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Stillwater Mining Company. (SWC)
April 11, 2014
Kurt Wittmeyer

Domestic Materials

Stillwater Mining Company (NYSE: SWC) is engaged in the development, extraction, processing,
smelting and refining of palladium, platinum and associated metals. These metals are referred to as
Platinum Group Metals (PGM). SWC has two operating segments, PGM Recycling (54% of total
revenue) and Mine Production (46%). Under these two operating segments, the company mines ore from
the earth and then refines the ore along with purchased used metals to produce new PGM available for
sale to the market. Stillwater Mining Co. operates in the J-M Reef located in south-central Montana. All
current mining operations are at mines located in Montana: Stillwater Mine and East Boulder Mine.
SWC also owns two exploration-stage facilities located in Marathon, Canada and the San Juan Province
in Argentina. Stillwater Mining Company was founded in 1992 and is headquartered in Billings, Montana
Price ($): (4/4/14)
Price Target ($):
52WK L-H ($):
M arket Cap:
Float (mil):
Short Interest (%):

$15.69
$

19.06

Beta:

1.72

FY: December

2013(Pro Forma)

2014E

2015E

WACC

13.0%

Revenue (M il)

1,041.58

1,228.67

1,474.40

9.78-16.04

M -Term Rev. Gr Rate Est:

10.2%

% Growth

29.94%

17.96%

20.00%

1.88 B

M -Term EPS Gr Rate Est:

41.8%

Gross M argin

13.53%

15.44%

17.70%

Debt/Equity:

21.0%

Operating M argin

6.62%

9.58%

14.31%

0.47

0.99

117.4
16.3%

ROA:

4.2%

EPS (Cal)

Avg. Daily Vol (mil):

2.16

ROE:

6.7%

FCF/Share

Dividend ($):

N/A

EV/EBITDA

$

(0.19) $
10.01x

0.61
12.51x

1.77
$

1.61
8.89x

Recommendation
Stillwater Mining Company is the only platinum and palladium mining company in the United States.
PGM are sold to numerous ends markets such as automotive maufacturers, jewelery companies,
electronic parts for computers, dental companies and more. Most of Stillwater Mining Co.’s clients are in
the automotive industry. Palladium and platinum are key materials in catalytic converters due to their high
melting point, conductivity, resistence to corrosion, and durability. SWC produced 524,000 oz. in 2013
and currently has 22 million oz. in proven and probable reserves which implies at least a 35 year reserve
at current production rates. Two projects located in the J-M Reef in Montana are in the development stage
and are projected to be fully operational in 3Q of 2014 and 2Q of 2015 providing an additional combined
75,000 oz. From 2009-2012, the recycling segment has had a 25% CAGR in recylced oz. processed and a
35% revenue CAGR. Two large one time impairments were written off in 2013 in both international
mining property developments, Canada and Argentina. The total impairment charge was $350 M net of
tax and caused the net loss in 2013. Adjusted for these one time impairment charges, the after tax net
income for 2013 would have been $49.5 M & $0.47 pro forma EPS. Given the information along with the
following drivers, it is reccommended that Stillwater Mining Company be added to the AIM Equity Fund
with a target price of $19.06, representing a 21.47% upside.
Investment Thesis
 Tightening Global Supply. The two largest producers of PGM’s in the world are South Africa
and Russia. South Africa and Russia each produced 41% of palladium to the global economy in
2013. South Africa and Russia produce over 75% and 10%, respectively, of the world’s platinum
each year. Combined, these two countries produce over 85% and 80% of global platinum and
palladium, respectively. South Africa mines are currently in a two month long strike having lost
over 600,000 oz. of PGM production YTD and it does not appear to end any time soon. Russia
PGM stockpiles are widely rumored to be declining from 1.2 M oz. in 2009 to 200,000 oz. in
2013 and also political tension is at a high with the recent actions in Crimea. With the current
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unstable conditions in South Africa and Russia, SWC is well positioned to capitalize on this
supply gap being in a low geopolitical risk location and in the mining friendly jurisdiction of
Montana.
 Favorable Mix of Palladium to Platinum . Stillwater Mining’s current production and sales mix
of palladium to platinum is roughly 80% to 20% respectively. Historical 10 and 5 year palladium
prices have been 34.2% and 43.1% of platinum prices. Recently, palladium is trading as high as
54.6% of platinum. SWC is in excellent position to take advantage of the decreasing price gap
between palladium and platinum with its 4:1 mix. Palladium content is increasing in catalytic
converters compared to Platinum due to “one-to-one” interchangeability technology of platinum
to palladium creating a cheaper option for auto manufacturers by using more palladium in
catalytic converters.
 Increased Global Demand for Catalytic Converters. Currently, 99% of global powertrains are
powered by gasoline, diesel, or hybrid engines, all of which require a catytic converter. Catalytic
converters eliminate over 90% of harmful fuel emissions released to the atmosphere. Global
demand for catalytic converters are expected to increase from 68.69M in 2013 to 72.23 M in
2014. This creates a demand from the auto industry alone of over 7.2 M oz. of PGMs in 2014 and
increasing over 400,000 oz. per year. Additionally, global automotive demand is expected to
grow at a CAGR of 4% through 2025. There is no substitute for PGMs in catalytic converters.
Valuation
In order to reach an intrinsic value for Stillwater Mining Co, a five year discounted cash flow model and
EV/EBITDA multiple were conducted. Using a terminal growth rate of 3% and a WACC of 13.00%,
deriving revenues from the realizable prices of palladium and platinum resulted in a valuation of $18.98.
Sensitivity analysis on both the terminal growth rate (1%-5%) and WACC (12%-14%) provided for a
range between $15.50 and $25.42. Using a blended historical and peer average multiple, an EV/EBITA
multiple of 12.51x was used to calculate an intrinsic value of $19.14. By weighing the DCF and
EV/EBITDA models 50% each, a price target of $19.06 was obtained, offering an upside of 21.35%.
Risks
 Correlation Between PGM Price and SWC Performance. Evidently, the price of palladium
and platinum and the performance of Stillwater Mining Company are linked. Therefore,
profitablity of Stillwater Mining Co. could be hurt by a decline in PGM prices and shift in the
supply and demand of PGM for the future. However, due to two of three of my drivers, this is not
likely to happen.
 Large Portion of Revenue Tied to Automotive Industry Customers. With around 70% of
revenues being generated from customers in the automotive industry, SWC is subjected to the
auto industry business cycle and more broadly the business cycle as a whole. However, with the
automotive industry recovering strongly from the past industry downturn, increased demand for
automobiles should continue to drive growth rates upward.
 Choice of Sales Agreements to Spot Market Sales. Unpredictability of the market could create
a risk if SWC chooses to sell more of its mining production in the spot market. If prices fall
sufficiently, and SWC is not protected by a price floor, then it may be forced to sell its
uncommitted prodcution at a loss in the spot market.
Management
Francis McAllister was the former CEO of SWC and retired in June of 2013, after twelve years of leading
the company. Michael Mcmullen took over as President and CEO in December of 2013, he has 17 years
of experience in various leadership roles within the mining industry. Greg Wing has been the CFO of
Stillwater Mining Company since 2004 and previously was CFO and VP of Finance of Black Beauty
Coal Company from 1995 to 2003. Kevin Shiell is VP of Mining Operations and has over 35 years of
underground mining operations. Mr. Shiell worked his way up through the mining chain of command and
has vast amounts of operational expertise in mining efficiency.
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Ownership
% of Shares Held by All Insider and 5% Owners:

0%

% of Shares Held by Institutional & Mutual Fund Owners:

92%
Source: Yahoo Finance

Holder
Vanguard Group, Inc. (The)
BlackRock Fund Advisors
Carlson Capital. L.P.
Dimensional Fund Advisors LP
Altrinsic Global Advisors, LLC

Top 5 Shareholders
Shares
7,735,844
6,853,526
4,936,235
4,896,505
4,535,925

Marquette University AIM Class 2015 Equity Reports

% Out
6.47
5.73
4.13
4.09
3.79
Source: Yahoo Finance

Spring 2014

Page 4

Schneider Electric (SBGSY)
April 11, 2014
Kyle Lawrence

International Industrials

Schneider Electric SA (OTC: SBGSY) is a global specialist in energy management with operations in over
100 countries. The company is organized into four businesses (Buildings and Partner, Infrastructure,
Industry and IT) and offers integrated products and solutions across four principle markets (nonresidential and residential buildings, utilities and infrastructure, industry and machine manufacturers,
and data centers and networks). The company’s mission is to ensure that energy is efficient, safe, reliable,
productive and green for all actors of the energy supply chain. Schneider works closely with various
channels, including distributors, system integrators, panel builders and electricians, to sell and market its
products to its global customer base. Schneider Electric SA was founded in 1836 and is headquartered in
Rueil Malmaison, France.
Price ($): (04/04/14)

$

17.89

Beta:

Price Target ($):

$

21.63

WACC:

9.54%

Revenue (Mil)

$13.65-$18.23

L-Term Rev. Gr Rate Est:

3.00%

% Growth

$ 51,897.40

L-Term EPS Gr Rate Est:

5.00%

Gross Margin

52WK H-L ($):
Market Cap (Mil):
Float (Mil):

2,650.00

Short Interest (%):
Avg. Daily Vol (Mil):
Dividend ($):
Yield (%):

$

Debt/Equity:

1.27

30.10%

FY: Dec

2013A
$31,283.10

Operating Margin

2014E
$

2015E

34,020.37

$

36,061.59

1.60%

8.75%

6.00%

37.75%

37.75%

37.75%

13.87%

14.50%

15.00%

<1.00%

ROA:

5.16%

EPS (Cal)

$

0.88

$

1.44

$

0.219

ROE:

12.60%

FCF/Share

$

1.12

$

1.32

$

0.49

ROCE:

9.50%

P/E (Cal)

2.79%

EV/EBITDA

1.56
1.30

18.48x

15.81x

14.6x

9.57x

12.56x

11.52x

Recommendation
While global energy demand is set to rise to support globalization and urbanization, the scarcity of
resources is becoming a pressing issue. With available and mature technologies that can save up to 30%
of energy consumption, energy efficiency is the key to the coming energy crisis. Non-OCED economies
represent 35% of world GDP in 2012 and should reach approximately 58% by 2030. Their share of global
energy demand will continue to rise from 55% in 2010 to close to 65% by 2035. SBGSY has positioned
itself well in the energy management market by steady investment in R&D (5% of revenue YoY) to
provide best-in-class technologies in addition to their strong, long-term relationships with distribution
channels and end customers. The company currently holds 12% of the global distributed control system
market (DCS) and generates a diverse revenue distribution (30% Asia-Pacific, 28% Western Europe, 20%
North America and 22% rest of the world). Schnieder Electric holds various market leadership positions
in their businesses, including number one worldwide in LV and Building Automation, number one in
Critical Power and Cooling, number one in MV and Grid Automation and number two in Discrete
Industrial Automation. The recent finalization and approval of the acquisition of Invensys in January
2014 will further enhance Schneider’s portfolio and position the company for growth and cost redution in
2014 and 2015. SBGSY fits in well into the current portfolio because it would offset the overweight Oil
Gas & Consumable Fuels holdings (13.2% of the portfolio) and place more of an emphasis in Electrical
Equipment. Due to these reasons and a favorable valuation, it is recommended that SBGSY be added to
the AIM International Equity Fund with a target price of $21.63, offering a potential upside of 20.93%.
SBGSY pays a dividend yield of 2.79%.
Investment Thesis
 Urbanization. Cities today contain 50% of the world’s population, consume 75% of global
energy consumption and give off 80% of the greenhouse gas emissions. Cities are growing
rapidly, by 2050 they will be home to 70% of the world’s population. Cities face urban challenges
of unprecedented scale: scarcity of resources (specifically energy and water), environmental
pressure and pollution, aging and overloaded infrastructure and traffic congestion. Cities have
begun to make the transition to becoming smarter, more efficient and more sustainable. Schneider
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Electric already works with more than 200 cities across the world improving the cities’ efficiency
of the underlying urban infrastructures, resulting in the reduction of energy costs up to 30%,
reduction of water losses up to 15% and reduction of travel time and delays by up to 20%.
Active Energy Efficiency. Active energy management means measuring the energy consumption
of a site and optimizing its performance usage through the use of power and automation services.
In the past 20 years, the Internet has connected 2.5 billion people and in the coming 8 years, this
number is going to double. Concurrently, the Internet will connect 40 billion machines to those 5
billion people. The ensuing access to real-time information gives SBGSY the opportunity to
implemennt active energy management and impact the entire energy chian from people to power
plant.
Ability to Extract Synergy. Following the $26B worth of acqusitions since 2002, Schneider
Electric has built an attactive portfolio. Management has made a commitment to focusing more
effort on extracting the synergies of recently aquired Invensys and Electroshield- TM Samaro.
There are significant opportunities to better integrate these businesses, specifically the Russian
exposure that Electroshield- TM Samaro will give.

