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Briggs & Stratton Corporation (BGG)
February 6, 2015
Patrick Hart

Industrials

Briggs & Stratton Corporation (NYSE:BGG) designs, manufactures, markets, and services air cooled
gasoline engines for outdoor power equipment. The company is organized into two segments: Engines
(60% of revenue) and Power Products (40%). The Engines segment manufactures and sells four-cycle
aluminum alloy gasoline engines that are used in the lawn and garden industry primarily to original
equipment manufacturers (OEMs). Their engines are used in a variety of applications including walkbehind lawn mowers, riding lawn mowers, and garden tillers. The Power Products segment manufactures
finished goods such as portable and standby generators, pressure washers, snow blowers, and lawn and
garden power equipment with engines sourced from the Engines segment. Briggs & Stratton was founded
in 1908 and is headquartered in Wauwatosa, Wisconsin.
Price ($) (1/29/15):

$

18.84

Beta:

Price Target ($):

$

23.04

WACC

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

1.38
10.91%

FY: June 30
Revenue ($M il)

17.14-23.02

M -Term Rev. Gr Rate Est.

4.8%

% Growth

854.70

M -Term EPS Gr Rate Est.

15.9%

Gross M argin

50.5%

Operating M argin

2014A

2015E

2016E

1,859.0

1,930.0

-0.2%

4.0%

2,026.5
5.0%

19.00%

20.10%

20.40%

3.30%

4.80%

5.50%

$0.82

$1.25

$1.42

Short Interest:

20.90%

Debt/Equity:

Avg. Vol (3 month)

353,119

ROA:

3.5%

EPS ($Cal)

Dividend ($):

$0.50

ROE:

6.2%

FCF/Share ($)

1.44

1.29

1.22

Div. Yield:

2.70%

P/E (Cal)

22.88

15.04

13.28

Recommendation
Briggs & Stratton Corporation has been in business for over 100 years. It has become the world’s largest
producer of air-cooled gasoline engines for outdoor power equipment with an estimated 60-70% of the
U.S. market share. They have established themselves internationally with products designed,
manufactured, marketed, and serviced in over 100 countries on six continents. BGG has enhanced its
competitive position through its innovative products, distribution networks, marketing, and service
reputation. BGG’s products are sold by its global sales force through direct interaction with customers,
which is critical to maintaining its reputation as the #1 brand in consumer engines. Many retailers
prominently feature the Briggs & Stratton logo on their equipment because of the reputation of the brand.
Outdoor equipment is a highly seasonal and cyclical business. U.S. shipments of portable generators,
gasoline engines, lawn mowers, and pressure washers declined 34% from a high of 11M units in 2004 to
7.4M units in 2013. This decline was mainly due to the collapse of the housing market and decreasing
consumer confidence, which led consumers to put off purchases of new advanced equipment. BGG
should be able to leverage this cyclicality in its favor as the U.S. economy continues to strengthen and
household discretionary income rises due to large decreases in fuel prices. Also, increased employment
and the combination of low interest rates and an increased willingness of lenders to provide capital to buy
a home will favorably impact BGG. Management estimated, in their most recent Q2 earnings call, that the
lawn and garden market in the U.S. will increase 4% this season. They are optimistic about increased
placements of their larger engines that go onto riding mowers compared to last year. In 2014, BGG’s
Board of Directors authorized up to $100M to be used for a share repurchase program During the first six
months of fiscal 2015 the company repurchased 1.4M shares at an average price of $19.33, and have
remaining authorization to repurchase about $60M by 2016; indicating that BGG is confident in
themselves and prioritizes increasing shareholder value. Based on these reasons and a favorable valuation,
it is recommended that BGG be added to the AIM Equity Fund with a price target of $23.04, representing
a 22.3% upside. The firm pays a dividend of $0.50, representing a 2.7% yield
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Investment Thesis
 New Innovative Products. In 2014, BGG launched over 40 new products and product
innovations. BGG developed Ready Start technology which allows for a no-choke starting system
for rider mowers or tractors. The customer needs only to turn the key or push a button to start the
motor. Quiet Power Technology produces an engine that is 65% quieter and vibrates less than a
traditional gas-powered mower. BGG’s Mow-and-Stow engine technology, a foldable lawn
mower that uses 70% less space than a traditional one, was recognized by Popular Mechanics as
one of the most innovative products last year. This spring BGG will launch its EXI engine series
the only engine in the industry that does not require an oil change.
 Potential Growth in the Housing Market. The mower market along with a lot of BGG’s other
products is tied to the housing market, in particular the new housing market. With new home
sales and single-family starts 67% and 64% off peak sales levels, there is room for recovery.
Sales of new single-family houses in December 2014 came in at an annual rate of 481,000,
according to the U.S. Census Bureau and the Department of Housing and Urban Development.
This was 11.6% above the November annual rate of 431,000 and is 8.8% above the December
2013 estimate of 442,000 indicating that the housing market should be picking up pace as the
U.S. economy expands.
 Brand Reputation. Having manufactured engines for over 100 years BGG has established a
globally recognized brand that consumers associate with quality and durability. Every year BGG
builds over 10M small engines in America, supplying 8 out of 10 lawn mower brands with
engines to power their lawn tractors and push mowers. Its independent central services
distributors, extensive sales force, easy to understand service manuals, and low-cost replacement
parts have given it a strong reputation among consumers.
Valuation
In order to obtain an intrinsic value for BGG, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 2% and a WACC of 10.91% resulted in a valuation of $23.52, an upside
of 24.8%. Sensitivity analysis on the terminal growth rate and WACC provided for a range between
$19.62 and $29.03. Additionally, a P/E and EV/EBITDA comparison was peformed. Using an industry
average P/E of 18.17X resulted in a price of $22.76 and an industry average EV/EBITDA of 12.68X
resulted in a price of $22.37. Weighting the three valuations 50%, 25%, and 25% respectively,a price
target of $23.04 was obtained offering a potential upside of 22.3%. BGG pays a dividend of $0.50
represetning a 2.7% yield.
Risks
 Customer Concentration. The top four retailers in the outdoor power equipment market control
more than 80% of the market. These retailers own their own brands and could eliminate upstream
vendors such as BGG. In FY 2014 BGG’s three largest customers accounted for 34% of net
sales. Losing any one of these customers would have material impact on sales and profitability.
 Seasonality and Weather. Sales of outdoor power equipment is seasonal and BGG historically
generates 55-65% of its sales in the second half of its fiscal year. Customer demand can be
reduced by unfavorable weather and weak consumer confidence. This requires them to estimate
demand many months in advance. If BGG overestimates or underestimates during a given year,
they might not be able to adjust production fast enough to avoid excess or insufficient inventories.
Management
Mr. Todd Teske, 48, has served as Chairman, President, and Chief Executive Officer since 2010. He is
very involved in promoting manufacturing in Milwaukee serving as Chairman of the Board of Wisconsin
Manufacturers & Commerce since 2012. He is also Chairman of the Manufacturers Alliance for
Productivity and Innovation, Inc. since 2014.
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Ownership
% of Shares Held by All Insider and 5%
Owners:
% of Shares Held by Institutional & Mutual
Fund Owners:

Holder
Dimensional Fund Advisors LP
Vanguard Group, Inc. (The)
Heartland Advisors Inc.
Brandes Investment Partners L.P.
Franklin Resources Inc.

Top 5 Shareholders
Shares
3,796,826
2,953,507
2,777,373
2,761,934
2,306,200
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2%
101%
Source: Yahoo! Finance
% Out
8.37
6.51
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Immersion Corp. (IMMR)
February 6, 2015
Patrick Doyle

Domestic Information Technology

Immersion Corp. (NASDAQ: IMMR) is a premier intellectual property (IP) and technology licensing
company focused on the creation, design, development, and licensing of patented haptic innovations and
technologies that allow people to use their sense of touch more fully when operating a wide variety of
digital devices. IMMR’s only product segment that they report is their touch line of business. IMMR is
currently focusing on the marketing and business development activities in the following target markets:
mobile communications and consumer electronics, automotive, gaming, commercial and industrial, and
medical. IMMR’s top 3 customers accounted for 65% of current revenues, with Samsung the largest at
47% in 2014. IMMR obtained 48% of its revenues in 2013 from international sales. Immersion
Corporation was incorporated in 1993 and is currently headquartered in Delaware.
Price ($) (1/28/15)
Price Target ($):
52WK Range ($):
Market Cap:
Float
Short Interest :
Avg. Daily Vol:
Dividend ($):
Yield (%):

