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Thank you for taking the time today and participating in the AIM ‘road show’ at Heartland Advisors Inc.
These student presentations are an important element of the applied learning experience in the AIM
program. The students conduct fundamental equity research and present their recommendations in
written and oral format – with the goal of adding their stock to the AIM Equity Fund. Your comments
and advice add considerably to their educational experience and is greatly appreciated. Today, each
student will spend about 5-7 minutes presenting their formal recommendation, which is then followed by
about 8-10 minutes of Q & A. Again, thank you for allowing us the opportunity to present at Heartland.
For more information about AIM please contact:
David S. Krause, PhD
Director, Applied Investment Management Program
Marquette University
College of Business Administration, Department of Finance
436 Straz Hall, PO Box 1881
Milwaukee, WI 53201-1881
mailto: AIM@marquette.edu
Website: MarquetteBuz/AIM AIM Blog: AIM Program Blog
Twitter: Marquette AIM
Facebook: Marquette AIM
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Mitcham Industries, Inc. (MIND)
February 24, 2012
Patrick Keeley

Domestic Energy

Mitcham Industries Inc. (NASDAQ:MIND) is a global firm that specializes in the leasing, manufacturing
and sale of seismic equipment to the oil and gas industry. The company leases and sells geophysical and
other equipment used primarily by seismic data acquisition contractors to perform seismic data
acquisition surveys on land, in transition zones (marsh and shallow water areas) and marine areas. The
company operates globally in two segments: Equipment Leasing and Equipment Production, which
account for 70% and 30% of revenue respectively. The company’s wholly owned subsidiary, Seamap, is
the source of the production segment revenue. Mitcham Industries and its subsidiaries operate globally
and recognize revenue from: Europe (24%), Asia/South Pacific (22%), North America (24%), Eurasia
(11%), South America (11%) and other (5%). The company was founded in 1987 and is headquartered in
Huntsville, Texas.
Price ($): 2/17/12
23.08
Price Target ($):
33
52 WK H-L ($): 24.86 - 9.52
Market Cap (mil):
288
Float (mil):
11.79
Short Interest (%):
3.74%
Avg Daily Vol (K):
177.2
Dividend ($):
N/A
Yield (%):
N/A

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

1.05
11.08%
15%
15%
4.38%
10.09%
13.57%

FY: Jan
2011 A 2012 E 2013 E
Revenue ($mil)
$
71 $ 106 $ 129
% Growth
29.3% 47.8% 21.8%
Gross Margin
35.69% 75.10% 76.60%
Operating Margin
9.70% 28.53% 35.80%
EPS (Cal)
0.48
1.74
2.29
FCF/Share
-1.13
0.59
1.85
P/E (Cal)
17.18
13.94
9.73
EV/EBITDA
5.3
4.7
3.5

Recommendation
Mitcham is the world’s largest independent lessor of seismic equipment. There is significant pressure
within the exploration and production industry to have successful drilling rates, which increases the
demand for seismic and geophysical data. Management forecasts that a 5% increase in utilization will
create $10 million of revenue with little incremental cost and MIND should be able to capitalize on
increased demand as their lease pool operates at roughly 33% capacity at any given time. The company’s
revenue has been growing at a CAGR of nearly 20% since 2003 and this is due in part to increasing
utilization rates. Leasing saves their customers from large capital expenditures and is becoming more
popular within the industry. Mitcham maintains a state-of-the-art lease pool from which its customers fill
their specific needs. In March 2010, the company acquired Absolute Equipment Solutions (AES) and by
Q3 2011 had fully integrated the company. AES has increased the type of equipment available as well as
expanded the markets in which MIND operates. Due to the flexibility of the lease pool and the nature of
the seismic data business, the company is able to capitalize on short term needs of its customers.
Consequently, a majority of MIND’s leases are two to six months in length and are primarily to help
seismic contractors with additional capacity to finish a job or extend the length of a project. Because of
increasing pressures for successful exploration in both oil and natural gas, Mitcham Industries is
positioned to capitalize on the demand for seismic data. Therefore, it is recommended that MIND be
added to the AIM Equity fund with a price target of $32, yielding over 30% upside. The company does
not pay a dividend and does not intend to do so in the foreseeable future.
Investment Thesis
 Extensive Lease Pool. The company is able to save its customers from significant capital
expenditures by offering seismic data by lease. This provides customers a cost effective
alternative to access seismic data. The leases are short term in length, many of which are two to
six months or a few days to two weeks in duration. Over the last six years, MIND has added

