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Fluidigm Corporation (FLDM)
March 5, 2015
Mengna Luo
Healthcare
Fluidigm Corporation (NASDAQ: FLDM) develops, manufactures, and markets microfluidic systems to
academic institutions, clinical laboratories, pharmaceutical and agricultural biotechnology (Ag-Bio)
companies in growth markets, such as single-cell biology (genomics and proteomics) and production
genomics. The company’s proprietary microfluidic systems consist of instruments and consumables,
including integrated fluidic circuits (IFCs), assays, and reagents. As of December 31, 2013, FLDM had
sold approximately 920 systems to customers in 35 countries worldwide. The majority of sales are
generated in the United States (52%), the remainder is from Europe (26%), Japan (10%), Asia Pacific
(9%), and other region (3%). Fluidigm Corporation was founded in 1999 and is headquartered in South
San Francisco, California.

Recommendation
Since its inception, Fludigm has remained a leader in single-cell biology. The company has been growing
at a CAGR of 31% organically from FY2011 through 2014. FLDM’s 4Q14 revenue was $33.5M,
representing a 60.4% increase YoY. FLDM primarily targeting single cell biology (genomics and
proteomics) and production genomics markets. The company’s proprietary microfluidic systems consist
of instruments and consumables, including integrated fluidic circuits (IFCs), assays, and reagents. Its
systems significantly simplify experimental workflow, increase throughput, and reduce costs, while
providing excellent data quality. The company’s BioMark HD System performs high-throughput and
single-cell targeted gene expression analysis, genotyping, and digital polymerase chain reaction (PCR).
The company’s another major offering, C1 Single-Cell Auto Prep System, enables the isolation,
processing, and profiling of individual cells for genomic analysis for applications comprising single-cell
targeted gene expression, single-cell micro ribonucleic acid (RNA) analysis, single-cell messenger RNA
analysis, and single-cell targeted DNA sequencing. Single cell biology is a novel field pioneered by
FLDM and is growing 30% annually, and is projected to reach $1 billion in 2017. The addressable
production genomics market is around $300M and will reach $500M in 2017. FLDM’s product offerings
have seen greater market acceptance; it’s currently selling in 35 countries worldwide. FLDM is also
actively introducing new systems. FLDM will be launching Juno (production genotyping), Callisto
(microbiology), and a high-throughput C1 chip (750 cells) in FY 2015. Due to the systems’ superior
functionality, greater acceptance in global market, and broader product offerings, it is recommended that
FLDM to be added to the AIM equity fund with a target price of $48.89, representing a potential upside
of 15.19%. FLDM does not pay a dividend.
Investment Thesis
 Acquisition of DVS Science Provide Greater Synergy. The Acquisition of DVS Science in
2014 greatly enhanced FLDM’s leadership position in the single-cell analysis field by allowing
them to address both single-cell genomics and proteomics. The transaction will significantly
increase FLDM's single-cell analysis revenue and addressable market opportunity to include the
estimated $300 million high-end research flow cytometry segment. Besides expanding its
analytical breadth, the addition of the CyTOF technology platform also significantly increased its
throughput and complemented the genomics side. The CyTOF platform can analyze hundreds of
single cells in a second, hundreds of thousands of single cells within an hour, which made it an
excellent validation tool for the genomics results. The merge of genomics and proteomics can
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also provide synergy as FLDM can leverage its global commercial infrastructure to market and
support DVS's products.
New Product Launches. In 1Q15, FLDM launched Juno, an automated production genomics
genotyping platform. Juno System applied a first of its kind integrated fluidic circuit (IFC) to
address traditional SNP genotyping’ constraints and made the use of low-concentration DNA
samples possible. The Juno platform also reduces data collection time while diminishing the risks
of error. The one-step, walk-away Juno System workflow takes just 15 minutes to prep and
produces data in less than 3 hours compared to other solutions that require multiple hands-on
steps and at least five hours from sample to data. In addition to Juno, FLDM will also launch a
high throughput C1 chip (1H15), an automated microbiology cell culture system (mid-2015),
Callisto, and an Imaging Mass Cytometry (IMC) platform (late 2015).
Market Expansion. FLDM’s targeted markets are growing rapidly. The single cell biology
market (genomics and proteomics) is growing approximately 30% annually, and is projected to
reach $1 billion in 2017. The production genomics market is currently around $300M and will
reach $500M in 2017. FLDM, as the pioneer in the field, has little to none direct competition in
these markets and is well positioned to increase its revenue from the growing markets.

Valuation
In order to reach an intrinsic value for FLDM, a ten-year discounted cash flow model was conducted.
Using a terminal growth rate of 1.5% and a WACC of 9.28% resulted in a valuation of $50.05. Sensitivity
analysis on both the terminal growth rate and WACC provided for a range between $38.69 and $69.25.
Additionally, an EV/ Sales multiple approach was analyzed. Using a relative EV/Sales multiple of 8.62x,
a value of $45.38 was obtained. By weighing the DCF model 75%, EV/Sales multiple 25%, a price target
of $48.89 was established. FLDM does not pay a dividend.
Risk
 Changes in Regulatory Environment and Spending Policy. FLDM’s business depends upon
research and development spending levels of academic, clinical, governmental research
institutions, and pharmaceutical, biotechnology, and Ag-Bio companies. Changes in the political
climate, reductions on spending policy, institutions’ budget cutbacks can jeopardize the ability of
these customers to purchase FLDM’s products and adversely affect its business.
 Currency Risk. FLDM generates a substantial portion of its revenue internationally. In FY2013,
2012, and 2011, approximately 48%, 47%, and 47%, respectively, of its product revenue was
generated from sales to customers located outside of the United States. The majority of the
product sales are currently denominated in U.S. dollars and fluctuations in the value of the U.S.
dollar relative to foreign currencies could decrease demand for FLDM products and adversely
impact the company’s financial performance.
 Capital Needs. Though the company’s existing cash and equivalents is sufficient to meet its
anticipated cash requirement for at least 18 months. The company’s future capital needs are
uncertain and the company might need to raise additional funds. Failure to obtain funds on
favorable terms can negatively impact its operating results.
Management
Gajus Worthington is the president, CEO and the co-founder of Fluidigm Corporation. Vikram Jog joined
the company in 2008 and he’s currently holding the position of Chief Financial Officer. Fredric Walder is
the Chief Operating Officer of the company. William Smith has been with the company since 2000, he is
the vice president of FLDM and is responsible for legal affairs and security issue.
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Ownership
% of Shares Held by All Insider and 5% Owners:

7%

% of Shares Held by Institutional & Mutual Fund Owners:

97%
Source: Yahoo! Finance

Top 5 Institutional Holders
Holder

Shares

% Out

Primecap Management Company

3,726,832

13.19

Jennison Associates LLC

3,085,827

10.92

JP Morgan Chase & Company

2,931,614

10.38

Orbimed Advisors LLC.

2,136,200

7.56

Franklin Resources, Inc

2,006,267

7.10
Source: Yahoo! Finance

Peer Group
Company Name

Market Cap (M)

EV/Sales

Affymetrix, Inc.

882

2.24x

Illumina Inc.

27,891

14.5x

Cepheid, Inc.

4,077

7.2x

Concordia Healthcare Corp.

