Applied Investment Management (AIM) Program
AIM Class of 2016 Equity Fund Reports
Spring 2015 – Road Show to Chicago
Date: Friday, April 24, 2015 | Time: 1:30 - 2:30 p.m. | Location: CBOT Chicago, IL

Student Presenter

Company Name

Ticker

Price

Page No.

William Pink

Anika Therapeutics, Inc.

ANIK

$40.69

2

Conor Connelly

CNinsure Inc.

CISG

$9.03

5

Michael Reardon

BAS
GBX

$8.90

8

Eric Christopherson

Basic Energy Services, Inc.
Greenbrier Companies Inc.

$63.52

11

Colin Canfield

Mitsubishi UFJ Financial Group, Inc.

MTU

$6.93

14

Dylan Harkness

Agree Realty Corp.

ADC

$40.22

17

Joel Kretz

Reckitt Benckiser Group plc

RBGLY

$17.83

20

Travis Mantel

Banco de Chile

BCH

$68.44

23

These student presentations are an important element of the applied learning experience in the AIM
program. The students conduct fundamental equity research and present their recommendations in
written and oral format – with the goal of adding their stock to the AIM Equity Fund. Your comments
and advice add considerably to their educational experience and is greatly appreciated. Each student will
spend about 5-7 minutes presenting their formal recommendation, which is then followed by about 3-4
minutes of Q & A.
David S. Krause, PhD
Director, Applied Investment Management Program
Marquette University
College of Business Administration, Department of Finance
436 Straz Hall, PO Box 1881
Milwaukee, WI 53201-1881
mailto: AIM@marquette.edu
Website: MarquetteBuz/AIM AIM Blog: AIM Program Blog
Twitter: Marquette AIM
Facebook: Marquette AIM

Marquette University AIM Class 2016 Equity Reports

Spring 2015

Page 1

Anika Therapeutics, Inc. (ANIK)
April 24, 2015
William Pink
Health Care
Anika Therapeutics, Inc. (NSDQ: ANIK) develops, manufactures, and commercializes therapeutic
products for tissue, bone, and cartilage repair and protection. The foundation of ANIK products is based
on hyaluronic acid, a naturally occurring chemical in the human body that provides firmness and absorbs
shock. ANIK focuses their company’s products on four areas; Orthobiologics (82% of revenue), Dermal
(2%), Ophthalmic (4%), Surgical and Veterinary (12%). Orthobiologic products focus on relieving joint
pain and healing damaged tissues. Dermal products pertain to the treatment of skin wounds, while the
Ophthalmic products are designed to aid in repair of the eye tissue used in surgery. The Surgery and
Veterinary products are used to prevent adhesions after surgery in the ear, nose, and throat. They offer
13 products serving patients both domestically (87%) and internationally (13%). Anika Therapeutics was
incorporated in 1992 and is headquartered in Bedford, MA.
Price ($):
40.69
Price Target ($):
49.95
52WK H-L ($):
51.40-34.16
M arket Cap (mil):
592
Float (mil):
14.0
Short Interest (%):
16.2
Avg. Daily Vol (mil):
0.2
Dividend ($):
0.00
Yield (%):
0.0

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

1.47
12.60
16.2%
7.3%
0.0
0.00
21.89
24.43
24.43

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

12/31/2013 12/31/2014 12/31/2015 12/31/2016
75
105.59
83.79
100.47
5.22
40.64
-20.65
19.90
69.68
80.18
71.94
71.95
49.40
62.65
50.30
58.50
$1.39
$2.51
$1.38
$1.70
$1.67
$2.52
$1.75
$2.05
27.5
16.2
29.6
23.9
13.0
7.5
4.2
6.8

Recommendation
With the ever-growing biotech and therapeutic market, it is challenging for companies to establish market
share and a foundation to build their future upon. Companies often face the burden of initiating
relationships and penetrating the market, but ANIK has already broken down this barrier. By selling
products both domestically and internationally, ANIK has expanded their market share (21% of US, 9%
internationally) and situated themselves for future growth (16.2%). In 2010, the company purchased one
of the leading hyaluronic acid engineering companies (Fidia Advanced Polymers) and has successfully
demonstrated success in growing this opportunity. The integration of this acquisition to ANIK has
allowed the company to strategically position itself to stay ahead of the market by researching and
engineering new products, while also holding basic operations to keep the company profitable, returning
an average 76.5% YoY increase in net income since 2010. The 2014 period showed ANIK’s largest
category, Orthobiologic, increasing in revenues by 11% YoY and exhibiting a greater market share
gaining 4% in the US and abroad. Monovisc, an Orthobiologic product, assisted in driving revenue up
41% after its launching in Q2 2014. After the new reimbursement approval coverage that was established
in Q1 2015, product revenues should continue to increase 3.4% from Q1 2014 due to the increased market
exposure. Two more Orthobiologic products are in the approval stage and are expected to be available for
sale in Q4 2015, exposing ANIK to more market possibilities. Due to the strategically aligned future
operations and the expansion and improvement of products, it is recommended that Anika Therapeutics,
Inc. be added to the AIM Equity Fund with a target price of $49.95, representing 22.76% upside. The
company does not pay a dividend.
Investment Thesis
 Increasing Age Population and Arthritis Burden. With the aging of the US population, the
number of doctor-diagnosed arthritis cases is expected to increase in future years. According to
Centers for Disease Control and Prevention, by 2020 there will be 61 million arthritis victims
over the age of 65 (8.1% increase). This growing number of arthritis victims along with the age
demographic of 65+ to increase 3.5% by 2020, ANIK’s customer base should increase resulting
in a larger demand for their products.
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Strong and Expanding Pipeline. ANIK offers 13 products covering a broad range of therapeutic
practices. Orthovisc, a multi-injection Orthobiologics product, is the market leader in Europe and
the second ranked viscosupplementation brand in the US, which plans to see its market share
increase. Monovisc was just launched in Q2 2014 and gained 2% US market share with minimal
Orthovisc cannibalization. Just receiving its critical J-Code approval for reimbursement coverage,
and two more products (Cengal and Hyalospine) in the approval stage, ANIK should see an
increase of market share (25% of US) and revenues going forward.
Impressive Profitability and Ratio Performance. Compared to its peers, ANIK has been able
to compile an impressive growing net income YoY and have abundant cash on their balance
sheet. In 2014, research and development costs increased by 12.5% from the previous year and
has increased 60% from 2012. With the increased profitability, ANIK will look to expand through
continuously improving their research and development, while expanding products to cover more
areas of therapeutic procedures.