9.44
13.05
7.20-14.72
265M
27M
4.3%
0.221M
$
0.00%

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

1.38
10.87%
9.33%
16.13%
0.0%
41.5%
57.3%

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

2013A
48
47.52%
98.95%
7.58%
$1.43A
2.06
6.62
45.66x

2014E
53
11.00%
99.00%
12.00%
$0.15E
0.52
64.73
13.91x

2015E
59
12.00%
99.00%
14.00%
$0.19E
0.62
49.54
11.53x

Recommendation
IMMR is the leading innovator in haptics technology with over 1,200 issued and pending patents in the
US and in other countries. IMMR’s TouchSense technology provides haptics in mobile phone,
automotive, gaming, medical and consumer products. Their top segment is mobility at 66% of sales, with
the gaming segment accounting for 23% of sales, and medical and automotive accounting for the rest of
2014 revenues. In mobile devices haptics can be found to be part of the basic Android operating system,
suggesting any OEM who uses Android may need to pay IMMR for the use of haptics. Currently IMMR
has licensing arrangements with Samsung, LG, Motorola Mobility, Xiaomi, Huawei, and others. In
gaming appliacations, IMMR should see a reacceleration of growth due to incremental royalty
opportunities from the PS4 introduction in 2014. Automotive is the other segment that is expected to see
strong growth in 2014-2015 due to successful negotiations with Ashton Martin, Kia, Hyundai, Cadillac,
Lexus, and Mercedes. These revenues are likely to be longer term due to the long sales cycle for
automotives. With IMMR continuing to have a strong focus on R&D, with 23% of sales being spent on
R&D, they can continue to develop new products and stay ahead of the market. For these reasons it is
recommended that IMMR be added to portfolio with a target price of $13.05, which offers an upside of
38%.
Investment Thesis
 Multiple Licensing Opportunities in 2015. In 2014, IMMR’s licensing revenue was lower than
expected at 11% yoy growth. Over the last 2 years IMMR has built a presence in China, signing
haptic licensing agreements with two prominent Chinese OEMs. As IMMR continues to gain
exposure in China there is a strong possibility that another company specifically ZTE or Lenovo
could agree to a licensing deal with IMMR. The other possible licensing agreement that is less
likely to happen, would be an IP licensing agreement with Apple prior to or shortly after the
release of the Apple iWatch. The introduction for the new watch offered demonstrations of
feedback implementations that had been demonstrated by IMMR several years prior. An
agreement with Apple would help them to launch their watch product without any potential IP
issues and then could embed TouchSense 3000 into recent iPhones which are already compatible.
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Share Repurchase Program. IMMR has repurchased $12M worth of shares from 2010-2013,
the majority being purchased at lower price levels in 2011-2012. Through 3 quarters of fiscal
2014 IMMR has already repurchased $12M worth of its shares, and has new authorization to
repurchase an additional $30M. With additional buybacks of shares, IMMR should boost
2015/2016 EPS. IMMR has previously offered limited returns to shareholders through share
buybacks and dividends; however, a steady program of share repurchases is likely to change the
trend.
Royalties from HTC. IMMR has spent roughly $9M on litigation expense claiming HTC
infringed on six of IMMR’s patents with their HTC One smartphone. This is expected to go to
trial in March 2015, with IMMR believing to have a good chance at winning the litigation. IMMR
would then either have their expenses as well as some royalties paid boosting 2015 revenues, or
agree to receive a large one-time payment for prior shipment royalties as well as future fixed
royalty payments. Litigation expenses have cost IMMR $22M since 2012, with most of those cost
coming from two litigations. Once the HTC litigation ends, IMMR should be able to boost
operating margins to show the strong steps they have taken to try to be more efficient in recent
years.

Valuation
In order to reach an intrinsic value for IMMR, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 2.5% and a WACC of 10.87% resulted in a valuation of $12.16.
Sensitivity analysis on both the terminal growth rate from 1.5-3.5% and WACC from 9.87-11.87%
provided for a range of $11.47 and $13.04. Additionally, an EV/EBITDA valuation was conducted. Using
an industry average EV/EBITDA multiple of 20.54x and IMMR’s 2014 projected EV/EBITDA of
13.91x, a value of $13.94 was obtained. By weighing the DCF model 50% and the EV/EBITDA valuation
50%, a price target of $13.05 was established. IMMR does not pay a dividend.
Risks
 High Dependence on Certain Customers. IMMR has a high dependence on their top customers
as they have consistently represented a large portion of total sales. The top 3 customers accounted
for 58% of net sales through 9 months ended 2014. Samsung is IMMR’s largest customer
accounting for over 40% of revenues each year. The loss of a major customer or any reduction in
those orders would likely have an adverse effect on their business, financial condition, and results
of operations.
 Future Revenue is Difficult to Predict. Some of their license agreements provide for per-unit
royalty payments and may also be subject to adjustments based on volume. The sales volume and
prices of their licensees’ products in any given period can be difficult to predict. If IMMR would
see a significant decline in their ability to renew these agreements or enter into new agreements
their financial results may not show these downturns until future periods.
 Accumulated deficit of $87 Million as of December 2013. IMMR plans to continue to incur
expenses for R&D, marketing, protecting and enforcing their IP, and attempting to expand the
market for touch-enabled technologies and products. If revenues were to grow slower than they
anticipate or their operating expenses exceed their expectations, IMMR may not be able to
achieve profitability.
Management
Victor Viegas has been the CEO and President of Immersion Corp since 2002. He joined IMMR in 1999
as CFO and was part of the team that took the company public. Prior to joining IMMR, Viegas was CFO
of Balco Inc. and Macrovision Corp. Paul Norris is the current CFO of IMMR, he joined IMMR in May
2012. Carl Schlachte has been the chairman of the board since 2012. He is currently the president and
CEO of Ventiva Inc, he has been in the industry for over 25 years.
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Ownership
% of Shares Held By All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners

10%
73%
Source: Yahoo Finance

Top 5 Shareholders
Holder
Senvest International LLC
Shannon River Fund Management Co LLC
Blackrock Fund Advisors
Royce & Associates, LLC
Dialectic Capital Management LLC

Name
Atmel Corp
Planar Systems Inc
TransAct Technologies Inc

Peer Comparables
Ticker
Market Cap (M)
ATML
3,477
PLNR
162
TACT
49
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Shares
5,409,012
2,675,000
1,077,107
880,595
866,733

% Out
19.28%
9.54%
3.84%
3.14%
3.09%
Source: Morningstar

P/E (TTM)
68.51
38.73
24.19

EV/EBITDA
15.29
27.56
N/A
Source: Bloomberg
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Qihoo 360 Technology Co. Ltd. (QIHU)
February 6, 2015
Jordan Schumacher

International Technology

Qihoo 360 Technology Co. Ltd (NASDAQ: QIHU) is China’s third largest Internet services company as
measured by user base. The company’s primary revenue generators are comprehensive, effective, and
user-friendly Internet and mobile security products. Qihoo’s platform products, 360 Safe Browser and
360 Speed Browser, are based on dual-core technologies and provide secure browsing capabilities and
protection from malicious sites and downloads. The company also runs a mobile applications store, offers
online advertising, and serves as an agent for online distribution and payment collection services.
Moreover, Qihoo operates an online lottery service, along with other Internet value-added services such
as web and mobile-based games. All of Qihoo’s products and services are supported by one of the
industry’s most advanced and robust cloud-based security systems. The company operates solely in China
and was founded in 2005 in Beijing, where it is currently based.

Recommendation
Since going public in 2009, Qihoo 360’s revenue has grown at a near hyperbolic rate, with a 5 year
CAGR of 83.8%. The company entered China’s burgeoning technology industry at an ideal time and has
quickly established itself as a key player. Qihoo is China’s number one provider of Internet and mobile
security and boasts the nation’s second largest search engine, controlling 30% of PC search and 15% of
mobile search market. The company monetizes its 500 million monthly active PC user base and 640
million mobile user base through advertising and its Internet value-added services. Regarding its
advertising segment, Qihoo has begun to run healthcare related ads in certain regions throughout the
nation. This represents an attractive opportunity for incremental growth of Qihoo’s advertising revenue as
most competitor search engines derive a large portion of their revenues from healthcare ads. In fact, it is
estimated that one third of all search ads in China are healthcare related. Moreover, Qihoo has not fully
capitalized on its mobile segment’s advertising revenue potential, leaving room for further monetization
of its existing user base. Qihoo possesses a top three mobile app distribution channel through its
application marketplace. With the explosive growth of the mobile gaming market in China, Qihoo’s
mobile app store will likely be a beneficiary of the trend. Finally, in December 2014, Qihoo entered into a
strategic partnership with smartphone producer Coolpad. Qihoo’s $409.5 million investment represents a
45% stake in a joint venture with the handset maker. The partnership allows Qihoo to not only expand its
brand awareness, but further develop its software to integrate with the complementary hardware. Given
these reasons, along with a favorable valuation, it is recommended the Qihoo 360 Technologies be added
to the AIM International Equity portfolio with a price target of $83.59, representing a potential upside of
41.43%.
Investment Thesis
 Further Traffic Monetization. Online advertising revenue for Qihoo was up 67.3% YoY in Q3.
Growth was driven primarily by incremental contributions from online search and mobile
advertising. Management has indicated that they will continue to improve traffic monetization
efficiency across platforms by improving its keyword coverage, filtering capabilities, and bidding
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system. Along with improvements in advertising efficiency, monetization will be augmented
through the introduction of healthcare related ads on Qihoo’s search engines. This decision
should continue to drive the company’s momentum in advertising revenue for the next 4-6
quarters.
Coolpad Strategic Partnership. Qihoo’s $409.5 million partnership with Coolpad is an
excellent opportunity for the company to expand its mobile capabilities and reach. Coolpad is one
of the China’s largest smartphone manufacturers shipping close to 50.5 million devices in 2014.
The partnership will make Qihoo the default provider of mobile search, application distribution,
and mobile security on all Coolpad devices. Moreover, Coolpad only distributes in China, which
is not only compatible with Qihoo’s China-only distribution channel, but also provides access to
smaller Chinese markets where penetration levels are not nearly as high.
Best Value in the Industry. Qihoo currently trades at a price to earnings mulitple of 24.5x based
on its expected 2014 earnings compared to a peer average of 38.4x. QIHU’s EV/EBITDA is just
19x based on expected 2014 EBITDA – a sizeable discount to the peer multiple of 31.2x. These
relative valuations become even more attractive when considering that Qihoo has a market
capitalization of over $7.6 billion and has seen its top line nearly double each year since it
became publically traded in 2009. Moreover, it should be noted that QIHU is a significant player
in one of the fastest growing and most lucrative industries in the world. Further, Qihoo 360
operates in China – arguably the best geographic region for the Internet services industry. So,
while Qihoo is likely not the industry’s top entity, it is undoubtedly the most attractively priced
security of the group.