1,446

9x
Source: Bloomberg
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SolarCity (SCTY)
February 27th, 2015
Jeremy Poppe
Domestic Financials
SolarCity sells renewable energy to customers at prices below current utility rates. They design, install
and sell (or lease) solar energy systems to residential and commercial customers and sell the electricity
generated by these systems. In the third quarter of 2014, SolarCity accounted for 39% of total U.S.
residential solar installations, more than the next 70 installers combined. The firm now has 65 operation
centers across the country. SolarCity also offer services that include home energy evaluation and energy
efficiency upgrades. The firm’s final energy product includes electric vehicle charging and energy
storage.
Price ($): 3/3/2015
Price Target ($)
52 WK H-L ($)
Market Cap (B):
Float (mil):
Short Interest (%)
Avg Vol (K)
Dividend ($):

$50.74
$89.63
86.34 - 45.79
4.90
46.00
18.63%
2,414,380
N/A

Beta:
WACC:
Terminal Growth
M-Term EPS Gr. Rate Est:
EBITDA/Interest Expense
LT Debt/ Total Assets
P/B

3.00
10.44%
2.00%
-4.59x
30.86%
$6.92

FY: Dec. 31
2014A
2015E
2016E
Revenue
$255,031.00
$402,876.00
$636,804.00
% Growth
90.00%
48.34%
36.22%
Gross Margin
30.82%
43.13%
46.48%
EPS
($5.04)
($6.94)
($6.59)
Retained Value $2,796,796.00 $4,563,193.47 $7,212,789.68

Recommendation
In the past five years, solar power has become more economically competitive with typical electricity
rates from power plants. This has enabled Solar companies to compete for customers by offering less
expensive electricity rates by utilizing solar technology with financial products to enable customers to
switch energy sources without a large capital investment. Buyers are also able to lock in energy prices
over the 20 year term of the lease. In the next three years, solar technology is expected to become more
economical strengthening the rate of penetration in existing markets. The largest installer of solar
technology for residential customers is SolarCity. The firm has a competitive advantage over many of
their peers in both operational expertise and brand recognition. SolarCity provides financing to clients
through long-term leases that act similar to fixed income instruments which is a large portion of the
revenue for the firm. Through this revenue stream, SolarCity has been able to continue to grow while
retaining value for shareholders. With solar technology becoming more efficient, SolarCity will continue
to gain market share from utilities and compete in new markets that before were not possible. With that, it
is recommended that SolarCity be added into the AIM Equity Fund with a price target of $89.63, offering
an upside over 76%. The company currently does not pay a dividend.
Investment Thesis
 Increase Efficiency in Solar. In the last five years, the levelized cost of energy has dropped by
78%. By 2017, rooftop residential solar is expected to see improved efficiency in semiconductor
innovation. This will lead to a decrease in the cost of solar energy by 39% to 43%. (Lazard) This
will enable SolarCity to pass on these savings to their consumers and pick up market share from
traditional utilities.
 Retained Value for Contracted Leases/PPA up $1.4 billion in 2014. Retained value is a
calculation that demonstrates the present value of the contracted leases and PPA at a discount rate
of 6.0%. After subtracting the $0.8 billion in debt utilized in the same year, this result in an
increase of $600 million in wealth creating for shareholders.
 Solar Bonds. This is a new financial product SolarCity is beginning to sell to investors. These
bonds will enable the firm to raise capital directly as another source of financing. The bonds
being offered mature in 1 to 7 years. Access to capital is critical for SolarCity to enable itself to
continue offer the same financing structure.
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Valuation
To determine a target a price an eight year Discounted Cash Flow analysis was conducted. Using a
terminal growth rate of 2.5% and a WACC of 10.4%, the analysis resulted in an $89.63 per share. A
sensitivity analysis on the WACC was conducted from 8.4% to 11.9% and on the terminal growth rate
from 1.0% to 3.5%. As a result, price per share ranged from $59.04 up to $121.23. A relative Price-toBook valuation was performed which resulted in a valuation of $25.74 a share. SolarCity is unique apart
from one of its competitor’s in its focus on designing, installing and selling lease solar energy systems.
Therefore, this valuation was left out in computing the price target. SolarCity currently does not pay a
dividend.
Risks
 SolarCity Relies on Net Metering. Every state the firm operates in has adopted a net metering
policy except for Texas where utilities have adopted net metering or similar policies. A change in
metering polices could impact the ability to use excess energy and hurt the profitability of further
investments.
 Rise in Interest Rates. SolarCity utilizes long-term financing to offer individuals solar systems
that are comparable to customer’s current utility bill. A significant rise in rates could impair its
ability to stay price competitive. The valuation of the leases SolarCity has sold its customers and
exposed to would face significant decline in value.
 Currently Depends on Rebates and Tax Credits. The expiration, elimination, or reduction of
credits that are provided at the U.S. federal, state and local government bodies could impact the
profitability of solar systems. However, as cost continue to decrease and economies of scale begin
to kick in, government incentives will become less needed.

Management
Elon Musk is the chairman of the board. He founded SpaceX – a space launch vehicle company. He cofounded Zip2, Paypal, and is currently the CEO and chairman of Tesla Motors, an electric car company.
Mr. Musk owns over 20% over SolarCity. Lyndon Rive is the co-founder and Chief Executive Officer of
SolarCity. He has grown the company from two to more than 6,000 employees. Mr. Rive co-founded
Everdream, a firm that is an industry leader in software and services for large-scale distributed computer
management.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund
Owners:

52%
33%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
Elon Musk
John Fisher
SRS Investment Management,
LLC
JANA Partners LLC
DBL Equity Fund BAEF II, L.P.

Shares
20,681,350
9,991,281

%Outstanding
21.43%
10.35%

8,000,000
8.29%
5,158,150
5.34%
4,219,364
4.37%
Source: Thomson One
Public Company Comparable
Price

Company Name
SOLARCITY CORPORATION
SUNPOWER CORPORATION
Enel Green Power
SUNEDISON, INC.
VIVINT SOLAR, INC.
Average

50.74
33.45
2.32
22.76
8.13

Market Cap
($M)
4,902.06
4,398.02
11,586.26
6,167.18
856.11
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P/E

6,386.82
4,816.41
22,264.75
12,314.08
1,147.05

Spring 2015

NEG
21.56
18.56
N/A
N/A
20.06

Price/
Book Value
6.92
2.26
1.30
3.56
3.51
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Meredith Corporation (MDP)
March 5, 2015
Mary McNellis

Domestic Consumer Discretionary

Meredith Corporation (NYSE: MDP) is a primary media and marketing service company. The company
operates two business segments: National Media (73% revenue) and Local Media (27%). The National
Media segment consists of magazine publishing, brand licensing, digital and customer relationship
marketing, digital and mobile media, database related activities, and other related operations. The Local
Media segment consists of the operations of network-affiliated television statements, digital and mobile
media, and video creation operations. Meredith Corporation was founded in 1902 by Edwin Meredith,
and is headquartered in Des Moines, Iowa.