Valuation
In order to reach an intrinsic value for ANIK, a five year DCF model was constructed. Using a terminal
growth rate of 3.0% and a WACC of 12.60%, an intrinsic value of $50.68 was reached. A sensitivity
analysis on the terminal growth rate and WACC ranged from $42.22-$64.36. Additionally, an
EV/EBITDA peer-to-company blend multiple comparison was used. Using the similar blended
comparables and historical average of 9.19x and 2015E EBITDA of $64.15M, the multiple resulted in a
valuation of $47.76. By weighing the two valuation models 75/25, a price target of $49.95 was reached,
which yields a 22.76% upside. ANIK does not pay a dividend.
Risks
 Third Party Reimbursement. In the US and other foreign markets, the health care providers that
purchase ANIK products rely on government reimbursement plans such as Medicare, Medicaid,
and other health insurance plans. A change in reimbursement plans could negatively impact
ANIK’s financial revenues and operations.
 International Exposure. ANIK distributes products globally subjecting them to ricks associated
with international economies. The currency exchange rate fluctuations will continue to cause
currency transaction gains and losses posing a negative impact on revenues. Instability of a
country’s economy such as a recession or change in political party altering medical coverage
could alter the sales of ANIK products.
 Dependency upon Distribution Partners. ANIK does not own a sales force, meaning that
maintaining partnerships and creating new ones will drive revenue. In 2014, five customers of
ANIK made up 85% of sales with DePuy Mitek making up 72%. A termination in contract with
DePuy Mitek or their other top five customers could significantly impact revenues.
 Competitive Environment. The therapeutical and pharmaceutical environment is highly
competitive and is at risk to rapid and continuous change in technology. ANIK is exposed to
numerous competitors with greater financial and technical resources, which could limit growth in
future periods.
Management
Charles H. Sherwood has held the President and CEO position since April of 1998. He previously was the
Senior Director at Chiron Vision Corporation before accepting the CEO position at ANIK. Sylvia Cheung
has been CFO since April of 2013 and has been with the company since 2005. Other Executive Vice
Presidents include: Edward Ahn (Chief Technology and Strategy Officer), Francesco Luppino (Chief
Operating Officer), Edward Gaj (VP of Business Development), Steven Cyr (VP of Human Resources).
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CNinsure Inc. (CISG)
April 24, 2015
Conor Connelly

International Financial Services

CNinsure Inc. (NASDAQ: CISG) is a China-based online-to-offline insurance intermediary and financial
services provider that specializes in property and casualty insurance products (72% of 2013 revenue), life
insurance products (13%), wealth management, and consumer finance services. CISG also provides
insurance claims adjusting services, as well as other value-added services. CISG owns and operates two
e-commerce platforms, Baowang (www.baoxian.com), which serves as their insurance comparison
website, and CNpad, their proprietary mobile sales support system. The distribution of CISG’s insurance
and financial products is underwritten by both foreign and domestic companies operating in China. CISG
is affiliated with 43 insurance intermediary companies in China, one online insurance company, and one
automobile service company. As an insurance intermediary, CISG does not assume underwriting risks.
The firm is headquartered in Guangzhou, China and has 4,288 employees.

Recommendation
In 2011, CISG began implementing a strategic transformation to strengthen long-term competitiveness
and focus on factors that will drive future sustainable growth. This strategy involved three segment plans:
building an e-commerce platform (Boawang and CNpad) to open the opportunity for explosive growth;
expanding market presence in major cities by adjusting the growth strategy of their life insurance business
to offer more financial services and products; and improving the operational efficiency of the firm by
sharing resources and simplifying the organizational structure. While implementing this strategy, CISG
experienced a decrease in growth (7% and 14% revenue growth in 2012 and 2013, respectively), but since
finishing the transformation plan in 2013, the firm has seen impressive results. In 2014, CISG boasted
revenue growth of 22%, while gross profit and operating profit grew at 21.71% and 70.98%, respectively.
Management recently raised their revenue growth target to 30% for FY2015 and emphasized a strong
focus on gaining market share. The CNpad mobile app for smartphones and tablets, as well as Baowang
(www.boaxian.com) have significantly expanded the company’s client base. Employees and management
have full confidence in CISG’s promising growth, demonstrated by the issuance and sale of 15% of the
outstanding share capital to employees. Building on that confidence, management bought a large
shareholder’s (CDH Inservice) entire stake in CISG, increasing management’s stake from 3.1% to 16.5%.
For these reasons, as well as an attractive price, it is recommended that CISG be added to the AIM
International Equity Fund with a target price of $13.57, representing a 50.3% upside.
Investment Thesis
· Explosive Growth in E-Commerce. CISG has experienced incredible growth rates YoY (22%)
since introducing their O2O (online-to-offline) platforms, CNpad and Baowang
(www.baoxian.com). Successful achievement of their e-commerce networks will be a key valuedriver for the company. As of December 31, 2014, 55,273 copies of CNpad had been downloaded
with 34,960 app users. In 2014, insurance premiums generated from CNpad increased by nearly
500% YoY to roughly $202.6 million. This accounted for 15.4% of their insurance premiums
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·

generated, a 350% increase from 3.4% in 2013. At year end, Baowang had 8,104 active customer
accounts, representing an over 400% increase from 2013’s 1,491 active customers. Top line
growth is expected to reach 30% in 2015, largely due to the tremendous increase in app users and
premiums generated from the app as well as website accounts and transaction volume growth on
Baowang of 46.7% YoY in 2014.
Industry Growth and Deregulation. The Chinese insurance industry has featured substantial
growth in the last decade. Between 2003 and 2013, insurance premiums increased at a CAGR of
16.1%. Additionally, the insurance penetration rate in China is expected to increase from 3% to
5% by 2020, implying that insurance premium revenues will increase by at least 2.5x over the
next five years. Weak demand in life insurance decelerated insurance growth between 2011 and
2012, but the life insurance pricing system has since been deregulated. Deregulation of the
industry will allow even more substantial growth and propel CISG revenues by an expected 30%
in 2015.
Diversified Product Segments. By specializing in both property and casualty insurance products
as well as life insurance products, CISG allows itself to collect different commission structures
for each insurance class, resulting in variable rates of profitability. Additionally, by offering
wealth management and consumer finance services, CISG reaches networks in some of the most
economically developed and affluent cities and regions of China.

·
Valuation
In order to determine an intrinsic value for CISG, an equity excess returns model was conducted. After
projecting future book value of equity with a growth rate representative of a six-year average return on
equity, 5.11%, book value was discounted by a cost of equity of 6.28%. The present value of equity
excess returns and equity invested led to an intrinsic value of $13.23, representing a 46.5% potential
upside. Additionally, a price-to-book multiple was analyzed. Using five industry competitors with an
average P/B of 2.532 and CISG’s historical 5-year P/B average of 0.972, with a BVPS in 2014 of 10.22,
an intrinsic value was determined. Giving 75% weight to CISG’s historical average and 25% weight to
the peer average, an intrinsic value of $13.92 was generated, representing a 54.1% potential upside. By
weighing the equity excess returns model and the price-to-book multiple at 50% each, an intrinsic value
of $13.57 was reached.
Risks
· Commission and Fee Rates. CISG earns commission, fee rates, and premiums set by insurance
companies. Any decrease in these rates may have an adverse effect on the net revenues of the
company.
· Salesperson Misconduct. Salespersons are not actual employees of the firm, making misconduct
difficult to deter and may cause harm to the firm’s reputation or lead to regulatory sanctions and
litigation costs.
· Chinese Government Policy. Adverse changes in political policies or economic growth of the
PRC government can have adverse effects on the company. CISG does substantially all of their
business operations in China. The company’s financial condition will respond well to an annual
growth rate of roughly 6%. Their financial condition and results of operations may be adversely
affected by government control over capital investments or changes in tax regulations.
Management
Chunlin Wang has been serving as Chief Executive Officer since October 2011. Previously, he served as
Chief Operating Officer from April 2011 to October 2011. Mr. Wang has worked for CISG’s predecessor
companies since 1998, working his way up from branch manager, general manager, assistant chairman,
and vice president of the property and casualty insurance unit. Quiping Lai is a co-founder and has been
president and director of CISG since 2004. Mr. Lai has worked for predecessors of CISG since 1998,
previously co-founding a manufacturing company.
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Basic Energy Services, Inc. (BAS)
April 24, 2015
Michael Reardon