Marquette University AIM Class 2012 Equity Reports

Spring 2012

Page 2





$200 million of equipment to its lease pool. The company is expanding business into foreign
markets which can be operated out of current locations which will enhance revenues with only
minimal incremental costs. The company has been successful in their acquisitions, highlighted
by Seamap and AES. Due to the global coverage of MIND, they are able to deliver equipment
anywhere in the world in 24 hours. This is imperative to oil and gas exploration companies that
need to expand equipment demands for a project on short notice.
Seamap Expansion. Seamap, the company’s equipment production and selling segment, is a
leader in the marine seismic market. The new GunLink energy source controllers have become
the preferred choice in the industry and its BuoyLink RGPS systems are now the primary choice
for streamer and source tracking. While the company does not seek a backlog, demand for
Seamap products has created an $8.6 million backlog in 2011. The company expects this to be
fulfilled by early 2012.
Increasing demand for oil. As oil prices recover and global demand has risen, the demand for
geophysical and seismic data has increased at an even greater rate. Drilling companies are
looking for new sources of oil and are looking to maximize the potential of oil fields in which
they already operate. In order to keep costs low and improve drilling success rates, the
companies are turning to geophysical and seismic data more and while demand for natural gas is
low, MIND’s products are useful for similar reasons in gas shale plays across the U.S and Eastern
Europe.

Valuation
To find the intrinsic value of MIND stock, a 5-year DCF was calculated. Using a terminal growth rate of
2.5% and an 11.08% WACC yielded a price target of $36. Sensitivity analysis on both the WACC and
terminal growth rate provides a range of $31-$43. Also, P/E and EV/EBITDA multiples were used to
value the stock. Applying an 18.0x P/E multiple to 2012 EPS estimate of $1.74 provides a $31 price
target. Using an EV/EBITDA multiple of 5.0x to 2012 estimated EBITDA of $56 million yielded a
$27.50 price target. Weighing the DCF model 40%, P/E multiple 40%, and EV/EBITDA multiple 20%, a
final price target of $32 was determined, yielding an upside of over 30%.
Risks
 Foreign Currency Risk. Mitcham conducts a significant amount of business that is not
denominated in U.S Dollars. Thus, the company is subjected to taxation, expropriation, political
and civil turmoil, and foreign currency controls and fluctuation. However, management finds it
imprudent and cost ineffective to hedge against currency risk. The company has said that in the
past it faced material adjustments due to the foreign currencies in which many of its subsidiaries
operate.
 Potential Decrease in Demand for Oil. If demand for oil declines, oil exploration and
production will decline, creating less demand for the capital expenses associated in beginning
new oil seeking projects. Also, due to the high fixed costs associated with MIND declines in
revenues hurt the company’s margins because related costs do not decline accordingly. The
company faces idle equipment which leads to greater depreciation and impairment costs.
Management
Billy F. Mitcham, Jr. is CEO and President of the company. Mr. Mitcham has over 28 years in the
geophysical industry. He began his career in oilfield services with Halliburton Services. Mr. Mitcham has
served various management roles with Mitcham Associates and Mitcham Industries since 1979. The loss
of Mr. Mitcham could have a material adverse effect on operations. Robert Capps has served as CFO and
Executive VP since 2006.
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Ownership
% of Shares Held by All Insider and 5% Owners:

5%

% of Shares Held by Institutional & Mutual Fund Owners:

65%

Top 5 Shareholders
Holder

Shares

% Out

Pacific Global Investment Management Co.

759,359

6.11

Dimensional Fund Advisors LP

639,808

5.15

Wellington Management Company, LLP

465,070

3.74

Perritt Capital Management, Inc.

438,770

3.53

Vanguard Group, Inc. (THE)

395,689

3.18
Source: Yahoo! Finance
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GlaxoSmithKline plc ADR (GSK)
February 24, 2012
Bronson Wetsch

International Healthcare

GlaxoSmithKline plc (NYSE: GSK) is a global leader in pharmaceuticals and other consumer healthcare
products with a 7% global market share. GSK operates in three business segments: Pharmaceuticals
(68% of 2011 revenues), Consumer Healthcare (19%), and Vaccines (13%). GSK provides products for
asthma, heart & circulatory disease, cancer, infections, depression, skin conditions, and other healthrelated complications. Revenue topped $43.9 billion in 2011 (£27.4 billion), with diversified geographical
sales throughout the USA (32%), Europe (30%), Emerging Markets (19%), Japan (8%), Asia Pacific
(7%), and Other (4%). Although highly competitive in each segment, GSK excels in its vaccine division—
supplying 27% of all worldwide vaccines. GSK was formed in 2000 through the merger of Glaxo
Wellcome and SmithKline Beecham. Domiciled in London, United Kingdom, GSK employs nearly 97,000.
One GSK ADR represents two ordinary shares of GSK on the London Exchange (GSK.LN).
Price (02/16/12) ($):
Price Target ($):
52WK H-L ($):
Market Cap ($, B):
Float (B):
Short Interest:
Avg. Daily Vol (M):
Dividend:
Yield:

44.79

Beta:

55.79

WACC

0.75
8.64%

FY: Dec
Revenue ($, M)