Recommendation
Meredith Corporation is a media and marketing service company operating two segments (National
Media and Local Media), which provide content through multiple media outlets. The National Media
segment includes the operation of well-known brands such as Better Homes and Gardens, Parents, and
recently acquired Allrecipes and Shape, which cumulatively reach 100 million American women
nationwide. The Local Media segment includes 15 owned and operated stations reaching 11% of U.S.
households in fast growing, large markets (7 stations in the top 25, 13 in top 50 markets). The strength of
these segments position Meredith as a leader not only in key consumer interests for women, but also highquality markets, creating an unmatched opportunity for advertisers to connect with this highly valued
audience across multiple media channels. Furthermore, the size and depth of the company’s portfolio has
allowed Meredith to collect a massive database (100 million entries with information on three quarters of
American homeowners) that allows for more precise consumer targeting. Going forward, Meredith will
employ this data and its vast experience to diversify its portfolio through strategic acquisitions and an
expanded digital presence. At the forefront of these strategic initaitives is shareholder value. Meredith has
paid a dividend annually for 67 years, and increased it for 21 consecutive years. In 2014, Meredith
executed a total shareholder return strategy that resulted in expansion of its share repurchase program to
$200MM and a 6% dividend increase, reinforcing the commitment underlying a 5-year EPS CAGR of
6%. The current annualized dividend of $1.73 per share yields approximately 3%. For these reasons, an
underweight sector allocation to media within the domestic consumer discretionary sector, and a
favorable valuation, it is recommended that Meredith Corporation be added to the AIM equity portfolio
with a price target of $65.94, which represents 17% upside.
Investment Thesis
 Strategic National Media Brand Acquisitions Increase Rate Base. Throughout 2014, Meredith
demonstrated effective integration of its 2013 brand acquisitions, Parenting and Baby Talk
brands, as well as the extension of the Allrecipes’ platform. Meredith expanded upon the
Allrecipes’ brand and magazine platform by rapidly increasing the Allrecipes rate base (+120%)
to 1.1 million copies in a single year. Similarily, the company intends grow the rate base of its
most Q2 2015 acquisition of Shape to 2.5 million copies (+60%) by May 2015. Furthermore,
these initiatives contribute to increased synergies and scope for existing clients.
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Growing Revenue Not Dependent on Advertising. The company has focused on driving
revenue growth from streams that are less susceptible to economic cycles than advertising. By
improving circulation (subscriptions on 1-3 year terms) of its media services through the growth
of its rate base, Meredith further insulates itself from fluctuations in its advertising revenue.
Another source of revenue growth that is not as closely correlated to economic cycles will be the
growth in brand licensing revenue through expansion of Better Homes and Gardens to 4,000 U.S.
Walmarts, real estate partnership with Realogy, and floral arrangements with FTD Florist.
Enhancing Digital Presence. The company is implementing strategic initiatives through the use
of its proprietary database to grow sales in digital advertising as well as e-commerce
subscriptions within its National Media Segment. Currently, digital traffic averages more than 70
million monthly unique visitors, positioning Meredith as a top 30 digital operator nationwide. The
company believes it can grow to 100 million unique monthly visitors through emphasis on the
mobile market place. The current digital presence consists of 40+ websites, 30 mobile-optimized
websites, and nearly 20 apps. As a powerful and unique advertising proposition due to the depth
and reach of its portfolio, reflected in the growth of online advertising FY 2014 (+15%), which
will increase in FY 2015 due to increased traffic and exposure to new platforms such as
MyWedding.com.

Valuation
In order to reach an intrinsic value for MDP, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 2.0% and a WACC of 7.04% resulted in a valuation of $71.59.
Additionally, a historical and peer P/E, P/S and EV/EBITDA comparison were conducted resulting in
price targets of $64.21, $58.12 and $58.55 respectively. By weighting the DCF valuation at 50%, and the
P/E, P/S and EV/EBITDA multiple comparisons at 16.67% each, a price of target $65.94 was reached,
representing 17% upside.
Risks
 Advertising represents the largest portion of revenue. At year-end 2014, advertising
comprised 53% of revenue (National Media 45%, Local Media 73%). Demand for advertising
fluctuates with the strength of the U.S. economy. Historically, Meredith has been able to absorb
normal business downturns without significant increases in debt.
 Loss or changes in affiliation agreements could be adverse to local media segment. The nonrenewal or termination of any key network affiliation agreements would prevent Meredith from
carrying programming of the affiliate network. Replacement programming may involve higher
costs or be less attractive to audiences.
 Rapid evolution of technology in media industry. Advances in technology have posed
challenges that could adversely affect revenue or competitive positioning. New delivery platforms
for similar content may lead to pricing restrictions, the loss of distribution control or the loss of
direct relationships with consumers. Further, proliferation of technology to block advertising
displays would be detrimental to operations.
Management
Stephen Lacy is the Chairman, President and Chief Executive Officer of Meredith Corporation. Lacy
joined Meredith in 1998 as Chief Financial Officer, and had successive positions in various other
divisions and capacities including COO and interim President before taking over as CEO in 2006.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

2.00%
86.00%
Source: Factset

Top 5 Shareholders
Holder
Blackrock Fund Advisors
Royce & Associates, LLC
Vanguard Group, Inc.
Ariel Investments, LLC
NFJ Investment Group, LLC

Name

Ticker

Meredith Corporation
Twenty First Century Fox
Gannett Corporation
EW Scripps
Nexstar Broadcasting Group
Peer Averages

MDP
FOXA
GCI
SSP
NXST

Shares
5,433,000
2,882,000
2,258,000
2,094,000
1,765,000
Peer Analysis
Market Cap Net Income
(mil)
(mil)
2,409
114
73,648
3,785
8,031
1,062
1,320
-1
1,684
65
21,171
1,228

*Removed For Relative Valuation Analysis
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D/E
0.80
1.1
1.38
0.37
0.9

% Out
7.74
6.06
5.62
4.74
4.51
Source: Factset

EV/
EBITDA
16.6
10.2
18.2
12.2
13.7
7.8
45.1*
18.5
19.2
40.1*
17.03
12.83
Source: Factset
P/E
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Atlantic Tele-Network, Inc. (ATNI)
March 5, 2015
Alex Isken

Telecommunications

Atlantic Tele-Network, Inc. (NASDAQ: ATNI) is a telecommunications holdings company that provides
wireless and wireline services to customers in North America, Bermuda, and the Caribbean through its
operational subsidiaries. U.S. wireless services consist of wholesale wireless data services sold to other
telecom carriers in rural markets, primarily within the western United States. Similar services are also
offered in both Bermuda and Guyana. Wireline services provided consist of voice and broadband data
services in Vermont, New York, and New Hampshire, as well as local and long-distance telephone
services in Guyana, where ATNI is the exclusive licensed provider of this service. Revenues by segment
are approximately 50% U.S. wireless, 24% international wireless, 24% wireline, and 2% equipment and
other. Geographically, revenues are derived 57% from the U.S., 24% from Guyana, and 19% from
Bermuda. ATNI was incorporated in 1987 and is currently headquartered in Beverly, Massachusetts.
Price ($): (3/2/15)

69.23

Beta:

Price Target ($):

84.98

WACC

52WK H-L ($):

1.20
10.87%

FY: Dec 31

2014A

2015E

2016E

Revenue (Mil)

336.35

376.12

413.09

73.55-53.25

M-Term Rev. Gr Rate Est:

7.7%

% Growth

14.86%

11.83%

9.83%

Market Cap (bil):

1.10

M-Term EPS Gr Rate Est:

7.4%

Gross Margin

49.76%

51.50%

51.50%

Float (mil):

11.1

Debt/Equity:

Operating Margin

25.44%

32.22%

32.06%

Short Interest (%):

1.3%

ROA:

6.4%

EPS (Cal)

$

3.02

$

4.41

$ 5.57

Avg. Daily Vol (k):

50.0

ROE:

8.7%

FCF/Share

$

1.72

$

4.91

$ 5.59

Dividend ($):

1.16

P/E (Cal)

22.89

15.69

12.43

Yield (%):