Valuation
In order to reach an intrinsic value for Qihoo, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 3% and a WACC of 9.78%, the analysis yielded a $78.07 intrinsic value.
An EV/EBITDA and a P/E model were also used for a relative value comparison. An industry average
EV/EBITDA multiple of 31.18x was used and an intrinsic value of $102.15 resulted. The P/E model used
a multiple of 38.43x and yielded a value of $69.56. Finally, a sensitivity analysis on both the discount rate
and the perpetuity growth rate for the DCF provided a range between $153.57 and $46.60. Weighting the
DCF, the EV/EBITDA model, and the P/E model 50/25/25 respectively, a price target of $83.59 was
established, representing a potential upside of 41.43%.
Risks
 Intense Competition. Qihoo faces acute competition from some of the largest and fastest
growing firms in the world. As such, acquistion of new users and maintence of its existing user
base could prove difficult and costly. Larger players like Baidu and Tencent, as well as the
growing number of smaller firms, could put pressure on margins and drag on revenue and
earnings if Qihoo cannot differentiate.
 Potential Slowdown in Chinese Market. Much speculation has surrounded the People’s
Republic of China in the past year in terms of nation’s growth. China has grown at well over 7%
for the majority of the last 15 years, though 2014 appears to have slowed from those levels. If
growth does stagnate in China and personal consumption decelerates, Qihoo stands to be
adversely effected.
Management
Hongyi Zhou is a co-founder and the current chairman and CEO of Qihoo 360. Prior to Qihoo, Zhou was
a partner at IDG Ventures Capital, a technology focused VC firm, and CEO of Yahoo! China. Shu Cao is
the firm’s Chief Engineer and Director. Cao has extensive experience in software engineering and IT
infrastructure and worked alongside Zhou at Yahoo! China as Chief Engineer. Ju Yao has been co-CFO
since 2012. Prior to joining Qihoo, Yao served as Financial Director at Qihoo 360 competitor, Sohu.
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Ownership
Source: Yahoo!
% of Shares Held by All Insider and 5% Owners:

24%

% of Shares Held by Institutional & Mutual Fund Owners:

60%

Top 5 Shareholders
Source: Yahoo!
Holder

Shares

% Out

Maverick Capital Ltd.

3,693,080

2.93

Morgan Stanley

3,670,614

2.91

Manning & Napier Advisors Inc.

3,513,862

2.79

Emerging Sovereign Group LLC

3,170,337

2.52

SRS Investment Management, LLC

2,989,493

2.37

Peer Table
Source: Thomson One
Company

Market Cap. ($B)

EV/EBITDA

_P/E_

Baidu, Inc.

76.4

29

37.2

Sohu.com, Inc.

2.2

N/A

N/A

SINA Corp

2.4

46.4

49.2

156.6

30.3

42.8

7.6

19

24.5

Tencent Holdings Ltd
Qihoo 360 Technology Co. Ltd.
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Trecora Resources (TREC)
February 6, 2014
John M. Schneider

Domestic Materials

Trecora Resources (NYSE:TREC) (formerly Arabian American Development Co.) manufactures various
specialty petrochemical products as its principal business. The company also owns a 35% interest in a
Saudi Arabian closed joint stock mining company (AMAK), which is in commercial production of copper
and zinc concentrate. The company has an additional 55% interest in a Nevada mining corporation
(PEVM) which presently does not conduct any substantial business, but owns undeveloped properties in
the U.S. Overall, the company operates in one business segment; the manufacturing of various specialty
chemical products. Trecora Resources is headquartered in Sugar Land, TX.
Price ($): (02/03/15)

13.88

Beta:

Price Target ($):

18.67

WACC

52WK H-L ($):

15.60-9.72

M -Term Rev. Gr Rate Est:

M arket Cap (mil):

351.76

M -Term EPS Gr Rate Est:

Float (mil):

267.34

Debt/Equity:

12.9%

Operating M argin

Short Interest (%):

1.82%

Debt/EBITDA

56.9%

ROE:

Avg. Daily Vol:

70,482

1.60
13.80%

FY: Sep. 30

2013A

2014E

2015E

Revenue (M il)

$236.2

$287.9

$359.9

3.0%

% Growth

5.98%

21.87%

11.18%

4.7%

Gross M argin

16.48%

16.68%

20.96%

8.44%

9.55%

12.64%

EPS (Cal)

$0.79

$0.77

$1.06

20.97%

FCF/Share

$0.27

-$0.03

$0.16

Dividend ($):

N/A

ROA:

14.96%

P/E (Cal)

21.6

20.8

13.9

Yield (%):

N/A

ROIC:

18.41%

EV/EBITDA

12.8

10.6

7.4

Recommendation
Trecora Resources enjoys 75% market share in its specialty petrochemicals business, which provides a
variety of high purity solvents to key industrial and commercial product manufacturers. The majority of
these customers are Fortune 500 companies such as Exxon Mobil, Chevron, 3M, and Dow Chemical.
Trecora has a proven record of improving operational efficiency with a CAGR of over 43% the past five
years. Margin expansion has been fueled by a U.S. shale gas boom, which produced a plentiful, low
priced, feedstock supply for Trecora. By 2020, natural gas production in the U.S. is expected to double,
which creates a great opportunity for Trecora to drive value to the bottom line. Trecora has strategically
implemented capacity improving projects, most notably their “D” Train expansion which adds an
additional 4,000 barrels/day, a 60% increase in overall capacity. This project is expected to be in full
operation by the end of 2015. Trecora has also attained new products and diversified its customer base
through the acquisition of SSI Chusei Inc., a chemicals processing facility in Pasadena, TX. Chusei has a
4% market share of a highly fragmented market, which provides an opportunity to capture additional
market share and diversify Trecora’s product and customer mix. SSI Chusei will operate under Trecora
Chemical (TC), and the business will be fully operational by Q4 2015. Aside from Trecora’s main
business segment, Trecora’s 35% stake in AMAK is a promising investment that adds an exciting extra
growth component. Ultimately, with solid fundamentals, a unique and valuable position in the
petrochemical industry, and a favorable valuation, it is recommended that TREC be added to the AIM
Equity Fund with a price target of $18.67 which offers a potential upside of 34.53%. TREC does not pay
a dividend.
Investment Thesis


Continued operational excellence fueling growth. Adjusted EBITDA was up 31% in the most
recent quarter, reflecting a meaningful improvement to an already impressive EBITDA track
record. Total adjusted EBITDA over the last five years has generated a CAGR over 43%. The
company has continually strived to manage its operating costs and utilize capacity. Utilization
rates have increased steadily over the past three years, rising from 79% up to 87%. The “D” Train
project is expected to bring capacity up to 11,000 barrels/day by the end of 2015, which will
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allow Trecora to capitalize on margin expansion through decreased input costs. These constantly
improving operation metrics are a dependable driver for growth.
Revenues bolstered through volume increases. Trecora Resources is coming off a record
quarter in terms of volume, which increased 27.4% year over year. Volume improvements are
due to increased demand from certain customers, and consistent international growth. Trecora
was able to retain volumes from its main competitor, Phillips 66, who lost a contract in Canadian
oil sands, which provided a significant boost to volume. Additionally, international volume has
been in a constant uptrend since 2009, with a CAGR of over 30%. The company is currently
developing three new customers in Eastern Asia, and expects Middle Eastern orders to improve
incrementally. These increased volumes solidify Trecora’s leading market position, and provide a
nice platform for future growth.
Investment in AMAK Mining Company. Trecora has a 35.25% ownership in Al Masane Al
Kobra Mining Company (AMAK), which has been in operation and profitable since July 2012.
The mine produces primarily zinc and copper concentrate. Despite recent sluggish performance
by these two commodities, the outlook is favorable. Management is bullish on Zinc and expects
pricing increases up to $2,000-$2,100/metric ton. Trecora was also able to renegotiate labor
contracts for the mine, which should result in roughly $2.5 million in cost savings. Trecora enjoys
significant participation in the mine’s management and operations, and even helped install a new
management team in early 2012.