2012E

2013E

$43,925

$45,604

0.09%

3.82%

4.09%

Gross Margin

73.40%

73.65%

73.90%

36.39-46.50

M-Term Rev. Gr Rate Est:

3.0%

% Growth

223.01

M-Term EPS Gr Rate Est:

4.0%

4.71

2011A

$47,467

Debt/Equity:

168.8%

Operating Margin

29.80%

30.05%

30.30%

0.25%

ROA:

12.63%

EPS (Cal)

$3.76

$3.99

$4.13

2.40

ROE:

62.19%

FCF/Share

4.1

4.2

4.5

P/E (Cal)

13.6

11.9

11.2

8.2

8.0

7.8

$2.65

Financial Leverage

4.92x

5.80%

EV/EBITDA

Recommendation
The outlook for pharmaceuticals in 2012 forecasts flat sales growth and a 2% decline in EPS; however,
GSK is well positioned to buck this trend and mitigate industry-wide patent losses to drive the top-line
and EPS at a 3% and 4% CAGR through 2016, respectively. GSK has not succumbed to any megamerger or large-scale divestiture over the past ten years, as seen in competitors Pfizer and Sanofi. GSK
looks to alleviate secular headwinds by expanding their consumer healthcare line and industry-leading
growth into emerging markets; extensive focus on these segments will protect GSK’s wide economic
moat going forward with long-term growth and stable cash flows. Increasing dividends, a share
repurchase extension, and management’s narrowed company focus will continue to drive shareholder
value. With nearly $9 billion in cash, GSK healthily levers itself 5.0x to produce a consistent ROE of
over 60%. Moreover, GSK’s unique product pipeline with significant barriers to entry reaps gross
(73.4%) and operating margins (29.8%) 400 bps and 600 bps above its peers, respectively. GSK provides
an attractive investment opportunity given its competitive advantage in moderating patent expirations
through robust late-stage clinical trial development, expansion into the consumer healthcare segment,
emerging market growth, and a vaccine division that has grown at a 14.2% CAGR since 2005. It is
recommended that GSK be added to the AIM International Equity Fund with a price target of $56—
providing a potential return of 30% with the nearly 6% dividend yield.
Investment Thesis
 Compelling Drug Pipeline. Advair (twice-daily formulation), which combats asthma and
chronic obstructive pulmonary disease (COPD), is GSK’s most salient drug with over $8.1 billion
in sales in FY2011—making it the third best-selling drug in the world. Although various
formulation patents expire throughout the next few years, Advair is protected on its delivery
device (“Diskus”) through 2017. Regardless, firms such as Teva Pharmaceuticals have stated that
the compound and device are too hard to replicate and that competition is not expected until 2014
at the earliest. GSK plans to file an Advair replacement, Relovair (once-daily), in mid-2012 on
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encouraging late-stage clinical results in totality. Other potential blockbusters include Benlysta
(lupus), a MAGE cancer vaccine, and dolutegravir (HIV). GSK has over 150 active clinical
Phase-III trials and over 110 active clinical Phase-II trials. These trials expect to yield ten
regulatory approvals in 2012, and six in 2013; 30 additional late-stage developments will
transpire over the next three years.

Patent Mitigation through Consumer Expansion. Underlying top-line growth in the
consumer healthcare segment grew 7% YoY in 2011, stripping the disposition of several
underperforming US over-the-counter (OTC) assets. Reputable multinational brands,
Sensodyne and Horlicks—stemmed from emerging market growth—grew 25% and 20%
YoY, respectively. Traditionally a lower margin business model, the consumer healthcare
segment will reduce risk in providing greater stability and predictability of cash flows. A
$4.4 billion cost-cutting ‘Operational Excellence (OE)’ program through 2014 will allow
GSK to transition into the consumer marketplace, while progressively expanding
operating margins.
Attractive Dividend & Continued Share Buybacks. GSK’s dividend payout ratio has
averaged 60% over the past ten years—significantly above the peer average of 40%. GSK
trades at a 10% P/E multiple premium to its peers given its superior product pipeline, and
still manages to have a dividend yield nearly 150 bps above its nearest competitors
(5.80% current dividend yield). The OE program will help raise free cash flow for
dividends and an extension of its $1.6 billion to $3.2 billion share buyback program in
2012.