1.8%

P/S

3.08

2.77

2.52

3%

Recommendation
Atlantic Tele-Network’s core strategy emphasizes targeting rural, under-serviced markets where
competition is slim to nonexistent. Within the United States, ATNI is located primarily in the West,
where it sells wholesale roaming data services from its base stations to wireless carriers. ATNI leverages
its domination of rural markets to obtain contracts with wireless carriers that would otherwise have to
build their own infrastructure. In addition, the company previously serviced the area spanning Illinois to
South Carolina under the Alltel name, which it purchased from Verizon in 2009 for $200M. In late 2013,
this same division was sold to AT&T for $780M, allowing ATNI to deleverage its balance sheet of
$250M long-term debt entirely. In addition to U.S. services, ATNI monopolizes Guyana with an
exclusivity contract that allows it to be the sole provider of telecom data services in the country. Since the
sale of Alltel, revenues have risen from $77M in Q4 2013 to $88.5M in Q4 2014, representing 14.9%
growth, stemming primarily from the 42% growth in U.S. wireless revenues. This can be attributed to the
addition of 137 base stations in the last year (579 to 716), boosting ATNI’s data capacity and area
coverage. Due to these strong operational results, as well as a favorable valuation, it is recommended that
ATNI be added to the AIM Equity Fund with a price target of $84.98, representing a 22.8% upside. ATNI
also pays a quarterly dividend of $0.29, representing a 1.8% yield.
Investment Thesis
 U.S. Wireless Segment Expansion. ATNI saw tremendous revenue growth in its U.S. wireless
segment in FY 2014 (42%), due to both new base stations being constructed and old base stations
being upgraded to handle more data traffic. This segment sells the wireless services from wholly
owned towers to wireless carriers, which then use the data services to support their subscribers’
roaming. Management has indicated that these upgrades are scheduled to continue into 2015 to
cover larger areas and allow for more data traffic, which should result in similar growth numbers.
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Deleveraged Balance Sheet Creates Opportunities. Up until late 2013, ATNI had just over
$250M in debt on its balance sheet; however, it used $780M received from the AT&T Alltel
divestiture to pay off its debt entirely and allow itself future opportunity for expansion. The
company still has a $100M credit revolver available for financing, as well as $380M in cash, so it
has positioned itself very strongly to act on opportunities as they arise. In addition to these
benefits, the deleveraging has reduced interest expenses by over $7M annually (8% of revenues),
boosting margins. Management has indicated that it intends to actively seek expansion
opportunities.
Long-Term Benefits from Green Lake Capital Acquisition. In December 2014, ATNI
purchased the assets of Green Lake Capital, a solar holdings company, for $103M ($64M in cash,
$39M assumption of debt). The assets, known as Ahana Renewables, are 59 solar sites that
collectively generate 46 megawatts of energy. The sites are all operating under purchase power
agreements to sell their energy to local businesses, with average remaining lives of 14.4 years.
They are anticipated to generate $20M of revenue in 2015 with 75% EBITDA margins. ATNI
plans to use the exposure to solar to develop their own technologies, which they could potentially
use to power their base stations at reduced costs. While it is risky to move into a new market,
ATNI has retained Ahana Renewables’ management team to maintain its operations.

Valuation
In order to reach an intrinsic value for ATNI, a 5 year discounted cash flow model was conducted. Using
a terminal growth rate of 3% and WACC of 10.87%, a valuation of $74.91 was reached. A sensitivity
analysis comparing long-term growth rates to WACC produced a price range of $65.25 to $85.79. An
EV/EBITDA multiple analysis was also conducted using the ratios of peer companies. The average
EV/EBITDA ratio of those companies most similar to ATNI is 7.18x, while ATNI’s ratio is 5.55x.
Weighting these ratios 50/50 and using an estimated 2015 EBITDA of $176M resulted in a valuation of
$95.06. By weighting the DCF model 50% and the EV/EBITDA multiple 50%, a price target of $84.98
was reached. ATNI also pays a quarterly dividend of $0.29, a 1.8% annual yield.
Risks
 High Customer Concentration. In 2013, 36% of revenues were derived from four customersAT&T (18%), Verizon Wireless (13%), Sprint, and T-Mobile. ATNI is reliant on these carriers
choosing to use their data services and base stations in rural areas to provide roaming services to
customers. Any of the four carriers choosing to terminate their contracts with ATNI (which can
be done anytime with 30 days’ notice) would adversely affect the company’s revenues.
 Exclusive Licensing in Guyana Subject to Regulations. ATNI’s subsidiary GT&T operates
wireless and wireline services in Guyana, accounting for approximately 24% of total revenues.
The Government of Guyana issued a license to GT&T in 1991, allowing the company to be the
exclusive provider of these services in the country for 20 years. ATNI was given a renewal option
for another 20 years of exclusivity; however, when the company applied for renewal in 2010, the
government enacted the renewal with the condition that the license may be terminated as soon as
the government decides to expand competition. The government has discussed expanding
competition since 2010, but has not made any advances in several years.
Management
Cornelius B. Prior, Jr., the Chairman of the Board, served as CEO from 1998 to 2005, and has served as
the Chairman since 1998. He holds considerable experience in the Caribbean telecommunications
industry, as well as a strong education, including a law degree from Harvard. The present CEO is Mr.
Prior’s son, Michael Prior. Although he is Cornelius’s son, Michael has his own record of
accomplishment, working as both an attorney and a partner for Q Advisors LLC, an investment banking
firm. In addition, EY named him as an “Entrepreneur of the Year” in 2008.
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Source:
FactSet
Ownership
% of Shares Held by All Insider and 5% Owners
% of Shares Held by Institutional & Mutual Fund Owners

37%
58%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
Cornelius Prior Jr.
BlackRock Fund Advisors
The Vanguard Group
Mawer Investment Management Ltd.
Artisan Partners LP

Shares
4,527,000
1,035,000
1,019,000
745,000
629,000

% Out
28.4%
6.5%
6.4%
4.7%
4.0%
Source: FactSet

Market Cap
$1.1B
$2.7B
$471M
$691M
$282M
$595M

EV/EBITDA
5.55x
8.94x
8.86x
6.82x
5.0x
6.26x
Source: FactSet

Peer Multiples
Peers
Atlantic Tele-Network
Telephone & Data Systems
Fairpoint Communications
Cincinnati Bell
Hawaiian Telcom Holdco
General Communication
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Orange SA (ORAN)
March 5, 2015
Cole Johnson

International Telecom Services

Orange SA (NYSE: ORAN) provides mobile telecommunications and fixed-line telephone services
primarily in Europe, Africa and the Middle East. The company operates its business through two
divisions: Enterprise Communications Services and International Carriers & Shared Services. The
Enterprise Communication Services division supplies communications services to multinational
companies, corporate accounts and SMEs. The International Carriers & Shared Services division
engages in the international and long distance network, installation and maintenance of submarine
cables, and sales and services to international carriers. The firm operates in France (57% of FY14
revenues), Spain (12%) and Poland (9%). Remaining revenues (22%) originate from the rest of Europe,
Africa and the Middle East. The company was founded in 1988 and is headquartered in Paris, France.
Price ($): (03/02/15)
Price Target ($):
52WK H-L ($):
M arket Cap (mil):
Float (mil):
Short Interest (%):
Avg. Vol (10d):
Dividend ttm ($):
Yield (%):

18.20
23.30
12.10-18.80
48,210
1,860
0.8%
559,757
0.48
2.70%

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

1.08
6.4%
0.2%
2.9%
1.16
0.39
1.2%
4.0%
1.9%

FYE: December
2014A
2015E
2016E
2017E
Revenue (M il)
52,067.40 51,491.88 51,069.48 51,404.59
% Growth
-4.5%
-1.1%
-0.8%
0.7%
Gross M argin
17.9%
18.0%
18.0%
18.5%
Operating M argin
11.2%
11.1%
10.9%
11.3%
EPS (Cal)
$0.85
$1.10
$1.06
$1.17
FCF/Share
$1.50
$1.82
$1.57
$1.57
P/E (Cal)
44.4
16.6
17.2
15.5
EV/EBITDA
6.4x
6.6x
6.7x
6.6x

Recommendation
The European telecom services market continues to suffer from cuts in mobile termination rates,
competitive pricing pressure and stagnant economic conditions. These impacts have led to Orange’s fiveyear revenue CAGR of -2.8%. The company maintains a dominant position as the incumbent telecom
operator in France and Poland, which respectively represented 57% and 9% of 2014 revenue. The
company controls 62% and 74% of the fixed-line market in France and Poland, respectively; and wireless
penetration in the two countries reached 35% and 27% in 2014. Despite the entrance of a fourth French
operator in 2014, ORAN has continued to generate excess returns and strong free cash flow. Competition
between Poland’s four carriers has driven wireless penetration rates to above 140% from 100% six years
ago. In this time, the company has maintained its subscriber base in Poland despite the entrance of an
aggressive fourth operator. Dominant positions in these countries give Orange cost advantages over its
competitors, as the company can spread fixed costs over a larger customer base and keep more calls on its
own network. Its global scale has afforded ORAN significant equipment purchasing power, which was
further bolstered in 2012 by a procurement joint venture with Deutsche Telekom. In September 2014, the
company announced the acquisition of Jazztel, the third largest operator in Spain, for 13 billion euros.
The deal will allow for an accelerated build-out of the company’s fiber and broadband networks. Though
tepid economic conditions in Euope are expected to generate little to no growth in the near or mid term,
operations in Africa and the Middle East represent significant growth opportunities (4-6% and 2-4% topline growth from 2015-2017, respectively) despite political turmoil in Egypt and Iraq. The firm is highly
acquisitive and looks to diversify its revenue base and scale global operations through acquisitions. Due
to its competitive positioning and diversified revenue concentration, it is recommended that Orange SA
be added to the AIM International Equity Fund with a price target of $23.08, representing a 26.8% upside.
ORAN currently pays a 2.7% dividend yield.
Investment Thesis
 Accelerating Growth in Africa and the Middle East. Since 2007, ORAN has entered seven
new African or Middle Eastern countries and currently operates a diverse set of networks in these
regions, including a 70% stake in Telkom Kenya, a 40% stake in Morocco-based Medi Telcom
and a 20% stake in Iraqi service provider Korek Telecom. The company also services customers
through operations in Egypt, Ivory Coast and Jordan, and these operations are likely to be a