Valuation
In order to reach an intrinsic value for SBGSY, a five year discounted cash flow model was conducted. A
terminal growth rate of 3% and a WACC of 9.54% were used, which resulted in a valuation of $23.73. A
sensitivty analysis was also completed using a WACC +/- 1% and terminal growth rate +/- 1%, resulting
in a range of values from $17.12-$31.40. In addition, an EV/EBITDA valuation of SBGSY was
conducted. The comparables’ average estimated an EV/EBITDA multiple of 10.04x and provided a
valuation of $18.84/share. Weighting the DCF and EV/EBITDA valuations 60% and 40%, respectfully, a
target price of $21.63 was established, offering an upside potential of 20.93%.
Risks
 Worldwide Operations in Cyclical and Competative Markets. The worldwide markets for
SBGSY’s products are competitive in terms of pricing, quality of products, systems and services,
development, and introduction time. Schneider Electric faces strong competitors, some of whom
are larger than they are or are developing in certain lower cost countries. The company is also
exposed to fluctuations in economic growth cycles and to the respective levels of investments
within the different countries that they operate.
 Growth Strategy Heavily Invested in M&A. The company’s growth and success depend on its
ability to keep up with the rapidly changing markets which they operate in. More advanced
products and services are being developed at an increasing rate as wells as the demand for more
efficient and smarter technolog. Schneider Electric’s strategy to continue to grow involves
strengthening its positions through acquisitions, strategic alliances, joint ventures and mergers.
Miscalculations in the future cash flows of acquired companies can have an adverse effect on
financial performance as well as blur organic growth.
 FX and Emerging Markets. Schneider currently generates approximately 30% of its revenues in
emerging markets. Although this exposure offers opportunity for the company, FX depreciation
against the euro and the dollar has a negative financial impact on Schneider. If these currencies
continue to be volatile, as they were throughout Q3 and Q4 of 2013, the company may have to
adjust its focus to more stable economies.
Management
Jean-Pascal Tricoire is the Chairman and Chief Exectutive Officer and has held this position since 2013.
Tricoire joined Schneider Electric in 1986 and has spent the last 28 years advancing through various roles
across three different continents. Emmanuel Babeau is the Deputy CEO in charge of Finance and Legal
Affairs. Babeau joined Schneider in 2009.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners

N.A.
N.A.
Source: Bloomberg

Top 5 Shareholders
Holder

Shares
% Out
804,987
0.03
511,097
0.02
237,546
0.01
174,985
0.01
160,900
0.01
Source: Bloomberg

Parametric Portfolio Associates
Northroad Capital Management
Aperio Group LLC
Douglas C. Lane & Associates Inc.
United National Insurance Company

Company
ABB
Enerson Electric Company
Legrand
Mitsubishi Electric
Siemans

Peers
Ticker
ABBN VX
EMR US
LR FP
6503 JP
SIE GR
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Covidien plc (COV)
April 11, 2014
Jing (Yolanda) Liu

International Health Care

Covidien plc (NYSE: COV) is a large global healthcare equipment and services company headquartered
in Dublin, Ireland. Covidien is engaged in the development, manufacturing, and sale of healthcare
products for use in clinical and home settings. The company has 41 manufacturing sites worldwide and
42 distribution centers in 28 countries. The company’s revenues in 2013 were generated through two
business segments: medical devices (83%) and medical supplies (17%). Geographically, the company’s
revenues in 2013 were derived from the United States (51%), Europe (24%), Asian-Pacific (19%), and
other Americas (6%). In February 2014, the company announced that it completed the acquisition of
Given Imaging Ltd.
Price ($): (3/30/14)
$72.50
Price Target ($):
83.73
52 WK H-L ($): $73.39-$54.43
Market Cap (mil): $32,679.1M
Float (mil):
449.4M
Short Interest (%):
1.36%
Avg. Daily Vol (k):
721.616
Dividend ($):
$1.28
Yield (%):
1.8%

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

0.82
8.32%
5.30%
7.27%
53.4%
8.18%
17.08%

FY: Dec. 31
Revenue (Mil)
% Growth
Gross Margin
Operating Margin
EPS (Cal) ($):
FCF/Share ($):
P/E (Cal) ($):
EV/EBITDA

2013A 2014E 2015E
$10,235 $10,696 $11,284
3.90% 4.50% 5.50%
59.45% 60.00% 60.50%
21.86% 22.40% 23.50%
3.61
3.75
4.24
3.56
3.91
4.29
20.08 19.35 17.09
12.5x 11.9x 10.9x

Recommendation
Covidien is a well diversified international medical device company. The company’s products can be
found in almost every hospital in the United States and Europe. Covidien’s medical devices segment
develops, manufactures and sells endomechanical instruments, energy devices, and products relating to
soft tissue repair, vascular, oximetry and monitoring, and airway and ventilation. Additionally, Covidien’s
medical supplies segment provides products related to nursing care, medical surgery, sharpsafety, and
orginal equipment manufacturing. The company’s past three year revenues were $11,574, $9,851, and
$10,235 million, respectively. Management has stated that they are continuing to improve their cost
structure, which is likely to bring Covidien better operating margins in the future. In the pursuit to expand
the firm’s exposure in emerging markets, Covidien acquired WEM Electrosurgical Equipment, LTDA for
$54 million in January 2014. This should help Covidien penetrate the value segment of the healthcare
market in Brazil and other emerging markets. In addition, the company entered into a joint venture with
Changzhou Kangdi Medical Stapler Co. Ltd., a manufacturer of open stapler products in China, which
should help COV gain share in the open surgey market. For these reasons and a favorable valuation, it is
recommended that COV be added to the AIM International Fund with a target price of $83.73,
representing a potential upside of 15.49%. Covidien’s dividend is $1.28.
Investment Thesis
 Increased R&D and Diversified Products in the Pipeline. Covidien’s R&D costs increased
from 2% to approximately 5% of revenue in recent years, which helped them launch several
dozen diversified products each year both in the U.S. and abroad. The company launched
approximately 30 new products in 2013, and management has indicated a launch of a similar
number of products in 2014 and 2015. Coviden’s management team has stated that they plan to
introduce three soft tissue repair products, six energy products, and six endomechanical products
within Surgical Solutions; ten peripheral vascular products and five neurovascular products
within Vascular Solutions; six oximetry & monitoring products and two airway & ventilation
products within Oximetry & Monitoring and Airway and Ventilation; and three energy products,
one endomechanical product, and one oximetry & monitoring device in January 2014.
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Expansion in Emerging Market. Covidien has accelerated investments and added over 1,700
employees in emerging markets during the past three years, mostly in sales and R&D. Covidien’s
2013 revenue from emerging markets was 16.5%, which is higher than most of its competitors.
With a growth rate of 400 to 500 bps above market rates, which is 1.5x of Brazil, 2x of India, 3x
of China, and 7x of Russia, Covidien is likely to continue its investment in emerging markets.
Broader Business Types through Strategic Acquisition. Covidien has made strategic
acquisitions of companies with products that fit within its core competencies. Covidien acquired
Given Imaging, BaRR Medical, Inc., and SuperDimension, which all have fast growth rates with
high gross margins. Given has direct sales and marketing in nine countries with its products
available in more than 75 countries. Coviden’s management team believes that it will add $40 to
$50 million in revenue per quarter in 2015. In addition, BaRR Medical, Inc. and SuperDimension
currently contribute $10 to $15 million respectively in revenue per quarter adding double digit
growth to Covidien.

Valuation
In order to reach an intrinsic value for COV, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 3.5% and a WACC of 8.32%, the DCF resulted in a valuation of $88.42.
The sensitivity analysis on both the terminal growth rate and WACC provided for a range between $73.05
and $113.11. In addition, an EV/EBITDA comparison valuation was done for COV. Weighting the
historical average of 11.60x (60%) and the peer mean of 13.70x (40%), the blend came up to be 12.86x,
which resulted in a valuation of $79.04. By weighing the FCF model 50%, the EV/EBITDA multiple
50%, a price target of $83.73 was established. COV pays a $1.28 dividend, with a 1.8% yield.
Risks
 Product Recalls. Covidien recalled its product Duet for replacement due to a vary rare but
serious patient complication. Covidien has redesigned Duet with a new buffer material, and the
company is still the only player out there that can combine both the buffer material and a stable in
its product. Athough Covidien sells thousands of products, a majority of its growths comes from
its energy, stapling, and vascular segments. A recall of one or more of its products would have
slight impact on its financial status, but it could cause a small selloff of shares.
 All Time High Sector Value. During the last year, healthcare stocks have traded with
significantly higher prices. The S&P Healthcare Index has increased more than 60% since the
beginning of 2012, and Covidien’s stock price also has risen approximately 60% since the
beginning of 2013. If the market price of the whole sector is adjusted, Covidien’s price may be
influenced.
 Implementation of Healthcare Reform. The Healthcare Reform Act was enacted into law in the
U.S. The law imposes a 2.3% exercise tax on the sale in the U.S. of certain medical devices by a
manufacturer, producer or importer of such devices since December 31, 2013. The Heathcare
Reform Act could reduce Medicare and Medicaid payments to hospitals and clinical laboratories,
which could reduce the demand or price of Covidien’s products.
Management
Jose E. Almeida has served as the Chairman of the Board of Directors since March 2012, and he has
served on the Board of Directors since becoming Covidien’s President and Chief Executive Officer in
July 2011. Charles J. Dockendorff has been Executive Vice President and Chief Financial Officer of
Covidien since December 2006. The executive officers are elected annually by the board of directors to
hold office for one year until their respective successors are elected and qualified, or until earlier
resignation or removal. Mr. Almeida, the Director and Chairman, and Mr. Hanson, the Senior Vice
President and Group President, are brothers-in-law, but there are no other family relationships between
any of the executive officers. Covidien was part of Tyco International until 2007.
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Ownership
% of Shares Held by All Insider & 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

0.23%
93.20%
Source: Yahoo Finance

Top 5 Shareholders
Holder
BlackRock Institutional Trust Company, N.A.
Vanguard Group. Inc.
Wellington Managemetn Company, LLP
State Street Corporation
Artisan Partners Limited Partnership

Shares
25,827,769
21,275,230
19,030,513
18,931,349
14,333,736

%Out
5.73%
4.72%
4.22%
4.20%
3.18%

Peer Group
Name
Becton, Dickinson and Company
C.R. Bard, Inc.
Baxter International Inc.
Boston Scientific Corporation
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American States Water Company (AWR)
April 11, 2014
Kevin Lane

Domestic Utilities

American States Water Company (NYSE: AWR), together with its subsidiaries, purchases, produces,
distributes, and sells water. The company’s business operates in three main segments: water, electric
and contracted services. The water segment consists of approximately 68% of the company’s revenues
while contracted services and electric comprise 24% and 8%, respectively. Within these segments, AWR
focuses on two main business units, water and electric utility operations, which are conducted through
Golden State Water Company (GSWC), and contracted services which are conducted through American
States Utility Services Inc. (ASUS) and its subsidiaries. GSWC engages in the purchase, production and
distribution of water in 75 communities in 10 counties in California. This subsidiary also provides
electric services to the City of Big Bear Lake and its surrounding areas in San Bernardino County, CA.
ASUS provides water and wastewater services, including the maintenance, operation, renewal, and
replacement of water and wastewater systems at various military installations. American States Water
Company was founded in 1929 and based in San Dimas, California.
Price ($) (4/2/14)
Price Taget ($):
52WK Range ($):
Market Cap:
Shares Oustanding
Short Interest (%):
Avg. Daily Vol (90 day):
Dividend Q ($):
Yield (%):

$
32.23
$
40.04
25.07-33.085
1,248.8M
38.7M
2.0%
180,689
$
0.20
2.51%

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

0.66
7.4%
8.0%
12.0%
66.0%
9.3%
13.0%

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

2013A
472
1.10%
74.20%
25.22%
$1.61
0.99
17.90
8.60

2014E
478
1.20%
77.70%
24.20%
$1.50
1.56
21.30
7.40

2015E
493
3.14%
77.90%
24.50%
$1.53
1.80
20.70
7.20

Recommendation
American States Water Company is built on a solid tradition of dividend income and steady company
growth. AWR has increased its dividends for more than 59 consecutive years while also managing to
produce a 5yr CAGR of its revenue of 8.6% and an even more impressive 19.2% for its net income. The
company benefits from high barriers to entry due to its highly fragmented industry, regulated status, and
few publicly traded competitors. AWR is well positioned in California for growth and expansion
opportunities in the near future while continuing to thrive in its current territory. Management continues
to assure that the company’s assets are as efficient and updated as possible by continuing to reinvest in its
property, plant, and equipment. Given these reasons, it is recommended that American States Water
Company be added to the AIM Equity Fund with a target price of $40.04, which would offer a potential
upside of 25.67%. The dividend yield is 2.51%.
Investment Thesis
 Potential Expansion. Both GSWC and ASUS have significant new business opportunities that,
if they were accepted, would allow for a great deal of expansion and overall customer growth of
over 7%. In June 2013, GSWC entered into an agreement to purchase all of the operating assets
of Rural Water Company. Rural serves approximately 900 customers in an area near GSWC’s
other water systems. This transaction is pending approval from the California Public Utility
Commission (CPUC). GSWC is also waiting for a final decision from the CPUC on a possible
expansion of its retail water service in a portion of Sutter County, California, which could add as
many as 17,000 customers to GSWC’s service territory. As for ASUS, there are currently
numerous active bids for military bases still to be privatized which could award them with
significant additional water and wastewater contracts.
 Strong Capital Position. As of March 2014, management received approval to repurchase
around 1.25M shares representing about 3.2% of the current outstanding common shares. This
decision implies that management believes that AWR’s stock is undervalued, while potentially
increasing the demand for existing shares. The repurchase will also increase the expected EPS for
the foreseeable future since there will be fewer shares outstanding.
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Reinvestment in Capital Additions. GSWC has continually made prudent capital additions to
ensure that the utility’s property plant and equipment are as up to date and as technologically
advanced as possible. AWR is projected to reinvest an average of $85M each year for the next
three years while growing at a 5 year CAGR of 4.7% through FY 2013.