Domestic Energy

Basic Energy Services, Inc. (NYSE: BAS) is an oilfield services company that provides a wide range of
well site services to oil and natural gas drilling and producing companies. The company operates in four
segments: Completion and Remedial Services (47% of 2014 revenue), Fluid Services (25%), Well
Servicing (24%), and Contract Drilling (4%). Services across these segments range from pumping
services, rental equipment and fishing, coiled tubing, snubbing, fluid sales, fluid transportation and
disposal, fluid treatment, well maintenance, workover services, completion, and well drilling. The
company’s core operations are in the Permian Basin in West Texas and Eastern New Mexico, the
Williston Basin in North Dakota and Montana, the Niobrara Shale in Colorado and Wyoming, the MidContinent region of North Texas and Oklahoma, and the Ark-La-Tex region in East Texas, with
operations being heavily leveraged to activities in the Permian Basin. The company was founded in 1992
as Sierra Well Services and is headquartered in Fort Worth, Texas.
Price ($): (4/17/15)

8.90

Price Target ($):

11.80

52WK H-L ($):

Beta:

2.15

FY: Dec

2013

2014

WACC

9.3%

Revenue (M il)

1,262.9

1,491.3

2015E
947.0

2016E
1,041.7

30-5

M -Term Rev. Gr Rate Est: 10.0%

% Growth

-8.1%

18.1%

-36.5%

10.0%

M arket Cap (mil):

372

20.7%
M -Term EBITDA Gr Rate Est:

Gross M argin

14.7%

17.6%

10.0%

13.0%

Float (mil):

38.0

Debt/Equity:

6.7%

-15.0%

Short Interest (%):

18.3

Debt/EBITDA (ttm):

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

250.0%

Operating M argin

1.7%

-2.0%

2.94

EBITDA

$231.4

$317.2

$49.0

$186.6

$1.48

($1.45)

$0.35

$0.60

2.3

ROA:

-0.5%

FCF/Share

0.00

ROE:

-2.4%

EV/EBITDA

5.3x

3.8x

24.9x

6.5x

ROIC:

-0.7%

Price/FCF

6.0x

N/A

25.2x

14.8x

0.0

Recommendation
The domestic oil industry has faced considerable pressure since June 2014 as oil prices have plummeted
over 50% amid concerns of oversupply and waning demand. Because of this, E&P and oilfield services
companies alike have begun pressuring their suppliers to cut costs in order to bolster deteriorating well
economics. As a result, oilfield services firms have seen pricing on competitive contracts fall by 15-30%.
Low oil prices notwithstanding, domestic oil production has steadily increased (total domestic production
of crude oil +4.8% over the last six months) due to producers’ emphasis on cash flow over economical
well returns. Additionally, oil inventories held in Cushing, OK have built to record levels (+129.5% over
the last year) and drilling activity has slowed, with Baker Hughes’ rig count falling by nearly 50% since
September. However, recent data have suggested that oil supply is correcting towards demand. In recent
weeks, oil production has stalled (daily production -0.4% over the last month, the first m/m decline in the
last 6 months) and inventory build has moderated (inventories rose at their slowest rate in 14 weeks). This
bodes well for oil prices, and higher oil prices will quickly spur activity by nimble operators positioned in
attractive basins. This includes the Permian Basin in West Texas, where BAS derives nearly half of its
revenue. BAS’s diversified, high quality service lines offer considerable opportunity to take advantage of
an increase in activity in West Texas and the broader oil & gas production industry. Due to the improving
macroeconomic backdrop for oil services firm and a favorable company-specific risk-reward dynamic, it
is recommended that Basic Energy Services, Inc. be added to the AIM Equity Fund with a price target of
$11.80, which represents a 32.64% upside. BAS does not pay a dividend.
Investment Thesis
 Exposure to Permian Basin. The Permian Basin, located in West Texas, is one of the most
prolific shale oil plays in the United States. Per EIA data, the Permian produces nearly two
million boe per day – more than any other shale play in the US and over 20% of total US oil
production. Additionally, the Permian is a relatively cost-efficient basin, with breakeven costs for
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producers as low as the low-mid $50s range, which compares favorably to the Bakken and
Niobrara. Vertical drilling can also be efficient in the Permian, and all 12 of BAS’s vertical
drilling rigs are active in the region. The Permian is heavily leveraged to oil, with over 80% of
active wells in the field focusing on oil production. BAS derives nearly 50% of its revenue from
the Permian Basin, and any increase in activity in the Permian will result in disproportionate
gains for BAS.
 Alleviating pricing pressure. In 4Q14, oil & gas producers began to pressure oilfield services
companies to cut costs in order to preserve producer’s margins and their wells’ favorable
economics. In less than six weeks, prices for services fell by up to 30% while nationwide land rig
count fell by nearly 50%. The recent inflection points in rig count, production, and oil price
suggest the recent market downturn has reached its nadir and point towards increased demand for
services going forward, leading to increased prices for key services. BAS will benefit from the
future increase in activity and will be able to leverage its modern fleet to regain pricing power.
 Increased completion activity. Major Permian E&Ps (and BAS top-ten customers) Anadarko
Petroleum, Occidental Petroleum, and Devon Energy have each commented that they delayed
completion of wells during 4Q14 and into 1Q15, pushing these completions into 2H15 as they
wait for oil prices to improve. Similar stories have played out in other shale basins which BAS
has a major presence. With 47% of 2014 revenue related to completion services, BAS will see an
increase in revenue as higher oil prices make these uncompleted wells economical for producers.
Valuation
To reach an intrinsic value for BAS, an EV/EBITDA peer multiple valuation was conducted using a 2016
EBITDA of $186.6M and peer comparable multiple of 7.0x, resulting in a valuation of $11.02.
Additionally, a five year DCF model was constructed. Using a terminal growth rate of 2.0% and a WACC
of 9.35%, an intrinsic value of $13.50 was reached. A ± 1% sensitivity analysis on the terminal growth
rate and WACC ranged from $11.60-22.80. By weighting the valuation models 70/30, a price target of
$11.80 was reached, resulting in a 32.64% upside. BAS does not pay a dividend.
Risks
 Decline in oil prices. A decline in oil prices, whether from excess supply or faltering demand,
will lead to a decrease in drilling, completion, and services activities. This will severely pressure
both BAS’s margins and revenue.
 Geographic concentration. Regional disruptions related to refinery or pipeline capacity,
weather, or changes in the Texas regulatory environment could significantly impact the
operations of oil & gas E&Ps operating in the region, which would ripple through to the service
environment and negatively impact BAS.
 Industry consolidation could create pricing headwinds. The $35B combination of Halliburton
and Baker Hughes announced last November creates a behemoth in the well services sector. The
combined company could use its scale to outbid BAS on competing contracts, significantly
impairing BAS’s competitive position in the market.
 Significant leverage. BAS is levered at 2.5x equity and 2.9x ttm EBITDA. This could create a
liquidity issue if cash flow declines due to poor macroeconomic or company-specific factors.
Management
Thomas M. Patterson assumed the roles of President and CEO in September 2013. He previously held the
roles of COO and SVP at BAS from 2011 to 2013 and has been with the company since 2006. Mr.
Patterson has 19 years of industry experience. Alan Krenek has been CFO and Treasurer since 2005, has
over 29 years of industry experience, and is a CPA. Chairman Steven Webster has a founded and/or been
the lead investor in over a half dozen successful energy companies over the last 27 years, runs an energyfocused private equity firm, and is the company’s largest individual shareholder at 3.5% of shares
outstanding.

