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RigNet, Inc.
February 7, 2014
Joseph Bachmann

Domestic Energy

RigNet, Inc. (NASDAQ: RNET) is a network infrastructure provider serving the remote communications
needs of the oil and gas industry. Through a controlled and managed Internet Protocol/Multiprotocol
Label Switching (IP/MPLS) global network, it delivers voice, data, video and other value-added services.
Its customers use its secure communications and private extranet to manage information flows and
execute operations in areas where conventional telecommunications infrastructure is either unavailable
or unreliable. It offers its clients means of communications with their remote operations, including
offshore and land-based drilling rigs, offshore production facilities, energy support vessels and support
offices. For the 2012 fiscal year, RNET earned 22% of revenue in the U.S while the remaining 77% was
earned abroad. RNET was founded in 2001 and is headquartered in Houston, Texas.
Price ($): (10/18/13)
45.81
Price Target ($):
55.83
52 WK H-L ($):
49.29-19.21
Market Cap (mil):
788.85
Float (mil):
16.70
Short Interest (%):
0.99%
Avg. Daily Vol (mil)
6.74
Dividend ($):
0.00
Yield (%):
0.00%

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

0.95
9.53%
10.00%
9.00%
46.2
6.57%
13.39%
1.05

FY: Jan 1
Revenue (Mil)
% Growth
Gross Margin
Operating Margin
EPS (Cal)
FCF/Share
P/E (Cal)
EV/EBITDA(Cal)

2012A 2013E 2014E
161.67 220.00 264.00
47.84% 36.08% 20.00%
49.85% 48.10% 49.50%
14.10% 14.12% 14.25%
0.76
0.95
1.19
0.53
0.49
0.89
26.01
46.26
30.68
7.98
15.75
11.32

Recommendation
As operations have increasingly moved from traditional drilling areas to offshore sites and shale plays, the
oil and gas industry has become more fragmented than ever before. As a result, there has been a growing
need in the industry for fast and reliable communications between far-flung operations. RNET, with a 5
year revenue CAGR of 21.6%, has been consistently successful at fulfilling this growing need. With a
specialty focus on the oil and gas industry, RNET has a competitive edge against some of their broaderfocused competitors. With a customer base consisting of energy drillers, operators, and service
companies, RNET is well diversified and ready to continue their successful growth. Overall, the
company set to continue its rapid growth through their improving market share in the growing
international offshore drilling industry. Because of these reasons and a favorable valuation, it is
recommended that RNET be added to the AIM Equity Fund with a target price of $55.79, which offers a
potential upside of 21.89%. RNET does not pay a dividend.
Investment Thesis
• Improving Market Share in a Growing Industry. Through superior products and customer
service, RNET has been successful at improving their market share in the lucrative offshore rig
market. As of Q2 of 2013, the company had 32% percent of the offshore market, up from 22% in
2009. This expansion showcases RNET’s superior ability to gain competitors’ clients, which is
achieved through their specialty focus on the oil and gas industry. The offshore market itself is
also poised to expand, with an estimated 5.5 percent CAGR of rigs worldwide into 2018. RNET
profits will be buoyed by its ability to grow market share in an expanding industry.
• Intelligent Acquisition. In August 2013, RNET reached a definitive agreement with Immersat, a
global satellite services provider, to acquire their Energy Broadband service for $25MM cash.
Additionally, RNET agreed to become a distributor of Inmarsat's GX satellite communications
network services, allowing RNET to build on their existing business by offering next-generation
satellite services to existing and new customers in the global energy sector. This acquisition
should further improve RNET’s overall revenue growth and market share. The deal successfully
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•

closed in Q1 of 2014. Furthermore, RNET’s strong balance sheet is flexible enough to allow them
to take advantage of future strategic opportunities.
Industry-Wide Growing Bandwidth Needs. Currently, the oil and gas industry has been
experiencing expanded bandwidth need per rig, with estimated demand projected to grow 22%
annually into 2017. This growth has been driven by a variety of factors, including increased
adoption of video-based communication, more stringent regulatory oversight, and attempts to
keep rig crews satisfied during their off hours. This growing bandwidth demand should allow
RNET to improve their daily rates on both their existing and future contracts, improving company
profitability.

Valuation
In order to reach an intrinsic value for RNET, a ten year discounted cash flow model was conducted.
Using a short-term growth rate of 20%, a terminal growth rate of 2%, and a WACC of 9.55% resulted in a
valuation of $57.47. Additionally, an EV/EBITDA comparison valuation was used. Using an
EV/EBITDA multiple 13.01, consisting partially of an industry average, and using a 2014 expected
EBITDA of $72M, a price of $54.10 was obtained. Weighing both valuations equally, a price target of
$55.79 was reached.
Risks
• International Exposure. As of December 31, 2012, RNET operates in over 30 countries around
the world. As a result, they are subject to a wide variety of political and regulatory risk, including
risk of incidents such as war or other international conflict and nationalization, and possible
expropriation of assets.
• Offshore Rig Loss. As the Deepwater Horizon incident suggests, offshore drilling is a
technically difficult field that is subject to unexpected losses. Because RNET typically invests
approximately $100,000 to $400,000 of equipment on each of the offshore rigs they service, if
any of these rigs suffer severe damage or sink, RNET would be materially affected.
• Oil and Gas Industry Volatility. Because RNET serves only the oil and gas industry, they are to
a lesser effect subject to the largest risk of those businesses: commodity price risk. A prolonged
significant reduction in the price of oil and natural gas would likely reduce oil and natural gas
production levels, and therefore demand for RNETS services and systems could be materially
affected.
Management
Mark Slaughter has served as a President and CEO of RNET since 2007. Mr. Slaughter has more than 30
years of experience in the energy, telecommunications, and remote telecommunications industry. Marty
Jimmerson has served as the company’s CFO since 2006, and has over 18 years of experience in the
energy and wireless communications industries. Hector Maytorena and Jim Crenshaw serve as the
General Managers of the Eastern and Western Hemisphere business segments, respectively. Both men
have long histories with the remote communication and energy industries.
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Source: Bloomberg
Ownership
% of Shares Held by All Insider and 5% Owners:

40%

% of Shares Held by Institutional & Mutual Fund Owners:

50%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

KKR & Co LP

4,750,000

27.58

T Rowe Price Associates

2,146,293

12.46

Lord Abbett & Co LLC

879,120

5.10

Fidelity Management & Research

773,803

4.49

Lafitte Capital Management LLC

550,880

3.20
Source: Bloomberg
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Sabra Health Care REIT, Inc. (SBRA)
February 7, 2014
Sean Brackin

Financial Services

Sabra Health Care REIT, Inc. (NASDAQ:SBRA) is a real estate investment trust that owns skilled
nursing/post-acute facilities, senior housing, and acute care hospital. SBRA features assisted and
independent living alongside with skilled nursing facilities as the primary focus of business. These
facilities are owned through triple net leasing with an average remaining life of 11 years. SBRA has 128
investments in 27 different states, which includes 12,382 licensed beds at the end of 2012, ranging all
over the country. Sabra operates through an umbrella partnership with Sabra Health Care Limited
Partnership. Sabra is headquartered in Irvine, California and employs eight people.
Price($): (2/4/14)
28.03
Price Target ($):
34.35
52WK H-L ($):
32.40-21.55
Market Cap (mil)
1,069.40
Float (mil):
37.00
Shares Outstanding (mil)
38
Avg. Daily Vol:
252,334
Dividend ($):
1.36
Yield (%):
5.20%