Valuation
In order to reach an intrinsic value for TREC, a 10-year DCF model was constructed using a terminal
growth rate of 3.0% and WACC of 13.8%. The DCF resulted in an intrinsic value of $19.88. A sensitivity
analysis, using a range for terminal growth of 1.5%-4.5% and WACC ranging between 12.3%-15.3%,
generated an intrinsic value range of $18.32-$21.84. An EV/EBITDA model using Trecora’s average
EV/EBITDA over past five years resulted in an intrinsic value of $15.11. The lower value achieved with
historical EV/EBITDA was used to balance the incremental EBITDA increases projected in the DCF. The
DCF was weighed 75%, and the EV/EBITDA weighed 25%, which yielded a final price target of $18.67.
Risks
 Dependence on a limited number of customers. In the last fiscal year, sales to two customers
(Exxon Mobil and Flint Hills Resources) each exceeded 10 percent of the company’s total
revenues. The loss of a large volume customer could adversely affect the company’s business and
financial condition.
 Inability to control AMAK activities. Although Trecora believes they have significant influence
over operating and financial positions of AMAK, they do not control AMAK’s activities. The
extent to which Trecora influences specific decisions depends on the company’s ability to
persuade other AMAK board members.
 Regulatory and litigation. The petrochemical industry is subject to extensive environmental
regulation pursuant to a variety of federal and state regulations. Such legislation imposes, among
other things, restrictions, liabilities, and obligations in connection with storage, transportation,
treatment, and disposal of waste. Failure to comply with these laws may expose the company to
fines or penalties.
Management
Nicholas Carter is Chairman of the Board, President, and CEO of Trecora Resources. He took over in
2009 for Hatem El-Khalidi, who originally founded the company in 1967 and also discovered the AMAK
mine. In 2013, Trecora also brought on Peter Loggenberg, President of SSI Chusei, following the
acquisition. Loggenberg will retain his role as President of this subsidiary.
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Price Chart

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

24.00%
26.00%
Source: Yahoo Finance

Top 5 Shareholders
Holder
Wellington Management Company, LLP
BlackRock Fund Advisors
Vanguard Group, Inc.
Dimensional Fund Advisors LP
Bank of NY Mellon Corp.

Shares
2,790,058
475,355
416,415
415,452
296,783

% Out
11.50%
1.96%
1.72%
1.71%
1.22%
Source: Yahoo Finance

Peer Comparables
Name
Trecora Resources
Phillips 66

Ticker
TREC
PSX

Market
Total Debt/EBITDA EV/EBITDA EV/Sales
Cap (mil)
0.30
336.7
12.80
1.18
1.75
553.5
12.37
0.28

Marquette University AIM Class 2015 Equity Reports

Spring 2015

P/E (LTM)
21.6
11.6
Source: Factset

Page 13

Resonant Inc. (RESN)
February 6, 2015
Haney Fam

Domestic Information Technology

Resonant Inc. (NASDAQ: RESN) is a development stage company that creates innovative radio frequency
filter designs for the mobile device industry. Filters are a critical component of the radio frequency frontend and are used to select desired radio frequency signals and reject unwanted signals. While most of the
industry uses a complex network of filters called BAW, Resonant is in the process of developing a
proprietary patented technology called Infinite Synthesized Networks (ISN). These new filters are smaller,
less complex, more cost effective, and better performers overall. The company currently doesn’t generate
revenues because it is still in the development of this technology and is expected to complete production
in Q1 of 2015. Resonant Inc. was founded in 2012 as a spin-off of Superconductor Technologies Inc. and
is currently based in Santa Barbara, California.
Price ($): 1/30/14)

$

14.35

Beta:

Price Target ($):

$

18.23

WACC

52WK H-L ($):

16.38-4.93 M -Term Rev. Gr Est:

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

99.12 M -Term EPS Gr Est:
4.4 Debt/Equity:
8.95% ROA:

1.20 FY: Dec.31

2013A

2014E

-

-

$35.00

38.46% % Growth

-

-

350.00%

35.89% Gross M argin

-

-

30.00%

-

-

6.00%

9.45% Revenue (M il)

0.00% Operating M argin

2015E

N/A EPS (Cal)

-

-$1.62

-$0.55

Avg. Daily Vol (mil):

119 ROE:

N/A FCF/Share

-

-$0.85

$0.17

Dividend ($):

N/A ROIC

N/A P/E (Cal)

N/A

N/A

N/A

Yield (%):

N/A

N/A

N/A

77.02

EV/EBITDA

Recommendation
Current radio frequency filter designs have changed little over the past century. Resonant’s innovative
filter design revolutionizes the radio frequency filter with the ability to process multiple bands at once
through a tunable feature. By replacing the 14-20+ filters (depending on data capabilities) with a single
tunable filter, phone production costs as well as precious interior space is conserved. Resonant is
collaborating with Skyworks Solutions Inc. (SWKS), a developer and manufacturer of analog and mixed
signal semiconductors to develop this new product. Upon completion, Skyworks Solutions Inc. will be
Resonant’s largest customer and its partnership will be vital in helping Resonant integrate its new product
into the market faster. SWKS’s enjoys a substantial market share in comparison to its peers, and operates
with an established brand name with a rich customer base. Skyworks largest customers include: Apple
Inc. (10% of the total revenue), Samsung (6%), and Nokia (5%). The electronic components industry that
Resonant operates in, is highly profitable with 50% average gross margins and 15% YoY revenue growth
over the past 5 years. The company’s licensing business model will bring Resonant significant margin
opportunities and costs savings in the long run. The ISN technology presents large business risk for all of
the 8 major competitors that focus on developing radio frequency filters. Resonant retains the potential to
take unprecedented market share with their newly patented technology as the filter market is projected to
grow exponentially from 20 billion units in 2014 to over 35 billion units by 2017. Due to the company’s
innovative business model, brand-new product and favorable valuation, it is recommended that RESN to
be added into the AIM fund with a target price of $18.23, which represents a 27% upside.
Investment Thesis
 New product releases. RESN is currently at its last stage development of its first product - a
single-band accoustic wave or SAW, which is the product of collaboration with Skyworks. The
company recently announced that it will be ready to license the chip by the end of Q1 2015.
These new filters show a great promise on both performance and price. The new single band filter
will cost 50% less than current BAW filters, which represents a huge cost reduction for mobile
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manufacturing companies. BAW or bulk accoustic wave filters are larger in size and more
complex comparing to SAW filters. The company’s second product is the tunable design filter. It
is designed to tune to multiple bands and could replace several existing filters. This product
promises a significant size and cost savings. RESN plans to generate revenue through licensing
the design of its products to the manufacturers of mobile components. Today the company has
already grown its patent portfolio to 50 issued and pending patents covering its technology.
Resonant is also planning on breaking ground on 4-6 new projects by the end of 2015. Although
the details of these projects have not been disclosed yet, it certainly proves the company’s
ambition. Such accelerated rate of development promises the company’s colossal profitability in
the near future.
Opportunities in RF filters market and mobile industry. Resonant is targeting the mobile
phone industry which is extremely large and fast growing. In 2014 there were over $1 billion of
phones sold worldwide and the upward trend continues. As more cellphones are used, the more
data is transmitted wirelessly, the more filters needed to be installed per phone. Given that 4G and
LTE networks continue to proliferate through popularity of phones and tablets, the demand for
RF filters will continue to ramp up. According to Technavio, the global RF filters market will
grow at a CAGR of 17% yearly into 2018 while the total mobile data traffic is expected to
increase at a CAGR of 63% in 2013-2018, according to Cisco. It is obvious that RESN is
poisoned for growth and numerous opportunities to establish strong market share.