Valuation
GSK was valued via a five-year DCF analysis in combination with EV/EBITDA and P/E multiple
approaches. Based on a calculated WACC of 8.64% and 2.00% terminal growth rate, the DCF analysis
yielded an intrinsic value of $62.00. Applying a 7.7x EV/EBITDA multiple to 2012 EBITDA—based on
a five-year median—yielded a value of $52.00. In addition, a 12.3x P/E multiple approach to 2012 EPS
derived a price target of $46.00. A sensitivity analysis was also performed by altering Debt-to-Value
(D/V) and terminal growth rates, which produced a range of values from $53.00 to $76.00. Weighting the
DCF (50%), EV/EBITDA (25%), and P/E valuation approaches (25%), a final price target of $56 was
obtained—representing in a potential upside of 30% including the nearly 6% dividend yield.
Risks





Regulatory Risk Surrounding Relovair. Patent expirations in the greater
pharmaceutical market could wipe out nearly $21 billion in sales during 2012, while only
$4 billion are expected to be added through new product launches. Advair’s patents first
lost exclusivity in 2010, with no immediate replications or competition. GSK recently
released Phase-III data on Advair’s successor, Relovair, which showed little difference in
efficacy from Advair, increasing the likelihood of diluted pricing power for the company,
even with its once-daily differentiator. If GSK fails to significantly differentiate Relovair
from its predecessor, regulatory approval will be significantly more difficult than
originally forecasted.
FX Fluctuations. Due to its diversified stream of revenue, GSK is highly subjective to
currency fluctuations given costs and incoming cash flows from different countries.
Elevated macro-economic concerns have increased the volatility of currencies and
changes in the value of assets and liabilities on the balance sheet. GSK, however, draws
cash back to the UK daily from its various accounts and uses hedging techniques to
reduce exposure to currency risk.
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Management
Andrew Witty has served as the Director and CEO of GSK since 2008 after serving several senior
positions with the firm since 1985. Sir Christopher Gent has been GSK’s fully-independent Chairman of
the Board since 2004. Of the 15 Board of Directors, 12 are independent and non-executive
representatives; this is above the peer group average of 69% independence. In addition, 87% of current
directors own some form of shares in the company, compared to the industry average of 46%. GSK’s
executives are well-seasoned at an average tenure of more than 12 years, compared to the peer company
average of 6.

Ownership (GSK.L)
% of Shares Held by All Insider and 5% Owners:

6%

% of Shares Held by Institutional & Mutual Fund Owners:

85%
Source: Bloomberg

Top 5 Shareholders (GSK.L)
Holder

Shares

% Out

BlackRock Inc

291,516,314

5.77

Legal & General Investment Management

201,803,219

4.00

Legal & General Group

194,024,944

3.84

Invesco LTD

180,543,173

3.57

BlackRock Investment Management

174,338,240

3.45
Source: Bloomberg
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Sberbank (SBRCY)
February 24, 2012
Int’l Financial Services

Leonard Hartanto

Sberbank (SBRCY) is a 170 year old bank that operates mainly in Russia. 98% of its net revenue comes
from Russia - and it is equally diversified across all regions of Russia. The remaining 2% of revenue is
obtained from holdings in Ukraine, Kazakhstan, and Belarus. In 2011 all of SBRCY’s revenue came from
traditional retail and commercial banking operations. SBRCY employs nearly 264,000 people and they
operate 17 regional head offices, 523 branches, and 18,727 sub-branches; making it 12 times bigger than
its closest Russian competitor. SBRCY own 46.4% of the retail deposits, 31.4% of retail loans, and 32%
of the retail loan market share in Russia. Sberbank currently has a rating of Baa1 by Moody’s. SBRCY is
headquartered in Moscow, Russia.
Price ($) (2/17/12):
13
Price Target:
$
15.42
52WK H-L:
15.55-7.50
Market Cap (bil):
70.16
Float (mil):
2,290
Short Interest (%):
6.28%
Avg. Vol (10 Day):
303,719
Dividend Annually: $
0.12
Yield (%):
0.94%

Beta:
Cost of Equity:
M-Term Rev Gr. Rate Est:
M-Term EPS Gr. Rate Est:
Financial Leverage:
ROA:
ROE:
Tier 1 Capital Ratio:
Credit Provisions/Loans:

1.325
15.31%
10%
10%
8.98
3.72%
31.40%
13.20%
9.01%

FY:Dec
2010 A
2011 E
NII
$ 16,527 $ 18,924
% Growth
-1.37%
14.50%
NIM
6.67%
6.50%
Net Profit $ 6,071 $ 10,730
EPS (cal)
$
0.28 $
0.50
P/E (cal)
6.40
7.76
P/B
1.79
1.91