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

1.38
9.10%
20.00%
24.00%
1.88
2.6
5.2
2.81
17.56

FY:
Revenue (mil)
Growth
AFFO
P/AFFO
EPS (Cal)
P/E (Cal)
P/B

2012A
2013E
2014E
103.17
130.75
160.50
22.49% 26.49% 19.16%
1.59
1.77
2.21
13.66
14.77
15.50
0.53
0.59
0.82
38.31
44.31
41.77
2.64
2.51
2.45

Recommendation
As an investor in senior living, skilled nursing facilities, and independent living centers, Sabra Health
Care REIT, Inc. effectively runs 128 facilities throughout the country. The breakdown of their facilities is
as follows: 96 skilled nursing/post-acute facilities, 22 senior housing facilities, one acute-care hospital,
one asset held for sale, and two mortgage loan investments. Sabra has a strong foothold in the skilled
nursing side of the business and is looking to organically grow revenue from here. The senior housing, on
the other hand, is the primary focus of SBRA’s furious M&A activity which totaled $310 million for
2013. They are projected to slow down somewhere in the ballpark of $150 million this year, but still very
active in the acquisitions market. Renovation projects remain intact, and Sabra plans to approach
investments opportunities in senior housing through mezzanine and secured debt investments and joint
ventures. At the beginning of this year, Sabra announced they will issue $350 million in new debt. This is
being done to free up the balance sheet as well as increase liquidity. Given Sabra’s ability to actively
position themselves for new economic trends and a favorable valuation, it is recommended that Sabra
Health Care REIT, Inc. be added to the AIM Equity Portfolio with a target price of $34.35, representing
an upside of 22.54%.
Investment Thesis
 Positive Demographic Trends. The youngest of the baby boomer generation are just turning 50
this year while the eldest are approaching 70. With that being said, demand for senior housing
will be rapidly increasing over the next decade, and Sabra’s primary focus of expansion is
national assisted living and independent living facilities. The U.S. Census Bureau has stated the
American population 65 and older is expected to increase from 39.2 million in 2011 to 54.8
million in 2020 representing a CAGR 3.8% over the next ten years. Through Sabra’s recent debt
issuance, they are poised to stay ahead of the curve.
 Increasing Demand for Cost-Effective Patient Treatment. The federal government is
encouraging patient treatment through more cost-friendly channels like skilled nursing facilities.
Sabra is not looking to expand much more in this aspect of the business, but there now exists
much more room for organic growth. High acuity patients are expected to shift their place of
treatment from long-term acute care hospitals to skilled nursing facilities. Nursing home
expenditures are expected to increase from about $155 billion for the industry in 2012 to
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approximately $255 billion by the end of 2021 according to the Centers for Medicare &
Medicaid Services (CMS).
 Refinancing Existing Senior Notes. Earlier this month, Sabra announced that they will be
refinancing senior debt through the issuance of new seven-year notes to the order of $350
million. Over $200 million in existing senior note debt will be retired. The notes being paid down
retire in 2018 with a coupon of 8.125% as oppose to the new debt issued at only a 5.50% interest
rate. This transaction allowed Moody’s to upgrade Sabra’s senior notes from B3 to Ba3. This
creates more flexibility with the balance sheet and allows SBRA to continue their rapid M&A
activity ($310 million in 2013 acquisitions).
Valuation
In order to reach an intrinsic value for Sabra Health Care REIT an adjusted funds from operations and P/E
multiples method along with a dividend discount model were used. For the AFFO comparable method, an
intrinsic value of $36.25 was generated. The P/E comparable was used and resulted in a multiple of
16.47x yielding a price of $32.48. Finally, the DDM generated an intrinsic value of $32.28. Weighting the
valuation methods 50/25/25 respectively, an intrinsic value of $34.35 was yielded representing an upside
of 22.54%. Sabra pays a quarterly dividend of $0.36, representative of a yield of 5.20% annually.
Risks
 Rising Interest Rates. The rise in interest rates could be troublesome for Sabra to finance
acquisitions which could stunt their ability to expand across the nation. It also makes it more
difficult for Sabra to refinance as there would not be the opportunity to lock in a low rate
anymore.
 Dependency on Genesis. Over 85 of Sabra’s properties are leased by Genesis suggesting a heavy
reliance on Genesis to make rent payments on time. If something were to happen to Genesis, it
could materially affect Sabra and cause them face financial duress.
 Increasing Healthcare Regulation. This indirectly affects Sabra through its tenants. If Sabra’s
tenants fail to comply with the number of new regulations in the healthcare industry, Medicare
and Medicaid may be stripped away from its tenants and have a material adverse effect on
company financials.
Management
Richard K. Matros is the current Chairman, President, and CEO of Sabra Health Care REIT, Inc. Mr.
Matros has been with the company since 2001 back when it was Sun Healthcare Group, Inc. as the
Chairman and CEO. He became President in November of 2010 and has prior experience in the industry
serving as President and CEO of Bright Now! Dental, Inc. and Regency Health Services, Inc. Tayla Nevo
Hacohen is the Executive Vice President and Chief Investment Officer. Harold W. Andrews Jr. is the
Executive Vice President, CFO, and Secretary of the company.
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Ownership
% of Shares Held by All Insider and 5% Owners:

2%

% of Shares Held by Institutional & Mutual Fund Owners:

94%

% of Float Held by Institutional & Mutual Fund Owners:

96%

Number of Institutions Holding Shares:

190
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Outstanding

Keeley Asset Management Corp.
BlackRock Fund Advisors
FMR, LLC
BlackRock Institutional Trust Company, N.A.

2,180653
2,072,053
1,769,290
1,461,920

5.76
5.47
4.67
3.86

River Road Asset Management, LLC

1,376,728

3.63

Marquette University AIM Class 2014 Equity Reports

Spring 2014

Page 7

LifeLock Inc. (LOCK)
February 7, 2014
Jim Ford

Domestic Consumer Discretionary

LifeLock Inc. (NYSE: LOCK) offers identity theft protection services. LifeLock provides services that
include credit monitoring, identity threat scans, identity theft alerts, and monitoring of credit scores. IT
protects consumer subscribers through monitoring identity-related events, such as new account openings
and credit-related applications. The company offers LifeLock Identity Alert system to provide its members
with real-time alerts through text, call, or e-mail. It operates through two segments: Enterprise (7.6% of
revenue) and Consumer (92.4%). LifeLock Inc. was founded in 2005 and is headquartered in Tempe,
Arizona.
Price ($) (1/31/2014):
Price Target ($):
52WK H-L ($):
Market Cap (mil):
Float (mil):
Short Interest (%):
Avg. Vol (3 month):
Yield (%)

$
20.12 Beta:
FY January
2012A
2013E
2014E
$
22.65 WACC:
10.40% Revenue ($Mil)
$ 276.43 $ 367.65 $ 441.18
$8.31 - $20.25 Debt/Equity:
% Growth
42.53%
33.00%
20.00%
$1,820.00 2012 ROE:
2.0% Gross Margin (%):
71.09%
70.00%
70.00%
38.28 2012 ROA:
1.1% Operating Margin (%):
4.74%
3.60%
7.00%
5.0% Mid-Term Rev Gr Rate Est 12% EPS
$
0.09 $
0.17 $
0.46
1,067,150 Mid-Term EPS Gr. Rate 87% P/E (Cal)
90.33
120.32
43.45
0.0% EV/EBITDA
82.8 FCF/Share
1.36
0.62
1.04

