicine (SMFM) who state that NIPT is the most appropriate choice for firsttime screening for all patients. This would help provide easy access to approximately 80% of the
addressable market (~$3.0B) in the U.S.

Valuation
In order to reach an intrinsic value for NTRA, a five year DCF model was constructed. Using a terminal
growth rate of 2.50% and a WACC of 11.82%, an intrinsic value of $12.55 was reached. Additionally, a
P/Sales multiple valuation was calculated. Using a 2017 P/Sales of $2.40 and utilizing an average P/Sales
mutplie of 3.35x, resulted in an intrinsic value of $14.03. Finally, an EV/Sales multiple valuation was
conducted using an average EV/Sales multiple of 3.27x, resulting in an intrinsic value of $13.78. By
weighing the three models 50/25/25, a price target of $13.23 was reached, resulting in a 41.92% potential
upside. NTRA does not pay a dividend.
Risks
 Upcoming Competition. Despite great potential in the $12B oncology segment, NTRA will
encounter significant competition when moving into the oncology liquid biopsy space. On top of
new competition, their current position within the NIPT segment will be challenged by
competitors such as Sequenom, Premaitha, and several others. Moving forward NTRA will have
to continue spending money on research and development to maintain a competitive position.
 Dilution is Inevitable. NTRA has incurred significant losses since its inception in 2003. In 2014,
2015, and 2016 they have booked net losses of $5.6MM, $70.3MM, and $95.6MM respectively.
This has resulted in a $345.9MM deficit as of 2016. Moving forward the company will need to
issue equity to continue the company’s growth. NTRA’s current asset balance at the end of 2017
is estimated at $160MM, with an operating loss of $115MM. This would provide NTRA with
approximately 16 months of funding.
 Can Coverage Grow. While coverage among high-risk customers remains strong, long term
success will depend upon reimbursement for customers at an average risk level. Of the total
market for NTRA approximately 80% fall within the average risk level designation. If coverage
for this market segment is not adopted by the healthcare industry Natera’s long term growth
potential will be significantly threatened.
Management
Natera is led by Chairman, President, and Chief Executive Officer, Dr. Matthew Rabinowitz. As a
founder of the company he has had a tenure of 15 years following experience as the Chief Technology
Officer of Rosum Corp. Co-Founder, Johnathan Sheena, acts as Director and Chief Technology Officer
boasting a 15-year tenure after his time working as a Software Architect at Firefly Technologies, and a
Principal at Microsoft Corp. The founders are joined by Chief Financial Officer, Michael Prophy.
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Peer Fundamentals
Name

Ticker

Revenue

R&D Expense

EBITDA

Debt/Equity

NOI

Natera, Inc.
Genomic Health
Cryo-Cell
Agilent Technologies
Quest Diagnostics, Inc.
Illumina, Inc.
Peer Averages

NTRA
GHDX
CCEL
A
DGX
ILMN

206.5
336.0
24.8
4,472.0
7,634.0
2,752.0
3,043.8

48.5
63.2
339.00
541.0
314.4

-118.9
3.7
4.6
1054.0
1533.0
784.0
675.86

46.0%
0.3%
14.1%
29.3%
29.5%
62.3%
27.1%

-128.7
-4.4
0.2
684.0
671.0
725.0
351.2

Peer Valuation
Name

Ticker

Natera, Inc.
Genomic Health
Cryo-Cell
Agilent Technologies
Quest Diagnostics, Inc.
Illumina, Inc.
Peer Averages

NTRA
GHDX
CCEL
A
DGX
ILMN

Market Cap
(mil)

P/E (actual)

EV/EBITDA

EV/Sales

Price/Sales

473.8
1,025.8
65.9
22,562.9
17,773.3
32,959.4
14,877.5

29.73x
34.27x
21.77x
46.79x
32.00x

273.99x
14.44x
21.41x
11.59x
42.04x
72.69x

2.29x
3.05x
2.66x
5.05x
2.33x
11.98x
5.01x

2.40x
3.40x
2.81x
5.25x
1.92x
12.33x
5.14x
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