2012 E
$ 21,954
16.01%
6.50%
$ 10,211
$
0.47
8.15
1.72

Recommendation
The Russian economy is poised for growth even with the current uncertainty in Europe. The Russian GDP
is estimated to grow at 3.5%, 3.7%, and 4% in 2012 through 2014. Sberbank has a diversified loan
portfolio - the largest industry exposure accounts for less than 20% of the total mix. The diversified loan
portfolio should help Sberbank if there is sudden shock to the Russian economy. Sberbank does not own
any debt that is located in the troubled PIIGS countries, which makes SBRCY more attractive than other
Eastern bloc banks. Sberbank was recently awarded as “Best User of IT in Wholesale/Transaction
Banking” by IPMA. This award exemplifies management’s commitment on improving its technology to
be more productive and efficient. Sberbank also has the confidence of western investors with their latest
$1.5B debt offering being heavily oversubscribed with the order book totaling more than $4.6B with 420
accounts across 2 tranches. This foreign investor confidence should provide liquidity to Sberbank if it is
needed. The other encouraging news is that the EU might not be headed into a double-dip recession,
which is important for Russia’s economy since 49.4% of their exports are with the EU. Sberbank is the
biggest bank in Russia and 17th in the world by market capitalization. It has the largest penetration in
Russia, putting it in a position to reap profit from Russia’s economic growth. Management has also
indicated the long-term goal for Sberbank is not only to be Russia’s largest bank, but to be one of the
world’s largest. Because of the reasons mentioned above, it is recommended that SBRCY to be added to
the AIM International portfolio with a target price of $15.42 providing a 14.62% upside. Sberbank pay
out dividend with a yield of 0.24%.
Investment Thesis
 Sberbank the Great. SBRCY’s long-term growth has been impressive and its net interest
income (NII) has been growing at a 5-year CAGR of nearly 26%. It is also estimated that NII is
going to grow by around 15% for 2011 and 2012. Its net revenue has been growing at a 5-CAGR
of 15.69% and net income has grown at a 22.58% CAGR over this time. Its total loans grew at a
5-year CAGR of 19.49%, outpacing the Russian GDP growth of 3.50%. SBRCY’s 5-year noninterest expenses grew CAGR of 20.21% in the last 5 years, which considering the growth of the
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bank and inflation is relatively low - and management has guided that this expense is going to
grow in the low teens in the future. Cost-to-income ratio is currently at 45.7%, up by 5.2% from
last year; but this is related to recent acquisitions. This impressive growth has set the standard for
SBRCY allowing it to become one of the world’s largest banks.
 Sberbank the Conqueror. Sberbank recently acquired Troika Dialog, Volksbank International
(VBI) ex-Romania, and Allianz Life OJSC. As a result of the Troika Dialog acquisition,
Sberbank has already created two new businesses: corporate investment banking and private
wealth management. This acquisition enables Sberbank to become a universal bank instead of
only a traditional commercial bank. SBRCY acquired VBI at a discount for $661M, over $100M
less than the price announced at the signing of the deal in September. VBI gave Sberbank an
additional 295 branches and 600,000 clients. VBI is one of the top 10 financial institutions (by
total assets) in Bosnia and Herzegovina, Croatia, the Czech Republic, and Slovakia. Its
acquisition of Allianz gave Sberbank insurance product that they can offer to their clients.
Management was looking to buy banks in Poland and Turkey, but they could not acquire any at a
good value - management said that in the future they will monitor acquisitions target especially
in Turkey.
Valuation
For the valuation of Sberbank, three different multiples were used and weighted equally. Using a PE
multiple of 9.55x gave a valuation of $18.98. A P/B multiple of 1.79x resulted in a valuation of $14.49. A
P/Tangible Book Value multiple of 1.59 was used and produced a valuation of $12.68. Weighted equally
resulted in a target valuation of $15.42. Using this basis, a scenario analysis was conducted. In a better
than expected scenario, the valuation come be as high as $16.96; while in a worse case scenario the
valuation drops to $13.88. The price target for SBRCY is $15.42 provides a potential upside of 14.62%.
Risks
 Inflationary Pressure. Russia’s inflation has been high as high as 14.09% in 2008 and as low as
6.88% recently. Inflationary pressure might pressure SBRCY’s operating expenses. It is estimated
that for 2012, 2013, and 2014 that the inflation is going to be 5.95%, 6.15%, and 5.70%, which
are considerably low and should help Sberbank control its expenses.
 Commodity Prices Slump. A lot of the Russian economy depends on its exports in natural
resources. If the global prices for commodities such as natural gas, oil, and wheat were to
experience a sudden drop in prices there would be a negative impact on the Russian company.
This would impact the loan quality of SBRCY and it does not matter how diverse is its loan
portfolio.
 The Empire Strikes Back. There is going to be a presidential election in Russia on March 4 of
this year. Vladimir Putin is predicted to win this election under the United Russia party. The
concern is that United Russia seats in the Duma in the 2011 election were reduced from 315 to
238. And there have been peaceful street protests against fraud and rigging of the votes. Putin is
going to win the election, but the concern is whether there are going to be more protests against
his “regime”. And whether these protest(s) is going to be bigger and more influential ala Tunisia.
Management
Herman Oskarovich Gref (48) is the current CEO. From 2000-2007 he was the Minister for Economic
Development and Trade of Russia. Since then he has been leading Sberbank. Currently he still serves as
one the economic advisor for Vladimir Putin. He also serves as the board of Lukoil, Gazprom, and
Unified Energy System. Sergey Mikhailovich Ignatiev (64) is the chairman of the board and he is also the
current Russian ministry of finance.
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Source: Bloomberg
Ownership
% of Shares Held by All Insider and 5% Owners:

N/A%

% of Shares Held by Institutional & Mutual Fund Owners:

N/A%
Source: Bloomberg

Top 5 Shareholders
Holder

Shares

% Out

13,017,000,000

60.30

Vanguard Group Inc.