Valuation
In order to reach an intrinsic value for AWR, a five year discounted cash flow model was created. A
terminal growth rate of 2% and a WACC of 7.35% resulted in a valuation of $47.63. A sensitivity
analysis, using a range of growth from 6%-10% and the WACC ranging between 5.35%-9.35%,
generated an intrinsic value range of $45.77- $49.48. Additionally, a P/E comparison was created using
an average industry P/E as well the historical 5yr P/E for AWR. By weighting the industry average P/E
of 22.91 and the historical 5yr of 20.07 equally, the P/E multiple was calculated at 21.49x. Using the
estimated EPS for 2014 of $1.51, a value of $32.45 was calculated. Finally, weighting the DCF model
and the P/E multiple each by 50%, a price target of $40.04 was determined establishing a potential upside
of 25.67%. AWR pays a dividend yield of 2.51%.
Risks
 Regulation. Golden State Water Company’s revenues are dependent upon the rates and fees that
the CUPC allows it to charge its customers and its ability to recover its costs on a timely basis.
Any delays by the CPUC in granting rate relief to cover increased operating and capital costs may
adversely affect the financial performance of AWR. Costs may also increase due to increased
environmental regulation and possible increases in the costs of disposing of residuals from its
water treatment plants, or upgrading treatment plants. GSWC may recover these costs through
the ratemaking process but that remains at the discretion of the CPUC.
 Inadequate Water Supply. AWR’s operations can be adversely impacted by groundwater
contamination in certain of its service areas. However, AWR has taken numerous steps to
address this issue including the removal of wells from service, and constructing water treatment
facilities in other areas not affected by the contamination. In fact, in certain circumstances, AWR
has provided its customers with bottled water until the emergency situation had been resolved.
The adequacy of the water supply also could depend on factors such as weather and other factors
beyond AWR’s control.
 Significant Capital Expenditure Requirements. The utility business is quite capital intensive.
AWR spends a significant sum of money on additions to, or replacements of, its current property,
plant and equipment at its water and electric facilities. AWR cannot provide assurance that the
sources from whom it receives such funding for portions of these costs will remain adequate.
Management
Robert J. Sprowls is the President, Chief Executive Officer, and Director of American States Water
Company and has more than 20 years in the utilities industry prior to joining AWR. Mr. Sprowls has
served on the board of AWR and its subsidiary companies since his appointment as President and CEO in
May of 2009. Mr. Sprowls holds similar titles and responsibilities for the company’s subsidiaries GSWC
and ASUS. Ms. Eva G. Tang is the Chief Financial Officer and Senior Vice President of American States
Water Company and its subsidiaries. Before serving as CFO and VP Ms. Tang was the Vice President of
Golden State Water Company.
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Top 5
Shareholders
Investor Name

% Shares
Outstanding

BlackRock Institutional Trust Company, N.A.
The Vanguard Group, Inc.
Dimensional Fund Advisors, L.P.
Boston Trust & Investment Management Company
Invesco PowerShares Capital Management LLC

Current
Position

8.9
3,447,595
7.97
3,086,031
2.3
891,138
2.26
874,295
2.24
866,979
Source: Thomson One

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

1%

% of Shares Held by Institutional & Mutual Fund Owners:

66%

% of Float Held by Institutional & Mutual Fund Owners:

66%

Number of Institutions Holding Shares:

205
Source: Yahoo! Finance
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NetEase, Inc. (NTES)
April 11, 2014
Jordan Schumacher

International Technology

NetEase (NASDAQ: NTES) is a leading China-based Internet technology company that provides an array
of internet-based applications and services. The company derives revenues from three segments: Online
Game Services (85%); Advertising Services (11%); and E-mail, Wireless Value-added services, and other
(4%). For its online gaming segment, NetEase offers a variety of in-house developed titles, along with
being the sole licensee of Blizzard Entertainment games in China. The company is the largest provider of
free e-mail services in China and operates the nation’s 6th most visited site (163.com), which provides a
platform to potential advertisers to reach a large consumer base. A number of other internet services
such as Chinese language-based news/entertainment outlets, e-commerce related services, and a mobile
social communication platform are offered by NetEase. The company was founded in 1997 and is
headquartered in Beijing, China.
Price ($): (4/4/2014)

64.45

Beta:

Price Target ($):

83.46

WACC

84-51

L-Term Rev. Gr Rate
10.5%
Est:

8,903.20

L-Term EPS Gr Rate12%
Est:

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

1.15
13.01%

2013A

2014E

2015E

1,519.10

1,754.56

2,054.59

% Growth

15.40%

15.50%

17.10%

Gross M argin

73.05%

73.00%

73.50%

Operating M argin

47.33%

46.00%

47.50%

$5.64

$5.72

$6.74
$7.53

Revenue (M il)

Float (mil):

71.69

Debt/Equity:

Short Interest (%):

2.7%

ROA:

20.54%

EPS (Cal)

658,677

ROE:

24.49%

FCF/Share

$6.38

$6.39

ROIC:

21.09%

P/E (Cal)

13.94x

11.27x

9.56x

9.77x

6.46x

5.75x

Avg. Daily Vol:
Dividend ($):
Yield (%):

1.40
2.1%

4.8%

FY: Aug

EV/EBITDA

Recommendation
Over the past 5 years, NetEase has grown at a CAGR of 27% through purely organic means. NetEase is
already an established player in the web-based online gaming segment with popular titles such as Fantasy
Westward Journey, Westward Journey Online II, and Tianxia III. A majority of these are relatively
mature in age (4-10 years) and have developed a loyal consumer base, which is a great characteristic in an
industry where switching costs are very low. Notably, NetEase is the sole licensee in China of Blizzard
Entertainment games since 2009. The World of Warcraft series and StarCraft II are the most distinguished
of the group and they provide the company with a solid stream of revenues that complement and support
NetEase’s in-house development. NetEase’s biggest potential for growth is in the mobile gaming market.
The company already has released three mobile games and plans to launch several more in 2014,
including mobile versions of existing online games. NetEase claims to have 620 million registered e-mail
users at 163.com and 200,000 corporate e-mail users who pay for the service. NetEase saw its advertising
services revenue grow 28.8% in 2013 due primarily to the introduction of games on the mobile platform
and stable growth of traffic on 163.com. For 2014, NetEase has decided to issue a dividend of $1.41 per
share and implement a $100 million share repurchase. Because of its consistent growth, strong visibility,
expansion into quickly growing markets and a favorable valuation, it is recommended that NTES be
added to the AIM International Equity Fund with a target price of $83.46, which offers a potential upside
of 29.50%.
Investment Thesis
 Mobile Gaming Growth. The mobile gaming market is growing at an explosive rate in China
(69% YoY in 2013) and NetEase is poised to capture a sizeable amount of that growing revenue
share. Fortunately, the company is able to offer its existing browser-based games in a mobile
format. With an established user base, NetEase has a competitive advantage against competitors
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who must debut first generation titles. Moreover, mobile games yield higher margins than
browser or client-based games. So, as NTSE shifts more of its resources to mobile, it stands to
add to significantly to its effeciency statistics and bottom line.
Innovative In-House Game Development. NetEase has been in the Chinese gaming industry
since 1997 and has proven its ability to develop quality, longstanding titles, as evidenced by
Fantasy Westward Journey II, which celebrated its 10th anniversary in 2013. The company
continues to increase its spending on R&D and saw the amount grow to 10% of revenues in 2013.
Most of this spending is directed toward the expansion of NetEase’s mobile game aspirations.
However, expansions for several games are expected in 2014 and Revelations, a 3-D title that has
been in development since 2009, is expected to make waves upon its release later this year.
International Expansion. NetEase has historically done business exclusively in China. In late
2013, the company made several of its games available in South Korea, Vietnam, and Thailand,
where the gaming market is also quickly growing. Moreover, NetEase announced in early 2014
that they would expand their game availabilty into the U.S. A definite timetable was not given.
Expansion into the United States represents an excellent opportunity for NetEase to augment their
mobile gaming returns given that the 58% American adults own a smartphone and 39.8% of the
population will play a mobile game within the year.

Valuation
In order to reach an intrinsic value for NTES, a 5 year discounted cash flow model was run. Using a
conservative terminal growth rate of 3% and a WACC of 13.01%, the analysis yielded a $83.16 intrinsic
value. A EV/EBITDA model was also run in order to strip away variations in capital structure. An
industry average EV/EBITDA multiple of 14.72x was used and an intrinsic value of $83.76 resulted.
Weighting the DCF and the EV/EBITDA models equally, a price target of $83.46 was established,
representing a potential upside of 29.50%.
Risks
 Revenue Concentration. NetEase receives roughly 85% of its revenues from its online gaming
segment. By its nature, the online gaming market, and in particular the mobile gaming market, is
ultra-competitive, has very low switching costs, low barriers to entry, and gamer preferences can
be unpredictable and fleeting. If NetEase fails to continually produce quality games and attract a
loyal consumer base, it would likely see competitors eat up its revenues and market share.
 Weakness in World of Warcraft. Although World of Warcraft may be the largest subscriptionbased MMORPG in the world, it has struggle as of late dropping over 1.5 million users in the last
18 months. This is mainly a result of many users moving to free MMORPGs that offer a similar
gaming experience. However, the series still attracts 7.7 million users.
 Chinese Economic Risk. China has experienced some slowing economic conditions recently.
The country could finally see an end to its 7% annual growth with the possibility of an market
correction looming. Nevertheless, sub 6% growth is unlikely and the Chinese economy should
find itself continuing to be one of the largest producers in the world.
Management
William Lei Ding is the founder of NetEase, has held the position of director since 1999, and the position
of CEO since 2005. He holds a BS in Communication Technology from the University of Electronic
Science and Technology of China. Onward Choi has served as CFO since 2007, as Financial Controller
from 2005-2007, and as Corporate Finance Director from 2003-2004. Mr. Choi also serves as the
Chairman of the Audit Committee and as the independent non-executive Director for Beijing Jingkelong
Company Limited and China ITS Co., Ltd. Michael Tong has served as director since 1999 and served as
Co-Chief Operating officer from 2004-2009 and has had previous experience at various venture capitalist
and PE firms.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

5%
48%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

Ding William Lei

58,240,000

44.57

Orbis Holdings Limited

16,586,540

12.69

Capital Group Companies

16,536,616

12.65

Lazard Ltd

7,286,780

5.58

Invesco Ltd

6,593,771

Marquette University AIM Class 2015 Equity Reports

5.05
Source: Bloomberg

Spring 2014

Page 16

Lithia Motors Company (LAD)
April 11, 2014
Mary McNellis

Consumer Discretionary

Lithia Motors Company (NYSE: LAD) is a leading operator and retailer in the highly fragmented
automotive sales and service industry. LAD engages in the sales, service and financing of 28 brands of
new and all brands of used vehicles. The company operates 100 stores in the Midwest and Western
regions of the United States and online at Lithia.com. LAD focuses its domestic and import franchises in
mid-sized regional markets and its luxury franchises in metropolitan markets. Walt DeBoer started the
company in 1946, and his son, Sidney, incorporated it in 1968. In December 1996, Lithia Motors, Inc.,
went public. Lithia Motors centralizes its administrative efforts to its headquarters in Medford, Oregon.

Recommendation
Lithia Motors is the only public auto retailer that operates largely in small markets. LAD has formed an
economic moat in a highly fragmented industry by locating in isolated areas with the nearest dealership
farther than a 50-100 mile radius from 80% of its stores. This strategy insulates the company from the
competition, driving its net profit margin of 2.5% well above the industry median of 1.8%. The
confluence of increased revenues (21% YoY) driven by new and used vehicle sales and strict cost
controls drove the bottom line upwards by 47% in 2013. LAD uniquely achieves lower levels of cost
through the centralization of its administrative and back office operations to its headquarters. Between
2011 and 2013 LAD acquired 19 stores but managed to reduce SG&A expenses during this time as a
percentage of sales from 71.1% to 67.7%. An aggressive acquisition strategy will likely drive top line
revenue growth into the future. With a low Debt/EBITDA ratio (1.6x) and the availability of mid-sized
regional markets, the company is uniquely poised to capitalize on macroeconomic trends. Western region
recovery, aging vehicle lives, and frequent recalls will drive the top line for LAD with increases in all its
business lines. Vehicles are at historically high ages of 11.4 years, indicating need based purchases will
improve in the near term, further driving vehicle sales and contributing to improvement in its financing
and insurance segment by 200 basis points YoY which lends 100% to GP. LAD has superior operating
metrics and a differentiated growth stategy that will allow it to replicate its success in smaller markets
across the country. Because of these reasons, a strenghtening U.S. economy and a favorable valuation, it
is recommended that LAD be added to the AIM Equity Fund with a target price of $76.48, which offers a
potential upside of 12.3%. Over the last four quarters LAD has paid a dividend of $.13 and in 2013 the
Board authorized a share repurchase agreement with 1.7 MM shares remaining.
Investment Thesis
 Recovering U.S. Economy. Housing activity is near pre-recessionary levels boosting household
net worth, consumer wealth, and home equity highly correlated with vehicle purchases. Both
manufacturing and service PMIs registered 55.5% growth for March 2014- rates greater than 50%
indicate expansion. The most momentum can be seen in the West with 11% recovery over the
past 7 months and home prices closest to pre-peak levels. LAD’s strong footprint in the
recovering West (66 dealerships) drove revenue growth of 21% YoY in 2013 - higher than the
industry average of 6.8%.
 Accelerated Acqusitions With Small Market Focus. Acquisitions of 6 stores and 2 new
openings during 2013 are expected to generate $273 MM. One new opening and three
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acquisitions thus far in Q1 2014 are expected to add $180 MM in annual revenue. Strategic
placement of these high quality franchises in depressed Western markets offers higher potential
for growth. Stockton, CA depressed in mid 20th percentile, Hawaii over 30% depressed. Creates
potential for 20-30% top line growth accounting for throughput. Number of light dealerships in
the U.S. has decreased from 21,761 in 2008 to 17,851 in 2013 creating abundant acquisition
opportunities.
Average Vehicle Age Drives Need Based Purchases. Average age of cars and light trucks is at a
record high average of 11.4 years compared to an average useful life of 15.5 years. Need based
purchases will raise new and used vehicle gross margins to 6.6% and 14.7% respectively. In
relation to these purchases, LAD can expect its service body and parts gross margin to rise to
48.4% and financing and insurance revenue per vehicle to rise to $1,125 from $1,122.