Marquette University AIM Class 2016 Equity Reports

Spring 2015

Page 9

Basic Energy Services, Inc. - Price

$35
$30
$25
$20
$15
$10
$5
$0
200

Basic Energy Services, Inc. - Total Return Relative to Russell 2000

180
160
140
120
100
80
60
40
20

Basic Energy Services, Inc. - Volume

15

(Millions)

10
5
0
7/13

10/13

1/14

4/14

7/14

10/14

1/15

4/15
©FactSet Research Systems

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

8.0%
>90%
Source: ThompsonOne

Top 5 Shareholders
Holder
The Vanguard Group, Inc.
Dimensional Fund Advisors LP
BlackRock Fund Advisors
Millennium Management LLC
Balyasny Asset Management LP

Name

Ticker

Basic Energy Services, Inc. BAS
Key Energy Services, Inc.
KEG
Superior Energy Services, Inc. SPN
Parker Drilling Company
PKD
Pioneer Energy Services Corp.PES
Peer Averages

Shares (000s)
3,899
3,244
3,206
2,325
2,257
Peer Analysis
Market Cap
D/E
(mil)
372
271.7%
350
70.7%
3,785
2134.0%
538
92.8%
426
91.9%
1,275
597.4%
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% Out
9.30
7.80
7.70
5.60
5.40
Source: FactSet

Net
2016
2016 EV/
Income EBITDA EBITDA
-$8M
$187M
6.5x
-$179M $127M
8.4x
$2M
$772M
6.8x
$23M
$197M
5.3x
-$38M $111M
7.5x
-$48M $302M
7.0x
Source: FactSet
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Greenbrier Companies Inc. (GBX)
April 15, 2015
Eric Christopherson

Domestic Producer Durables

Greenbrier Companies Inc. (NYSE: GBX) is a leading supplier of transportation equipment and services
to the railroad industry. Greenbrier designs, manufactures and markets railroad freight car equipment in
North America and Europe as well as marine barges in North America and provides a variety of other
services to the railroad industry such as railcar refurbishment, leasing and wheel services. GBX it owns
approximately 8,500 railcars and performs management services for approximately 238,000 railcars.
Their North American Rail division of performs a wide variety of services including innovative freight car
design and manufacturing, financing programs, certified repair services and railcar asset management
tools. Greenbrier’s European Rail division provides similar services but with robust production facilities
that are capable of producing different wagon types simultaneously. Greenbrier’s Marine Barges
division produces many types of marine vessels with the facility located in Portland, Oregon having a
diverse portfolio of over 2,000 marine vessels. Greenbrier Companies Inc. was founded in 1981, went
public in 1994 and is headquartered in Lake Oswego, Oregon.
Price ($): (4/17/15)
Price Target ($)
52WK H-L ($)
Market Cap (bil)
Float (mil)
Short Interest (%)
Avg. Daily Vol. (mil)
Dividend ($)
Yield (%)

63.52
88.64
42.62-78.32
1.7
24.21
30.6
0.7
0.15
0.95

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

1.73
13.08%

2014
Revenue
(mil)

2015E

2016E

2017E

2204

2653

2971

3268

25.5%

20.4%

11.9%

9.9%

14.62%

17.8%

18.1%

15.2%

10.8%
3.44
11.2
2.44

13.3%
5.45
12.6
5.43

14.2%
5.8
11.3
6.03

13.5%
5.25
10.5
5.63

11.2%
18.3%
0.98
13.4%
32.88%
19.95%

% Growth
Gross
Margin
Operating
Margin
EPS
P/E
FCF/Share

Recommendation
With the recent drop in crude oil prices, investors have been skeptical about rail stocks; however, the
outlook for the railroad equipment industry is stronger. Demand recently has been broad based for
railroad-originated traffic (which rose 5% Q4 2014) with increased hauls of chemicals, minerals and
construction materials and an increase in intermodal volumes by 4.5%. The haul of automotive, auto
parts and consumer goods is set to increase over the year due to lower gas prices. In 2014, sales in the
railroad equipment industry increased by 6.7%, with gross income growth of 11.09% due to an industry
wide effort to reduce costs. A concern for some companies may be the fact that new regulations are
rapidly approaching for tank cars, especially for those carrying oil, which provides an excellent
opportunity for GBX. The Greenbrier Companies are a leading supplier of transportation equipment to the
railroad industry and seem poised to benefit from regulatory changes imposed on the railroad industry.
These regulations will create new business for manufacturers in the form of retrofits and new designs,
which is Greenbrier’s strength. GBX has been successful increasing revenues (+13% over the six months
ended February 2015), with net income increased from $31M to $83.1M. The first quarter of 2015 for
Greenbrier beat expectations with reported earnings of $1.01 compared with the consensus estimate of
$0.75. The stronger numbers stem from the fact that GBX is dealing with a more favorably priced
backlog with a value of $4.78 billion as of Q1 2015 (up from $1.54 billion Q1 2014). Greater
productivity gains have also contributed with deliveries up 1,800 in Q1 2015 compared to last year with
an 8.4% increase in gross margin. It is recommended that GBX be added to the AIM portfolio with a
price target of $88.64. The firm pays a dividend with 0.95% yield.
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Investment Thesis
 Proposed regulations of tank cars. Regulators of the railroad industry in the U.S. and Canada
have proposed new rules that would require owners of tank cars to retrofit older cars or remove
them by 2017. In February 2014, GBX introduced their “car of the future” which should increase
demand of their products as this tanker is said to be eight times safer than the DOT-111 with
GBX having the capacity to retrofit more than 10% of their DOT-111 fleet. This is due in part to
the joint venture with Watco which increases GBX’s ability to retrofit tank cars. GBX has
already seen a 53% increase in the volume of deliveries and an increase in their backlog from
15,200 units to 46,000 units as of Q1 2015.
 Buying of stake in Amsted-Maxion Hortolandia. In January 2015, Greenbrier agreed to buy a
19.5% stake for $15 million with an option to buy an additional 40.5% stake by 2017. AmstedMaxion has a 70% market share in the South American railroad freight-car market and Greenbrier
is trying to capitalize on growing demand in Brazil. This demand is expected to grow given the
aging railway network that is to be expanded and modernized with Greenbrier expecting this deal
to add to earnings by the second half of 2016.
 Strong demand in the freight car market. Greenbrier recently filed their first quarter results
for 2015 and the manufacturing segment is looking strong. Compared with the three months
ended February 2014, manufacturing revenue increased by 45.3% due to a 53% increase in the
volume of deliveries. Favorable pricing led to this increase and was a respone to strong demand
in the freight car market. Manufacturing profit also accounted for 18% of revenues for Q1 2015,
compared to 8.7% in Q1 2014.
Valuation
In order to reach an intrinsic value for GBX, a five year DCF model was constructed. Using a terminal
growth rate of 3%, a WACC of 13.02%, an intrinsic value of $87.58 was reached. A sensitivity analysis
on the terminal growth rate and WACC ranged from $69-$124.71. Additionally, A P/E multiple
valuation was conducted using the TTM EPS of $5.04 and a comparables average P/E multiple of 17.9x
which resulted in a value of $90.22. By weighing these two models 60/40 respectively, a price target of
$88.64 was reached, representing a 39% increase.
Risks
 Regulation of the railroad industry. Greenbrier is subject to U.S., Canadian and railroad
industry regulatory authorities who could create adverse outcomes as these groups are
considering various proposals concerning tank railcar manufacturing standards. A main concern
involves a proposal that would restrict or potentially eliminate the use of DOT 111 cars for the
transportation of certain hazardous materials. Greenbrier has 312 tank carriers in their lease fleet
with a value of $26.4 million which could be negatively impacted by regulatory changes.
 Potential failure of the joint venture. Greenbrier announced back in June 2014 that they had
agreed to a joint venture with Watco Companies, LLC. Watco brought with it its well-established
repair platform, 15 more locations and a broad customer base of which, if the joint venture fails,
Greenbrier will be seriously affected.
 Reliance on a few suppliers. Greenbrier’s top ten suppliers account for 45% of total inventory
purchases. With so many components going into the products of Greenbrier such as castings,
bolsters, wheels and axles, Greenbrier has to rely on a few number of suppliers for each part. If
there are problems with prices or delivery schedules, Greenbrier will be adversely affected.
Management
William A. Furman has held the President and CEO positions since 1994, has been a member of the
Board since 1981 and been associated with Greenbrier and its predecessor since 1974. Prior to 1974, he
was Group Vice President for the Leasing Group of TransPacific Financial Corporation. Mark J.
Rittenbaum has held the Executive Vice President and CFO positions since 2008. Other key executives
include Alejandro Centurion (President of North American Manufacturing Operations), Anne T. Manning
(Corporate Controller) and Adrian J. Downes (Chief Accounting Officer).
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Ownership
% of Shares Held by All Insider and 5% Owners
% of Shares Held By Institutional and Mutual Fund Owners