Valuation
To reach the intrinsic value for RESN a five-year discounted model was conducted. Using a terminal
growth rate of 3%, a WACC of 9.45% and a computed beta of 1.20, a valuation of $19.90 was found.
Additionally a P/S method was used to evaluate RESN. Using Skyworks Solutions., Microsemi Corp.,
and RF Micro Devices Inc. average P/S multiple of 3.38x and RESN 2015 Sales/Share of $5.07, a share
price of $17.12 was derived. By weighing DCF model and P/S method as 40/60 , a target price of $18.23
was established, which represents 27% upside. Also a sensitivity analysis on terminal growth rate and
WACC provided a range of $16.60 - $23.31. RESN does not pay dividends.
Risks
 Reliance on a small number of clients. RESN heavily relies on its partnership with Skyworks
Solutions Inc. If SWKS decides to break the contract, RESN product release might be delayed.
Also, the company management mentioned that they are planning to derive large percentage of
revenue from a small number of clients in the future. This potentially represents the risk of losing
a large percentage of the revenue if one of the clients terminates the contract.
 Product acceptance. The product will first be released in the end of Q1 2015, thereofore it is
uncertain if the product will be successful. Currently the product has been tested only under the
laboratory conditions and it is uncertain that the product will derive the same performance under
real life conditions. The product release will determine the company’s future profitability.
Management
Terry Lingren and Neal O.Fenzi are the co-Founders of Resonant Inc. Terry Lingren is currently serving
as the company’s Chief Executive Officer and Neal O. Fenzi as Chief Operating Officer. Prior to
founding Resonant, Mr. Lingren served for more than 18 years in executive positions at Qualcomm, Inc.
and Kyocera Corporation. Mr. Lingren holds a BA degree in physics from Austin College, a BSEE degree
from Washington University and an MSEE degree from California State University Northridge.
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Ownership
% of Shares Held by All Insider and 5% Owners
% of Shares Held by Institutional & Mutual Fund Owners

36%
31%
Source: Thompson One

Top 5 Shareholders
Shares

Holder
Lingren Terry
Fenzi Neal O.
Hammond (Robert B.)
AWM Investment Company
Luther King Capital Management Corp

Company Name
RESONANT INC
RF MICRO DEVICES INC
SKYWORKS SOLUTIONS INC
MICROSEMI CORP
TRIQUINT SEMICONDUCTOR INC

% out
378,594.00
5.48%
372,717.00
5.40%
372,717.00
5.40%
281,000.00
4.07%
163,912.00
2.37%
Source: Thompson One

Mkt Cap ($M) ROE (X)
99.13
4,823.15
24.27
15,833.78
22.69
2,649.47
3.84
4,884.50
0.37
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ScanSource Inc. (SCSC)
February 6, 2015
Rushi Shah

Domestic Information Technology

ScanSource Inc. (NASDAQ: SCSC) functions as a wholesale distributor of top-tier technology products
domestically and internationally. SCSC operates in two segments: Worldwide Barcode and Security (62%
of total revenue) and Worldwide Communications and Services (38%). The company has a variety of
different product lines in many growth segments. SCSC strives to not only provide these products to other
resellers, but to also consult those who use ScanSource as a point-of-sale in order to assure that these
resellers have marketing, warehousing, technical support, and education. Geographically, SCSC operates
in two segments: US & Canada (75% of revenue) and International (25%). ScanSource Inc. was
incorporated in 1992 and is headquartered in Greenville, SC.
Price ($): January 30, 2015

$34.48

Beta:

Price Target ($)

$41.54

WACC:

52 WK H-L ($)
Market Cap (mil):

$31.32-42.99
984.44

Float (mil):

FY: June

2014A

Revenue ($mil)

$2,913.63 $3,266.93 $3,663.07

M-Term Revenue Gr. Rate Est: 12.13%

% Growth

M-Term EPS Gr. Rate Est:

Gross Margin

12%

2015E

2016E

7.70%

12.13%

12.13%

10.33%

10.55%

10.87%

Debt/Equity Ratio

0.00%

Operating Margin

4.18%

4.31%

4.43%

5.60%

ROA:

5.29%

EPS (Cal)

$2.89

$3.25

$3.75

Avg Vol (K)

130,913

ROE:

10.63%

FCF/Share

$1.27

$3.04

$3.54

Dividend ($):

--

Yield (%)

--

Short Interest (%)

28.34

1.71
12.49%

P/E (Cal)

12.15

10.62

9.20

Recommendation
ScanSource is set to succeed with its large scale of clients, and vast product lines. Their largest product
lines that they offer come from Cisco, 3D Systems, Sony, Honeywell, Samsung, Panasonic, and Zebra
Technologies. SCSC has created a niche market and has strived to be the best at it. They have done this
by having focused expertise, centralized logistics, partner enablement and dedicated support. Being a
wholesale distributor is extremely competitive, yet ScanSource assures high quality products with its
commitment to innovating its product line. ScanSource also makes sure that it does not sell to end-point
customers, so that its value-added service and marketing efforts are used effectively. ScanSource recently
had an accretive aqcuistion of Imago Group and Network 1, which are Europe’s and Brazil’s leading
distribution centers. SCSC has strived to grow internationally, and these acquisitions have shown exactly
that. Both companies have double digit growth in operating margins and combine for $420 million in
yearly sales. SCSC has had a CAGR of 9% through its last ten years because of important aqcuisitions
and growth efforts. ScanSource is able to use its niche market to gain market share and have an advantage
over larger corporations that only concentrate on growth of its warehouse facilities rather than its service
that is an addition. The company also has segment presidents to assure that each segment is concentrated
on seperately. This has proven to be a good business model. The future looks bright with growth
internationally and new potential markets that the company hopes to succeed in. Scansource is in a $64
billion market and has a lot of room to grow. That being said, it is recommended that SCSC is added to
the AIM Domestic Equity Fund with a target price of $41.54, presenting a 20.47% upside. The company
does not pay a dividend.
Investment Thesis
 New 3D Printing segment to add top line growth. 3D printing has been and is going to
continue to be of the most important technologies of the future. Companies are striving to change
their business models to grasp this new technology, and ScanSource has set themselves up nicely
to be an important wholesale distributor in that market. The company began selling 3D Systems’
products in April 2014 and has already shown by the growth in the company.
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International growth important to ScanSource’s future. ScanSource has vastly grown
internationally in the last ten years. The company now has 25% of its revenue from outside of
North America which has grown from only 11% in from 2005. Growing internationally has been
one of the company’s goals from when they began. As stated earlier, Imago group and Network 1
has shown substantial growth in Europe and South America.
New technology in wholesale distribution services set to allow greater services. ScanSource
currently operates at a 99.87% accuracy rate for all of its orders. With new RFID and barcode
imaging technology, the company only hopes to increase this percentage. SCSC guarentees that
all of its orders are sent out the day that they are put in. With these services, along with other
marketing and consulting efforts, ScanSource adds a value that is hard to match. This should
allow more clients and more top and bottom line growth.

Valuation
The intrinsic value of SCSC was found using three different valuation methods. A 5-year DCF was
conducted using a WACC of 12.49% with a terminal growth rate of 3%. An intrinsic value of $43.98 was
acheived. A sensitivity analysis with the WACC (±1%) and terminal growth rate (±0.5%), a price range
of $40.72 and $47.63 was found. A P/E comparable valuation was conducted as well. Competitors of
ScanSouce were used to obtain a P/E multiple of 12.06x. Using this along with the expected 2014 EPS of
$3.25, an intrinsic value of $39.10 was obtained. Weighing the DCF model at 50%, and the P/E at 50%, a
target price of $41.54 was established. This represents a 20.47% upside. SCSC does not pay a dividend.
Risks
 2013 a bad year to forget. In 2013, the company had a decrease in revenue, and in turn a 53%
decrease in net income due to a realignment of the company. An abnormal gain was obtained to
normalize the income, but ScanSource has still been concentrating on getting back on the right
track. The reason for the realignment was to add management teams to both segments of the
business and to focus on business unit management.
 International growth may be an issue with current macroeconomic trends. With the current
state of the European economy, there may be a slowing of growth internationally because of the
weakening of the Euro and the economy as a whole. Since ScanSource is trying to use its
international growth as a large contributor to its long term growth, this may become an issue if it
hinders on the business plan.
 3D Printing still getting going. 3D Systems is the main customer of ScanSource in the 3D
printing space. The company has gone through a rocky two years because of the slowing of the
3D printing market. If the trend does not pick up this year, the company’s top and bottom line
growth may not meet expectations.
Management
Mike Baur is the CEO of ScanSource. He has been CEO since 2000 and also co-founded the company in
1992. He has more than 30 years of experience in the technology industry, and has been in various
leadership roles. The important part of the leadership is that each segment has its own president. The WW
Barcode and Security segment is led by Buck Baker, and the WW Communications and Services segment
is led by Mike Ferney. By having two different presidents leading each segment, the respective business
units are concentrated on more than just have one overlooking CEO.
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Ownership
% Shares Held by All Insider and 5% Owners:
% Shares Held by Institutional & Mutual Fund Owners:

1%
98%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
FMR, LLC
Royce & Associates
BlackRock Fund Advisors
Wellington Management
Fiduciary Management Inc.

Company
ScanSource Inc.
Avnet Inc.
Ingram Micro Inc.
Tech Data Corp.

Shares
% Out
3,336,147
11.68%
3,252,292
11.39%
2,314,307
8.11%
2,029,926
7.11%
1,923,171
6.74%
Source: Bloomberg
Competitors
Ticker
SCSC
AVT
IM
TECD
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Stef Yordan

Gentherm Incorporated (THRM)
February 6, 2015
Domestic Consumer Discretionary

Gentherm Inc., formerly known as Amerigon Incorporated, is a global technology and industry
leader in the design, development and manufacturing of innovative thermal management
technologies for a broad range of heating and cooling applications. THRM operates in three
segments: Climate Controlled Seats (CCS), Advanced Technology and W.E.T, a subsidiary of THRM.
While its products can be found in the vehicles of nearly all major automotive manufacturers
primarily as a Tier II supplier to the auto industry (95% of revenues), it also builds thermoelectric
generators to capture heat and convert it into electricity for various applications in the industrial
and materials sectors (5%). THRM was founded in 1991 and is based in Northville, Michigan.