Valuation
In order to reach an intrinsic value for LAD, a six year discounted cash flow model was conducted. Using
a terminal growth rate of 3% and a WACC of 9.45% resulted in a valuation of $78.58. Sensitivity analysis
on both the terminal growth rate and WACC provided for a range between $58.35 and $95.39.
Additionally, a historical and peer P/E and EV/EBITDA comparison were conducted resulting in price
targets of $66.74 and $69.4 respectively These were weighted 10% each in a weighted average of the
price target resulting in a final price target for LAD of $76.48 representing 12.3% upside.
Risks
 M&A Decreasing Operating Margins. The aggressive acquisition strategy could depress
operation margins due to higher levels of SG&A should the company fail to adequately apply
cost control measures. In the first 12 months of operations newly acquired stores tend to have
SG&A expenses of 85-90% whereas LAD operates with a 62.7% SG&A expense rate. Failure to
decrease throughput and minimize expenses in its acquisitions would be detrimental to the
company’s GP retention.
 CFPB Bulletin. The Consumer Financial Protection Bureau (CFPB) issued a bulletin in March
2013 suggesting auto dealers and their third-party credit facilities may be facing penalties for
disparity pricing. The CFPB is investigating discrepancies in financing on the prohibited basis of
race or national origin related to the Equal Credit Opportunity Act. While the CFPB does not
exercise authority over automotive dealers themselves, LAD is subject to the repercussions of this
action on its third-party credit lenders. The company may earn less commission from its lenders
for arranging financing or face decreased vehicle sales from tightening credit conditions.
 Sustained Economic Downturn. Automotive retail is a highly cyclical business that is largely
dependent on prevailing economic conditions. Should economic conditions weaken or growth
stagnate, the sales of new and used vehicles which generated a combined 48% to 2013 gross
profit and comprised 86% of total revenue would be adversarially impacted.
Management
Sidney DeBoer is the Founder, Executive Chairman and Chairman of the Board of Directors for LAD.
Sidney has worked in a Lithia store since 1964 and sits on numerous boards including the Chrysler
National Dealer Council, and the American Import Automotive Dealers Association. He holds sole voting
control as the manager of Lithia Holdings, LLC which holds all oustanding shares of Class B common
stock. Bryan DeBoer serves as the President and CEO and has been involved with Lithia since 1989. Brad
Gray serves as Executive Vice President and is repsonsible for legal and risk management as well as
acquisitions and divestiture. The composition of the Board is only 1/3 DeBoer family members, the sole
voting interest held by Sidney poses a risk should his interests deviate from benefiting the shareholder.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners

14.00%
95.00%
Source: Bloomberg

Top 5 Shareholders
Holder
Blackrock Fund Advisors
Vanguard Group, Inc
Dimensional Fund Advisors
Bank Of America Corporation
Times Square Capital Management
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Shares

Out%

1,929,685
8.24%
1,334,464
5.70%
1,247,024
5.33%
829,751
3.54%
786, 300
3.36%
Source: Bloomberg
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BT Group PLC (BT)
April 11, 2014
Cole Johnson

International Telecom Services

British Telecommunications Group (NYSE: BT) is a leading provider of communications products and
services to over 170 countries globally. Within the UK, BT offers fixed-line, broadband, mobile and
television products and services to consumers and small and medium enterprises. Globally, BT provides
managed networked IT services for multinational corporations, domestic businesses and national and
local government organizations. BT also provides wholesale telecom services to communications services
providers in the UK and internationally. BT generates revenues primarily from the U.K. (45%) and has
operations throughout Europe (32%), U.S. and Canada (12%), and the Asia Pacific region (11%). It
operates in four segments, including: BT Global Services (39%), BT Retail (37%), BT Wholesale (14%),
and an Openreach segment (10%). BT was founded in 1850 and is headquartered in London.
Price ($): (3/28/14)

62.36

Beta v. SPADR:

Price Target ($):

76.96

WACC

8.54%

Revenue (M il)

52WK H-L ($):

69.92-39.93

M -Term Rev. Gr Rate Est:

-1.3%

M arket Cap (mil):

0.89

51,819

L-Term Rev. Gr Rate Est:

2.5%

Float (mil):

738

M -Term EPS Gr Rate Est:

10.9%

Short Interest (%):

1.70

Debt/Total Assets

Avg. Daily Vol:
Dividend ($):
Yield (%):

2014E

2015E

28,849.00

2013A

28,409.42

28,000.17

% Growth

-6.38%

-1.52%

-1.44%

Gross M argin

60.43%

58.64%

61.39%

Operating M argin

16.14%

18.51%

20.43%

101.1%

EPS (Cal)

$2.69

$3.59

$4.08

FCF/Share

$0.69

$0.43

$0.49

P/E (Cal)

10.0x

16.5x

14.5x

6.2

6.4

6.1

76,921

ROA:

11.4%

1.50

ROE:

393.29%

ROIC:

25.05%

3.57%

FY: Aug

EV/EBITDA

Recommendation
During the past few years, the European telecom space has experienced a challenging corporate climate
characterized by heightened regulatory changes, declining revenue bases and stagnant economic
development. In response, broad convergence and consolidation has created a lively M&A market for
communications service providers like BT. Amidst this atmosphere, BT Group has maintained a strong
presence as one of the top market leaders in the greater Euro-area. Despite a -4.7% 4 year CAGR of
revenues, the company’s ability to cut operating costs has allowed it to recognize a 7% CAGR of
Operating Income in the same period. Leverage within the industry is relatively high, but the company’s
101.1% Debt to Total Asset ratio is in line with peers. BT’s fixed-line-centric business makes it far less
cyclical than many peers. This non-cyclical nature allows it to avoid subjection to a high degree of macro
sensitivity and provides it with a better pricing environment and lower churn rates than a purely mobile
business. Operating margins have expanded by nearly 9% in the past 3 years and are projected to continue
to substancially expand as the company right-sizes itself in the telecom market for the latter half of the
decade. New innovative technologies are poised to offer BT an excellent opportunity for diversified
product growth. This year, BT has partnered with Dolby to provide a market leading audio conferencing
service to deliver the most natural and effective audio meetings. With a strong positioning and growth
profile, it is recommended that BT Group be added to the AIM International Equity Fund with a price
target of $77.25 for a potential upside of nearly 24%. The company also pays a 3.57% dividend.
Investment Thesis
 Cost Transformation. BT is embracing numerous technological, process and engineering
advances in an effort to continually reduce costs. While revenue growth has fallen by an average
of 5.7% within the past five years, operating expenses have fallen subsequently by a comparative
9.2%. Savings throughout the past four years of over $7.8 billion have resulted in numerous
EBITDA and FCF upgrades, but the company’s CFO has continued to cite there is more work to
be done in driving effficiency. Significant actions taken to facililitate cost reduction include full
reviews of the company’s supply chain and stock, system upgrades, improved product and
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software development processes, improved engineer productivity and the development of a more
efficient buying process. The company has continued this transformation this past year in
launching a ‘Continuous Improvement Initiative’ in order to help employees take greater
responsibility for sustained end-to-end process improvement and drive cost savings.
Decreased Debt Burden. Planned debt principal payments throughout the next three years
should reduce BT’s debt burden from £7.5 B in FY 2013 to £6 B by March 2016. These actions
will significantly improve the firm’s interest coverage. Coverage has improved from 0.77 in FY
2009 to 4.62 in FY 2013 and 2014 is expected to yield a ratio of 5.8. This active de-gearing will
provide BT the firepower to pursue content auctions, ongoing investment opportunities and allow
for consistent dividend growth and share repurchases.
Fiber broadband network expansion. In the past year, BT has made significant strides in
expanding its Fiber Broadband service network, adding a total of 834,000 users to its network in
2013— Four of five users in the UK are now in the BT network. With more than half of UK
households now owning web-connected game consoles, over 40% connecting a TV to the internet
and 15-20% owning a tablet device, the demand for the enhanced speed provided by broadband
has never been stronger and continues to grow. BT is also widely considered the fastest-growing
in the UK for both pay TV and broadband users.

Valuation
In order to reach an intrinsic value for BT, a five year discounted cash flow model was conducted. Using
a terminal growth rate of 2.5% and a WACC of 8.54% resulted in a valuation of $74.97. Sensitivity
analysis on both the terminal growth rate and WACC provided for a range between $63.36 and $91.16.
Additionally, an EV/EBITDA peer multiple comparison was also analyzed. Using an industry average
EV/EBITDA multiple of 7.16x and a firm EBITDA TTM of $8,735 million, a value of $78.95 was
obtained. By weighing the DCF and EV/EBITDA multiple valuations equally,a price target of $76.96 was
reached, yielding a potential upside of 23.42%. BT also pays a 3.57% dividend.
Risks






Long-term deterioration of pension deficit position. The company currently has a
significant funding obligation in relation to its defined-benefit pension schemes. Low
investment returns, high inflation, longer life expectancy and regulatory changes may
result in the cost of funding BT’s main pension scheme becoming a significant burden on
its financial resources.
Increased regulatory challenges for broadband providers. Within the UK, the company holds
significant market power and is required to provide wholesale services at regulated prices. If the
company is required to provide new or existing services on improved terms, costs could increase.
Outside the UK, overly-restrictive liscensing requirements restrict the extent to which the
company can enter and compete in new markets.
Security and resilience. A breach of security, or compromise of data and/or resilience affecting
its operations, or those of its customers, could lead to an extended interruption to network
services and potentially affect national infrastructure. Such failure may lead to a loss of customer
confidence, termination of contracts, loss of revenue, and reduced cash generation through
penalties and unplanned costs of restoration and improvement.

Management
Gavin Patterson has been the CEO of BT Group since September 2013. Prior to this, he served as CEO of
the BT Retail division. Patterson graduated from Cambridge University with a degree in chemical
engineering. Robert Brace serves as the company’s CFO; he joined BT in 1989 and was appointed to the
board in 1993. He started as a finance professional with Peat Marwick Mitchell (KPMG) in 1971 and
subsequently held senior finance roles with Unipart and Black & Decker.
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Ownership
% of Shares Held by All Insider & 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

N/A
N/A

Top 5 Shareholders
Holder
Renaissance Technologies, LLC
Morgan Stanley Private Wealth Management
Arrowstreet Capital, Limited Partnership
Parametric Portfolio Associates
Managed Account Advisors LLC
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Shares
%Out
1,241,300
16.00%
774,248
10.00%
566,901
7.00%
299,586
4.00%
220,577
3.00%
Source: Thompson ONE
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Chase Corporation (CCF)
April 11, 2014
Patrick Hart

Domestic Industrials

Chase Corporation (NYSE: CCF) is a leading manufacturer of protective materials for high reliability
applications. Their main products are specialty tapes, laminates, sealants, and coatings. The company is
organized into two operating segments Industrial Materials (76% of 2013 revenue) and Construction
Materials (24%). Industrial Materials are specified products that are used in, or integrated into another
company’s product. Construction Materials are construction project oriented products, which are
primarily sold and used as “Chase” branded products in final form. The Industrial Materials segment
provides insulating and conducting materials for wire and cable manufacturers, moisture protective
coatings for electronics and printing services, laminated durable papers and flexible composites for the
aerospace and packaging markets. The Construction Materials segment products include protective
coatings for pipeline, coating and lining systems for liquid storage and containment, and high
performance polymeric asphalt additives. Chase Corporation was founded in 1946 and is headquartered
in Bridgewater, Massachusetts.
Price ($) (4/4/14):
Price Target ($):
52WK L-H ($):

$30.58

Beta:

1.51

FY: August 31

2013A

2014E

2015E

Revenue ($Mil)
% Growth

216.10
45.1%

233.40
8.0%

256.70
10.0%

Gross Margin

32.39%

33.00%

33.25%

Operating Margin

$37.61
16.98-36.76

WACC
M-Term Rev. Gr Rate Est.

12.50%
6.8%

291.92

M-Term EPS Gr Rate Est.

9.2%

Short Interest:

2.89%

Debt/Equity:

12.40%

12.75%

12.90%

Avg. Vol (3 month)

10,545

ROA:

8.0%

EPS ($Cal)

$1.87

$2.17

$2.43

$0.45

ROE:

15.9%

FCF/Share

2.75

3.33

2.71

P/E (Cal)

13.21

14.09

12.58

Market Cap (mil):

Dividend ($):
Div. Yield:

1.40%

52.7%

Recommendation
Chase set record highs in both revenue and net income in fiscal 2013. Revenue in 2013 increased 45%
from 2012 and net income increased 84%. This was primarily due to the benefits of having the operating
results of NEPTCO, which was acquired in June 2012, included in the entire fiscal year. Chase also
benefitted from internal improvements and continued efforts to consolidate production facilities, upgrade
equipment, reduce overhead expenses, and shift to higher margin products. Future growth for CCF is
indicated by several positive factors developing in 2014. First, the company will have a fully integrated
global ERP system by December 2014. Additionally, the March ISM Survey Institute for Supply Chain
Management confirmed that the U.S. manufacturing sentiment is strengthening. The economy has
struggled to recover and grow, but recently there have been signs of overall economic recovery. After a
drop in early 2014, which many believe was related to severe weather across the country, the production
index rebounded from 53.2 in February to 53.7 in March. The change in the ISM index is a positive
indicator for Chase’s future success due to the fact that their Industrial Materials segment is dependent on
general manufacturing and economic conditions. The Industrial segement also produces substanitally
higher operating margins (about 16%) compared to the Construction segement (12%). Another positive
for Chase is that they are not overly dependent on a single customer. In each of the past three years no
single customer has accounted for more than 10% of revenue. Chase offers a wide variety of products
across two large segments, thus providing greater revenue potential in end markets that are generally quite
cyclical. Based on future growth opportunities through M&A, margin expansion, and strategic product
development, it is recommended that Chase Corporation be added to AIM Equity Fund with a price target
of $37.61, representing a 23% upside. The firm pays a dividend of $0.45.
Investment Thesis
 Industrial Materials Segment Growth. The Industrial Materials segment accounted for 76% of
revenues in FY 2013, which is up considerably from 64% in FY 2012. This is their most
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profitable segement in terms of operating margin. The June 2012 acquisition of NEPTCO (part of
the Industrial Materials segement) for $67 million was the largest in company history and helped
to strengthen their wire and cable products. Additionally, it provided substantial revenue growth
as well as operational synergies in established product lines that should support long-term growth
and operating margin expansion to above 13%.
Disciplined M&A and R&D. Even though a certain level of M&A is necessary in order to gain
market share and remain competitive in this industry, Chase’s recent acquisition of NEPTCO and
divestment of Insulfab have clearly added value to the overall business. Also, while they are
active in the M&A market, they have a long history of focusing on improving their core
businesses through product development aimed at seizing new business opportunities for
established product lines. R&D expenses have increased over 38% since 2011, indicating the
company’s intent on finding organic growth opportunities as well.
Product Variety and Cosolidation. One of Chase’s competitive advantages is its wide array of
products that serve many different end markets. This has allowed them to stabilize revenue over
the years and achieve a 18.63% CAGR for revenue over the past five years. While product
innovation and potential acquisitions are a focus of the company, so is consolidation and the
minimization of costs.