8%
57.3%

Source: FactSet
Top 5 Shareholders
Holder
The Vanguard Group, Inc.
Dimensional Fund Advisors LP
William A. Furman
PAR Capital Management, Inc.
BlackRock Fund Advisors

Shares
2,403,000
2,278,000
1,918,000
1,694,000
1,494,000

%Out
9.1
8.6
7.2
6.4
5.6

Source: FactSet
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Colin Canfield

Mitsubishi UFJ Financial Group, Inc. (MTU)
April 24, 2015
International Financial Services

Mitsubishi UFJ Financial Group, Inc. (NYSE:MTU) is a holding company that engages in a variety of
businesses and financial services, including commercial investment, asset management and trust banking
services, securities businesses, and credit card businesses in more than 40 countries. It operates through
the following segments: Mitsubishi Tokyo Financial UFJ Bank Corporation (67.9%), Mitsubishi UFJ
Trust Bank Corporation (12.1%), Mitsubishi UFJ Security Holdings Corporation (10.8%), and Consumer
Finance Subsidiaries (9.2%). Headquartered in Tokyo, MTU is Japan’s largest bank by both revenue and
market capitalization and has become one of the country’s most dynamic as it utilizes its strategic
partnership with Morgan Stanley, represented by their 21% stake in the American investment bank, to
pursue exciting strategic growth opportunities both domestically and internationally.

Recommendation
During FY2014, the Nikkei stock index suffered relatively disappointing returns (7.12%) due to concerns
over rising national debt in Japan, GDP contractions in Q2 (-1.7%) and Q3 (-.6%), and underwhelming
inflation (2.2% YoY, 0.4% in Q4). During October, markets experienced a 9.8% slide as pessimistic
sentiment about poor GDP growth and a series of bearish economic releases from the New York Fed
catalyzed a sell-off. Acting quickly, Japanese PM Shinzo Abe, in tandem with BoJ Governor Haruhiko
Kuroda, increased Japan’s quantitative easing (QQE) program by $60B/month to include the buying of
equities as well as bonds. As part of Abe’s “three arrow” policy of fiscal stimulus, monetary easing, and
structural reform, the massive stimulus has effectively flooded the markets with cash, bringing annualized
government purchases to $1 trillion annually. With both Abe and Kuroda in office until 2018 and Abe’s
substantial political base, represented by a +50% population approval rating and 65% majority parliament
vote in December’s election, there is reason to be bullish about the near term financial environment. MTU
investors stand to reap the rewards as the growing trend of share buybacks and dividends is perpetuated
by an environment of cheap lending and increased equity valuation. Given this situation, in conjunction
with the company’s diversified loan portfolio, and rapidly growing investment bank, it is recommended
that Mitsubishi UFJ Financial Group be added to the AIM International Portfolio with a price target of
$8.86, representing a 27.8% upside. MTU pays a dividend of $0.15, representing a yield of 2.82%
Investment Thesis
 A Shift in Strategy. As the BoJ increases market liquidity in an attempt to kick start the Japanese
economy, companies are now in a position to supplant a lack of real earnings growth through
share buybacks and dividends. Last November, MTU declared an $86M share buyback to pair
with their 2013 dividend growth of 23% YoY and 28.5% TTM YoY growth. This represents a
shift not only in MTU’s corporate governance, but in the overall sentiment of Japanese corporate
culture as shareholder and their returns begin to be prioritized over the coming years. Given
MTU’s $20B of cash already present on the balance sheet, future market liquidity growth will
give rise to a fresh wave of capital returns.
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 Attractive Portfolio Allocation. With over 30% of the company’s domestic portfolio allocated
in Real Estate and Manufacturing, MTU has the distinct advantage of being able to capitalize on
substantial client growth as the low rate, devalued yen environment proves to benefit the two
sectors. In addition, only 63% of the bank’s loan portfolio resides within Japan as MTU has
utilized its strategic partnership with Morgan Stanley to diversify across both the United States
and Thailand through the acquisitions of Union Bank and Bank of Ayudhya. Currently, Union
Bank ranks 12th in total domestic (USA) deposits and BAY ranks as Thailand’s 5th largest bank.
 Increasing Banking Presence. Since its inception in 2010, the combined venture of Mitsubishi
UFJ Morgan Stanley Securities has become a powerhouse in Japanese banking. With a CAGR of
14.1% between 2010-2013 and over $41B in M&A deals in 2014 (compared to No. 2 Goldman’s
$21.9B), the newest arm of MTU looks to expand not only through domestic ventures, but also
through emerging market exposure within the Southeast Asia. As the company continues to
command market share, MTU’s investment bank projects to continue to grow at historic levels.
Valuation
To find the intrinsic value of MTU, a price to book multiple, excess equity model, and three stage
dividend discount model were conducted. The 5-year average historic price to book for MTU was .81x
with a peer average P/B of .88x. Weighting the historic average and the peer average evenly, the P/B
yielded an intrinsic value of $10.88. The excess equity approach used a cost of equity of 13.21% and a
long term growth rate of 2% resulting in an intrinsic value of $10.09. The DDM projected 28%, 22%, and
8% in the three stages of growth, yielding an intrinsic value $7.27. Weighting these valuations 25/25/50,
the final estimated intrinsic value of $8.86 was reached, which provides an upside of 27.8%.
Risks
 Race to the Bottom. With global central banks increasing liquidity as a means to drive growth,
currency devaluation has become the norm, especially within export driven economies.
Essentially, a significant decline in ¥/$ FX rate due to a Fed rate hike or increased BoJ stimulus
eliminates significant upside on MTU. In addition, any move by the PBoC to inflate the yuan,
would damage Japanese exports given that China represents 19% of Japanese exports.
 Balancing the Budget. With national debt at over 250% of GDP, Japanese attempts at fiscal
reforms have been superseded by domestic concerns over stagnant growth. Resulting attempts to
increase tax revenue through last April’s sales tax hike from 5% to 8%, have fallen flat. Given the
planned 18-month delay until the next tax hike and coinciding drastic decreases in corporate tax
rates from 35% to 29% to a projected 26%, the idea of a balanced budget is beyond reach. In
effect, S&P’s AA- rating on Japan could be subject to a further downgrade. Any such downgrade
could drive domestic rates up, thus spurring losses in portfolio value of up to $3.5B.
 The QE Experiment. As the world watches the US to see what the long term impact of an
inflated central bank balance sheet has on an economy, the jury is still out on whether QE leads to
sustainable economic growth. With Japan increasing QQE, systemic risk drastically increases if
they cannot motivate consumers to spend as the Fed has (4.9% YoY). Should QQE fail to spark
consumer and corporate spending, domestic financial conditions could rapidly deteriorate.
Management
Nobuyuki Hirano has served as President and CEO for MTU since April 2013 after joining the company
as a clerk in 1974. After working in New York and London, he has since served as Chief Credit Officer
and Deputy Vice President for the bank along with a director position on Morgan Stanley’s board. The
rest of MTU’s board consists of a broad range of company affiliated professionals with two independent
directors and two full time auditors committed to ensuring the fidelity of reported financials. Both full
time auditors, Takehiko Nemoto and Takashi Mikumo, have respectively been with the bank since 1976
and 1980.