Recommendation
With an innovation-driven growth trajectory, a solid balance sheet bolstered with an impressive amount
of cash and a dominant presence in an underpenetrated niche market, Gentherm is well-positioned to have
a positive impact on the AIM Equity Fund. As a unique growth stock within the automotive parts industry
with patent-protected technology for thermoelectric products, THRM holds a 50% share in the seat heater
market, a 75% share in the heat and vent market and over 95% share in the heat and cool market for
vehicle seating and interior. As of 3Q14, product revenues are up 20% YoY, driven by continued strong
shipments in the CCS segment, which boasted a 28% YoY revenue growth. The company enjoyed
additional revenue from THRM’s acquisition in April, 2014 of GPT as well. THRM holds the top spot
amongst its competitors in trailing 3-year revenue growth (489%), trailing 3-year EBITDA growth
(445%) and holds a strong position in 2013 gross margins (26%). Gross and operating margins
experienced 310 and 315 bp increases YoY to in 3Q14 due to a favorable change in product mix, greater
coverage of fixed costs at higher volume levels, increased contribution from a new electronics
manufacturing facility in China and a positive currency impact from THRM’s operations in Mexico and
Ukraine, whose currencies decreased in value to the USD in 3Q14 by 2% and 54%, respectively.
Additionally, THRM’s 3Q14 adjusted EBITDA experienced a 46% increase YoY due to conversions of
higher product revenue. World-wide luxury vehicle sales are increasing due to the more confident nature
of the consumer, which gives THRM a significant path for growth, as approximately 30% of all vehicles
currently produced have some form of seat or interior comfort products. With a solid fundamental outlook
and strong performance in a developing and profitable market, it is recommended that THRM be added to
the AIM Equity Fund at a price target of $46.01, representing a 25.10% upside.
Investment Thesis
 Near-term Macroeconomic Benefits. The lower price of oil has a positive impact on all of
THRM’s segments. Because consumers generally looks at the total cost of owning a vehicle, they
may be inclined to spend more on the luxury aspects of a vehicle, such as THRM’s heated/cooled
seating, to offset the lower amount they pay in gasoline. In addition, lower fuel prices benefit
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both the vehicle mix in the market and THRM’s sales, since its products have higher take rates in
SUVs and pickup trucks relative to smaller vehicles. This is especially relevant to THRM due to
its product implementation during 3Q14 in the General Motors full-size SUV platform (“K2XX”)
as well as the Jeep Grand Cherokee, which have both shown very strong production and sales
levels.
Acquisition of Global Thermoelectric Inc. On April 1, 2014, THRM acquired all of the stock of
what is now known as Gentherm Global Power Technologies, or “GPT.” As a global market
leader and developer of thromoelectric generators, the acquisition enhances key elements of
THRM’s business strategy by expanding the breadth of products derived from core thermal
technologies as well as the markets in which they are applied. As of 3Q14, revenues for GPT are
roughly 5% of total company sales, and are on pace to reach next year’s internal target toward
THRM’s goal to reach $100 MM in sales within the next 3-5 years. Long-term guidance indicates
10-15% annual revenue growth for GTP.
Patented Technology. THRM’s patent-protected thermoelectric device (“TED”) technologies
hold solid growth potential, which leads management to believe that THRM can capture over
50% of the market over time. These products include heat and cool cupholders, the “Cool Bin”
and electrically heated door and armrest products that are already or will be available in 2015. At
the end of 2013, THRM held 33 patents with 41 additional U.S. patents pending for the
advantageous, efficient and environmentally-friendly TED technology.

Valuation
In order to reach an intrinsic value for THRM, a five-year discounted cash flow model was conducted.
Using a WACC of 12.84%, the DCF resulted in a valuation of $51.10. Additionally, peer P/E, P/S and
EV/EBITDA comparisons were conducted, which resulted in price targets of $30.24, $37.64 and $34.54,
respectively. These valuations are coupled with a sensitivity analysis that produced price targets between
$44.42 and $35.24. Each of the valuations (P/E, P/S and EV/EBITDA) weighed 10% while the DCF
valuation weighed 70%, resulting in a final intrinsic value of $46.01, representing a 25.10% upside.
THRM does not pay a dividend.
Risks
 Currency Risk. The average US Dollar/Euro exchange rate for 3Q14 was very similar to that of
3Q13, which was 1.3254. THRM’s product revenues denominated in the Euro exhibited a 6%
increase YoY from €35,683,000 to €37,965,000. If further weakening in the Euro since 3Q14
continues, it may have a moderate unfavorable impact on THRM’s revenues during future
periods.
 Manufacturing Location Risk. THRM’s primary manufacturing locations are in Mexico, China
and the Ukraine, all countries that have historically experienced a heightened degree of political,
civil and labor uncertainty. Most of THRM’s products manufactured in the Ukraine (26% of
revenues) are shipped across the border from the Ukraine to Hungary for further delivery to
customers. If that border crossing were to be closed for any reason, THRM would essentially
experience a loss of the use of its Ukraine facility, which would have a material adverse effect on
the business.
Management
Daniel R. Coker is currently THRM’s President and CEO, and has held these positions since March 2003.
Dan Coker has more than 25 years of experience in the industry, and had served as VP of Sales and
Marketing since March of 1996 when he joined Gentherm. Barry Steele, the current CFO and Treasurer,
has more than 15 years of automotive industry and public accounting experience and has served in a
number of senior financial management positions.
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Super Micro Computer, Inc. (SMCI)
February 6, 2015
Alex Schmidt

Information Technology

Super Micro Computer, Inc. (NASDAQGS: SMCI) is a global provider of high performance server
solutions based on open-standard architecture. They provide end-to-end customized solutions to the Data
Center, Cloud Computing, Enterprise IT and Big Data markets, providing companies with the
infrastructure necessary to capture an ever-increasing amount of data. Super Micro offers over 5,600
SKU’s that they sell to distributors, value added resellers and OEM’s through a direct sales force. The
company serves over 800 customers in 93 countries, none of which represents more than 10% of company
revenue. A majority of their business originates from the headquarters in California, though facilities
have recently been added in Europe and Asia to better serve those markets. The firm operates in two
segments: Server Systems and Subsystems and Accessories. In the latest fiscal year, Super Micro derived
sales from the following countries and continents: United States (55%), Europe (22%), Asia (20%) and
Other (3%). Super Micro Computer was founded in 1993 and is headquartered in San Jose, CA.
Price ($) (01/30/15)
Price Target ($):
52WK Range ($):
Market Cap:
Float (Mil)
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

36.72
48.05
16.40-39.80
1,690.0M
37.44M
2.17%
0.441M
$
0.00%

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

1
9.79%
16.8%
24.2%
9.9%
7.6%
12.9%
11.6%

FY: June
Revenue (Mil)
% Growth
Gross Margin
Operating Margin
EPS
FCF/Share
P/E
EV/EBITDA

2014A
1,467
26.14%
15.41%
5.45%
$1.20
0.96
30.54
16.56

2015E
1,980
35.00%
15.50%
6.00%
$1.80
1.42
20.40
9.48

2016E
2,555
29.00%
15.80%
6.50%
$2.50
2.01
14.67
6.96

Recommendation
Super Micro Computer has been the beneficiary of the desire many large companies and institutions
share: collecting data. Mobile devices have overtaken the global population with an estimated 7.7 billion
devices in use, including nearly two billion smartphones. With emerging markets coming online and
nearly everyone in industrialized nations online, many expect to see 10x the amount of data traffic by
2019 than presently observed. As a result, the Big Data Storage market, within which SMCI operates, is
expected to grow to $12.5B by 2017 (a CAGR of 40% from 2012). In addition, the Cloud Storage market
is expected to keep its head of steam into 2018 with a projected CAGR of 21% and a $103B valuation.
Moreover, if Cisco is even in the ballpark with its “internet of things” estimation of 50 billion devices
connected to the Internet, Super Micro will have a very generous market in which its hardware and
services will be in wide demand. The desire for Big Data and its recent growth has allowed SMCI to grow
its top line by over 25% in the last fiscal year and by over 40% in the two most recent quarter’s year over
year; while growing its bottom line at nearly double that pace. As companies like Google reach out to a
broader market, making it cheaper and easier to store data online, more brand new data centers will need
to be filled with state of the art, high performance servers and accessories provided by companies like
SMCI. Additionally, while companies are currently generating most of the demand for Big Data Storage,
when consumers begin to follow suit with personal files, an exponentially greater amount of data will
come online. Considering the ever expanding market and demand for its products, in addition to its
recent, impressive operating metrics, it is recommended SMCI be added to the AIM Equity Portfolio with
a price target of $48.05, representing an upside of 31%. SMCI does not pay a dividend.
Investment Thesis
 Asian Opportunity. Super Micro Computer has traditionally struggled in Asian markets against
entrenched companies like Quantas. Last year, sales in the region fell slightly as a percentage of
total sales from 20.5% to 20.4%. However, the Asian market is ripe for intervention as more
companies than ever are looking for solutions that provide them with the computing power they
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require. In addition, the server market in the region is growing 20% year over year. IDC expects
the Big Data and Services market in China to grow at a 38.7% CAGR through 2017 to a total
value of $850m. Management has made it clear that they intend to compete for market share in
the region and grow their percent of sales from its current 20.40%. Already, the new facility in
Taiwan has provided cost savings that are flowing to the bottom line and allowing for more
constructive interactions with customers in the Asian region. While growth in the US is sure to
provide investors substantial returns, the addition of Asian market penetration will magnify
results.
In-House Research & Development Team. SMCI considers its in-house R&D team to be one of
its greatest competitive advantages. This allows the firm to have complete control over every step
of the process from initial ideas to design and ultimately manufacturing. As new technologies
come to the market the team is able to quickly design, integrate and assemble solutions faster than
the majority of its competitors. This boils down to a faster time to market with solutions that are
more complete; offering more efficient servers and accessories that will operate seamlessly with
devices already in the field.
Margin Expansion. Along with double-digit top line growth in both of the last two fiscal years,
SMCI management has been effective in translating this success to the bottom line. After
suffering a decline in FY 2013 to 13.77%, gross margin is back closer to historical levels at
15.37% in the last fiscal year. As mentioned previously, the new facility in Taiwan is the
strongest driver of increasing gross margin. The new technologies mentioned in the preceding
paragraph have also played a significant role in increasing gross margin. Management expects
these factors to contribute an extra 200 bps to gross margin in the next five years.