314,340,962

1.46

Lazard Asset Management LLC

111,722,660

0.52

Blackrock Fund Advisors

102,462,446

0.47

Franklin Resource Incorporated

94,516,823

0.44

Central Bank of Russia

Source: Bloomberg
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Royal Dutch Shell PLC (RDS)
February 24, 2012
Jonathan Nolan

International Energy

Royal Dutch Shell PLC (NYSE: RDS.A) is among the world’s largest diversified energy providers. The
firm derives revenue through its integrated upstream (84.0% of net income), downstream (15.5%), and
corporate (0.48%) segments. RDS has a vast global presence, with current operations across 57
countries that are split primarily into four regions – Europe (37.3%), Asia, Oceania, and Africa (30.2%),
the United States (21.1%), and other Americas (11.4%). Although operating in conjunction since 1907,
the Royal Dutch Petroleum Company and Shell Transport & Trading Company officially became a single
entity in 2005. RDS is headquartered in The Hague, the Netherlands.

Recommendation
According to a 2011 study done by BP Group, world energy consumption is expected to expand 39% by
the year 2030. This 2.05% growth per annum represents both a challenge and an opportunity for the
world’s major energy companies to stake claim to the constantly shrinking supply of global resources. Of
all the major integrated providers, Royal Dutch Shell offers the most compelling case for growth moving
forward. Riding the tailwind of 23 successful drilling projects over the past two years, RDS has 60 more
projects in the pipeline for completion by 2015. Although shifts in production continue to favor natural
gas (2011 marked the first year in the company’s history natural gas production outweighed oil), the
firm’s market leading positions in liquefied natural gas and gas to liquid technology provide Royal Dutch
Shell with a meaningful advantage over its competitors. RDS further solidified its dominance through the
November 22, 2011 opening of its Pearl-GTL Plant in Ras Laffan, Qatar, which alone adds 320 kboe/d to
production levels. The firm has projected production gains of nearly 20% by 2017, serviced by budding
wells in the Gulf of Mexico, Qatar, and Western Australia, as well its U.S. shale plays. Despite capital
expenditures in excess of $30 billion on deck for 2012, the firm is still on pace to generate strong FCF
(2012E $1.79/share) and grow EPS at an estimated 5-year CAGR of 14.41% through 2016. It is
recommended that Royal Dutch Shell PLC be added to the AIM International Equity Portfolio with a
target price of $86.02, presenting a potential upside of 19.54%.
Investment Thesis
 Aggressive Worldwide Expansion. Since CEO Peter Voser took over at the helm in 2009,
Royal Dutch Shell has adapted an extremely aggressive plan to increase the firm’s previously
waning production numbers. Less than two years in, the strategy has already proven its worth.
RDS has brought on board 23 successful start-up projects over the past two years, with 60 more
projects on tap before 2015. Although production declined 3% YoY to 3.22 million boe/d,
ramped up output from the firm’s LNG projects in Qatar and Australia were brought on-stream
leading to a 9.16% 3Q/4Q spike. Management estimates that these projects alone will add
another 150 kboe/d to production during 2012, and has reaffirmed their mid-term production
targets of 4.00 million boe/d, net of 250 kboe/d in planned divestitures. Although plummeting
natural gas prices remain a concern across the industry, Royal Dutch Shell side steps a significant
portion of this price risk through its industry leading liquefied natural gas (LNG) and gas to liquid
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(GTL) positions. By converting its natural gas to liquid form, RDS garners much higher margins
as LNG pricing is linked to crude oil. With the recent success of the Pearl-GTL and Qatargas 4
projects in Qatar, the firm has hinted at the desire to set up a similar operation in North America
to further capitalize on its 3.6 million acres of land between the Eagle Ford and Marcellus Shales.
Refocusing Downstream Efforts. In addition to a strong growth platform, Royal Dutch Shell
has shown a firm commitment to refocusing its currently struggling downstream segment. As
low gasoline prices relative to crude oil continue to hold down refining margins, RDS posted a
4Q11 loss of $287 million from its downstream operations. Management has chosen to
counteract this underperformance by the continued divestiture of unprofitable assets. The firm
has already shed over $17 billion dollars worth of assets in its least profitable regions such as
Finland, Sweden, Greece, and New Zealand, with an additional $2 to $3 billion to be cut in 2012.
This capital has been partially redeployed into the company’s growing biofuels and chemicals
segments (12.8% YoY growth from 2009-2010).
Strong Dividend Underpinned by Growing Cash Flow. RDS paid out an industry high $10.5
billion of dividends in 2011, dispersed in quarterly increments of $0.84 per share. Management
recently announced an increase to $0.85/share for 1Q12, and strong cash flow would support
further increases in the near future. Royal Dutch Shell has seen operating cash flow increase at a
5-year CAGR of 8.57%, and guidance suggests an additional 50% growth by 2015 as new
projects continue to come on-stream.