Recommendation
LifeLock is positioned perfectly to take advantage of the the United States’ lack of adqequate protection
against fraud and identity theft. 174 million records were compromised by data breach the 2011 alone.
One in every four of those data breaches results in an attempt to committ fraud or identity theft. Data
breaches like those mentioned have been appearing in the news on a seemingly daily basis. Last year saw
12.6 million victims of identity fraud costing $21 billion. According to ther Federal Trade Commission,
identity theft has been the number one complaint they have recieved over that 13 years. As the leader in
their field, LOCK has 2.9 million customers with over 250 enterprise customers. The pertinency of
identity theft protection provides the company with a large and growing addressable market of Americans
and American companies. Most people and companies are only in a nascent stage of protection against
hackers and identity theives. It is clear that there will be a tailwind in the industry for years to come. For
these reasons, it is recommend that LifeLock, Inc. be added to the AIM Equity Fund with a price target of
$22.99, which is a potential upside of 14.27%. LifeLock does not currently pay a dividend to common
stock shareholders.
Investment Thesis
 Enterprise Segment Growth. The news has been filled with several high profile data breaches
for the past few weeks. Target revealed that 40 million debit and credit cards along with personal
information of about 70 million people were stolen near the end of 2013. In addition to Target,
Neiman Marcus, Coca-Cola, and Michaels Stores have all had issues with data breaches lately.
These breaches not only cause bad publicity, but may also result in stolen strategies and plans.
LifeLock’s enterprise segment provides protection to companies like this. Many companies will
likely be seeking fraud protection on the over 2.5 billion transactions that occur every year.
 Diverse Product Offering. LifeLock offers four different levels of protection for four different
prices with the most recent being unveiled late in 2013. The new LifeLock Junior is the cheapest
offering yet and will help them acquire a wider variety of customers not willing or able to pay the
premium for more robust protection. With a memebership base that has increased over 80% since
2009, this variety of products is crucial to the continued expansion of LifeLock. The retention
rate has also increased steadily from 79% to 88% over the same time period. Expect the
membership and rentention rate to continue increasing.
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Adoption of Premium Services. The 2012 adoption of LifeLock Ultimate has played a
significant role in making the leap to profitability for LOCK. More and more new members are
opting for this high end product that costs $25 per month. The proliferation of this premium
product has helped increase average monthly revenue per member from $7.67 in 2012 to $10.48
in Q3 of 2013. EPS will benefit from the continued customer preference for the more expensive
offering.

Valuation
Three different methods were utilized to find an intrinsic value for LifeLock. A five year discounted cash
flow model with a WACC of 10.4% and a terminal growth rate of 3% yielded a price per share of $20.55.
A sensitivity analysis of the WACC (±1%) and the terminal growth rate (±1%) provided a range of prices
from $17.72 to $26.03 with an average of $21.25. An EV/EBITDA method was also used to compare
LOCK to its peers. This approach provided a share price of $26.31. The DCF and EV/EBITDA models
were both weighted 40% with the sensitivity analysis being weighted 10%, which resulted in a final price
target of $22.99.
Risks
 Security Breach. Almost every high profile business that is hacked ends up as a news headline.
LifeLock’s business requires them to keep watch over their customers information. If their own
confidential information were to be accessed by an unauthorized source, their reputation would be
destroyed and consumer trust would vanish.
 Substantial Competition. There are a variety of credit bureaus and other cybersecurity
companies that operate in the same space as Lock. The cut throat nature of the vastly expanding
space only requires one slip up for a company to lose its competitive advantage and fall out of
favor in the marketplace.
 Insider Selling. LifeLock’s management team and other insiders have been selling an unsually
high amount of shares since mid-November. The largest of these trades was done by President
Hilary Schneider. Insider selling may indicate that there is something occurring within the
company that will cause the stock price to drop in the near future.
Management
Todd Davis is the Co-Founder, Chairman, and CEO of LifeLock. He has been in that position for five
years and has spent most of his career with startup companies raising capital. Mr. Davis graduated from
Baylor University in 1990 before taking a job with Dell Computer. He is well known for giving away his
social security number as a sign of confidence in the products of LOCK. Hilary Schneider is the President
of LOCK. She joined the company after spending time as the Executive Vice President of Yahoo!’s
North and South American business. She holds a B.A. in economics from Brown and an M.B.A. from
Harvard. Chris Power joined LifeLock as CFO in January of 2011. Mr. Power previously served as the
COO and CFO of NetQuote Inc. prior to their LBO. He has held the CFO position at a number of
companies including Monster Worldwide. He is very familiar with the high tech environment at LOCK.
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Source: Yahoo Finance

Ownership
% of Shares Held by All Insiders:
26.34%
% of Shares Held by Institutional & Mutual Fund Owners:
44.30%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
Lord Abbett & Co
Ameriprise Financial, Inc.
Vanguard Group, Inc.
Goldman Sachs
Eagle Asset Management
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Shares
%Out
5,432,168
6.01%
3,676,022
4.06%
3,226,100
3.57%
3,116,486
3.45%
3,004,640
3.32%
Source: Yahoo! Finance
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Pebblebrook Hotel Trust (PEB)
February 7, 2014
Kevin Hansen

Financials

Pebblebrook Hotel Trust (NYSE: PEB) was organized in October 2009 in order to opportunistically
acquire and invest in hotel properties located in major United States cities. PEB currently owns 19 hotels
which contain 4,615 rooms and owns another 49% stake in a joint venture which possesses six hotels at a
total of 1,733 rooms. Room revenue accounts for 66% of total revenue, food and beverage makes up 27%
of revenues, and other revenues account for the remaining 7% of revenues. PEB focuses on investing in
high class full service hotels which are characterized by significant start-up costs, high barriers to entry,
and rooms which garner high average daily rates. PEB operates as a real estate investment trust
(“REIT”) by having all of its operations conducted through Pebblebrook Hotel, L.P., a part of its
operating partnership, of which PEB is the sole general partner. PEB is headquartered in Bethesda,
Maryland.