Valuation
In order to reach an intrinsic value for SMCI, a five year discounted cash flow model was developed.
Using a terminal growth rate of 2.8% and a WACC of 9.79% resulted in a valuation of $48.05. Sensitivity
analysis on both the terminal growth rate and WACC provided a range between $41.58 and $53.85.
Additionally, a P/E multiple was computed using four of the companies most relevant competitors. Using
an average multiple of 34.68x and multiplying by EPS of $1.79 gave an intrinsic value of $50.22. By
weighting the DCF model 50% and the P/E multiple method 50% a price target of $48.05 was
established. SMCI does not pay a dividend.
Risks
 Large Competitors. A risk for many smaller firms in this space, SMCI goes toe to toe with the
likes of IBM, Cisco, Oracle and others. If the specialized approach taken by the firm cannot
compete effectively with the cost strategy of larger firms, earnings may be impacted.
 Quarterly Fluctuations. Super Micro earnings may fluctuate from quarter to quarter causing
swings in the stock price. Seasonality is a major factor as the middle of the calendar year is
traditionally a weak period for the firm.
 Asian Market. If the company fails to grow its business in Asia as stated in the driver section,
earnings may not live up to investor expectations. While the US will provide substantial growth
for the time being, the Asian market will eventually need to be tapped in order to sustain growth
at these levels.
Management
Charles Liang is the co-founder of the company as well as its largest shareholder. He has held the role of
Chairman and CEO since the company’s inception and continues to play a vital role in the day-to-day
operations of the firm as well as the development of new products and solutions. Howard Hideshima is
the CFO of the firm, a position he has held since 2006. Howard was recently appointed a Senior Vice
President in mid-2014.
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Holder
Charles Liang
Fidelity Management
Blackrock
Vanguard
Liaw Yih-Shyan

Top 5 Shareholders
Shares
%Out
7,309,561
15.73%
6,168,752
13.28%
2,861,005
6.16%
2,571,397
5.54%
2,142,353
4.61%
Source: Bloomberg

Ownership
% of Shares Held by All Insiders and 5% Owners
23.00%
% of Shares Held by Institutional & Mutual Fund Owners
75.00%
Source: Yahoo! Finance
Peer Group
P/E
Rackspace
Teradata
Cray Inc
Quanta

ROE
68.7x
19.8x
33.7x
15.7x
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9%
19%
11%
16%

Mkt Cap(mm)
$6,454
$6,818
$1,323
$297
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Installed Building Products, Inc. (IBP)
February 6, 2015
Brandon Cloete

Domestic Industrials

Installed Building Products, Inc. (NYSE: IBP) is the nation's second largest insulation installer for the
residential new construction market and a leading installer of complementary building products,
including garage doors, rain gutters, shower doors, closet shelving and mirrors, throughout the United
States. The company manages all aspects of the installation process for its customers, including direct
purchases of materials from national manufacturers, supply of materials to job sites and quality
installation. IBP offers its diverse portfolio of services for new and existing single-family residential,
multifamily, and commercial building projects from a national network of over 100 locations serving
customers in all 48 continental states. IBP was founded in 1977 and began its first full year of operations
as a publicly traded company in 2014 trading on the NYSE on February 13, 2014. The company is
headquartered in Columbus, Ohio and employs nearly 3200 personnel.
Price ($) (02/02/15)

$

18.18

Beta:

Price Target ($):

$

20.88

WACC

8.80%

Revenue ($M il)

52WK L-H ($):

10.82 - 19.04

M -Term Rev. Gr Rate Est.

9.20%

% Growth

M arket Cap (mil):

568.33

M -Term EPS Gr Rate Est.

11.10%

Operating M argin

Short Interest:

3.80%

Debt/Equity (mrq)

46.00%

EPS ($Cal)

Avg. Vol (90 day)

77,115

ROA (ttm):

5.33%

FCF/Share

N/A

ROE (ttm):

-20.26%

Dividend:

N/A

FY: December

2013A

2015E

514.70

612.00

43.38%

19.16%

18.90%

3.03%

6.02%

8.59%

0.30

0.53

0.95

0.79

0.60

1.15

60.41

39.78

22.01

25.40%

27.20%

28.59%

P/E (Cal)
Gross M argins

2014E

431.93

Recommendation
IBP offers a straightforward service, with an underlying model that is simple and effective. In a space that
is characterized as highly disintegrated and localized, IBP has found a way to limit the growth and topline opportunities of its competitors, and that is accumulate market share. Their business model consists
of three main initiatives. The first is to gain market share through organic growth. IBP has consistently
posted excellent same store sales. Since 2011, the company has grown its same store sales by 20.5% and
29.6% in 2012 & 2013 respectively. In the 9 months ended September 2014, IBP saw same store sales
increase 16.4%. Secondly, gain market share through acquisitions. The real driver behind the growth of
this company has been its model for gaining market share through acquisitions. Since 1999, the company
has aquired and successfully integrated over 90 acquisitions. The successful integration of these
company’s is accredited to IBP’s dedicated corporate team that is exclusively responsible for finding and
integrating acquisitions. And the final initiatve is to gain market share by helping bring national scale to
local/regional names. IBP has used this as well as its acquisition value-proposition to squeeze the mompop names from the markets it participates in. More importantly though, IBP can offer buying power to
its add-ons which has allowed the company to improve COGS and thus margins. Savings on COGS drove
a 240bp Y/Y improvement in gross margins from 25.4% to 28.2% for the quarter ended September 2014.
The 9 months ended September 2014 saw gross margins improve from 25.1% to 27%, a 190 bp Y/Y
increase, and finally the TTM gross margins improved 140bps Y/Y from 25.4% to 26.8%. Because of
these reasons and a favorable valuation, it is recommended that IBP be added to the AIM Equity Fund
with a target price of $20.88, which offers a potential upside of nearly 15%.
Investment Thesis
 Stong Balance Sheet for Acquisitions. IBP has cash and equivalents balances of ~$25M,
growing Accounts Recievable (now at ~$71.5M), solid inventory (~$23M), and low long term
debt of ~$24M. There are also minimal contractual obligations in the form of long-term debt,
capital and operating lease’s and purchase obligations over the next 5 years, giving the company a
solid foundation for its acquisition based strategy.
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Opportunity for Expansion. IBP’s opportunity for expansion is far from mature, as there are
1000+ independanct insulation contractors operating across the United States that fit the
acquisition target criteria. Also, the company currently participates in 35 of 50 metropolitan
statistical areas, offering large-market entry opportunities.
New Home Construction Market Strength. The new housing market took a massive hit in the
2007 – 2010 period, but has since been on a strong recovery. In the 2010 – 2013 period, the
housing market saw a CAGR of 15% and according to the U.S. Census Bereau, will continue to
grow at a CAGR of 13% through 2015. Total housing starts in 2013 were 925,000 and estimates
for 2015 come in at just under 1.2M. This is well below historical average starts of 1.6M, which
shows the industry has much room to improve.