Marquette University AIM Class 2015 Equity Reports

Spring 2015

Page 14





source of revenue growth in the near and mid-term. Growth of 3-5% annually is expected in these
regions through 2016, with the deployment of 4G services a probable catalyst. The relative lack
of handset subsidies in these regions will limit margin erosion, with consensus EBITDA margins
averaging a stable 42.3%. In addition, the company’s 2014 release of Apple Pay to its 11 million
customers in these regions should provide upside potential as Orange strengthens ties with the
Bank of Africa to offer mobile financial services on a 24/7 platform.
Retirement of Large Share of Workforce Should Improve Operating Margins. The
company’s average French employee is 47 years old and the company estimates 30% of these
employees will retire within the next seven to eight years. In the process, the company will
eliminate many positions and replace retirees with lower salaried employees without civil servant
status. This should allow for reduced operating costs in the mid-term.
Divestment of EE Shares Aligns Interests of ORAN with BT and Deutsche Telekom. BT
Group reached an agreement in February with ORAN and Deutsche Telekom to acquire 100% of
their stake in EE for 16.7 billion euros. The company expects to close the deal with BT for its
50% stake in the second or third quarter of 2015, with ORAN receiving 4.6 billion euros in cash
and a 4% equity stake in the combined BT-EE entity. The transaction with work to align the
interests of the three companies, which operate in seperate regions of Europe.

Valuation
In order to reach an intrinsic value for ORAN, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 2.0% and a WACC of 6.34% resulted in a valuation of $19.78.
Sensitivity analysis on both the terminal growth rate ±0.5% and WACC ±0.5% provided for a range
between $16.80 and $36.10. Additionally, Discounted Dividend Model and P/E peer multiple
comparisons were also analyzed. Using a cost of equity of 9.41%, the Discounted Dividend Analysis
provided an intrinsic value of $25.52. For the P/E peer multiple comparison, an industry average P/E
multiple of 26.68x was blended 30/70 with a five-year historical average P/E for the firm of 19.65x. With
a 2015 estimated EPS of $1.10, a value of $23.93 was obtained. By weighing the DCF, DDM and P/E
multiple valuations equally, a price target of $23.08 was reached, yielding a potential upside of 26.8%.
Risks
 Renewed Price Deflation and Market Share Pressure in France. Deflationary pressure has
heightened economic risk in Europe. Continued exposure to price deflation could adversely
impact the company’s European operations. Further, the company’s dominant position in France
could be compromised if large operators Numericable-SFR and Bouygues can successfully
expand their sub-scale fixed-line businesses.
 Government Ownership Stalls Efforts to Reduce Workforce. The company is currently 26.7%
owned by the French government and approximately two-thirds of the firm’s employees are civil
servants. Given the power and strength of French labor unions and the government’s resistance to
forced layoffs, Orange could experience backlash and bad press coverage as it attempts to reduce
the size of its workforce in response to the changing industry landscape. The threat of labor
strikes also poses additional risk as France experiences greater civil labor unrest.
 M&A Activities Destroy, Rather than Create, Value. The firm’s recent acquisition of Jazztel
represented one of its largest ever and ORAN paid a hefty premium for the company with a
transaction ttm EV/EBITDA of 18.7x. If Orange is unable to realize the 1.3 billion euros in
synergies management claims, profitability could suffer and margin dilution could occur.
Management
Mr. Stephane Richard has been Chairman, CEO and member of Executive Committee at Orange since
March 2011. He is also Chairman of the company's Strategic Committee. Previously, he was Deputy
CEO-Operations France and was a member of the Board of Directors of the company from February 2003
to May 2007. Mr. Ramon Fernandez was appointed as Chief Financial Officer at Orange SA in September
2014. He was previously a high-ranking civil servant who served as Director General of the French
Treasury. He also has held various roles within the French government and at the IMF.
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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
Capital Research & Management Co.
Amundi SA (Investment Management)
The Vanguard Group, Inc.
Grantham, Mayo, Van Otterloo & Co. LLC
Norges Bank Investment Management

Name
Orange SA
Bouygues
Vodafone
Vivendi
BT Group
Deutsche Telekom
Peer Averages

Peer Analysis
Ticker Market Cap Enterprise Value
ORAN
EN
VOD
VIV
BT
DT

48,210
11,965
59,304
29,141
37,143
73,159
34,388

88,618
21,744
134,847
43,450
67,179
149,598
66,805
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32%
47%
Source: FactSet

Shares
%Out
58,729,000
2.20%
30,480,000
1.20%
28,112,000
1.10%
24,416,000
0.90%
24,231,000
0.90%
Source: FactSet

D/EV

P/E

EV/ EBITDA

53.7
49.5
39.2
28.9
22.0
44.2
36.8

22.6
23.3
36.7
37.0
14.4
22.0
26.7

5.7
13.3
7.2
14.7
6.9
6.3
9.7
Source: FactSet
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C&J Energy Services, Inc. (CJES)
March 5, 2015
Jack Sullivan

Domestic Energy

C&J Energy Services Inc. (NYSE:CJES) is an independent provider of hydraulic fracturing, coiled
tubing, cased-hole wireline, pumpdown, and other complementary services with a focus on complex,
technically demanding well completions. CJES operates primarily in the United States, with recent
expansion into the Middle East. CJES operates in three reportable operating segments: Stimulation and
Well Intervention Services (73.8% of 2014 Revenue); Wireline Services (25.5%); and Equipment
Manufacturing (0.7%). In June of 2014, CJES announced the acquisition of Nabors Industries Ltd., which
will close in March 2015 pending customary closing conditions. CJES was founded in 1997, went public
in 2011 and is incorporated in Delaware.
Price ($): (03/03/15)
Price Target ($):
52WK H-L ($):
M arket Cap (mil):
Float (mil):
Short Interest (%):
Avg. Vol (10d):
Dividend ttm ($):

12.99 Beta:
15.73 WACC
34.93-9.11 M -Term Rev. Gr Rate Est:
717.2 M -Term EPS Gr Rate Est:
41 Debt/Equity:
8.8% ROA:
1,429,960 ROE:
N/A ROIC:

1.59 FYE: December
7.5% Revenue (M il)

2014A

2015E

2016E

2017E

1,607.94

3,155.00

3,565.15

3,921.67

10.0% % Growth

50.2%

96.2%

13.0%

10.0%

10.0% Gross M argin

21.0%

17.0%

17.5%

17.5%

7.7%

3.5%

4.0%

4.0%

5.0% EPS (Cal)