Marquette University AIM Class 2016 Equity Reports

Spring 2015

Page 15

Mitsubishi UFJ Financial Group, Inc. - Price

$850
$800
$750
$700
$650
$600
$550
$500
110

Mitsubishi UFJ Financial Group, Inc. - Total Return Relative to Russell Global x US

105
100
95
90
85
80
75
70

Mitsubishi UFJ Financial Group, Inc. - Volume

300
250

(Millions)

200
150
100
50
0
7/13

10/13

1/14

4/14

7/14

10/14

1/15

4/15
©FactSet Research Systems

Source: FactSet

Source: FactSet

Marquette University AIM Class 2016 Equity Reports

Spring 2015

Page 16

Agree Realty Corp. (ADC)
April 24, 2015
Dylan Harkness

Financial Services

Agree Realty Corporation (NYSE: ADC) is a real estate investment trust (REIT), which focuses on the
ownership, development, acquisition and management of retail properties net leased to national tenants.
ADC specializes in acquiring and developing net leased retail properties for industry leading retail
tenants such as Wal-Mart, Walgreens, and Kohl’s. Currently ADC owns and operates a portfolio of 233
properties, located in 39 states and containing approximately 4.7 million square feet of gross leasable
space. The average remaining lease period is 11.9 years. The company was founded by Richard Agree in
1971 and is headquartered in Bloomfield Hills, MI.
Price ($): (4/20/15)

32.20

Beta:

0.86

FY: Dec

2014A

2015E

2016E

Price Target ($):

40.22

WACC

6.9%

Revenue (M il)

51.68

66.91

82.79

99.35

26.6-35.2

M -Term Rev. Gr Rate Est:

20.0%

% Growth

20.91%

29.46%

24.00%

20.00%

M arket Cap (mil):

567

M -Term EPS Gr Rate Est:

25.0%

Operating M argin

43.18%

50.05%

53.11%

53.53%

Float (mil):

167

Debt/Equity

62.3%

Profit M argin

35.51%

44.82%

48.88%

50.01%

1.20%

ROA:

3.5%

EPS (Cal)

$1.23

$1.70

$2.30

$2.82

110.1

ROE:

5.7%

P/E (Cal)

25.3

23.7

17.5

14.3

FFO/Total Debt

13.3%

FFO/Share

1.9

2.3

2.5

3.1

14.8

17.3

16.0

12.9

52Wk H-L ($):

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

1.99
5.60%

P/FFO

2017E

Recommendation
ADC’s management began an acquisition program in 2010 and since then has acquired over $380 million
in assets, growing its market cap from $300 to $560 million in just 5 years. On the 2014 4Q earnings call
management announced that it planned to complete another $175-200 million in acquisitions during 2015
given the large pipeline of possible investment opportunities the company currently sees in the markets.
Since 2010, ADC has also created a high quality (~60% investment grade) and 92% triple net portfolio.
Currently the net lease sector is above prior peak levels, with occupancies near 100% and improving
cash-flow coverages at the property level (driven by economic/retail sales growth). Taking all this into
consideration, ADC’s funds from operations (FFO) are predicted to rise 50% in 2015, 30% in 2016, and
22% in 2017. Following its predictions for 2015, ADC has acquired 25 retail properties in the first quarter
of 2015 for an aggregate purchase price of approximately $59.6 million. The properties are net leased to
17 different tenants, including but not limited to Taco Bell, Wendy’s, Jiffy Lube, Dollar General, Bed
Bath and Beyond, Old Navy, and Family Dollar. The properties are located in 9 diverse retail sectors
across 10 states, most notably Michigan, Florida, Ohio, and Illinois. The transactions were completed at a
weighted-average cap rate of 8.19% and have a weighted-average lease term of approximately 14.4 years.
Based on ADC’s predictions and its acquisition pace in 2015, it is recommended that ADC be added to
the AIM domestic equity fund with a target price of $42.22, which offers a potential upside of 25%. The
company also pays a dividend of $1.99, which is a dividend yield of 5.60%.
Investment Thesis
 Large External Growth. The total market for net lease assets is estimated to be somewhere
between $1-2 trillion. This will allow REITs many more acquisition opportunities and will
provide a large pipeline of possible investment opportunities over the years to come. The
increased investment opportunities are a significant driver of FFO growth.
 Innovative Management. Since 2010, ADC has established a manageable acquisition platform
and a more active portfolio management system that has improved tenant diversification.
Specifically, with the diversification initiative, ADC has been able to reduce exposure of certain
tenants with questionable going concern. This new system helped ADC stay afloat when major
tenant Borders went bankrupt and has simultaneously reduced a struggling Kmart’s exposure to
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less than 3% of the portfolio. Moving forward, one can expect the management to ramp up
acquisitions and further diversify the portfolio.
 Limited Lease Expirations. Retail single tenant assets are normally independent of
microenvironment factors. These leases tend to have a lifespan of 15-20 years and are leased to
tenants who sell desirable products and services, resulting in tenants being motivated to remain
in place given the steady cash flows and customer familiarity, which consequently protects ADC
from sudden lease terminations, bankruptcies, lack of cash flows, and inflation fluctuation.
Valuation
To find the intrinsic value of ADC a dividend discount model was used, as well as a price to funds from
operations multiple model. The 5-year average historic P/FFO for ADC was 14.77, with its peer average
being approximately 13.97. Weighting the historic average 40% and the peer average 60%, the P/FFO
yielded an average of 14.382, which was then multiplied by the quotient of average estimated FFO and
average shares outstanding (3.17) to get an intrinsic value of $45.65. The dividend discount model
approach using a WACC of 6.86% and a long term growth rate of 1.5% resulted in an intrinsic value of
$34.70. Weighting these valuations 50/50, the final estimated intrinsic value of ADC is $40.22, which
provides an upside of ~25%.
Risks
 Significant Competition. ADC is subject to stiff competition in seeking properties for
acquisition and tenants who will lease these properties from insurance companies, credit
companies, pension or private equity funds, private individuals, investment companies, other
REITs, and other industry participants who have greater financial and other resources than ADC
due to size.
 Cost of Capital. With the constrained ability to drive upside through operations, a significant
portion of ADC’s growth is driven through external acquisitions. This method of growth relies on
the spread between the acquisition cap rate and its cost of financing. If financing becomes more
expensive and that spread shrinks, ADC’s ability to strategically acquire properties would be
negatively affected.
 Dependent on Key Personnel. If any key personnel, specifically Richard and Joey Agree, were
to cease employment with ADC, its operating results could suffer significantly. ADC’s ability to
retain key personnel or to attract suitable replacements, should any members of the management
team leave, is dependent on the competitiveness of the employment market. The loss of certain
services from key members of management or limitation in their activity could negatively impact
ADC’s future development and acquisitions, financial condition, and cash flows.
Management
Richard Agree is Executive Chairman at ADC, a member of the State Bar of Michigan, a member of the
International Council of Shopping Centers Inc., and a member of the National Association of Real Estate
Investment Trusts Inc. Joey Agree is President, Chief Executive Officer and Director at ADC, a member
of the State Bar of Michigan, a member of the International Council of Shopping Centers Inc., a member
of the National Association of Real Estate Investment Trusts Inc., and a member of the Young Presidents
Organization Inc. He is also on the board at ADC and was previously employed as Director of Land
Acquisitions by Sakwa Properties. Kurt Beleck is Vice President of operations at ADC and a member of
the International Council of Shopping Centers Inc.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:
Top 5 Shareholders
Holder
Vanguard Group, Inc.
BlackRock Fund Advisors
Brookfield Investment Management, Inc.
Sorin Capital Management LLC
Principal Global Investors LLC