Valuation
In order to obtain an intrinsic value for CCF, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 2% and a WACC of 12.50% resulted in a valuation of $35.05. Sensitivity
analysis on both the terminal growth rate and WACC provided for a range between $32.47 and $40.45.
Additionally, a P/E comparison and valuation of the company was analyzed. Using a forward looking
earnings of $2.17 in 2014 and an industry average P/E multiple of 20.1x, a value of $43.59 was obtained.
By weighting the DCF model 70% and the P/E multiple 30%, a price target of $37.61 was obtained
offering a potential upside of 23%. CCF pays a dividend of $0.45.
Risks
 Mature Markets. The market for industrial and construction materials is mature, there are few
organic growth opportunities. Sales and net income are heavily dependent on a consistent and
well established customer base. Within this business, an increase or decrease in market share
would have a substantial effect on business operations.
 Competitive M&A Market. A key business strategy is the pursuit of strategic acquisitions and
currently the M&A market is highly competitive. In addition there might not be any identifiable
acquisition canidates during a period of time. If an acquisition deal were to be closed, the
integration of the business also poses numerous risks.
 Weak Growth and Cycliality. Being involved in the cyclical industry of the industrial and
construction materials market, they depend heavily on economic expansion. Another recession
would have an above average negative impact on this company
Management
Peter R. Chase has served as Chairman since February 2007, and CEO since September 1993. In 1988
Peter Chase was named an executive officer of the company, and has more than 40 years of experience in
various positions within Chase. He has an extensive knowledge of the day to day operations as well as the
strategic vision of the company. Adam P. Chase has been the COO since February 2007 and has been its
President since January 2008. He is responsible for all operational areas including manufacturing,
engineering, procurement, and inventory management.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual fund Owners:

24%
51%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
FMR, LLC
Royce & Associates
Minerva Advisors LLC
Wellington Management Company, LLP
Dimensional Fund Advisors LP
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Shares
% Out
905,026
9.95
773,974
8.51
417,905
4.59
308,917
3.40
275,312
3.03
Source: Yahoo! Finance

Spring 2014

Page 25

Credicorp Ltd. (BAP)
April 11, 2014
Chris Swanson

International Financials

Credicorp Ltd. (NYSE: BAP) is a financial holding company headquartered in Lima, Peru. The firm
currently offers commercial banking through Banco de Credito del Peru (BCP), insurance services
through Grupo Pacifico, pension funds through Prima AFP, and investment banking services through
BCP Capital S.A.A. Credicorp is primarily focused on their commercial banking segment (74% of
revenues from BCP). Interest income has been experiencing rapid growth during the last 5 years,
generating a 17.47% CAGR. BAP has historically had very high net interest margins with the current
margin nearly 5%. At the end of 2012, BCP’s total assets had reached $34.2 Billion, representing a
32.6% increase from 2011.
Price ($): (3/31/2014)
140.78 Beta:
0.67
Price Target ($):
170.09 Cost of Equity
11%
52WK H-L ($):
167.63-111.05 L-Term Rev. Gr Rate Est: 20%
Market Cap (mil):
32,771.44 L-Term EPS Gr Rate Est: 22%
Float (mil):
48.5 Financial Leverage
9.79
Short Interest (%):
2.2% ROA:
1.4%
Avg. Daily Vol:
385,448 ROE:
13.5%
Dividend ($):
2.60 Tier 1 Capital Ratio
10%
Yield (%):
1.8% Credit Provisions/Loans
3.26%

FY:
Net Interest Income ($M)
% Growth
Net Interest Margin
Pretax Margin
EPS (Cal)
P/E (Cal)
BVPS
P/B

2012A 2013E 2014E
1,616.80 1,639.35 1,745.91
23.78% 1.39% 6.50%
4.93% 4.91% 4.89%
30.79% 33.93% 33.93%
9.93 12.92 15.11
13.84 11.44 10.52
$55
$66
$79
2.50
2.25
2.02

Recommendation
BCP has maintained a leading market share in Peruvian banking, holding a 30% market share while
growing net interest income 25.7% from 2011 to 2012, (from $1.8B to $2.3B). Credicorp has
accomplished this through a growing economy in Peru, with a 5 year historical GDP CAGR of 6.5%.
This growth is expected to continue at about 5.5-6% in 2014 and 6% for the foreseeable future.
Additionally, Credicorp expects sustainable loan growth of about 14% into the foreseeable future. BAP
has been able to to grow significantly through well positioned acquisitions while maintaining a financial
leverage of about 9.8. BAP recently acquired Mibanco, the largest provider of microloans to the Andean
Nations, holding roughly 20% of the market. BAP’s insurance segment, Grupo Pacifico has substatial
room for growth, with Peruvian insurance premiums/GDP at only .9%, compared to 2.5% for Chile. With
its leading market share, increasing net interest income, and acquisitions, it is recommended that BAP be
added to the AIM International equity fund with a price target of $170.09, representing a potential upside
of 21%. The company also pays a dividend of $2.60, a dividend yield of 1.9%.
Investment Thesis
 Increasing Commericial Banking Market Penetration. Peru has one of the lowest commercial
banking penetration rates in Latin America, with consumer and business loans in the financial
system representing only 24% of GDP compared to the Latin American average of 51%.
Peruvians are beginning to see bank deposits as a safe channel to save their wealth, as shown by
BCP’s increase in number of monthly transactions from 29.8 million in 2007 to 83.1 million in
2013. With an increase in ATMs from 1,159 in 2010 to 1,844 in 2012, along with providing
banking applications for cell phones, which are used by more than 70% of the population, BCP is
well positioned to take advantage of increasing market penetration.
 Rapidly Growing Peruvian Economy. With its expected annual GDP growth rate of 5.5-6%,
Peru ranks as one of the fastest growing Latin American economies. This is due to copper output,
currently the worlds’s third largest, expected to double in the next 3 years, as well as optimism
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among investors. Peru has also cut their poverty rate in half since 2000, from 55% to 28%,
representing a population with growing wealth.
Improving Insurance Segment ROE. BAP’s insurance segment, Grupo Pacifico, has been a
drag on the company’s margins, with only a 9.3% ROE through 3Q13. Management cited too
much emphasis on buiding direct distribution as opposed to establishing relationships with third
party brokers along with poor underwriting margins in auto insurance. This is expected to change
going forward and ROE is expected to be double digits in 2014 and 15% by 2017 due to better
risk selection and improved efficiency. An increased ROE for the insurance segment should push
the company’s ROE to 20%.

Valuation
In order to find an intrinsic value for BAP, a 10 year discounted dividend model as well as a price to book
multiple were computed. A mid-term dividend growth rate of 10.28% was used along with a perpetuity
growth rate of 3.5%. This yielded an intrinsic value of $180.99, representing a potential upside of 29%.
Sensitivity analysis was performed on the mid-term dividend growth rate, providing a range of $168.55$196.59. The 5 year historical P/B for BAP was 2.8x, with the peer average being almost the same, at
2.9x. Weighting the historical average and peer average 50% each, an intrisic value of $159.19 was
calculated. Weighting the P/B and DDM at 50% each, a final intrinsic value of $170.09 was found,
representing a potential upside of 21%.
Risks
 Potential Political Instability. Peru has had a history of political instability for several decades,
although there has been relative stability over the last 15 years. Current President Ollanta
Humala has an approval rating of only 25%, but his term will continue through 2016.
 Foreign Exchange Fluctuations. BAP prepares their financial statements and pays their
dividends in USD, while their subsidiaries, including BCP, Grupo Pacifico, and Prima AFP
operate in Nuevos Soles. If the Nuevo Sol were to depreciate against the dollar, BAP’s
subsidiaries dividends would decrease in value, which would negatively impact BAP’s ability to
pay dividends to shareholders.
 Ongoing Threat of Natural Disasters. Peru is located between the Nazca and South American
tectonic plates, which make earthquakes common occurences. A natural disaster of great
magnitude could impair BAP’s ability to collect on their loan portfolio. If a significant amount of
employees were affected, BAP’s ability to conduct business could be impaired as well.
Management
Dionisio Romero Paoletti is the Chairman of the Board of Directors of Credicorp and Banco de Credito,
and Chief Executive Officer of Credicorp since 2009. Mr. Romero P. has served as a board member of
BCP since 2003. He has been Vice Chairman of the Board of Inversiones Centenario. Mr. Romero P. is
an economist from Brown University, with an MBA from Stanford University.
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Ownership
% of Shares Held by All Insider and 5% Owners
% of Shares Held by Institutional & Mutual Fund Owners

24%
60%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
Vanguard Intl Growth Fund
Vanguard Intl Stock Index-Emerging Markets
Invesco Developing Markets Fund
iShares MSCI Emerging Markets Index
Fd
iShares MSCI All Peru Capped Index Fd
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Shares
1,148,133
1,072,913
605,820

% Out
1.44%
1.35%
0.76%

583,742
0.73%
517,056
0.65%
Source: Yahoo! Finance
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Amkor Technology, Inc. (AMKR)
April 11, 2014
Domestic Information Technology

Patrick Doyle

Amkor Technology, Inc. (NASDAQ: AMKR) is one of the world’s leading providers of outsourced
semiconductor packaging and test services. Amkor is an industry leader in developing and
commercializing cost-effective advanced packaging and test technologies in both the automotive and
communications markets. AMKR packages and tests manufacturers’ chips, most commonly for mobile
phones and tablets. AMKR is one of the few companies that focus solely on the testing and packaging of
computer semiconductor chips. AMKR’s main customers include Intel Corporation, Texas Instruments,
Toshiba, and Taiwan Semiconductor. The packaging service provides 88% of their revenues, with 59%
coming from international sales. Amkor was founded in 1968 and is headquartered in Chandler, Arizona.
Price ($) (4/4/14)
Price Target ($):
52WK Range ($):
Market Cap(B):
Float(M):
Short Interest :
Avg. Daily Vol(M):
Dividend ($):
Yield (%):

7.11
9.14
3.55-7.25
1.33
86.40
13.6%
1.313
$
0.00%

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

1.59
8.31%
8.11%
10.15%
124.4%
3.39%
13.65%
7.99%

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

2013A
2014E
2015E
2,957
3,193
3,464
7.14%
8.00%
8.50%
18.42%
18.50% 18.80%
7.85%
8.00%
8.30%
$ 0.50 $ 0.55 $ 0.63
0.27
0.53
0.54
14.16
12.99
11.22
4.06x
3.76x
3.53x

Recommendation
Packaging 24% of the fabless semiconductor market, AMKR is well positioned to continue their previous
revenue growth of 7% into 2014 and beyond. With almost $3 Billion in revenues, AMKR is the second
largest outsourced assembly and testing company in the world. Due to the increasing trend from the
semiconductor industry to outsource their testing and packaging, AMKR’s management team is focused
on R&D (currently R&D is 2% of sales). With a stronger emphasis on R&D, AMKR is in a position to
roll out new 3D packaging ahead of their competitors. AMKR has been successful in testing and
packaging mobile phones and looks to continue their expansion into the automotive markets. In July
2013, AMKR acquired 100% of Toshiba Electronics Malaysia for $60 million. Through the acquisition,
AMKR gained exposure to superior packaging equipment that can be applied to the automotive,
industrial, and communication markets. Amkor’s relationship with J-Devices will continue to be
important to gain exposure in Japan and achieve consistent revenues each year. With an expected CAGR
of 8% through 2017 - ahead of the industry average of 5% - AMKR has positioned itself to take full
advantage of the market’s growth through sustainable relationships with key customers. AMKR prides
itself on being geographically diversified with operational footprints in six different countries. AMKR has
the ability to offer quick turn-around times, while providing cost effective solutions to their customers.
Because of these reasons and a favorable valuation, it is recommended that AMKR be added to the AIM
Equity Fund with a target price of $9.14, which offers a potential upside of 28.58%. Amkor does not pay
a dividend.
Investment Thesis
 Increased Ownership in J-Devices Corporation. J-Devices is the largest provider of outsourced
semiconductor packaging and test services in Japan with net sales of $800 million in 2013. In
2013, Amkor completed the exercise of their option to increase ownership from 30% to 60%. In
2016, Amkor plans to once again exercise their options, which will increase their ownership to
80% of J-Devices Corporation. With J-Devices seeing sales grow by 55% last fiscal year, the
investment shows a strong upside as they continue to grow. Through the joint venture, AMKR
acquired Toshiba, Fujitsu, and Renesas’ Japan-based factories, giving AMKR increased exposure
to the automotive, industrial, and consumer end markets in Japan.
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Increased Revenues from Taiwan Semiconductor Manufacturing (TSM). TSM is expected to
be the lead supplier to Apple for their next generation A8 system-on-chip after Samsung has had
difficulties producing the chips. TSM relies on their products to be packaged and tested by
AMKR. The firm expects revenues to increase $150-200 million over the next three years if TSM
is relied upon by Apple. Samsung has said if they are not going to producing for Apple, they may
choose to use their own products instead of outsourcing it to other companies. If Samsung does
this, TSM would still see slight increase in sales, which would then correlate to higher sales for
AMKR.
Leading Technology Innovator. Amkor has a leading position in developing advanced
semiconductor packaging and test services, including new 2.5D and 3D packaging. Amkor has a
package on package (PoP) platform with Through Mold Via (TMV) technology with a silicon
interposer placed between the module chips and substrates developing ahead of their competitors.
As the industry continues to achieve smaller device geometries with higher levels of performance,
packages will increasing require flip chip and 3D interconnect solutions. Amkor has been
working with key customers to develop and deploy their new 2.5D and 3D packaging and test
solutions ahead of others in the industry.