Valuation
In order to reach an intrinsic value for IBP, a five year discounted cash flow model was conducted. Using
a terminal growth rate of 3% and a WACC of 8.80% resulted in a valuation of $21.42. Sensitivity analysis
on both the terminal growth rate and WACC provided for a range between $18.69 and $25.47.
Additionally a EV/EBITA was conducted, resulting in a price target of $20.35. By weighting these
equally, a price target of $20.88 was achieved, presenting a potential upside of 14.87%. IBP does not pay
any dividend.
Risks
 Dependance on Macroeconomic Factors. The company is dependent on the U.S. residential
construction industry, economy, credit markets and other important factors, many of which are
beyond the companies control. IBP is highly dependent on the level of new home construction,
which in turn is dependent upon a number of factors, including interest rates, consumer
confidence, employment rates, foreclosure rates, housing inventory levels, housing demand and
the health of the economy and mortgage markets.
 Threat of Competitive Pressure. The industry is highly fragmented and competitive, and
increased competitive pressure may adversely affect the business, financial condition, results of
operations and cash flows. The building products installation industry is highly fragmented and
competitive. IBP faces significant competition from other national, regional and local companies.
Management
Jeffrey W. Edwards is the President, Chief Executive Officer and Chairman and has held these positions
since 2011, 2004 and 1999, respectively. Since 1988, Mr. Edwards has been involved in the launch of
many business ventures as well as commercial real estate developments in central Ohio. Michael T.
Miller has served as the most senior financial officer since he joined IBP in 2000 as the Executive Vice
President of Finance, and has been Chief Financial Officer since July 2013. He has also served as a
director since March 2004. Jay P. Elliott has been the Chief Operating Officer since August 2013. Since
joining in April 2002 as Regional Operations and Business Integrations Manager, Mr. Elliott has
successfully led the acquisition integration process and overseen various corporate functions.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners

27%
59%
Source: Yahoo

Holder
Cetus Capital II, LLC
Capital World Investors
Invesco Advisers, Inc
GMT Capital Corp
Spruce House Capital LLC

Top 5 Shareholders
Shares
4,992,000
2,068,345
1,963,541
1,780,388
1,710,600

% Out
16.31%
6.50%
6.17%
5.59%
5.37%
Source: Yahoo

Peer Group
Company
M / I Homes, Inc.
Hovnanian Enterprises Inc
Cavco Industries Inc
Libbey Inc
Beazer Homes USA Inc

Market Cap
$505M
$452M
$652M
$712M
$434M
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EV/EBITDA
15.90
16.50
18.50
15.80
N/A
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GrubHub, Inc. (GRUB)
February 6, 2014
Dan Alon

Domestic Information Technology

GrubHub, Inc. (NYSE: GRUB), which was founded in 2004 and is located in Chicago, IL, is the leading
online and mobile platform for restaurant pick-up and delivery orders. Customers enter their location
through an online interface (app) and the company displays the menus and other relevant information for
restaurants within its network. Orders may be placed directly online or over the phone at no cost to the
diner, and GrubHub charges the restaurant a per order commission. The company connects local
restaurants and diners in approximately 600 cities and is focused on changing the take out experience.
GrubHub generates revenues from a percentage of each transaction that takes place. GrubHub has and
will continue to separate themselves by establishing themselves as the first movers. Currently GrubHub
earns nearly 100% of their revenue from the United States.
Price ($): (1/27/14)
Price Target ($):
52 WK H-L ($):
Market Cap (mil):
Float (mil):
Short Interest (%):
Avg. 30 Day Vol (k):

$34.43
45.96
$26.00-$45.80

2,806.9
53.6
9.49%
1,846.50

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

0.97
8.59%
49.92%
36.52%
28.5%
18.85%
24.21%

FY: Feb 5
Revenue (Mil)
% Growth
Operating Margin
Net Margin
EPS (Cal)
FCF/Share

2013A
$137
66.64%
10.78%
7.26%
1.68
0.90

2014E
$247
79.99%
16.90%
9.39%
3.03
1.20

2015E
$327
32.61%
19.64%
14.59%
4.02
1.65

Recommendation
As long as there is demand for eating restaurant food, there will be demand for carrying out food and
eating it some place other than the restaurant. In fact, according to Euromonitor, nearly 33% of money
spent at the nearly 350,000 independent restaurants in 2012 were take out orders. For restaurants, take out
enables them to grow their business without having to add seating capacity or wait staff. Furthermore,
advertising, which likely happens through word-of-mouth or local publications for take outs is often
inefficient and can be costly with no guarantee of success. Additionally, GrubHub’s mobile base enables
restaurants to list their menus online free of charge, which results in free advertising to nearly 5 million
active users. GRUB does not charge an upfront fee or subscription - and does not see one existing in the
future. The company generates revenue by receiving roughly 20% of the orders made. Restaurants have
an option to pay a higher percentage in order to be higher up on diner’s lists. This method results in a lowcost, high-reward option for restaurants. In addition, because everything is done on a mobile device the
overall experience and accuracy is improved for diners in comparison to paper orders or orders taken over
the phone by busy employees. The GrubHub experience is one where both sides of the party are happy
and benefit. GrubHub has built a strong economic moat by buying Seamless, which was the only true
competitor to GrubHub - and absorbing both the restaurants and diners. Further, as nearly all of
GrubHub’s revenue is earned from the United States (mainly a few cities) there is a huge potential for
untapped markets in the US, Europe, and Asia. Finally, as is a huge theme today, the increase in mobile
usage is climbing with no real end in sight. Because of the GrubHub’s customer retention, a potential
market penetration, an increase in mobile device usage, and a favorable valuation, it is recommended that
GRUB be added to the AIM Equity Fund with a target price of $45.96, which offers a potential upside of
33.48%.
Investment Thesis
 Retention for Restaurants and Diners. GrubHub has about 5 million active users in addition to
previous Seamless’ customers who order slightly more frequently. Of these orders, 90% are
repeats, which helps minimize effort executed by diners. Costs for restaurants are minimal, which
results in a very low turnover of restuarants available to order from. Further, as the diner activity
increases, restaurant activity is expected to do the same. The sales and marketing expenses
consumed 26.2% of revenue up from the year-ago quarter of 25.4%, which should result in more
and stickier diners.
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Further Market Opportunities. As of right now, about 100% of GrubHub’s revenue comes
from the United States with heavy concentration in Chicago, New York, and San Fransisco.
GrubHub believes that they can increase their market penetration by increasing awareness in
other countries as well as other cities around the US. GRUB mainly focuses on independent
restaurants, and if they can add chain restaurants to their network, revenues could see a large
increase. As of right now, about 33% of all restaurant revenue is from the take out industry,
which proposes a large opportunity for change. Another opportunity is the ability to use the data
they’re collecting. GrubHub could run analytics for restaurants and sell their findings to increase
peformance per restaurant.
Increase in Mobile Device Usage. GrubHub has stated that their target demographic is the
Millennial generation. As mobile usage seems to only increase, it is expected that downloads and
Active Users will follow in suit. GrubHub’s mobile service now makes up about 50% of orders
and is expected to increase in the future. In the nine months ended Septemer 30 2014, Active
Diners grew 50%, Active Daily Grubs increased by 90%, as Gross Food Sales grew 98% to
$1,279.4 million. According to a study done by comScore, mobile app use by minutes increased
by 52%, and mobile use now consumes 60% of digital media time.

Valuation
In order to reach an intrinsic value for AMBA, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 3% and a WACC of 8.59% resulted in a valuation of $45.95. Sensitivity
analysis on both the terminal growth rate and WACC provided for a range between $39.31 and $55.47.
GRUB does not pay a dividend, nor see one in the foreseeable future.
Risks
 Seamless Poorly Executed. The merger between Seamless and GrubHub included the addition
of multiple diners, restaurants, and employees. If these resources are not managed properly, there
could be an increase in logistic costs. There also needs to be a unification in the pricing models
which could effect relationships with restaurants and diners.
 Not Acquiring New Restaurants or Diners. The growth of the business depends heavily on the
acquisition of both restaurants and diners. Further, the addition of more restaurants attracts more
diners, which can in turn attract more restaurants. This growth takes a lot of loyalty and could
grow more slowly than expected.
 Hacking Theme. There has been a theme of companies being hacked, which results in poor
future performance for the companies. If GrubHub was hacked and diner information was taken,
we could see an exodus occur from the use of the application overall.
Management
Matthew Maloney is a co-founder and serves as CEO of GrubHub Inc. He is a web developer by trade but
also holds an MBA and MSCS from the University of Chicago. Mike Evans is the other co-founder and
serves as the COO and is also a web developer. Adam DeWitt serves as the CFO. Prior, Adam was the
CFO of Seamless before the merger and is also in control of customer service, data operations and
corporate development. Adam has been the CFO for 3 years. Jonathan Zabusky serves as the President of
GrubHub. Like Adam, Jonathan was the CEO of Seamless before the merger and was a big part of the
MenuPages acquisition.
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Ownership
% of Shares Held by All Insider & 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:
Top 5 Shareholders
Holder
Price (T.Rowe) Associates Inc.
Goldman Sachs Group, Inc
Warburg Pincus
Caledonia (Private) Investments Pty Ltd
JP Morgan Chase & Company

Company
Coupons.Com Inc
RetailMeNot Inc
Groupon Inc
Pandora Media Inc
Netflix, Inc.

0.00%
8.00%

Shares
5,358,250
5,001,332
3,954,703
2,610,509
2,424,583

Top 5 Competitors
Ticker
COUP
SALE
GRPN
P
NFLX
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%Out
6.57%
6.13%
4.85%
3.20%
2.97%
Source: Bloomberg

Market Cap (B)
1.16
838.8
4.82
3.47
28.87
Source: Google
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