$1.22

$0.40

$0.56

$0.64

9.3% FCF/Share

-$2.23

$1.18

$1.73

$1.89

45% Operating M argin

6.9%

Recommendation
C&J Energy Services Inc. is facing a downturn in the energy services industry, as capital expenditures of
clients are likely to see cuts given the drastic fall in oil prices during the second half of 2014. The
downturn in the oil services industry has been discounted into the market price, as CJES has dropped
~60% since July 1, 2014 (Russell 2000 Energy -50%). Despite the tough environment, CJES continued its
annual strong performance through 4Q 2014, beating earnings estimates (adj. $0.54 vs cons. $0.43) and
posting 10% YoY revenue growth. Management has focused on maintaining its utilization levels, through
price cuts with its main customers and leveraging of additional services. These price cuts will pass
through to 2015 revenue and lead to margin weakness in the near term, but most importantly in this
environment, the strategy will allow CJES to maintain its market share. The stability or growth in market
share will have CJES well positioned when the environment improves. At the same time, management
expects to be on the receiving end of price cuts from suppliers of sand, trucking and equipment. In March
2015, CJES is expected to complete its acquisition of Nabors Completion and Production Services
business (NBS C&P). While taking on debt for an acquisition in a struggling environment may raise
concerns, it was announced in early February that the acquisition price was renegotiated by lessening the
cash portion from $938 million to $688 million. Not only does this change make the deal potentially more
accretive, it also reduces the debt burden of the acquisition. Overall, this acquisition provides the
increased scale and synergies to position CJES for future success. For these reasons, it is recommended
that CJES be added to the AIM Domestic Equity Portfolio with an intrinsic value of $15.73, offering an
upside of 21.1%. CJES does not pay a dividend.
Investment Thesis:
 Scale and New Markets from NBS C&P Purchase. Following the purchase of Nabors
Completion and Production Services business, the “New C&J” will be the largest well servicing
company (14% market share) and the 6th largest Hydraulic Fracturing Company (4.6% market
share). The two businesses possess no overlap in their top 5 customers. The total acquisition cost
of ~1.5 billion results from $688m cash and 62.5m shares of common stock. Not only does the
acquisition provide scale, it also adds Cementing as a new service line. With the addition of
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Cementing, CJES can act as a single provider across the well life cycle (completions, production,
workover, and plug and abandonment). The management team has faced their previous
acquisitions with excellent execution, and despite the tough environment, the implementation of
Nabors Completion and Production Services business should be no different. The NBS C&P
business segment has been undervalued as part of its current parent and the combined entity
should see margin improvement as synergies are realized and their strategic initiatives are spread
across a larger asset base.
Favorable Industry Valuation. Valuations for CJES and its peers are reaching trough levels. As
commodity prices have dropped, future doubt in the energy services industry has been factored
into stock prices. As WTI crude flattened out around $50/bbl in recent weeks and the futures
curve for WTI crude is in normal backwardation, the industry valuation seems to have bottomed
out. CJES is currently trading below its book value per share of $14.13.
Cost Savings from Vertical Integration. In the past few years, through strategic initiatives and
acquisitions, CJES has integrated their in-house manufacturing and specialty chemical supply
capabilities. This enables CJES to engage in more inter-company purchases, which increases
margins. The in-house specialty chemicals allows for savings of ~20% versus purchasing from
third party vendors.

Valuation
An intrinsic value of CJES was generated using a 5-year Discounted Cash Flow model and an Enterprise
to EBITDA ratio analysis. Using a perpetuity growth rate of 2.0% and a WACC of 7.52%, the DCF
resulted in a valuation of $17.04. Sensitivity analysis conducted on the WACC (+/- 1%) and terminal
growth rate (+/- 0.5%) resulted in a range of $12.57-24.79. For the EV/EBITDA, a peer average of 6.67x
was used with 2015 estimated EBITDA of $150.74 to yield an intrinsic value of $14.41. Weighting the
two models equally provides an intrinsic value of $15.73, which yields a 21.1% upside. CJES does not
pay a dividend.
Risks:
 Lower Commodity Prices. The most substantial macroeconomic risk concerning CJES’s
performance would be continued weakening in commodity prices. If operators are forced to
drastically cut capital expenditures beyond what is already expected, CJES could see larger
revenue and profit declines.
 Debt Overload from NBS C&P Purchase. Despite the reduced cash price of the Nabors
Completion and Production Services business (less $250mil), CJES is still taking on substantial
debt in a down market. CJES runs the risk of not generating the proper cash flows to cover their
interest expenses. CJES finished 2014 with a Debt/EBITDA ratio of 1.53x, which is expected to
increase to ~2.2x at closing of the deal.
 Suppliers Hold Strong on Prices. CJES’s price reductions to its main customers should be
paired with price reductions from suppliers of sand, trucking and equipment. If their suppliers fail
to make the expected reductions, CJES could be squeezed between their customers and suppliers,
leading to lower margins.
Management
Josh Comstock has served as Chief Executive Officer of CJES since he founded the company in 1997.
Since then, he was elected to Chairman in February 2011. His previous experiences include J4 Oilfield
Services and Exxon. Randy McMullen serves as President, Chief Financial Officer, Treasurer and
Director. Mr. McMullen joined CJES in 2005 and previously held positions at Credit Suisse First Boston,
the Gulfstar Group and Growth Capital Partners. Don Gawick has served as Chief Operating Officer since
2012. He previously served as President and CEO of Casedholed Solutions, Inc., C&J’s wireline business.
His career includes extensive time at Schlumberger Ltd., one of CJES’s main competitors.
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Ownership
% of Shares Held by All Insider & 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

11%
98%
Source: FactSet

Top 5 Shareholders
Holder
Blackrock Fund Advisors
Capital Research & Management Company
Fidelity Management & Research Co.
The Vanguard Group, Inc.
Citadel Advisors
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Shares
%Out
4,398,407
7.95%
4,058,500
7.33%
3,314,600
5.99%
2,965,433
5.36%
2,834,628
5.12%
Source: FactSet
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Joe Hodes

Cheung Kong Holdings Limited (CHEUY)
March 5, 2015
International Financial Services

Cheung Kong Holdings Limited (NYSE: CHEUY) is a Hong Kong based property development and
strategic investment company. Also referred to as CKH, Cheung Kong Holdings is the flagship company
of the Cheung Kong Group, one of Hong Kong’s leading multinational conglomerates that consists of
companies including Hutchison Whampoa Limited, Cheung Kong Infrastructure Holdings (CKI), CK Life
Sciences International, Hutchison Telecommunications Holdings, and TOM Group Limited. The company
is one of the largest developers of residential office, retail, industrial, and hotel properties in Hong Kong
(46% of revenue) and China (50.9%). Through its sales, leasing, and management departments, Cheung
Kong also provides comprehensive services to clients and customers. Apart from its core business of
property development, CKH also has a portfolio of businesses in the information technology industry
including TOM Group and iMarkets Limited. The company was founded in 1970 and employs
approximately 8,300 people for its principal businesses.
Price ($) (3/2/15): 19.80 Beta (vs. HSI):
Price Target ($):
23.41 Cost of Equity:
52 WK H-L ($):
20-16 M-Term Inc. Gr Rate Est:
Market Cap (mil): 46,708 M-Term EPS Gr Rate Est:
Float (mil):
2,316 Total Debt/Assets:
Avg. 3 Month Vol: 100,238 Return on Equity:
Short Interest (%): 0.50 Return on Assets:
Div. Yield (%):
2.10 Return on Invested Capital:

0.99
8.6%
13.5%
12.0%
8.3%
12.1%
10.1%
11.1%

FY: Dec
2103A
2014E
Net Income ($M): 4,546.07 6,945.87
% Growth:
9.66% 52.79%
EPS:
$1.91
$3.00
BVPS:
$20.59
$22.45
P/B:
0.95
0.88
P/E
8.04
6.60
Div. Per Share:
$0.40
$0.42