Recommendation
Market conditions are such that investing in real estate is one of the premier opportunities in the current
economy. Interest rates remain near an all-time low allowing for cheap loans to be used for property
acquisition and at the same time macro-economic conditions are improving, leading to a rise in consumer
and business spending, especially in travel. Employment picking up also leads to more employees being
sent to conferences which mostly occur in the major cities where PEB has strategically placed their
hotels. December employment numbers show the jobless rate at 6.7%, the lowest it has been since
November of 2008. The improving economic conditions also mean that room rates can be increased,
leading to increased revenues even without expansion through acquisition. Same-property average daily
rate has increased from $192 in 2011 to $225 at the end of 3Q 2013. PEB is also led by a veteran of the
real estate investment trust market who was smart enough to set up a new company when real estate
prices were at the bottom and will provide solid guidance for the company going forward. PEB pays a
quarterly dividend of $0.16 at a yield of 2.1%.
Investment Thesis
 Accessible Expansion via Low Interest Rates and Cheap Real Estate. Entering into the
current real estate market – for those who have sufficient capital – is a prime investment due to
low interest rates combined with lowered prices following the collapse of the real estate bubble.
The beginning of the recovery is already well underway, signaling that it is safer to jump back
into the market with loans at low interest rates.
 Recovering Travel Climate. The US and global economy are both recovering after a long period
of setbacks. New jobs mean more people able to afford travel and vacations at nice hotels, driving
up occupancy rates and rates. PEB has seen a jump in occupancy every year since company
inception, with the first three quarters of 2013 up to 83.4% at an average daily rate of $214.28
from 2012 numbers of the same period at 80.9% and $203.63.
 Significant Market Entry Barriers for New Businesses. PEB was very careful when selecting
which properties to acquire. It focused on brand names in major coastal cities because these
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hotels have the highest rates and the least competition. Starting new luxury hotels on expensive
real estate is extremely difficult which gives PEB significant pricing power and market edge.
Valuation
In order to value PEB a blended DCF and dividend discount model were combined with a comparatives
method resulting in a combined target price of $33.44. The DCF involved a 5 year projection with a
weighted average cost of capital of 10%. The dividend discount model used a 10% mid-term growth rate
matching the current growth rate since dividend inception and a 3.5% perpetuity growth rate. The blended
DCF and dividend discount model produced a target price of $34.54. The comparatives method used
seven competitors in conjunction with PEB and used the average target prices found through the P/B, P/E,
P/S, and P/CF methods. The combined average target price using that method was $29.04. Weighting the
blended DCF model 80% and the comparatives method 20% produced a final target valuation of $33.44
representing an upside of 11.0%. PEB pays a quarterly dividend of $0.16 yielding 2.1%.
Risks
 The Real Estate Market Has Recovered. Housing and property prices have bounced back in
many areas, but are typically not quite back to pre-recession levels. If the current market prices
are the true valuations and there is not abnormal growth in property prices in the next few years it
would slow down PEB’s property’s’ appreciations and mean that new acquisitions in the nearterm would not be as profitable.
 Macro-Economic Slowdown. If the economy returns to a lull or worse then it would cause
several major problems for PEB. Travelling and vacations are often the first thing to be cut out in
times of fiscal restraint and this would have a severe impact on PEB’s business.
 Faster Than Anticipated Interest Rate Hikes. If the Federal Reserve increases interest rates it
would cause acquiring new properties to become more expensive for PEB and could potentially
slow down their growth. As long as the Fed sticks to their plan of keeping interest rates extremely
low until the economy has a full recovery PEB should be fine because the improving economy
would fix any problems interest rate hikes bring should they happen in the distant future. Higher
interest rates would also make the dividend that PEB pays as a REIT less valuable to investors.
Management
Jon E. Bortz is Chairman, President, and CEO since inception in 2009. He worked as President and CEO
for LaSalle Hotel Properties from 1998 through 2009. Starting a new real estate investment company at
the height of the real estate bubble crisis when prices were lowest shows understanding and nous by
Bortz. Thomas Fisher, the Executive Vice President and CIO, previously served as Managing Director of
Americas for Jones Lang LaSalle Hotels.
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Top 5 Shareholders
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Astec Industries, Inc. (ASTE)
February 7, 2014
Sean Morrissey

Domestic Industrials

Astec Industries, Inc. (Nasdaq:ASTE) is involved in the design and manufacturing of equipment and
components used in the phases of road building as well as various other industrial activities ranging from
drilling and mining to wood pelletizing. The company utilizes fifteen manufacturing facilities which
operate in five business segments: Asphalt (25% of 2012 revenue), Aggregate and Mining (38%), Mobile
Asphalt Group (16%), Underground (9%), and Other Business Units (13%). The company offers its
products and services, including repair and replacement, domestically as well as internationally with an
emphasis on enhancing roadway and utility infrastructure. The firm is headquartered in Chattanooga,
TN, employs about 3,900 workers and was founded in 1972.

Recommendation
The potential for recovery and even moderate growth in domestic nonresidential construction in 2014 and
beyond would beneficially impact ASTE which services end markets that are heavily reliant upon this
industry. Domestic nonresidential construction spending has significantly lagged the recovery in
residential construction spending since the financial crisis in 2008. From Q1FY12 until Q4FY13,
residential construction spending has experienced continuous quarterly growth YoY ranging from 10.6%
to 20.1%. During the same period, nonresidential construction spending has seen stagnant to negative
growth ranging from -2.2% to 4.4%. There is reason for optimism, however, as the AIA Architectural
Billings Index has been near or above 50 for nearly 15 months. This index typically leads construction
spending by 9-12 months so continued growth numbers are a positive sign for construction activity in the
near term. It is possible some of the anticipated expansion is currently being felt as public nonres
construction spending grew YoY in Q4FY13 by 2.7% which was the largest growth figure this sector has
experienced since Q2FY09. Expanding on this, highway and street construction spending was the largest
contributor to this growth by increasing 8.7% YoY in Q4FY13. Increased activity driven by this
construction spending should result in greater demand in the machinery and equipment parts and services
offered by ASTE. Looking forward, this potential increased activity in ASTE’s end markets offer an
opportunity in a environment that has recently been muted. For these reasons, it is recommend that Astec
Industries, Inc. be added to the AIM Equity Fund with a price target of $42.24, which has a potential
upside of 17%.
Investment Thesis
 Increasing Highway Construction Expenditures. ASTE is exposed to road and highway
construction in several of its segments and may benefit from improving state budgets and
expenditures. Both federal highway obligations and contract awards, which are leading indicators
of highway spending, have seen increases at the end of 2013. Through Q3FY13, contract awards
had increased nearly 5% YTD following 22 months of declines during 2011 and 2012. Often
states must match federal funds on highway spending and obligations are at the highest levels
since 2011. It is also worth noting that state budgets have expanded by about 4% annually since
2010 and are expected to grow over 4% in 2014 which may result in much needed infrastructural
spending.
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Industrial Activtiy Increase and Margin Expansion. ASTE has been growing inventory and
running at about 70% of capacity to remain primed in an industry that demands quick installation
of products despite recent muted demand for equipment. Management feels that it is essential to
maintain production levels even in a stagnant environment to take advantage of order turnaround,
specifically on a segment-by-segment basis. For instance, the Asphalt segment experienced over
500 bps in gross margin growth YoY in Q3FY13 despite flat topline growth due to the continued
build-up of inventory in the parts business. Increased industrial construction and equipment
demand may cause gross margins to expand to 24% from 21% and operating margins to 8% from
current low levels of 4-5%.
Development of Pellet Plant Business. In the Q3FY13 earnings call, management was very
optimistic about the growth possibilities in the development of environmentally friendly wood
pellet plants in the Southeastern U.S.. At the end of Q3FY13, the first plant of its kind was 80%
finished in Hazlehurst, GA and no revenues had been recorded. The sale of this plant is expected
to result in $20-25 million in revenue in either Q4FY13 or Q1FY14 and additional lines to the
plant could bring as much as $50 million in revenue in following periods. This area of business
has great growth potential for Astec in subsequent years because these plants offer attractive and
efficent production in terms of emissions, startup, and maintainence.