5.30%
75.30%
Source: FactSet
Shares
1,945,000
1,744,000
625,000
601,000
562,000

% Out
11.00
9.90
3.50
3.40
3.20
Source: FactSet

Peer Analysis
Name

Ticker

Market Cap
(mil)

Agree Realty Corp.
ADC
565.7
Kimco Realtry Corp.
KIM
10521.9
Ramco Gersheson
RPT
1424.5
GBL and Associates Properties
GBL Inc. 3275.2
Peer Averages
5,074

Net Income
Div. Yld. %
(mil)
18.35
265.8
-2.54
219.1
161

*Removed For Relative Valuation Analysis
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Reckitt Benckiser Group plc ADR (RBGLY)
April 24, 2015
International Consumer Staples

Joel Kretz

Reckitt Benckiser Group plc ADR (RBGLY) is a multinational marketer and manufacturer of branded
products focused in the household, health, and personal care industry. The company sells its products in
200 different countries and segments its customers into three regions: Europe and North America
(~61.5% of total revenue); Latin America, Asia, and Australia (~25.0%); and Russia, the Middle East,
and Africa (~13.5%). The company also slices its array of products into six business segments: Hygiene
(~38.2% of total revenue); Health (~26.2%); Home (~19.7%); Pharmaceuticals (~7.7%); Other Brands
(~5.0%); and Food (~3.2%). RBGLY’s key brands include Durex (contraception), Mucinex (nasal
congestion and cough relief), Scholl (foot pain relief), Strepsils (lozenges), Clearasil (acne prevention),
Finish (dishwashing soap), Lysol (disinfecting wipes), and Veet Air Wick (air freshener). Reckitt
Benckiser Group was founded in December 1999 after a merger between Benckiser and Reckitt &
Coleman and is headquartered in Slough, United Kingdom.
Price ($) (4/19/15):
Price Target ($):
52WK H-L ($):
Market Cap (Mil):
Float (Mil):
Short Interest (%):
Avg. Daily Vol (Mil):
Dividend ($):
Yield (%):

$17.83
$22.82
15.11-18.11
64,008
6,230
N/A
420,267
$0.41
2.30%

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

0.40
4.12%
6.82%
8.20%
37.7%
1.04x
11.12%
25.90%
23.68%

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

2014
2015E
$ 14,548.12 $ 15,831.90
-7.51%
6.82%
26.39%
27.49%
24.57%
25.81%
18.82%
18.69%
$0.76
$0.83
$0.88
$0.79
11.04
21.57

2016E
$ 16,911.43
6.82%
27.49%
25.81%
18.94%
$0.89
$0.85
19.93

2017E
$ 18,064.57
6.82%
27.49%
25.81%
19.18%
$0.97
$0.92
18.42

Recommendation
The AIM International Equity Fund is regionally most underweight in Western Europe relative to the
benchmark. Of the Western European nations, the fund is most underweighted in the UK by 617 bps and
within the Consumer Staples sector by 151 bps, and the Personal Products sub-sector is underweighted by
181 bps. Given this, RBGLY is in an attractive position to create alpha for the portfolio as a result to its
ongoing share repurchases and its refocus in recent years on allocating its resources toward providing
consumer Health and Hygiene (H&H) products to better the company’s top line and expand its margins.
The completion of demerging of Indivior, RBGLY’s specialty pharmaceuticals arm, in December 2014,
was another step in the direction of focusing on the company’s core competencies. The firm’s negative
growth in 2014 is attributable to a refocus on strategy and its emphasis on long-term growth. RBGLY’s
earnings are expected to grow ~8.00% YoY through 2019 as a result of its past “rebuilding year.” As
emerging market nations further economically develop, a higher focus on H&H emerges in those nations.
A major concern is the spread of disease, often through sexual activity, which is preventable through
forms of contraception such as RBGLY’s Durex brand. The firm experienced 15% core net revenue
growth in 2014 in the region that includes Russia, the Middle East, and Africa and has an opportunity to
further that growth as more African nations in particular seek to make serious strides in the fight against
HIV & AIDS. Additionally, as hygiene education improves in correlation to the continuation of general,
biological, scientific strides globally, RBGLY should see benefits in its household product line that
includes disinfecting wipes, toilet bowl cleaner, dishwashing soap, etc. After taking the aforementioned
factors into account in an addition to an observation that Western nations are experiencing further and
further socially progressive trends, it is recommended that Reckitt Benckiser Group be added to the AIM
International Equity Fund with a target price of $22.82 which yields a 27.97% upside.
Investment Thesis
 Increased hygiene awareness. An increase in demand for hygiene related products is set to
occur globally, especially as emerging market nations further economically develop. The U.S.
Census Bureau expects global population for ages 15-69 to grow by ~1.02% YoY for the next 10
years, which lends to more H&H customers. While individual products don’t have inelastic
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demand because of substitutes, an argument can be made that H&H products have a virtually
inelastic demand as a whole, lending to a moat for firms in such a space. Earnings growth is
expected from H&H revenues given H&H margins are wider than the firm’s other products.
Socially progressive Western trends. RBGLY is seeking to improve its presence in the sexual
well-being category through its 2014 acquisition of the K-Y brand from Johnson & Johnson to
complement its Durex brand. As public opinion trends further toward socially progressive
thinking, especially among young adults, an opportunity for revenue growth arises due to the
sexual activeness attitudes that correlate with socially progressive thinking. K-Y related revenue
totaled over $100M in 2013, with the majority of the revenue derived from the U.S., Canada, and
Brazil. Additionally, RBGLY’s Durex brand is poised to benefit from further global acceptance
of contraception, particularly in Western nations.
Cost reductions. Slower growth in recent years was, in part, attributable to increases in COGS
outpacing revenue growth. COGS rose 18.57% from 2010 to 2014 while revenue grew 11.50%.
Looking forward, management announced its new “Supercharge” project that seeks to deliver
$150M-$225M in annual savings by 2017 by reducing inefficiency, waste, and duplication. The
cost reductions provide a short-term moat in line with AIM’s 3-5 year investment time horizon.