2015E
4,943.85
-28.82%
$2.13
$25.32
0.78
9.74
$0.48

2016E
5,824.00
17.80%
$2.51
$28.36
0.70
8.68
$0.55

Recommendation
Since 1970, Cheung Kong Holdings has established a dominant global business portfolio through a focus
on property development in the Southeast Asian region. The company has kept shareholders’ long-term
interests at the forefront while expanding in various sectors and regions of Hong Kong and China.
Through its core property development business and diversification into retail, infrastructure, energy, and
telecommunications, the company has increased its revenue at a ten year CAGR of 9.1% and EPS at a ten
year CAGR of 13.4%. CKH’s investments have also led to a 7.8% annual increase in its TBVPS to over
$22 in 2014, which is a premium to the current share price. Cheung Kong’s strategic investments have
allowed the company to capitalize on global economic growth and the company’s experienced
management has earned CKH a myriad of awards both in Hong Kong and internationally. Management
has focused on returning excess cash flow to shareholders by increasing dividends at a 7.4% CAGR over
the past ten years. Moreover, Cheung Kong adds Asian exposure to the AIM international fund, which is
currently underweight in Asia. Due to the company’s attractive portfolio of businesses, solid capital
structure, and history of stable dividend payout, it is recommended that CHEUY be added to the AIM
international equity fund with a price target of $23.41, which provides an upside of 18.2%. The company
currently pays a $0.20 semiannual dividend, which is a yield of 2.1%.
Investment Thesis
 Pipeline of Products Provides Earnings Visibility. In 2013, Cheung Kong completed 21
notable development projects in Southeast Asia through both wholly owned subsidiaries and
joint ventures with development companies in the region. The company has reported the
completion of 28 such projects for 2014, a growth of 33% on an annual basis. The company
expects this trend to continue due to increased turnover in property rental for retail locations and
hotels, as well as strategic acquisition of investment properties. Management’s history of
outlining its investment projects semiannually clarifies future earnings expectations.
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 Company Reorganization Reinforces Focus on Shareholders. CKH and Hutchison, a partially
owned subsidiary, announced a reorganization plan in January 2015. The plan will separate
Cheung Kong into CK Property, which will combine the property holdings of Hutchison and
Cheung Kong Holdings, and CKH Holdings, which will be a holding company for non-property
related businesses. CKH shareholders will receive shares of both CKH Holdings and CK
Property. This will increase transparency in the separate companies, allow CK Property to
capitalize on economies of scale, and improve operational flexibility for the two entities.
Furthermore, CKH’s dividend payout ratio, which has long been pressured downward to
approximately 23% by restricted assets in non-property businesses, will be freed to rise closer to
the industry average of 41%. This reorganization will boost both return to shareholders and
understanding of the conglomerate’s complex structure.
 Macroeconomic Factors Boost Company Specific Drivers. Cheung Kong has experienced
rising revenue and investment expansion due in part to Chinese economic growth over the past
few decades. As Chinese economic development ebbs, the measures that the Chinese government
is taking to curb the country’s slowdown will be especially beneficial to CKH’s property
development business. Interest rate cuts will lower mortgage rates and incentivize businesses to
expand new and existing ventures, which drive property prices higher. CKH’s management is
strategically positioned due to its historical adaptability to changes in housing policies, and a
strong investment record in varying economic environments under Chairman Ka-Shing.
Valuation
To find the intrinsic value of Cheung Kong a price-to-book multiple model, dividend discount model, and
an equity excess model were used. The five year average historic P/B for the company was 0.82x while
the peer average used was 0.88x. Weighting the historic average and the peer average evenly, the P/B
yielded an intrinsic value of $24.80. The equity excess approach used a cost of equity of 8.60% and a long
term growth rate of 3.5% and resulted in an intrinsic value of $21.36. The dividend discount model used a
mid-term growth rate of 7.5% based on management’s guidance and a terminal growth rate of 4.5%,
which resulted in an intrinsic value of $24.06. Weighting these three valuations evenly, the final estimated
intrinsic value of Cheung Kong is $23.41, which provides an upside of 18.2%.
Risks
 Geographic Concentration. Cheung Kong has a relatively concentrated portfolio of investments
in Southeast Asia and derives the vast majority of its revenues from Hong Kong and China. This
makes the company dependent on political, economic, and legal conditions in these countries.
The company’s diversified businesses, however, have allowed CKH to hedge its position
considerably in the region.
 Possibility of Macroeconomic Headwinds. Tightening measures by the Chinese government to
combat speculation in the property sector could slow market development. Furthermore, a risk
remains that the Hong Kong government could lower property prices in the country. This would
provide a headwind to CKH’s investment return. The likelihood of this occurrence is low due to
the negative possible reaction these curbing measures would have on the respective economies of
China and Hong Kong.
Management
Chairman and Executive Director Li Ka-Shing, known as “Superman” in Hong Kong and perhaps the
company’s most valuable asset, oversees the Board of Directors for Cheung Kong Holdings. Ka-Shing is
85 years old and has been Chairman since 1971. Victor Li Tzar Kuoi, aged 49, stepped in as Managing
Director in 1999 for the company due in part to Ka-Shing’s age. The company’s board is comprised of 21
members and meets four times each year. Cheung Kong has a wealth of employee experience and
expertise due to the size of the conglomerate, and lists over 140 key employees in its annual report.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

48.42%
64.77%
Source: ThomsonOne

Top 5 Shareholders
Holder
Li Ka-Shing
JPMorgan Chase & Company
Keen Shine Investments Limited
Commonwealth Bank of Australia
Southeastern Asset Management

Name
Cheung Kong Holdings Limited
Sun Hung Kai Properties
China Overseas Land & Investment
CapitaLand
Shimao Property Holdings
Guangzhou R&F Properties
Peer Averages

Peer Analysis
Ticker Country of Origin
CHEUY
Hong Kong
SUHJY
Hong Kong
CAOVY
China
CLLDY
Singapore
SHMAY
Hong Kong
GZUHY
China

Shares
% Out
1,001,610,003 43.25%
119,831,723
5.17%
65,491,000
2.83%
41,555,000
1.79%
41,405,903
1.79%
Source: Bloomberg
Market Cap ($B) P/B
46.708
0.88
44.312
0.79
25.08
1.63*
11.279
0.90
7.43
1.07
3.81
0.76
23.10
0.88

Source: FactSet

*Removed For Relative Valuation Analysis
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Div. Yield %
2.10
2.50
2.00
2.10
N/A
7.40
3.50
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Psychemedics Corporation (PMD)
March 5, 2015
Mike Stankovsky

Domestic Healthcare

Psychemedics Corporation (NYSE:PMD) is the world’s leading provider in the hair drug testing market.
The company offers screening information across five illicit drugs: Cocaine, Opiates, Phencyclidine,
Amphetamines, and Marijuana. These tests are performed utilizing a technology that digests the hair and
releases the drug particles trapped within the sample without destroying the hair. This process is less
invasive and delivers more accurate results than common urine testing. Psychemedics’ testing is commonly
used as a pre-employment screening method and is used by over 10% of Fortune 500 firms. The company
also offers a hair alcohol test which measures average alcohol consumption over a period of approximately
three months. While the company provides testing services globally, all collections are currently sent to a
laboratory in Culver City, California. Psychemedics Corp. was established in 1986 and is headquartered
in Acton, Massachusetts.
Price ($): (2/27/15)
Price Target ($):
52WK H-L ($):
M arket Cap (000's):
Float (000's):
Short Interest (%):
Avg. Daily Vol (000's):
Dividend ($):
Yield (%):

16.41
19.75
19-12
88,578
5397.8
0.66%
13.05
0.60
3.66%

Beta:
WACC
'14-'19 Rev. CAGR Est:
'14-'19 EPS CAGR Est:
Debt/Equity:
Debt/EBITDA (ttm):
ROA:
ROE:
Interest Coverage:

0.75
5.77%
7.1%
3.7%
46.7%
1.1x
15.8%
25.5%
44.8x

FY: Dec
Revenue (000's)
% Growth
Gross M argin
Operating M argin
EPS (Cal)
FCF/Share
EBITDA M argin
EV/EBITDA (ntm)

2014
2015E
2016E
2017E
29,205 31,779 34,389 37,076
8.69%
8.81%
8.21%
7.81%
51.83% 52.38% 49.86% 48.73%
16.06% 17.73% 15.36% 14.38%
$0.60
$0.68
$0.64
$0.65
-$0.99
-$0.13
$0.62
$0.68
19.65% 23.35% 22.50% 21.65%
12.4x
12.1x
11.6x
11.2x