Valuation
In order to reach an intrinsic value for AMKR, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 2.5% and a WACC of 8.31% resulted in a valuation of $9.68. Sensitivity
analysis on both the terminal growth rate from 1.5-3.5% and WACC from 7-9% provided for a range of
$8.30 and $13.09. Additionally, an EV/EBITDA valuation and a P/E comparison was conducted. Using
an industry average EV/EBITDA multiple of 5.39x and AMKR’s 2013 EV/EBITDA of 4.06, a value of
$9.45 was obtained. Using a P/E of 14.34 and a 2014E EPS of $0.55, a value of $7.75 was obtained. By
weighing the DCF model 50%, the P/E multiple 25%, and the EV/EBITDA valuation 25%, a price target
of $9.14 was established. AMKR does not pay a dividend.
Risks
 Absence of Backlog. The lack of contractually committed customers may adversely affect
AMKR’s sales. Customers are not committed to purchase any significant amount of packaging or
test services or to provide forecasts for demand for any future period. Since a large portion of
costs are fixed, a large unexpected change in demand would be hard to compensate for in a timely
manner.
 Declining Average Selling Prices. Prices for packaging and test services have generally declined
over time, and can sometimes change significantly in a relatively short periods of time. They
expect downward pressure on average selling prices for their packaging and test services to
continue in the future. If they are unable to offset a decline in average selling price by developing
and marketing new packages with higher prices, cash flows could be adversely affected.
 Competition. The outsourced semiconductor packaging and test market is very competitive.
Amkor faces substantial competition from established and emerging packaging and test service
providers primarily located in Asia, including companies with significant processing capacity,
financial resources, local presence, research and development operations, marketing, technology
and other capabilities.
Management
James J. Kim founded Amkor Electronics in 1968, and served as its Chairman from 1970 to 1998. He
served as CEO and Chairman from 1997 to 2009, now serving as Executive Chairman of the Board of
Directors since 2009. Stephen D. Kelley was appointed President and CEO in May 2013, previously
serving as CEO of an industrial diamond technology company. Joanne Solomon is the CFO and executive
VP of Amkor, joining Amkor in 2000 and appointed CFO in 2006.
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Ownership
% of Shares Held By All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners

58%
45%
Source: Yahoo Finance

Top 5 Shareholders
Holder
Vanguard Group, Inc
LSV Asset Management
WHV Investment Management, Inc
BlackRock Institutional Trust Company
Dimensional Fund Advisors LP

Name
Advanced Semiconductor Engineering Inc
Siliconware Precision Industries Co
Stats ChipPac LTD

Shares
% Out
6,793,359
3.12%
6,445,692
2.96%
5,656,946
2.60%
4,392,115
2.02%
4,276,759
1.96%
Source: Yahoo Finance

Peer Comparables
Ticker
Market Cap (M)
ASX US
8,490
SPIL US
4,370
STAT SP
664
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P/E (TTM)
15.83
22.32
N/A
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EV/EBITDA
6.6
7.18
4.03
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LyondellBasell Industries NV (LYB)
April 11, 2014
Wen Yang

International Materials

LyondellBasell Industries NV (NYSE: LYB) is a global leader in plastics, chemicals and refineries. The
company has five business segments: Olefins and Polyolefins Americas (O&P-Americas); Olefins and
Polyolefins EAI (A&P-AEI); Intermediates and Derivatives (I&D); Refining; and Technology. Each
segment accounts for 26%, 30%, 19%, 24%, and 1% of the firm’s total revenue, respectively. LYB
manufactures ethylene, polyethylene, propylene, polypropylene (PP), propylene oxide, oxygenated fuels
and acetyls that can be used on packaging, automotive parts, electronics, home furnishings, medical
supplies, construction materials, and biofuels. In addition, the company produces gasoline, diesel, and
gasoline-blending components, which are refined from cheaper heavy, high-sulfur crude oil. LYB also
develops and licenses chemical and polyolefin process technologies. LyondelBasell Industries N.V. was
founded in 2005 and is based in the Netherlands.

Recommendation
LyondellBasell is a member of the S&P 500 that generates an annual revenue of $44B. It manufactures at
58 sites in 18 countries. They are the largest light olefins and PP producer and the third largest
polyethylene producer in NA. In Western Europe, they are the largest polyethylene and PP producer.
Globally, they are the biggest PP compounds producer. LYB captures value along its petrochemical
production chain by fully engaging in all stages--from sourcing raw materials to producing two levels of
derivatives. Realizing that their products are commodity-based, LYB reduced fixed cost by $1B in 2009
and has held it flat for 4 years. The US shale gas revolution has significantly driven LYB’s profits.
Additionally, LYB’s refining segment is expected to expand due to increases in heavy Canadian crude
supplies and new pipeline capacity to Houston. LYB is an investor-friendly company. In 2013, LYB
increased their quarterly dividend from $0.40 to $0.60 per share and repurchased about $27.4M of
common stock. Shareholders realized a total return of 45% in 2013. Another 10% stock buyback program
is expected to be completed in May 2014. Looking forward, LYB will benefit from de-bottleneck project
and cost effective expansions, expanding margins and increasing demand for its polyolefin product. For
these reasons, it is recommended that LyondellBasell be added to the AIM International Portfolio at a
target price of $110.77, representing an upside potential of 24.42%. The company offers a dividend yield
of 2.70%.
Investment Thesis
 Expansions are bigger in Texas. In 2014, LYB plans to develop a 200M lbs polyethylene debottleneck in Matagorda and an olefin facility expansion in La Porte. In early 2015, expansion of
crackers (factories) at Channelview will be completed followed by the expansion at Corpus
Christi. These four projects combined bring additional 1.85M lbs annual ethylene capacity, which
is equal to constructing a new standalone cracker. Evidence of their expansion efficiency can be
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seen through their four expansion projects in 2012 and 2013, which brought potential pre-tax
earnings of $490M per year. In addition, LYB is planing four possible growth projects starting in
2016, which will potentially increase pre-tax earnings by $410M per year. These projects are
expected to have payback periods of less than 2 years.
 Decreasing Raw Material Prices and Expanding Margins. In order to fully take advantage of
the cheap shale gas and natural gas liquids (NGLs) in the US, 90% of US ethylene production
was sourced from NGLs in 2013 compared with 30% pre-2009. Due to this shift of feedstock, the
firm’s ethane-based plants in North America remain cheaper, by 75% on average, than two thrids
of global competitors. NGLs are principally ethane and propane. The prices of ethane and
propane are expected to remain low as production and inventories remain near record levels. US
ethane markets are expected to remain significantly oversupplied in the future. Bloomberg
Industries expects that by 2019, local use for ethylene production will still fall short of supply,
benefiting LYB with lower COGS.
 Increasing Demand for Automobiles. Growth in automotive markets will benefit the highmargin advanced polyolefins business of LYB. A report from McKinsey company pointed out
that the global automotive industry is in better shape, especially in the US and China. In the US,
auto sales profits and sales have recovered from the financial crisis as auto sales have surged 50%
since 2008. China’s auto sales grew at a compound average rate of 24% per year between 2005
and 2011 and are expected to grow at 8% a year between 2011 and 2020. Expanding its
polypropylene compounding capacity in the US and China, LYB is well positioned to seize
opportunities and grow revenues.
Valuation
In order to reach an intrinsic value for LYB, a five year DCF model was conducted. Using a terminal
growth rate of 2.5% and a WACC of 9.14% resulted in a valuation of $104.71; in addition, 0.42% was
added as a country risk. Additionally, P/E and EV/EBITDA multiples were analyzed. Using four industry
competitors, an average P/E multiple of 14.96x was attached to a 2014 expected EPS of $9.82 generating
a value of $131.83. An average EV/EBITDA of 7.65x and an estimated 2014 EBITDA of $7.59B
generated a value of $118.75. By weighing the DCF model 70%, the P/E multiple 15%, and the
EV/EBITDA multiple 15%, a price target of $110.77 was established. LYB pays an interim dividend of
$0.60/share.
Risks
 Price Volatility in Natural Gas and Energy. LYB’s profitability is closely tied to the cost of
raw materials. Economic sanctions imposed by the West on Russia increase the probability that
the US will export natural gas to Europe, which might lead to a decreasing supply of natural gas
and NGLs in the US. This may lead to an increase in natural gas prices. If this happens, LYB will
see margin contraction. In addition, LYB will see less profit from cheap US natural gas and
NGLs if crude oil price falls.
 Restrictions Imposed by the Chinese Government on the Auto Market. Concerning air
pollution and heavy traffic in the city, increasing numbers of Chinese cities have started limiting
the number of automobiles driving on the road each day and restricting issuance of new car
licences. These restrictions might negatively affect the long term growth potential of the Chinese
auto market and hinder LYB’s sales of polyolefins.
Management
James L. Gallogly, who has more than 30 years of experience in the industry, is the CEO of
LyondellBasell. Prior to joinning LYB, he served as the executive VP of Exploration & Production and
Refining, Marketing & Transportation for Conoco Phillips and the CEO for Chevron Philips Chemical.
Karyn Ovelmen is the CFO for LYB. She previously served Petroplus Holdings AG, Europe’s largest
refiner and wholesaler of petroleum products, as the Executive VP and CFO.
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B&G Foods Inc. (BGS)
April 11, 2014
Thomas Desmond

Consumer Staples

B&G Foods, Inc. (NYSE: BGS) manufactures, sells, and distributes shelf-stable food and
household products in the United States, Canada, and Puerto Rico. BGS’ portfolio of products
include hot cereals, fruit spreads, canned meats and beans, bagel chips, spices, seasonings, hot
sauces, wine vinegar, maple syrup and many more. The company markets its products under
various brands, including but not limited to Ortega, Las Palmas, Maple Grove farms of Vermont,
Ac’cent, Cream of Wheat, B&G, and Underwood. BGS offers its products directly, as well as via
a network of independent brokers and distributors to supermarket chains, food service outlets,
mass merchants, warehouse clubs, non-food outlets, and specialty distributors. B&G Foods, Inc.
was founded in 1996 and is headquartered in Parsippany, New Jersey.
Price (4/6/2014)
Price Target
52 WK H-L
Market Cap (mil)
Float (mil)
Short Interest (%)
Avg. Daily Vol (K)
Dividends (Yr)
Yield (%)

$31.57
$41.32
37.66-27.35
$1,610.60
52.30
4.81%
302.78
$1.36
4.50%

Beta
0.87
WACC
7.10%
M-Term Rev Gr Rate Est:
5.00%
M-Term EPS Gr Rate Est:
8.00%
Debt/Equity
230.17%
ROA
3.91%
ROE
14.16%
ROIC
8.35%

FY
2013 (A) 2014 (E) 2015 (E)
Revenue (mil)
$725.00 $790.25 $861.37
% Growth
14.00%
9.00%
9.00%
Gross Margin
31.74% 32.70% 33.00%
Operating Margin 18.87% 20.87% 21.43%
EPS (Cal)
$1.43
$1.55
$1.66
P/E (Cal)
23.73
19.62
18.63
EV/EBITDA
12.53
12.47
11.90
FCF/Share
1.89
2.25
2.35

Recommendation
The processed food industry is one of the largest industries in the United States and B&G Foods has a
large, diverse portfolio of products to position itself for a consistent, long-term growth rate of 5%. Their
products can be ordered directly or through their large distribution network of independent brokers and
distributors to supermarkets, food service outlets, and mass merchants. This large network allows their
products to be distributed in every channel nationwide, along with Canada and Puerto Rico. Through
acquisitions and organic growth, revenues grew by 16.5% in 2012 and by 14.4% in 2013. B&G’s
business model is looking to continue its trend of 3-5% of organic growth and excess growth likely will
come via acquisitions. B&G has steady gross and operating margins of 31.74% and 18.87% respectively,
and there is a constant effort to lower operating costs and improve the pricing of their product lines. BGS
historically has done an excellent job integrating their new acquisitions into their existing business model
and moving forward, they look to acquire three to four new product lines per year in order to make a
continuous effort to increase organic growth. For these reasons, along with the stability of the industry, it
is recommended that BGS is added to the AIM Equity Fund with a target price of $41.32 representing a
31% upside. BGS pays a 4.5% dividend.
Investment Thesis
 Acquisition of Specialty Brands of America. In April, 2014, BGS announced that they would
be making one of their largest acquisitions in the company’s history. They will be aquiring
Specialty Brands of America for $155 million in cash. Specialty Brand’s includes Bear Creek
Kitchens dry soups as well as other brands like Spring Tree, Cary’s, MacDonald’s Syrups and
New York Flatbreads, all which complement B&G’s extensive product portfolio. This acquisition
is accretive immediately and BGS expects this acquisition to generate $85 million in sales and
$20 million in adjusted EBITDA on an annual basis. The deal is being funded primarialy by cash
on hand and via its existing revolving credit plan.
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Product Portfolio and Distribution Model. BGS has an expanding, diverse product base that is
marketable nationwide. Its products range from snacks and shelf-type foods all the way to
household products. With its expansion model, the portfolio is consistently growing and being
diversified. BGS attempts to market high-quality products at low-costs to meet its customers
needs. Its distribution model is excellent as it hits every channel across the country. The
products are sold and distributed in supermarkets, mass merchants, to the military and even over
the internet. BGS expects sales over the Internet to increase moving forward.
Expansion in Foreign Sales. The only two foreign countries BGS has penetrated are Canada and
Peurto Rico. Foreign sales represent 3.2% of total net sales but have been increasing year over
year, growing 28% in 2013. In 2011 foreign sales were just 1% of net sales. Management has
expresssed strong interest in increasing foreign sales moving forward. One way they might look
to do this is through an acquisition that can directly penetrate a foreign market.

Valuation
In order to reach an intrinsic value for BGS, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 2.5% and a WACC of 7.1% resulted in a valuation of $49.13. Sensitivity
analysis on both the terminal growth rate and WACC provided for a range between $39.96 and $63.55.
Additionally, a P/E comparison valuation of the company was conducted. Using an industry average P/E
multiple of 22x and a 2014 expected EPS of $1.55, a value of $33.50 was obtained. By weighing the DCF
model 50% and the P/E multiple 50%, a price target of 41.32 was established. BGS does pay a dividend
of 4.5%.
Risks
 Large Amount of Debt. Since B&G Foods is an acquisition based company, there is a large
amount of long-term debt on the balance sheet. At 2013 year end, there was a total long-term
debt of $871 million. Much of this debt is tied up in restrictive covenants and B&G is confident
they will be able to meet all terms. If they are not though, they may have to forfeit any future
dividend and cut back capital expenditures used for acquisitions. This large amount of debt does
put more risk on the company if there is a large downturn in the economy or a drastic change in
net sales.
 Consolidating Retail Envioronment. As retail customers are growing larger and retailers are
consolidating, there may be more demand for lower pricing or an increase in promotional
activities. B&G must stay consistent with consumer trends and demands or a drastic drop in sales
could occur. B&G’s top ten customers make up 48.4% of net sales. If B&G doesn’t stay
consistent with consumer trends they run the risk of losing one of their top customers and having
a drop in revenue.
 Competitive Industry. The packaged food industry is highly competitive. Numerous brands and
products are consistently fighting for shelf space and sales. These products have to compete
based on quality, price, brand recognition, customer service and promotional services. If B&G
doesn’t take all the necessary steps to be as competitive as possible, they run the risk of losing
much of their market share.
Management
David L. Wenner is the CEO and President of B&G Foods. He joined the company in 1989 and became
CEO and President in 1993. Prior to coming to B&G he spent 13 years in a management position at
Johnson and Johnson. He is very active in industry trade groups and also served as President of Pickle
Packers International. Robert C. Cantwell is the CFO, Director, and President of Finance. He joined the
company in 1983 and became CFO in 1991. Prior to coming to B&G he spent four years at Deloitte and
Touche. He received his accredidation as a CPA while working there. Stephen Sherrill is Chairman of
the Board and he has been in that position since 2005.
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Ownership
% of Shares Held by All Insiders and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

2%
30%
Source: Yahoo Finance

Top 5 Share Holders
Holder
Vanguard Group
BlackRock Fund Advisors
Neuberger Berman Group, LLC
Columbia Wanger Asset Management, L.P.
Invesco Ltd.