Valuation
To value Royal Dutch Shell PLC a five-year DCF, P/E multiple, and dividend discount model were used
and weighted 65%, 25%, and 10% respectively. The DCF used a WACC of 9.16% and a terminal growth
rate of 3.00%, to establish an intrinsic value of $84.09. A weighted average historical and peer P/E
multiple of 17.10x was applied to estimated 2012 earnings to yield intrinsic value of $94.24. RDS
currently trades at 14.48x earnings, a sizeable discount to its 18.71x historical average. At its current
price of $71.96, Royal Dutch Shell is trading at a 19.54% discount to its final target price of $86.02. Both
scenario and sensitivity analyses were performed accounting for changes in revenue growth, WACC, and
terminal growth rates, pricing RDS in a range of $67.04-$108.54. As previously mentioned Royal Dutch
Shell pays a quarterly dividend of $0.84, yielding 4.67%.
Risks
 Falling Commodity Prices. Spot prices of Brent Crude Oil currently stand at $121/barrel and
are forecasted to remain above $100/barrel for the foreseeable future. However, any substantial
drop in this price would have a materially negative effect on Royal Dutch Shell’s earnings and
cash flow, and thus their ability to service their dividend. This will likely not distort the
company’s guidance as management has taken a conservative approach in their estimates,
assuming prices in the $80-$100 range.
 Safety Concerns. As is the case with any major player in the resource space, Royal Dutch Shell
is subject to a great degree of liability risk surrounding safety hazards. RDS was forced to incur a
$200 million expense to its downstream segment in 4Q11 following a late-September fire at their
Bukom Island refinery off the coast of Singapore. Although RDSl was able to decrease both total
recorded case frequency of injuries (1.2 per million working hours) and operational spills over
100 kilograms (193 occurrences) by 14% and 30% respectively in 2010, safety remains an issue.
Management
CEO Peter Voser has overseen Royal Dutch Shell since assuming his position in June 2009. Prior to his
promotion to CEO, Voser served as the firm’s CFO from 2004 to 2009. Mr. Voser has been an employee
of Royal Dutch Shell since the beginning of his career in 1982, with the exception of a two-year tenure as
CFO of Swiss engineering firm ABB from 2002-2004
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Source: Bloomberg
Shareholder

Shares

% Outstanding

Fidelity Management and Research Corp.

48,975,299

1.55%

Capital Research Global Investors

33,838,400

1.07%

T. Rowe Price & Associates

15,205,952

0.48%

Invesco Advisors, Inc.

12,169,627

0.39%

Dodge & Cox

11,836,300

0.38%
Source: MSN Money

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

0.99%
16.01%
Source: MSN Money
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National Health Investors (NHI)
February 27, 2012
Caitlin McMahon

Financial Services

National Health Investors (NHI) is a domestic real estate investment trust (“REIT”) which invests in a
diverse spectrum income-producing health care properties (83%) and mortgage notes receivable (17%).
The company currently has 127 investments in 24 U.S. states, with the majority of its portfolio invested
within the long-term care and senior living facets of the health care industry. These investments are
structured as acquisitions of properties through purchase-leaseback transactions, acquisitions of real
estate operations with in-place leases, or as mortgage loans. In FY 2011 NHI derived its revenue from
skilled nursing facilities (67.5%), assisted living (22.0%), acute care (3.5%), independent living (2.3%),
acute psychiatric (2.2%), medical office buildings (1.3%), and transitional rehabilitation centers (1.2%).
National Health Investors was founded in 1991 and is currently headquartered in Murfreesboro,
Tennessee.