Recommendation
The predominant application of Psychemedics’ hair drug test is in pre-employment screening. This
approach is common as firms are aware of the extra costs associated with employees that combat drug
addiction or abuse. Through lower productivity, higher absenteeism, and greater healthcare costs, it is
estimated am employee using drugs may cost an employer between $7,000-10,000 annually, along with
non-quantifiable risk to the firm’s reputation and quality of customer service. Also, Psychemedics’ revenue
showed a 68.3% correlation with nonfarm payrolls over the last 10 years, further indication of the business’s
inherent cyclicality. A peak/trough analysis was performed to better understand the company’s downside
exposure throughout the previous recession. EBITDA in ’08 and ’09 fell 32.7% and 42.0% respectively,
while EBITDA margins contracted to 22.0% and 17.2%. PMD remained profitable throughout the recession
despite the major drawback in overall hiring, a result of the company’s lean operations (~150 employees)
and highly variable business model (~70% variable costs). Additionally, exposure to non-cyclical
customers such as police departments, treatment facilities, and high schools, protects PMD during economic
downturns. Alternatives to hair drug testing by prevalence are urinalysis, oral fluid, blood, and sweat
testing. While more expensive, research conclusively shows hair drug testing ($35-55/test) as superior to
urinalysis ($10-20/test) in both accuracy and flexibility. Data compiled by the trucking company J.B. Hunt,
a Psychemedics client, found that of 65,000 specimens subject to hair and urine testing, the hair test yielded
nearly 6.6x more positive results than urinalysis (559 for urine; 3,690 for hair). This difference is owed by
and large to the wider window of detection offered by hair tests (10-90 days after drug use), compared with
each of the other methods (<10 days after drug use). Lastly, the company announced in early February that
shareholders of record on February 23rd, 2015 would be paid a $0.15 dividend, marking the company’s
74th consecutive quarterly dividend. This represents a 3.66% annual dividend yield.
Investment Thesis
 Significant Investments in Capacity Signals Growth. 2014 marked a year of significant
investment for Psychemedics with approximately $7.8mm in CapEx, well above the long-term
average of $0.9mm. These investments were made primarily in equipment, software development,
and leasehold improvements, more than doubling the company’s capacity for anticipated growth,





including an attractive opportunity in Brazil. Beginning 1/1/2014 the Brazilian government has
required professional drivers to pass a hair drug test when applying for license renewals every five
years. This opportunity is forecast to comprise ~48% of PMD’s revenue growth (4.2% Brazil, 8.1%
total) through 2018.
Leverage Sustains Attractive ROE with Minimal Risk. Psychemedics has averaged a 31.3%
returen on equity over the last ten years with 14.4% profit margins, a ~1.7x asset turnover, and no
long-term debt. The recent $7.8mm of debt-funded investments have added just over a turn of
leverage (1.1x, 0.4x net). The pro forma impact to profit margin, asset turnover, and equity
multiplier will be 10.0%, 1.35x, and 2.0x, respectively, resulting in an average ROE of 26.8%
through 2019. This falls well above the company’s weighted average cost of capital of 5.77% and
implies a healthy interest coverage ratio of approximately 44.8x.
Industry Consolidation/Succession Planning Creates M&A Opportnity. An industry survey
conducted by Bill Current of “StateDrugTestingLaws.com” in 2013 shed light on the overall
testing, laboratory, and collection industries. Firms included in the survey included Quest
Diagnostics, FirstLab, and OraSure Tech. A major theme highlighted by participants was
“consolidation at all levels” and has been principally confirmed as acquisitions across labs have
involved notable names such as Covance, LabCorp., and Diagnosticos Da America (Brazil), with
deals totaling over $6.0bn. Secondly, PMD’s Chief Executive Officer, serving since 1991, and
current Board Chairman, is 70 years old and has not yet publicly described the company’s
succession plans. Thus, current industry consolidation presents an attractive M&A exit opportunity.

Valuation
A Discounted Cash Flow, Takeout Multiple (LTM EBITDA), and Peer Multiple (NTM EBITDA) analysis
were utilized. The DCF resulted in a price of $26 and terminal value assumptions included: Gross Margins
(48.3%), R&D/Sales (4.4%), SG&A/Sales (29.7%), EBITDA Margins (20.6%), terminal growth rate
(3.0%), and WACC (5.77%). A sensitivity analysis on the terminal growth rate (±50 bps) and WACC (5.3%
& 6.8%) provided a range of $21-27. The median takeout multiple (14.8x) in recent industry transactions
resulted in a price of $16. A median peer multiple (12.9x) resulted in a price of $18. Blended equally, a
price target of $19.75 was achieved, a 20% upside from the 2/27/15 closing price.
Risks




Competitive Pricing. Despite the superiority of hair drug testing over alternative testing methods
and Psychemedics leading market share within the industry (~39%), drug tests have been gradually
commoditized. If Psychemedics is not able to emphasize and demonstrate their system’s greater
accuracy customers may switch to lower priced and lower quality options. This risk is mitigated by
PMD’s longstanding relationships with clients across many sectors, creating multiple sources of
sticky revenue.
Lackluster Hiring. The recent collapse in oil prices may cause a minimal drag on PMD’s top line
as major oil employers scale back hiring. As the company’s revenues are linked with overall
national hiring, it is expected that any dampening in job creation caused by a recession or other
factors would materially diminish the company’s profitability and sales growth. This risk is
mitigated by the aforementioned variable cost structure inherent in the business model.

Management and Ownership
Raymond C. Kubacki has been the company’s President and CEO since 1991, and Chairman of the Board
since 2003. Mr. Kubacki’s compensation package in 2013 totaled $703k, with approximately 71% in cash
salary and bonus, 28% as stock awards, and 1% as retirement/401(k) benefits. The total value of his stock
outstanding is $2.9mm. The company’s three largest shareholders, representing 20% of shares outstanding,
have not displayed high levels of activism according to FactSet Research.

Ownership
% of Shares Held by All Insider and 5% Owners
7%
% of Shares Held by Institutional & Mutual Fund Owners
51%
Source: Thompson One
Top 5 Shareholders
Shares
Holder
Renaissance Tech., LLC
434,900
Tieton Capital Mgmt., LLC
363,377
Kennedy Capital Mgmt., Inc.
291,463
The Vanguard Group, Inc.
238,937
Punch & Assoc. Inv. Mgmt., Inc.
193,500

Direct Comps:

NTM - EV/EBITDA

Acquirer

Target

Quest Diagnostics

9.2x

LabCorp. Of America

LabCorp. of America

9.8x

CMIC Holdings

Alere

13.5x

OraSure
Bio-Reference Labs.

56.1x
7.7x

% Out
8.09%
6.76%
5.42%
4.45%
3.60%
Source: Factset

Trailing Multiple

Date

CVD

15.8x

Nov-14

JCL Bioassay Corp.

7.7x

Nov-14

Vijaya Diagnostic

Medinova Diagnostic

15.8x

Mar-14

Cromossomo Part.

Diagnosticos da Amer.

13.9x

Dec-13

LabOne

LabOne Inc.

12.8x

Aug-05

Quest Diag.

Quest - GSK

6.1x

Jan-11

Cepheid

232.5x

Novartis

Genoptix

6.8x

Jan-11

Quidel

22.4x

Alere

Concateno

12.9x

Jan-09

Meridian Biosciences

11.0x

Median Takeout Multiple - Recent

Illumina

37.4x

Luminex

12.7x

PerkinElmer

12.9x

14.8x

Cash Flow Summary - Static WACC

Blended Price Target:

Px

PV FCF to Equity

Discounted Cash Flow

$25.69

Peer Multiple

$17.75

Takeout Multiple

$15.81

Blended Px Target:

$19.75

Upside %

20%

Affymetrix

17.3x

PV FCFe/Share

Myriad Genetics

9.9x

Current Price

Median:

12.9x

Upside

$138,283,848
$25.69
$16.41
56.6%