Peer Comparables
Company Name
Ticker
Mkt Cap(B)
B&G Foods Inc.
BGS
1.63
JM Smucker Co.
SJM
10
General Mills Inc.
GIS
31.79
McCormick & Co. Inc.
MKC
9.35
Average
$13.22
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Shares

% Out
6.58%
5.41%
5.10%
3.71%
3.18%
Source: Finance

3,530,773
2,904,788
2,734,045
1,990,300
1,704,890

PE (TTM)
28.00
17.14
19.28
22.03
21.61
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Hollysys Automation Technologies (HOLI)
April 11, 2014
Monica Raciti

International Industrials

Hollysys Automation Technologies Ltd. (NASDAQ: HOLI), located in the People’s Republic of China, is
a leading provider of automation and control technologies, as well as other technical applications to
private and government entities. The company is committed to providing technologies that are safe,
reliable, and efficient. HOLI’s technologies are applied through industrial automation solution suites,
including distributed control systems (DCS), Safety Instrumentation System (SIS), high-speed railway
signaling system of train control centers (TCC), Automatic Train Protection (ATP), Surveillance Control
and Data Acquisition (SCADA), nuclear conventional island automation and control system. Revenue is
derived from the three main business segments: Industrial Automation (65%), M & E (10%), and Rail
Transportation (30%). The company is headquartered in Beijing, China.

Recommendation
HOLI is a leader in the growing industry of automation and control technologies. In recent years HOLI
leveraged their sizeable advantage in industrial automation to become an early entrant in the areas of
railroad transportation and nuclear energy. The Chinese Industrial Automation market rebounded in 2013
after a 6.9% decrease in 2012, increasing by 5.2% YoY. Future prospects are even brighter, with a 2014
forecast of growth rate of 14.2%. This growth is the result of a macro environment driven by the central
government’s desire for greater product efficiency, energy conservation, safety, and environmental
protection. Currently HOLI controls about 13% of the Industrial Automation Market. From 2008-2013,
HOLI’s revenue and earnings grew at a 23% CAGR. Revenue growth for HOLI is expected to be over
45% YoY for FY 2014, which ends June 30th. In addition to a growing Industrial Automation market,
the Chinese government has announced new infrastructure and energy initiatives in their 12th five-year
plan valued at over $209 B. As an early entrant to automation and control technologies for railroad
transportation and nuclear power, HOLI has been able to use its unique advanced technologies and
patents to build economic moats. Over the last year HOLI has signed domestic and international contracts
in the railroad transportation industry worth over $180 M. As one of the only approved providers of
nuclear automation and control systems, HOLI is positioned as a frontrunner in the secular shift to nuclear
energy. For these reasons it is recommended that HOLI be added to the AIM International Equity Fund at
the price target of $26.75, which represents a 24% upside. HOLI does not pay a dividend.
Investment Thesis
 Growing Demand for Automation Train Protection (ATP). In March 2014, HOLI announced
a $119 M contract to provide ATP for two batches of high-speed trains. As one of two approved
railroad automation control providers in China for the 300-350km/hr segment and one of three
providers in the 200-250km/hr segment, an increasing number of contracts are expected as the
government’s expenditures on infrastructure increases. High-speed railways in China are
projected to grow from 8358 km in 2010 to 18,000 km in 2015, and eventually reach 30,000 km
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by 2020. This year alone the government is projected to spend $60 B on infrastructure that will
require signal systems. Historically, gross margins for railroad transportation fall between 3540%, and are only expected to increase with improved technology.
National Transition to Nuclear Energy. Nuclear power has become the premier choice for
alternative energy in China with a nuclear reactor CAGR of 20.3% over the last five years. In
2005, HOLI entered into a joint venture with China’s largest nuclear station operator, China
General Nuclear Power Group. This granted them access to 60% of the nuclear plants in China.
HOLI is the only approved domestic company by the National Nuclear Safety Administration to
supply control systems for nuclear power automation. Nuclear technology realizes the highest
gross margins for HOLI at 60-75%. As this becomes a larger percentage of revenue, gross profits
are expected to rise. In April 2014, HOLI announced that HOLLIAS-N Distributed Control
System was successfully applied to unit 1 of the Yangjiang Nuclear Power Plant after 168 hours
worth of rigorous testing, and went into commercial operations on March 26, 2014. The
remaining 6 units of this plant are expected to be in operating by 2017.
Consistent Revenue Recognition from Backlog. HOLI Revenue/Backlog ratio has consistently
been around 100% for the last five years. Therefore, backlog is a good indicator of the revenue
for the coming year. In Q2 FY2014 the backlog has already reached 503.3 M, which is already
3% higher than the backlog of FY2013. In addition to large domestic contracts, HOLI recently
negotiated its first major contract outside of Mainland China with MTR in Hong Kong for
$63.15M. With a CAGR of 26.2% for the firm’s project backlog from 2008-2013, sustainable
organic growth of over 15% is expected for the next five years.

Valuation
In order to reach an intrinsic value for HOLI, a ten year discounted cash flow model was conducted. A
terminal growth rate of 2.7% and a WACC of 11.23% resulted in a valuation of $26.03. Sensitivity
analysis on both the terminal growth rate and WACC provided a range between $23.82 and $31.41.
Additionally, a P/E multiple of 21.75x based on valuations of comparable companies was found. Using a
comparbale P/E multiple of 21.75x an intrinsic value of $31.31 was found. Due to the unique nature of
HOLI, the DCF was weighted 85% and the P/E multiple was weighted 15%, to get a final price target of
$26.75. This relfects a 24% upside. HOLI does not pay a dividend.
Risks





Increased Competition in Nuclear Energy. HOLI’s largest competitor, General
Nuclear Power Co., plans on filing an IPO in the Shanghai Exchange by the end of 2014.
This could cut into HOLI’s gross margins, also taking away from their market share.
Volatile Industrial and Manufacturing Automation Sectors. The railway system’s
recovery in China was slower than expected which hurt earnings for FY2013. The
cyclical nature of this industry makes it highly dependent on China’s macro environment.
Backlog Growth does not always equate to Organic Growth. The execution of the
unfinished contract in the backlog may be lengthened due to various external reasons. In
addition, the increase in the backlog may not necessarily be a reflection of business
expansion.

Management
Dr. Jianfeng He has been chairman since November 2013. Dr. He has held a number of different positions
at Hollysys since joining the company in 1993. Dr. He holds a PhD from South China University of
Technology in automation and control theory application. Mr. Baiging Shao has been CEO since
November of 2013. Mr. Shao has been with the company since its inception as one of the founding
engineers. He holds a MBA Degree from Peking University.
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Extreme Networks, Inc. (EXTR)
April 11, 2014
Alex Isken

Domestic Telecommunications

Extreme Networks, Inc. (NASDAQ: EXTR) manufactures and sells network infrastructure technologies.
This consists primarily of high-grade Ethernet switches, as well as WiFi access point routers. Extreme
distinguishes its products as some of the most high performance and large scale networking equipment on
the market. The switches support up to 100-gigabit Ethernet, allowing them to be used for the most largescale projects. The company sells its switches to support enterprise and campus networks, as well as the
networks of service providers and cloud centers. The company sells its products globally in three
segments, with revenues coming from the Americas (47.9%), Europe, Russia, the Middle East and Africa
(41.8%), and Asia Pacific, South Asia, India, and Australia (10.3%). The company was founded in 1996
in Cupertino, CA, and now is located in San Jose.

Price ($): (4/6/14)
6.05
Price Target ($):
9.04
52WK H-L ($):
$2.99 - $8.14
M arket Cap (mil):
579.00
Float (mil):
93.67
Short Interest (%):
3.7%
Avg. Daily Vol (mil):
1.86
Dividend ($):
0.00
Yield (%):
0.0%

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

1.23
10.7%
15.0%
19.8%
53.8%
-3.8%
-8.1%

FY: July
Revenue (M il)
% Growth
Gross M argin
Operating M argin
EPS (Cal)
FCF/Share
P/E (Cal)
EV/EBITDA

2013A
299.00
-7.14%
54.33%
3.61%
$0.12
$0.15
50.75
7.60

2014E
530.00
83.33%
54.33%
-0.50%
($0.01)
($0.21)
106.02

2015E
650.00
22.64%
54.33%
7.20%
$0.43
$0.33
14.31
11.80

Recommendation
Companies seeking the need for computer components with more speed and power are currently driving
the Ethernet switch market. EXTR was one of the first companies to produce a 40 GbE switch in 2011.
The overall Ethernet switch market is approximately $20B, with EXTR holding a 1.3% market share,
compared to Cisco Systems holding 62% and HP holding 10%. However, the market for 40 GbE switches
is expanding, as more companies need data computing power to support cloud setups - and EXTR is a
current leader in this field with its BlackDiamond X8 switch. In late 2013, EXTR acquired Enterasys for
$180M, which should nearly double revenues from $300M annually to $530M in 2014. In 2013 and 2014,
operating margins are down significantly due to one-time severance costs of about $15M from layoffs
following the acquisition of Enterasys. The 2014 operating margin is expected to be negative (resulting in
the negative ROA and ROE), but should rebound above 7% after these costs are no longer relevant and
salary expenses are much lower moving forward. The 2013 EPS was only $0.12, and will likely be
negative at -$.01 in 2014, but it is expected to increase to $0.43 in 2015. Revenues are anticipated to grow
organically at 15% beyond 2015 as the market for 40 GbE switches expands and EXTR capitalizes off its
market position. EXTR also just established a reseller agreement with Lenovo to bundle its products with
Lenovo servers, which will spur sales without incurring large marketing costs (which currently make up
56% of operating expenses). Based on these factors, it is recommended that EXTR be added to the AIM
Equity portfolio with a price target of $9.04. This represents a potential upset of 49%. The firm does not
pay a dividend.
Investment Thesis
 Expanded product line from Enterasys acquisition. In September 2013, Extreme Networks
confirmed its acquisition of Enterasys Networks. This firm is a similar communications
infrastructure manufacturer, producing its own routers, switches, and security software. EXTR
has integrated the products into its own offerings and has adapted its ExtremeXOS software to
run on both Extreme and Enterasys products. The acquisition is expected to bring up operating
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margins from 3.6% in 2013 to over 7% by 2015 due to the combined product portfolio and a
smaller combined personnel count. Management also expects to boost R&D opportunities
through expanded resources, which ought to pay off in higher long-term revenues and continued
leading-edge technologies.
Partnership with CrowdOptic. In March 2014, Extreme Networks announced their partnership
with CrowdOptic, a software company that develops broadcasting applications for wearable and
mobile devices. CrowdOptic’s software has had recent success in various sports arenas where it is
used to project player views from Google Glass onto jumbotrons. Extreme Networks has also
been successful with sports arenas, constructing the 70,000-user WiFi network in Gillette
Stadium. The partnership between the two companies will result in their products being bundled
and sold to enterprises as all-in-one network solutions. This should drive revenues for both
companies as they break into one-another’s preexisting user bases.
Partnership with Lenovo and acquisition of IBM x86. Lenovo just broke into the business of
manufacturing and selling servers to enterprises in 2013. Not long after, they announced their
Strategic Global Reseller Alliance with Extreme Networks. This agreement allows Lenovo to sell
Extreme Networks switches along with their own servers as a unit to customers. While Extreme
should see increased revenues (projected at 15% organic growth YoY) from this alone, Lenovo is
also in the process of acquiring IBM’s x86 server business. Pending approval by the government,
this acquisition should kick start Lenovo’s server business as well as their demand for Extreme
products. The deal will bring Lenovo’s market share in servers from 2% to 14%.

Valuation
In order to reach an intrinsic value for EXTR, a 7 year discounted cash flow model was conducted. Using
a terminal growth rate of 3% and WACC of 10.7%, a valuation of $8.11 was reached. A sensitivity
analysis comparing long term growth rates to WACC produced a price range of $6.15 to $12.84. A P/S
multiple analysis was also conducted using P/S ratios of multiple peer companies. The average P/S ratio
of those companies most similar to EXTR is 2.42, while EXTR’s ratio sits much lower at 1.60. Using an
average P/S multiple of 2.01 and 2014E sales of $550 million, a valuation of $11.81 was obtained. By
weighting the DCF model 75% and the P/S multiple 25%, a price target of $9.04 was reached. EXTR
does not pay a dividend.

Risks
 Failure to capitalize off Enterasys acquisition. Extreme Networks needs to quickly and
effectively integrate with Enterasys Networks. The company does not want to incur more
reorganization expenses than it already has, which could delay Extreme from realizing any gain
from its $180 million acquisition. Extreme has already seen significant expenses because of the
acquisition, so they need to act quickly to integrate well and curb these costs.
 Government denying Lenovo acquisition. While Lenovo has put forth statements believing that
its acquisition of IBM’s server business will pass, the FBI is heavily scrutinizing the deal. Since
IBM servers are purchased by the FBI, the government is taking steps to ensure that Lenovo will
not allow any room on their servers for backdooring. If this deal is denied, Extreme could lose a
lot of the momentum from this potentially huge revenue driver.
Management
Charles Berger, Extreme Networks’ current President and CEO, has been with the company since April of
2013. Berger has served as the CEO of several communications-based technology companies previously.
Extreme’s COO, Chris Crowell, was CEO of Enterasys leading up to its acquisition. He holds degrees in
both computer and electrical engineering. Eric Broockman serves as VP and CTO, bringing degrees in
both engineering and business as well as expertise in communications technology to the company.