Valuation
A five year discounted cash flow model was conducted to reach ASTE’s intrinsic value. Using a terminal
growth rate of 3.00% and a WACC of 12.50% resulted in a valuation of $39.77. Varrying the WACC and
terminal growth rate in a sensitivity analysis yielded a range of values from $35 to $49. An EV/EBITDA
multiple was also performed in this analysis. An industry average EV/EBITDA multiple of comparable
firms yielded a multiple of 15.9x and a ten year company average of 11.6x were both weighted 50% to
reach an EV/EBITDA of 13.64x compared to the current value of 10.6x. By weighting the DCF model
40% and the EV/EBITDA multiple 60%, a price target of $42.24 was established offering a potential
upside of 17%. ASTE pays a $0.40 dividend.
Risks
 Increasing Raw Material Prices. The products manufactured by ASTE include various raw
materials ranging from oil to steel which may fluctuate in price. An inability to pass increased
costs to customers because of reduced sales will result in decreasing margins and overall act as a
headwind to the firm’s performance.
 Deteriorating Industrial Factors. As emphasized in the recommendation and investment
drivers, ASTE is heavily reliant on the growth of industrial markets. Industrial construction is a
competitive industry, and if nonresidential construction does not meet the moderate growth
requirements set about in this report, increasing revenue and profitability will be difficult to come
by for this company.
 Increasing Regulations. ASTE provides equipment to the coal mining and oil drilling industry
which are continuously under pressure from the EPA. If regulations regarding fracking or coal
mining are passed, the demand for ASTE’s machinery and parts may be materially affected which
may negatively impact the profitability of the business.
Management
Don Brock, the Chairman and CEO of ASTE, acquired the postion in 2012 and has been working at the
company since 1972 in various roles. Previously, he worked at Terek which is an industry comparable.
Norman Smith, the President and COO, was appointed in 2012, and he as well worked at Terex before
joining ASTE in 1972. A common theme among the management is industry experience in the road
building and development industry.
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Tennant Company (TNC)
February 7, 2014
John Osborne

Domestic Industrials

Tennant Company (NYSE: TNC), engages in designing, manufacturing, and marketing cleaning solutions
worldwide. The company offers floor maintenance and outdoor cleaning equipment; chemical-free and
other cleaning technologies; and coatings and related products for protecting, repairing, and upgrading
floors and other surfaces. Its products are used to clean and coat surfaces in factories, office buildings,
parking lots and streets, airports, hospitals, schools, warehouses, shopping centers, and other retail
environments. The company also provides parts, consumables, and service maintenance and repair;
business solutions, such as pay-for-use offerings, and rental and leasing. Tennant Company was founded
in 1870 and is headquartered in Minneapolis, Minnesota.
Price ($) (2/3/14)
Price Taget ($):
52WK Range ($):
Market Cap:
Shares Oustanding
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

62.48
71.46
43.88-69.18
1.15B
18.50M
2.2%
101.45K
$
0.18
1.15%

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

0.93
9.6%
10.0%
7.0%
13.8%
10.2%
18.2%
16.5%

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

2012A
739
13.60%
39.80%
8.38%
$4.62
2.43
19.45
9.61

2013E
837
13.20%
40.87%
10.62%
$4.91
2.87
21.65
10.72

2014E
920
9.92%
42.12%
12.87%
$5.29
3.02
21.02
10.10

Recommendation
Tennant Company has a worldwide market share of about 15% for this segment of the industry. They
have grown their distribution partners to more than 80 countries around the world with 75% of global
revenue by sales channel coming direct and 25% coming from distribution. Tennant’s organic growth in
sales have improved from -13% in FY2009 to 14% in FY2012. This improvement is mainly due to the
firm becoming an innovative leader with a strong pipeline of new products, continued market penetration
with sustainable cleaning technologies and a larger presence in emerging markets such as China, Brazil
and Mexico. Tennant has continued to evolve over time. It grew from a wood flooring and wood
products company before transforming itself into a manufacturer of floor-cleaning equipment. Its
environmentally sound cleaning equipment represents Tennant's latest evolution, bringing greener
cleaning methods to the market and they plan to continue to reach this goal. Tennant has been working on
reducing energy usage and greenhouse gas emissions, and has a "reduce/reuse/recycle" initiative
internally. TNC has continually reported positive free cash flow over the years which also makes this an
attractive company. After having consistent profitability, a strong financial position and opportunity to
expand, it is recommended that TNC be added to the AIM Domestic Equity portfolio with a price target
of $71.46, which has a potential upside of 14.4%.
Investment Thesis
 Continue Sustainable Cleaning Growth. Tennant Company has developed a strategic plan to
lead their global industry in sustainable cleaning innovation to create a cleaner, safer and
healthier world. They use ec-H2O technology that electrically converts water into an innovative
cleaning solution that cleans effectively, saves money, improves safety and reduces
environmental impact compare to daily cleaning floor chemicals. The customer benefits of this
include ROI in as little as three months, minimized health concers, no environment impact and it
uses 70% less water. They expect this type to cleaning to grow its revenue at 5-6% annually after
it brought in $141M in FY2012.
 Three-Phase Approach. Tennant has decided to to introduce an approach in order to leverage
ec-H2O with a technology platform on existing products to grow market share, clean more of
their customer spaces in more envrionmentally friendly ways, and eventually get into new
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markets with new applications, i.e. healthcare, food processing, consumer. Their platforms will
begin with a blended stream that just cleans the area, a split stream which cleans, sanitizes and
disinfects the area, and then finally a electroporation that will go over and disinfect the surface
one final time. They are hoping to have this process fully available to customers in mid-FY2014.
Water Electrolysis Patent. Tennant Company introduced its proprietary ec-H2O technology in
2008. ec-H2O is based on the established process of electrolysis. The U.S. Patent Office has
issued more than 800 patents for water electrolysis, several of which belong to Tennant
Company. The firm’s ec-H2O customers include many of the world’s largest and most successful
professional cleaning and facility service providers. As of the end of 2012, Tennant had more
than 4,000 ec-H2O customers across the globe, 40,000 ec-H2O scrubbers in the marketplace and
$444 million cumulative ec-H2O sales.

Valuation
In order to reach an intrinsic value for TNC, a ten year discounted cash flow model was conducted. The
firm’s current WACC of 8.6% was given a 200 bps safety margin that is more in line with industry
averages, resulting in 9.6%. The DCF model generated an intrinsic value of $69.83 per share. An
EV/EBITDA multiple approach was also used with a peer multiple of 9.61x; resulting in an intrinsic
value of $73.81. A P/E multiple also was used with a peer multiple of 19.45x; producing an intrinsic
value of $72.36. Weighing the three values 50/25/25 respectively, a price target of $71.46 was
established, representing a 14.4% upside. TNC pays a quarterly dividend of $0.18 representing a 1.15%
yield.
Risks
 Upgrade Difficulties. They have many information technology systems that are important to the
operation of their business. Significantly upgrading and evolving the capabilities of our existing
systems could lead to inefficient or ineffective use of their technology due to lack of training or
expertise in these evolving technology systems. These factors could lead to significant expenses,
adversely impacting their results of operations and hinder their ability to offer better technology
solutions to their customers.
 Inadequate Funding Of New Technology. They strive to develop new and innovative products
and services to differentiate themselves in the marketplace. New product development relies
heavily on their financial and resource investments in both the short term and long term. If they
fail to adequately fund product development projects they risk not meeting our customer
expectations, which could result in decreased revenues, declines in margin and loss of market
share.
 Unable To Manage Organizational Changes. They are continuing to implement global
standardized processes in their business and asking their workforce to perform at a high level
despite reduced staffing levels as a result of their prior workforce reduction and restructuring
actions. Their operating results may be negatively impacted if they are unable to manage these
organizational changes by failing to assimilate the work of the positions that are eliminated or
redeployed as part of their actions to reduce headcount and restructure positions.
Management
Chris Killingstad is President and CEO of Tennant Company and has held these positions since December
of 2012. He held various senior management positions with The Pillsbury Company, including Senior
Vice President and General Manager, from 1990-2002 Thomas Paulson is Vice President and CFO since
March 2006 and Michael Schaefer has been Vice President and CTO since January 2008.
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Ownership
% of Shares Held by All Insiders and 5% Owners:

1%

% of Shares Held by Institutional & Mutual Fund Owners

84%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
Royce & Associates, LLC
Janus Capital Management,
LLC
Vanguard Group, Inc.
Neuberger Berman Group, LLC
BlackRock Fund Advisors

Marquette University AIM Class 2014 Equity Reports

Shares
1,409,833
1,397,273
1,265,069
1,058,665
973,862

% Out
7.63%
7.56%
6.85%
5.73%
5.27%
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Takeda Pharmaceutical Company Limited (TKPYY)
February 7, 2014
Mona Syed

International Healthcare

Takeda Pharmaceutical Company Limited (OTC Market: TKPYY) is the largest research-based
pharmaceutical company in Japan and a global leader in the industry. The company researches,
develops, and promotes these products through its subsidiaries around the world. The company derives
revenues from three business segments: Ethical Pharmaceuticals (90%), Supplements and Drug-Testing
(6%), and Consumer Healthcare (4%). Takeda operates primarily in Japan (47%), and North America
(27%), additionally in Europe (20%), other Asian markets (4%), and the Middle East and Africa (2%).
Takeda offers a wide variety of therapeutic substances in the form of pharmaceuticals, vitamins, vaccines,
and also manufactures clinical diagnostics and reagents. Takeda was founded in 1781 and is
headquartered in Osaka, Japan.
Price ($):
Price Target ($):
52 WK H-L ($):
Market Cap (bil):
Float (mil):
Short Interest (%):
Ave Daily Vol (3m):
Dividends ($):
Yield (%):

$
$

23.10
29.57
27.87-21.68
$
18.24
507.84
0.00%
19,853
$
0.00%

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

0.68
7.65%
7.60%
10.60%
33.72%
1.84%
3.65%

FY: Dec
2013 A 2014 E
2015 E
Revenue ($mil)
$ 18,846 $ 22,864 $ 27,973
% Growth
11.87% 21.32% 22.35%
Gross Margin
71.26% 73.70% 75.92%
Operating Margin 22.79% 27.25% 28.16%
EPS (Cal)
1.23
1.46
1.77
FCF/Share
$ 0.44 $ 0.50 $ 0.55
P/E (Cal)
18.86x
20.93x
23.24x
EV/EBITDA
10.08x
12.08x
13.77x

Recommendation
As a pharmaceutical company’s strength comes from its pipeline of products, Takeda’s strong research
and development group makes it stand out amongst its peers. Investing 5% more of its revenue into
research and development than its competitors has resulted in the company having a more efficient
pipeline with 21 products currently in Phase 3 trials. Takeda has also increased its efforts in vaccinations
to establish a share of the 2.5 billion people at risk of contracting Dengue. Additionally Takeda is
introducing drugs to fight IBDs which affect more than 5 million people worldwide. As a Japanese
company, Takeda can offer the AIM International Equity Fund much needed exposure to that geographic
region. The instability surrounding the Japanese yen and concern regarding litigation with which Takeda
is involved has caused this company to be undervalued by analysts. However because of the drivers
developed below and a favorable valuation, it is recommended that Takeda be added to the AIM
International Equity Fund with a price target of $29.57, representing an upside of 28%. Takeda does not
currently offer a dividend.
Investment Thesis
 Investment in Research and Development, Resulting in Strong Pipeline. When compared to
its competitors, Takeda invests a heavy amount of its revenues into research and development.
Historically, Takeda’s research and development expenses have represented 20% of the
company’s revenues, where as its competitors in the industry have an average investment of only
15%. Currently, Takeda’s pipeline contains 21 products in Phase 3 trials. Of these, 9 are drugs to
be used in oncology treatments, for which there is currently a very lucrative market. 6 are related
to the treatment of neurological diseases, there has been a rise in treatment in this therapeutic area
based on an increase in life-style related diseases in Japan. 2 of the Phase 3 trial drugs are
designed to be used in the treatment of Type 2 Diabetes, Takeda management is working to
expand its market share of North America by investing in treatments for diseases prevalent in the
region. Takeda management has worked to map out the approval of these products over the next
3-5 years.
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Expanding Vaccination Business. Takeda has worked to expand its vaccination business
through strategic acquisitions. In May of last year Takeda acquired Inviragen, and along with it
the Dengue Vaccine. This is a live virus vaccine that protects against four forms of Dengue, a
disease comparable to Malaria, for which over 2.5 billion people are at risk. At the end of 2012
Takeda acquired LigoCyte and in doing so attained the Norovirus Vaccine; a vaccine that protects
against the contagious digestive virus that is responsible for the deaths of 200,000 each year.
Additionally, Takeda has filed for vaccines in Japan for the prevention of pandemic influenza,
and haemophilus influenza.
Expanding Specialty Care in Europe. Takeda management is expanding its presence in Europe
as currently only 20% of revenues are derived from the region. To do so the company is shifting
its focus in the region from branded generics to specialty care in the form of Adcetris and
Entyvio. Adcetris, a drug already used for lymphoma is undergoing trials to expand use into
other forms of cancer treatments. Takeda has recently filed for use of Entyvio for the treatment
of ulcerative colitis and Crohn’s disease, IBDs that affect over 5 million people worldwide.

Valuation
To reach an intrinsic value for Takeda, a five year discounted cash flow model along with a comparative
EV/EBITDA multiple were conducted. Using a terminal growth rate of 2% and a WACC of 7.65%, an
intrinsic value of $28.91 was determined through the DCF model. For the EV/EBITDA comparative
valuation, an industry average multiple of 10.12x was used along with a 2014 expected EV/EBITDA of
10.08x, which yielded an intrinsic value of $30.23. Weighing both models equally, a price target of
$29.57 was obtained, representing a 28.01% upside. Takeda does not offer a dividend.
Risks
 Japanese Economic Outlook. Strategists like Byron Wien have warned that Japan’s increasing
sales tax, aging population, and declining work force will result in a market decline in the second
half of 2014. Prime Minister Shinzo Abe’s financial policy making has not yet proved to assist
the Japanese economy. It is also necessary to monitor the weakening Japanese yen.
 Litigation Resulting in Negative Press. Takeda is currently undergoing litigation surrounding
allegations that corporate executives knowingly hid risks of a link between a Takeda diabetes
drug and bladder cancer from consumers and doctors. Drug user Terrence Allen is seeking $15
million in damages from Takeda, however a corporate attorney released a statement saying that
research has not surfaced connecting a relationship between the drug and bladder cancer.
Management
Yasuchika Hasegawa joined Takeda in 1970, he became President in June of 2003 and became CEO in
April of 2011. Hasegawa brings a global perspective having served the company with a three year
posting in Germany and a ten year posting in the US as the President of TAP Pharmaceuticals, Inc.,
Chicago. Hasegawa took Takeda from being a domestic drugmaker to a leading global biopharma player.
As President, Hasegawa led the company through two major acquisitions, the purchase of the American
oncology company, Millennium Pharmaceuticals and the Swiss biotech, Nycomed; which was the largest
Japanese cross-border takeover in the healthcare industry. It is his vision that drives the company’s
global strategies in the way of expansion. He has a degree from Waseda University, Tokyo. Takeda’s
Chief Financial Officer is Francois-Xavier Roger, who joined the company in August of last year. Roger
brings experience as CFO of Millicom Internation Cellular with him as well as senior leadership positions
at Sanofi SA, additionally he was CFO and Group Treasurer of Danone’s Singapore operations.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners

2.38%
42.49%
Source: Bloomberg

Top 5 Shareholders
Holder:
Nippon Life Insurance Company
Japan Trustee Services Bank
Master Trust Bank of Japan
State Street Custodian
Vanguard Group Inc
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Shares
57,015,400
43,059,000
33,852,000
16,690,000
14,636,937

% Outstanding
7.22
5.45
4.29
2.11
1.85
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Virtusa Corporation (VRTU)
February 7, 2014
Sean Whitney

Information Technology

Virtusa Corporation (NASDAQ:VRTU) is a global information technology (IT) services company. The
firm’s services include multiple information technology services, including IT consulting, technology
implementation and application outsourcing. The IT consulting segment focuses on helping clients
effectively manage their continually-changing IT environments and align their IT investments to
effectively support current and future business requirements. The technology implementation segment
builds, tests, and deploys IT applications, and consolidates and rationalizes clients’ existing IT
applications into platforms. Lastly, the application outsourcing segment enables VRTU to provide
comprehensive support for their clients’ needs to manage and maintain their software applications and
platforms cost-effectively. VRTU uses an enhanced global delivery model to provide end-to-end IT
services. The company’s services allow clients to accelerate business outcomes by consolidating,
rationalizing, and modernizing clients’ core customer-facing processes into one or more core systems.
These systems allow customers to reduce their IT operations cost, while increasing their ability to meet
changing business needs. Other key benefits include: reducing total cost of ownership, accelerating timeto-market, increasing productivity, enhancing clients’ customer experience, and an increase in overall
business performance. VRTU utilizes emerging technology areas such as mobile, social, cloud, and big
data. Virtusa Corporation operates in three geographic territories: Americas, Europe, and Asia. The firm
was founded in 1996 and is headquartered in Westborough, Massachusetts.
Price ($) (2/3/14)
Price Taget ($):
52WK Range ($):
Market Cap:
Shares Oustanding
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

34.07
44.09
17.79-38.49
1,015.2 M
29.2 M
1.1%
195,000 K
$
0.00%

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

1.25
11.5%
14.0%
17.0%
0.0%
10.3%
13.2%

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

2013A
333
19.95%
35.21%
9.86%
$1.11
0.41
28.75
19.53

2014E
395
18.50%
36.30%
10.80%
$1.32
0.51
25.82
18.70

2015E
462
17.00%
37.00%
11.20%
$1.56
0.58
21.79
16.45

Recommendation
Virtusa Corporation should benefit from improving macro-economic conditions and favorable IT trends.
IT services spending is expected to be driven by cloud-based services, mobile and big data analytics.
Cloud computing may drive $180 Billion in spending by 2015, based on Microsoft data. The transition to
cloud-based software will create opportunities in IT consulting, custom application development and
system integration, as clients look to IT vendors to advise strategy and implementation. The high growth
of tablets and smartphones will continue to increase IT spending in 2014, and may be a significant
opportunity for IT services vendors. Mobile shipments surpassed 1 Billion units in 2013 and are expected
to increase 20% annually through 2017, according to IDC. Big data's 27% CAGR to $32.4 Billion for the
next five years, based on IDC data, has made it a key growth area for IT services vendors. Additionally,
changes in financial sector regulation has led to more outsourcing and should continue to be a catalyst for
growth since 60% of revenue come from the firms BFSI industry. VRTU has had great financial success
as of late. EPS growth for the most recent period was an outstanding 41% versus the industry average of
7%, while revenue growth was 20% compared to the industry average of 7%. Furthermore, FCF growth
YTD is 36.5%. Management increased FY14 guidance due to the improved quality of growth.
Management has beaten guidance on revenue and EPS 6 out of the last 8 quarters. Additionally,
management believes the firm has strong margin expansion potential which should continue to drive
earnings. Margin expansion should increase roughly 100bps from SG&A leverage. Due to potential
growth, positive industry trends, global expansion and a favorable valuation, it is recommended that
VRTU be added to the AIM Fund with a target price of $44, which offers a potential upside of 29%.
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Investment Thesis
 Shift to Multi-Sourcing and Solution Commercialization. Smaller IT firms have begun to
compete more consistently with top tier IT firms as the macro-economic environment has
improved. Multi-sourcing supports the best providers rather than a small number of large
providers and has been growing in recent years. This shift helps smaller firms due to size
advantages and niche expertise. Multi-sourcing has allowed companies like VRTU to gain market
share versus Tier 1 firms. The reason for this shift is VRTU’s ability to be more flexible and offer
more access to senior management. Solution commercialization involves the sale of solutions
created by a single outsourcing relationship into the broader market. Due to budget pressure,
more firms are commercializing solutions which lead to increased profits for VRTU. Lastly,
VRTU stands poised to benefit from the solution commercialization due to its strong experience
developing re-usable assets. This shift could increase revenue growth by a few percentage points
in the next 2 years. However, this growth could accelerate in subsequent years.
 Non-Top 10 Client Growth and Strong Growth from New Clients. VRTU’s non-top ten
clients were up 12% sequentially and driven by the firms application transformation services.
VRTU expects this non-top 10 client growth to continue as they increase their customer base.
Business growth from new clients also was up 10% in 2013. Also, banking clients grew by 8% in
Q1 and management expects similar per quarter growth for 2014. Lastly, the firm’s pipeline is
strong which promotes visibility.
 Global Expansion and Acquisition of TradeTech Consulting. On January 6, 2014 Virtusa
acquired TradeTech Consulting, a consulting/IT services firm, located in Stockholm, Sweden.
The company was acquired for $20 million in cash. TradeTech immediately strengthens VRTU’s
IT consulting, technology implementation and application outsourcing. Additionally, the
acquisition adds a new geography and expands the firm’s services by adding treasury/asset
management services. Management has discussed expanding into new underpenetrated markets,
which would allow VRTU to be a strong competitor. Further expansion into underpenetrated
areas could lead to significant growth for VRTU.
Valuation
To find the intrinsic value of VRTU, a ten-year DCF model was constructed. A WACC of 11.5% was
used, as well as a long term 3% terminal growth rate. The DCF model generated an intrinsic value of
$42.17 per share. A forward EV/EBITDA multiple approach was also used with a peer multiple of 19.86
and an intrinsic value of $45.96 was generated. Weighing the two values at 50/50, a price target of
$44.06 was established, representing a 29% upside. Additionally, varying the WACC and terminal growth
rate in a sensitivity analysis yielded a price range from $29-$51. The firm does not pay a dividend.
Risks
 Global and Domestic Economic Conditions. VRTU’s success is dependent on healthy economic
conditions. Macroeconomic improvement is expected to increase discretionary IT spending,
however if this does not occur VRTU could face lower growth rates.
 Customer Concentration. VRTU obtains a substantial amount of revenue from top 10 clients.
Weakness in any of these top 10 clients could significantly hurt the company’s financials. VRTU
needs to continue the non-top 10 client growth they saw YTD.
 Foreign Exchange Risk. Due to Virtusa’s global presence, they are subject to foreign exchange
risk. In the previous quarter the firm lost $1 million from FX. However, the firm expects FX rates
to help margin expansion in 2014.
Management
Kris Canekeratne is the current CEO of Virtusa Corp. He has been with VRTU since inception and has
been the CEO from 1996-1997 and 2000 to the present. He previously co-founded INSCI Corporation
and eDocs Inc. Raj Rajgopal has served as executive vice president since his promotion in 2008.
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Source: Bloomberg