Recommendation
With demographic shifts and regulatory reform calling for a healthcare spending CAGR > 6% throughout
the next decade, there is little question that the industry is poised for meaningful growth in the mediumterm; the U.S. Census Bureau projects that healthcare spending will comprise over 20% of GDP by 2020,
up from the 2012 level of approximately 17%. However, these favorable industry growth characteristics
are likely to be coupled with uncertainties regarding regulatory policy, which will place adverse pressure
upon the stability of the sector’s profitability. Opportunely, the healthcare REIT market has the ability to
capitalize on the industry’s expansionary momentum, while mitigating the downside potential of its
inherent risks. A testament to the REIT healthcare market’s strength was its outperformance (8.2% return)
of the broader REIT index (5.9%) in 2011, with 2012’s average earnings growth estimate of 10.8%
further propelling the subsector’s appeal. For several reasons, NHI is a top pick amongst the domestic
healthcare REIT market. On a fundamental level, the company’s portfolio of senior-care-related
investments is attractive because it manages the sector’s risk through diversification of facility locations
and revenue streams. Throughout 2010 and 2011, NHI has been a peer-group leader in terms of
investment revenue, normalized Funds from Operations and dividend yield; furthermore, over the past
three fiscal years, NHI has returned over 94.5% to its stockholders, making it #1 in its peer group.
Because of these reasons and a favorable valuation it is recommended that NHI be added to the AIM
Equity Fund at a target price of $55.16, representing a potential upside of 15.93% and an additional
dividend yield in excess of 5.50%.
Investment Thesis
 U.S. Demographic Shifts. Near-term policy reforms and medium-term demographic shifts will
markedly boost demand within the healthcare industry, heighten the profitability of the healthcare
REIT market, and propel the utilization and income generated by NHI’s healthcare facilities. The
additional 32 million uninsured Americans who are projected to obtain healthcare under the
Affordable Healthcare Act will drive top and bottom line growth in the near-term. The aging
Baby Boomer population, which is expected to shift the 65+group growth rate to 5x higher than
the national average rate by 2020, will solidify strong returns in the company’s main markets –
long-term care, senior housing, and skilled nursing facilities – in the medium-term.
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Robust Dividend. The company’s robust dividend offers an attractive source of stable income for
the AIM Equity Fund. The current 12-month yield on NHI’s dividend is approximately 5.71%,
which is +70 bps greater than its peer group’s weighted average dividend of 5.00%. Furthermore,
NHI has obtained 1-year dividend growth of 15.04%, 3-year dividend growth of 3.91%, and 5year dividend growth of 2.76%. In addition, it is important to note that as a REIT, the company
does not have to pay federal income tax as long as it distributes 100% of its taxable income to
shareholders in the form of dividends.



Strong Asset Allocation & Unencumbered Balance Sheet. NHI has the lowest-leveraged
balance sheet amongst its peer group, and furthermore, the entire REIT healthcare industry.
NHI’s capital structure consists of $97.3M total debt obligations, 21.9% debt/equity and 16.8%
debt/assets; NHI’s 10 closest peer group members have an average of $2.3B total debt
obligations, 92.9% debt/equity, and 42.2% debt/assets. NHI’s strong liquidity, solid track record
for growth, and increasing dividend payout make it an attractive investment during uncertain
financial times. NHI’s specific focus on the aging Baby Boomer population within the U.S. is
another profitable aspect of the company; as medical advancements continue to improve life
quality and longevity, the demand for senior-care-related healthcare facilities and services will
continue to increase.

Valuation
A dividend discount model was utilized to find the intrinsic value of NHI. The estimated dividend yield
for FY2012 is $2.60, which provides returns of approximately 5.50% based on the market value of the
company’s current stock price. A WACC of 9.19% and a terminal growth rate of 2.00% were applied to
the valuation. A sensitivity analysis was conducted to mitigate unforeseen changes in growth rates and
WACC, and this yielded intrinsic values that ranged from approximately $52.00 – $58.00. Based upon the
dividend discount model, sensitivity analysis, and peer group multiples, a target price of $55.16 was
established; this intrinsic value represents a potential upside of a 15.93%, in addition to a >5.50%
dividend yield.
Risks
 Tenant Concentration. NHI has 34 customers, across 127 investments, in 24 states. As of
December 31, 2011 44.8% of NHI’s revenue was derived from National Healthcare Corporation
(NHC), the company’s “anchor tenant”. Although NHI has a conglomerate of public and regional
operators, this is a significant portion of NHI’s current revenues. Any deterioration in this
relationship, and its respective revenue streams, will have an adverse and material effect on
NHI’s operations.


Regulatory Reform. The extent to which any of NHI’s health care facilities receive revenues
from governmental payers can be significantly and adversely affected at any time via regulatory
changes, retroactive rate adjustments, recovery of program overpayments, and government
funding restrictions. Occupancy rates – namely those associated with Medicare and Medicaid
reimbursement – are especially sensitive to healthcare reforms and initiatives. Revenues from
government reimbursements have, and may continue to, be pressured by state and federal budget
cuts, shortfalls, and fund reallocations.

Management
J. Justin Hutchens was appointed Chief Executive Officer and President of NHI in March 2011, after
serving as the company’s COO since February 2009. Prior to joining NHI, Hutchens had over 15 years of
experience in the healthcare operations and long-term care industry. Kristin S. Gaines is NHI’s Chief
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Credit Officer and has been with the company since March 1998; Roger R. Hopkins is NHI’s Chief
Accounting Officer and has been with the company since July 2006.

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

19%

% of Shares Held by Institutional & Mutual Fund Owners:

47%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

Vanguard Group Inc.

2,526,733

9.09

National Health

1,630,462

5.87

Adams Group LP

1,504,405

5.42

Adams W. Andrew

1,423,855

5.13

Blackrock Institute

825,595

2.97
Source: Bloomberg Terminal
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