Marquette University AIM Class 2015 Equity Reports

Spring 2014

Page 42

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

14%

% of Shares Held by Institutional & Mutual Fund Owners

73%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
Renaissance Technologies, LLC
BlackRock Institutional Trust Company, N.A.
Northpointe Capital LLC
Dimensional Fund Advisors LP
Royce & Associates, LLC
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Shares
5,304,598
3,727,408
3,388,956
3,273,472
3,020,047

% Out
5.53%
3.89%
3.54%
3.41%
3.15%
Source: Yahoo! Finance
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Gran Tierra Energy Inc. (GTE)
April 11, 2014
Blake Weir

International Energy

Gran Tierra Energy Inc. (NYSE: GTE) is engaged in the acquisition, exploration, development and
production of oil and gas with the mission to capitalize on the expertise, experience and strategic
relationship of the management team to build substantial value. The company owns oil and gas properties
in Columbia (78%), Brazil (12%) and Argentina (9%), with new prospects in Peru. With 100% working
interest in majority of the 45 blocks in production, GTE has a focused exploration program suited to meet
and exceed their growth projections. The company strategy is focused on establishing a portfolio of
drilling opportunities to exploit undeveloped reserves to grow production, as well as undertaking
exploration drilling to grow future reserves. Gran Tierra Energy Inc. was incorporated in Alberta,
Canada in 2005.
Price ($): (4/4/14)
Price Target ($):
52 WK H-L ($):
Market Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol (mil):
Dividend ($):
Yield (%):

7.34
9.00
$8.00-$5.16

2,042.6
264.9
0.24%
1.28
-

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

0.99
13.55%
13.16%
14.99%
7.00%
9.30%

FY: Dec. 31
Revenue (Mil)
% Growth
Gross Margin
Operating Margin
EPS (Cal)
FCF/Share
P/E (Cal)
EV/EBITDAX

2013A
$723
23.98%
79.40%
36.17%
0.44
-0.05
16.58
1.8x

2014E
$879
21.47%
82.07%
32.11%
0.59
-0.23
12.38
1.8x

2015E
$999
13.69%
82.07%
32.11%
0.67
0.51
10.92
2.8x

Recommendation
As one of Columbia’s largest oil and natural gas producers, Gran Tierra’s experienced management team
leads a company poised for strong future results. With more than 10 million net acres of potential land
and vast reserves developing the company into an imperative E&P player in Latin America. The company
provides to some of the largest oil company’s including: Ecopetrol (56%), Rifineria del Norte (6%),
Petrobas (4%), Royal Dutch Shale-A (3%), Gunvor (2%) and Albanesi (1%). There is short to medium
term growth represented in the light oil-producing assets, such as the continued Moqueta appraisal
program in Columbia. Whereas the long term growth is going to be recognized through the appraisal and
development of the Costayaco, Ramiriqui, Bretaña as well as Moqueta conventional oil fields in
Colombia and Peru. Additionally, there is also unconventional oil exploration in Brazil and multiple
opportunities in Argentina. The company continues to exceed earnings and high production has resulted
in superior F&D costs over its peers with a $14/boe compared to the peer average of $20/boe. The
company has grown the net production to 22,300 boe/d, an increase of 32% representing a 54% CAGR
since 2005. Revenues increased 24% due to a ramp up in production volume for Oil, NGLs and Natural
Gas, with 95% 1P, 97% 2P and 94% 3P reserves serving as 5.2 years, 12.5 years and 20.4 years,
respectively. With strong financials and future growth, it is recommended that Gran Tierra Energy Inc. be
added to the AIM International Equity Fund with a price target of $9.00 representing a potential upside of
nearly 23%.
Investment Thesis
 Financial Stability. A strong unlevered balance sheet, past acquisition frugality and the
company’s ability to generate significant cash flow from its existing production, allows the
company to fund its largest capital program of $460 million this year. In the following year the
capital program is projected to decrease to $300 million/year capital program remaining constant
until 2019. In addition, there is a large access to credit facility if required.
 Cost Leader. Being the lowest cost producer within peer-group coupled with high price
realizations allows them to achieve high netbacks, averaging $71/bbl and an expected mid to high
70 range over the next four years with heavy oil producers typically in the range of 50 to 60/bbl

Marquette University AIM Class 2015 Equity Reports

Spring 2014

Page 44



and a 7% decrease in realized oil prices from 2012. In Columbia, the average realized oil price in
2013 decreased by 11% to $92.21/bbl when the average was $97.97/bbl for WTI oil compared
with $111. 67/bbl in 2012.
Growing Production. Over the past few years, the company has amassed more than 11 million
gross acres in their operating countries, with other undeveloped acreage in high-quality basins
with expectations of rich crude oil. The Columbian exploration program continues to provide
positive results as the Moqueta-11 well appraisal continues to find oil in both the T-Sanstone and
Caballos formation. Indications of an increase of 290 feet in oil bodes well for future
development in the area. Production has responded to higher reserves, growing 33% over the past
year and 54% since 2010. In addition an 8 year reserve/production ratio gives the company a
reasonable resource potential.

Valuation
In order to reach an intrinsic value for GTE, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 4% and a WACC of 13.55% resulted in a valuation of $8.52. Sensitivity
analysis on both the terminal growth rate and WACC provided for a range between $7.85 and $9.29.
Additionally, an EV/EBITDAX peer-to-company blend multiple comparison was also analyzed using an
industry average EV/EBITDAX multiple of 3.7x and an estimated 2018 firm EBITDAX of $733 million,
a value of $9.49 was obtained. By weighing the DCF and EV/EBITDAX multiple valuations equally, a
price target of $9.00 was reached, representing a potential upside of 22.65%. GTE does not pay a
dividend.
Risks
 Geopolitical activity. Additionally, political risk in Latin America and an ever-present risk
pertaining to expropriation, energy companies face a great risk. However with the small stature of
GTE, the company is able to avoid expropriation, especially in the well developed markets of
operation. The impact of guerrilla activity on the transportation infrastructure is one of the
region’s most pressing concerns. Continued disruption could lead to service cost inflation,
changes in taxes and royalties and receiving timely permits from government.
 Oil Price Volatility. Akin to majority of E&P companies, a sustained and significant drop in oil
and natural gas prices would hurt GTE’s profitability and reduce cash flow available for growth.
In addition, pipeline outages reduce realized prices for the company and hinder operations.
 Contractual Covenants. With the government ruling over all Columbian oil and pipelines, GTE
is forced into lease contracts in Columbia with onerous terms, limited time frame and a
substantial tax burden. Furthermore, without an equity interest in pipelines, there could be
problems with reducing transportation costs in Columbia, especially in production as the
company continues to expand.
Management
Dana Coffield is the current CEO and President of the Board and has held this position since 2005. Mr.
Coffield received his Bachelor’s Degree from the Colorado School of Mines and his Master’s Degree
from The University of South Carolina. The CFO is James Rozon serving since 2011.
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Ownership
% of Shares Held by All Insider & 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

1.98%
63.75%
Source: Bloomberg

Top 5 Shareholders
Holder
FMR LLC
Wasatch Advisors Inc.
Canada Pension Plan
JPMorgan Chase & Co
Amber Capital LP
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Shares
13,228,930
9,864,973
9,671,460
8,329,818
7,900,373

%Out
4.86%
3.62%
3.55%
3.06%
2.90%
Source: Bloomberg
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Prospect Capital Corporation (PSEC)
April 11, 2014
Austin Wilson

Financial Services

Prospect Capital Corporation (NASDAQ: PSEC) is a leading provider of flexible private debt and equity
capital to middle market companies in the United States. The business development company (BDC) is a
closed-end investment company that invests primarily in debt and equity of companies in need of capital
for acquisitions, divestitures, growth, development and recapitalization. PSEC focuses primarily on 3
streams of revenue which include: private equity sponsored loans (54.8%), loans directly to companies
(15.2%), and control investments in corporate operating and financial companies (15%). The business
development company has been able to increase its investments from $541M in 2008 to over $4B in 2013.
Prospect Capital was founded in 2004 and is based in New York, New York.

Recommendation
Since their founding in 2004, Prospect Capital has consistently generated current income and long-term
capital appreciation through their diversified debt and equity investments in middle-market companies
across the United States. In their last quarter, PSEC had a record $1.3 billion in loan originations, which
significantly exceeded last quarter's $607.7 million and last year's total of $681.9 million. With interest
rates expected to increase with tapering, PSEC has positioned their business for that likelihood with fixed
rate liabilities, and 91% of assets being floating rates. Currently, PSEC is facing favorable corporate
default rates which are in a historically low default cycle. Corporate loan defaults are under 2%, roughly
half of their historical 4% average, through 2014 which will continue to grow PSEC’s interest income.
Additionally, PSEC has developed into a BDC with a significant scale advantage at the upper end of the
middle market where there is less competition for larger loans ($50M-$200M). The firm is then able to
profit from superior risk-adjusted returns compared to smaller BDC’s. With its high dividend yield of
12%, diversification on both origination and portfolio ends, economies of scale, and minimal interest rate
sensitivity, it is recommended that PSEC be added to the AIM Equity Fund with a target price of $12.58,
which offers a potential upside of 15.9%.
Investment Thesis
 Economies of Scale in the Middle Market. Prospect’s increasing loan portfolio (69% in 2011,
77% in 2012, and 61% in 2013) has enabled them to carve a niche at the upper end of the middle
market where there is less competition for loans. The firm is able to generate superior riskadjusted returns serving this market as smaller BDCs are unable and/or unwilling to write loan
tickets in the $50-200 million range. Additionally, PSEC can continue to increase its lending
without putting much strain on its balance sheet, given the large amounts of excess investment
capacity available and a modest 56% debt-to-equity ratio.
 Minimal Interest Rate Sensitivity. Prospect’s balance sheet is very asset sensitive; and PSEC
should benefit with rising interest rates. Prospect’s assets are nearly all floating rate and its
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liabilities are almost 100% fixed rate as of December 31, 2013, compared with a peer group
average of 66% and 67%, respectively. Nearly all of Prospect’s floating-rate assets have LIBOR
floors (starting at 1.25% and averaging about 2.0%) so investment income will benefit when
interest rates increase above these floors.
 Strong Dividend Yield. Prospect Capital has announced its monthly dividend distributions
through September 2014, providing strong visibility on future dividends (12%). PSEC has also
established a very strong track record, with consistent 12% dividends annually in their ten year
tenure. Dividend coverage of 93% is below the peer group median of 104%, but PSEC is
expected to utilize its undistributed net investment income to fill in the remainder until it is fully
earning its current dividend level on a recurring basis. Currently, the company has an
undistributed cushion of roughly $70 million (about $0.23 per share).
Valuation
To find the intrinsic value of PSEC an excess equity model was used, as well as a price to book multiple
and a dividend discount model. The excess equity approach using a cost of equity of 9.43% and a long
term growth rate of 3% resulted in an intrinsic value of $12.11. The 5-year average historic price to book
for PSEC was .91x with the market cap weighted average being 1.33x. Weighting the historic average
70% and the market cap average at 30%, the P/B yielded an intrinsic value of $11.65. Using the same cost
of equity, the dividend discount model resulted in an intrinsic value of $15.41. Weighting these valuations
40/40/20 respectively, the final estimated intrinsic value of PSEC is $12.58, which provides an upside of
15.9%. PSEC paid a $1.28/share in 2013.

Risks




Capital markets could experience a period of disruption and instability. Such market
conditions have historically and could again have a material and adverse effect on debt and equity
capital markets in the United States and abroad, which had, and may in the future have, a negative
impact on our business and operations. The global capital markets have historically experienced
an extended period of instability as evidenced by the periodic disruptions in liquidity in the debt
capital markets and significant write-offs in the financial services sector.
PSEC may suffer credit losses. Investments in small and middle-market companies are highly
speculative and involve a high degree of risk of credit loss. These risks are likely to increase
during volatile economic periods, such as the U.S. and many other economies have recently been
experiencing. Due to increased long-term loans, with short term borrowing, PSEC may get
“squeezed” with higher interest rates occurring. As a result, PSEC could realize significantly less
than the value at which they have recorded their investments if they were required to sell them for
liquidity purposes.

Management
John Barry is Chairman and Chief Executive Officer of Prospect Capital Corporation (PSEC). In addition
to overseeing PSEC John has served on the boards of directors of more than a dozen private and public
portfolio companies, including Chairman and Chief Executive Officer of Bondnet Trading Systems, Inc.
John also has served on the Board of Advisors of USEC, Inc., a publicly-traded energy company. Prior to
PSEC, John managed the Corporate Finance Department of L.F. Rothschild & Company, was an
investment banker at Merrill Lynch & Co, and was an attorney at Davis Polk & Wardwell. John received
his J.D. cum laude from Harvard Law School, where he was an editor of the Harvard Law Review, and
his Bachelor of Arts magna cum laude from Princeton University, where he was a University Scholar.
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Ownership
% of Shares Held by All Insider and 5% Owners:

6%

% of Shares Held by Institutional & Mutual Fund Owners:

34%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

BlackRock Fund Advisors.

15,377,573

4.95

State Street Corporation

5,390,744

1.74

Northern Trust Corporation

4,456,825

1.44

Vanguard Group, Inc.

4,157,731

1.34

BlackRock Institutional Trust Company.

3,473,425

1.12
Source: Yahoo! Finance

Peer Table
Company (Ticker)

Market Cap

Dividend (%)

P/E

Apollo Investment Corporation (AINV)

1.97B

9.63

6.23

AirCastle LTD (AYR)

1.52B

3.69

16.59

Fifth Street Finance Corporation (FSC)

1.33B

11.51

9.79

Main Street Capital Corporation (MAIN)

1.32B

8.05

18.23

American Capital LTD (ACAS)

4.14B

0.00
13.77
Source: Bloomberg
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