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

12%

% of Shares Held by Institutional & Mutual Fund Owners

80%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
Columbia Wanger Asset Management, L.P.
FMR, LLC
Columbia Acorn Fund
Frontier Capital Management Company Inc.
Pembroke Management, LTD
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Shares
2,578,000
2,386,736
2,125,00
02,043,866
1,526,800

% Out
8.83%
8.81%
7.28%
7.00%
5.23%
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OpenText Corp (OTEX)
February 7, 2014
Stefanie Wu

International Technology

OpenText Corp. (NASDAQ: OTEX) engages in the design, development, marketing, and sale of
Enterprise Information Management software and solutions that assist organizations of all sizes to
manage, secure and leverage their unstructured business information. Located in Waterloo, Canada, the
company’s products incorporate social and mobile technologies and are delivered both through onpremises deployment and cloud. The company’s revenue stream can be broken down into license (21%),
cloud services (13%), customer support (48%), and professional services (18%). Over the years, OTEX
has developed a strategic alliance with market leaders such as SAP, Microsoft, and Oracle. Founded in
1991, the company now employs over 8000 employees who serve customer in over 140 countries.
Price($):(2/7/2014)

$98.90

Beta V.SPADR

Price Target

$116.09

WACC(% )

52 week H-L($)
Market Cap(mil)

$53.53-$104.21 M-term Rev Gr Rate Est
5.810B

M-term EPS Gr Rate Est

0.84

Fiscal Year

8.70%

Revenue (mil)

18.8%

FY 2013

FY2014

FY2015

$1,657.73

$1,970.38

$2,287.22

% Growth

21.6%

18.9%

16.1%

17.8%

Gross Margin(% )

70.3%

70.1%

69.6%

39%

Operating Margin (% )

17.5%

17.0%

16.0%

Float (Mil)

46.5

Debt/Equity

Short Interest(% )

9.1%

ROA(% )

5.83%

EPS

$

3.63 $

4.37 $

Avg Daily Volume

379,272

ROE (% )

11.80%

FCF/Shares

$

6.79 $

7.55 $

0.3

ROIC (% )

8.08%

P/E

0.30%

Peg Ratio

0.85

Ex-dividened date

Dividend ($)
Yield(% )

38.77

26.59

4.94
8.09
23.50

2/19/2014

Recommendation
The company’s revenue has been growing at a CAGR of 13% and has an average EBITDA margin of
30% for the past five years due to the increasing demand for companies to manage their information from
an enterprise perspective. As a leading provider of EIM, OTEX is now serving companies across a wide
range of market segments with a historical customer retention rate over 50%. The core growth strategy for
OTEX has been through strategic acquisition. In the past 20 years, the company has made over 48
acquisitions across the globe in order to strengthen its competitive position. In additional to the strategic
acquisition, the company intend to establish a wider distribution network that includes a direct selling
organization, inside sales, system integrators, agencies, OEMs and VARs. In FY 2013, the company
made three acquisitions to further penetrate into attractive segments such as cloud service and B2B
integration market. Through continuous innovation and strategic acquisition, OTEX provides impressive
operating margins, cash flows and quarterly dividends. On January 23, 2014, the company announced a
two-for-one stock split that will be implemented by way of a stock dividend. The record date will be
February7, 2014 and the payment date will be February 18, 2014. Looking forward, with its competitive
new product offering, broader EIM capabilities and expanded distribution channels, OTEX is likely to
maintain an 18% mid-term growth and gain market shares from larger competitors. Due to the outsized
revenue growth, strong probability and efficient management team, it is recommended that OTEX be
added to the AIM International Equity Fund with a target price of $116.09, representing a 17.4% upside.
Investment Thesis
 Expanding EIM market: With business applications moving from the desktop to mobile devices
and the cloud, the EIM market is growing at an exponential rate. In the past decade, adopting an
EIM system has been an increasing trend for companies who rely on reliable information to make
management decisions. EIM represents a $20.9 B billion industry that is expected to grow at a
13% CAGR from 2012 to 2017 based on Gartner Forecasts. Moreover, the high degree of data
integration and long-process of implementing an EIM system provides good visibility into the
future.
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Strategic acquisition: OTEX is a proven acquirer and M&A will continue to a major part of
OpenText’s growth strategy with management estimating $3 B in gross acquisition capacity over
the next five years. The acquisition of EasyLink in 2012 successfully introduced OTEX into the
cloud service market and delivered $ 170 M of revenue for FY 2013. The company will continue
to introduce more cloud-based offerings following their acquisition of GXS Group, Inc. (GXS),
which is a leading cloud-based B2B integration services provider.
New products with global opportunities: In November 2013, the company launched seven
product suites and developer platform AppWorks that further establishes its leadership position in
European and North American. According to management discussion, the company will further
expand into growth markets such as Latin America, APAC, Japan, Emerging Europe, and South
Africa. In these potential markets, management has identified over 3K key target accounts.

Valuation
To find the intrinsic value of OTEX, a five year DCF was conducted with a terminal rate of 3%. The
revenue growth rate was set in line with management guidance and was gradually ramped down due to
technology advancement and competition. Using a WACC of 8.7%, the DCF method generated an
intrinsic value of $ 115.23 per share. Multiple valuation methods using EV/EBITDA generated a price
target of $117.39. Weighting DCF 60% and EV/EBITDA 40%, a price target of $ 116.09 was established,
representing a 17.4% upside. OTEX is paying $0.30 dividend per share, yielding a 0.3%.
Risks
 Dependent on Economy: During the downturn, companies may delay or reduce technology
purchases that results a reduction in licensing revenue, longer sales cycles, less margins, and
possible delayed payment.
 Failure of integration: As acquisition is a critical component of OTEX’s corporate strategy, any
failure in integrating acquired businesses will hinder OTEX’s future growth.
 Currency risk: With the recent weakening of Canadian dollar; OTEX may realize currency
losses in foreign business transactions.
Management
Mr. P. Thomas Jenkins is currently the Chairman of OpenText, and has served as a Director of OpenText
since 1994 and as its Chairman since 1998. Mr. Jenkins received an MBA from Schulich School of
Business at York University, an M.A.Sc from the University of Toronto and a B.Eng.&Mgt from
McMaster University. Mr. Mark J. Barenechea serves as the President and CEO of OpenText since 2012,
prior to joining OpenText, Mr. Barenechea has served a number of executive roles in several competitor
firms with specialized experience in acquisition and penetrating new geographic regions.

Marquette University AIM Class 2014 Equity Reports

Spring 2014

Page 27

Ownership
%Shares held by Insider %

2.06%

% Shares Held by Institutional & Mutual Fund Owners:

47.18%
Source: Bloomberg

TOP 5 Shareholders
Holder

Shares

% Out

FMR LLC

6,610,706

10.93%

Artisan Partners Limited Partnership

3,347,105

5.65%

Royal Bank of Canada

2,655,211

4.39%

Caisse De Depot Et Placement Du Quebec

2,637,700

4.36%

Jarislow Fraser Limited

2,543,832

4.21%
Source: Bloomberg

Peer group
Symantec Corp
CA INC
Microstrategy Inc-CL A
Informatic Corp
Tibco Software Inc
Average
OpenText

Ticker
SYMC
CA
MSTR
INFA
TIBX
OTEX

EV/SALES
1.93
2.87
1.81
3.9
3.05
2.71
4.38

EV/EBITDA
6.78
7.22
22.8
19.86
15.42
14.416
14.17

P/E
13.95
12.2
52.8
48.56
37.45
32.992
35.05
Source: Bloomberg
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