Valuation
In order to reach an intrinsic value for RBGLY, a five year DCF model was constructed. Using a terminal
growth rate of 2.00% and a WACC of 4.12%, an intrinsic value of $23.04 was reached. A sensitivity
analysis on the WACC ranged from $21.02-$25.20. Additionally, a DDM model was constructed using a
3.00% constant growth rate, a terminal growth rate of 2.00%, and a WACC of 4.12% which resulted in a
valuation of $22.59. By weighting the two valuation models 50/50, a price target of $22.82 was reached,
which yields a 27.97% upside. The company also trades at a P/E of 11.04, which is less than its 5-year
average of 15.42. RBGLY pays a dividend that has increased 5 times in the past 5 years. The company
paid a $0.41 annual dividend in 2014, yielding 2.30%.
Risks
 Conservative backlash. Contraception is a touchy issue in many Western nations and even more
so in the U.S. While having a progressive President in the White House that has veto power
makes it unlikely, the threat of contraception taxes and sexual wellness products being
categorized in a manner that makes them candidates for “sin” tax application (similar to that of
tobacco or alcohol) is still brought up at times by U.S. Republicans.
 Doubling down on H&H. The company is taking a bet on the H&H industry in the future by
refocusing its core business strategy away from pharmaceutical exposure and towards H&H. This
bet embeds potential for solid future top and bottom line growth due to the stronger margins in
H&H compared to the aforementioned products, but also exposes RBGLY to slightly more risk
given less business segment diversification is inherent in the refocused strategy.
 Foreign exchange rates. Per the Q4 2014 earnings call transcript, movements in foreign
exchange rates reduced the Q4 reported revenue growth by 5%. Future volatility in forex rates
could deteriorate revenue growth. The company has noted the recent volatility in the forex market
and will likely manage exposure in a manner that accepts less reward in order to minimize risk.
Management
Adrian Bellamy serves as Chairman and earned a Bachelor of Commerce and an MBA from the
University of South Africa. He has previously served on various boards and currently serves on the board
of Williams-Sonoma, amongst others. Rakesh Kapoor serves as CEO and earned a Bachelors in Chemical
Engineering from the Birla Institute of Technology and Science and an MBA from XLRI-Xavier School
of Management. Mr. Kapoor previously served in various roles with Reckitt & Colman prior to the
merger with Benckiser. Adrian Hennah serves as CFO and was educated at the London Business School
and earned an MA in Law & Economics from Cambridge University. Mr. Hennah previously served as
CFO at Smith & Nephew plc and spent most of his earlier career at competitor GlaxoSmithKline plc.
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Source: FactSet

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

73.60%
26.40%
Source: FactSet

Top 5 Shareholders
Holder

Shares (Mil)
75,952
21,981
18,797
17,913
17,913

Jab Holdings Bv
BlackRock Investment Management (UK) Ltd.
Legal & General Investment Management Ltd.
Massachusetts Financial Services Co.
MFS International (UK) Ltd.

Name

Ticker

Reckitt Benckiser Group ADR
Church & Dwight
P&G
Colgate-Palmolive
Clorox
GlaxoSmithKline

RBGLY
CHD
PG
CL
CLX
GSK
Peer Averages

% Out
2.12%
0.61%
0.52%
0.50%
0.50%
Source: FactSet

Peer Comparables
Market Cap (Mil) Debt/Equity (%) P/E (ttm) EV/EBITDA (ttm)
63,592
11,119
222,873
62,826
14,333
114,669
85,164
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37.7%
52.1%
53.7%
5.4%
9.5%
4.4%
25%

11.04x
28.26x
24.97x
29.36x
27.59x
24.98x
27.03x
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15.82x
16.06x
13.00x
14.68x
13.94x
11.93x
14.42x
Source: FactSet
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Banco de Chile (BCH)
April 24, 2015
Travis Mantel

International Financial Services

Banco de Chile (NYSE: BCH) provides banking services to the Chilean public. BCH provides financial
services to all segments of the Chilean financial market through their subsidiaries. They provide credit
cards, residential mortgage loans, consumer loans, traditional deposit services, demand deposits, savings
accounts, and time deposits. BCH operates out of four segments; retail (60% of revenue), wholesale
(29%), subsidiaries (8%), and treasury (3%). The subsidiary segment includes operations such as stock
brokerage, mutual funds, factoring insurance brokerage, and financial advisory securitization. BCH has
been able to increase assets from $34.4B in 2009 to over $45.6B in 2014. Banco de Chile was founded in
1893 and is headquartered in Santiago, Chile with more than 400 branches.
Price ($): (4/17/15)
Price Target ($):
52Wk H-L ($):
M arket Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol (mil):
Dividend ($):
Yield (%):

68.44
84.40
64-82
10,832
379.9
0.13%
49,663
2.90
3.90%

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

1.08
9.8%
6.0%
2.3%
10x
2.2%
24.1%
10.2%

FY: Dec
Revenue (M il)
% Growth
Net Interest M argin
Pretax M argin
EPS (Cal)
P/E (Cal)
BVPS
P/B

2013A
2,841.00
3.56%
5.38%
33.19%
$6.36
13.6
28.0
3.1

2014A
2,786.00
-1.94%
5.45%
31.78%
$6.51
10.8
26.6
2.6

2015E
2016E
2,718.00 2,998.00
-2.44% 9.34%
5.04%
5.18%
37.71% 38.49%
$5.61
$6.15
12.2
11.1
27.4
29.5
2.5
2.3

Recommendation
BCH has been able to maintain their strong financial position for over 100 years, but has seen a
significant increase in sustainable growth during recent years. The bank has been able to grow profits
from $466.8M in 2009 to $1,028.5M in 2014 (120% growth). These profits are the result of organic
growth not mergers and acquisitions. This organic growth is expected to continue in the coming years for
BCH because of the strong emerging market of Chile. BCH has also increased assets by over 32% since
2009 and boasts an ROA of 2.17% in 2014. With a tier 1 capital ratio of 10.2% BCH is adequatelycapitalized. Loans have risen by 5% year-over-year in 2014, and that is largely attributed to the retail
banking segment. BCH has consistently kept a high ROE and is up from 19.53% in 2009 to 24.1% in
2014. They are a lean company with expectations of earnings growth in the coming years because of the
strong macroeconomic conditions in Chile. The 5-year CAGR of BCH is 3.88%, but that includes times
of economic downturn during the end of 2013 and 2014. BCH has bounced back and has a 3-month
CAGR of 2.37% which is only 53 basis points behind the S&P 500 CAGR during that period.
Furthermore, free cash flow per share is up from $3.47 per share in 2013 to $5.04 per share in 2014.
BCH is sitting on cash that they will either use to expand their company or to give back to shareholders.
With the high organic growth, well-capitalized structure, high ROE, and great growth outlook, it is
recommended that BCH be added to the AIM international equity fund with a target price of $84.40,
which offers a potential upside of 23.3%.
Investment Thesis
 Chilean Economic Growth. BCH is the largest bank in Chile which has the most optimistic
economy in Latin America according to the Latin American Trade and Investment Association.
With the depreciation of the peso the central bank had to react with another interest rate cut to try
and fight off inflation. These interest rate cuts makes money cheap for banks. There has been a
significant expansion in public spending this year as well to support the aggregate demand
growth. This is expected to continue into 2016 which will help grow Chile’s GDP. Furthermore,
the unemployment rate is below the world average and is projected to decline. Chile’s economy
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has never been stronger and BCH is in perfect position to grow at a rate higher than anticipated
within the coming years.
 Growing Middle Class of Chile. BCH’s largest segment is retail and with an ever-increasing
middle class of Chile, they can expect that segment to grow. Along with the middle class
emerging, the population of Chile is highest in the 20-35 year age range. That is the age when
most people begin borrowing money from the banks. Over 1.5 million people alone are between
the ages of 20 and 24. With most of the population at the age to borrow money and an emerging
middle class with interest rates as low as they are, it should be very prosperous couple of years
for Banco de Chile.
Valuation
To find the intrinsic value of BCH a price to book multiple was used, as well as a dividend discount
model. The 5-year average historic price to book for BCH was 3.36x and its peer 5-year average was
approximately 2.85x which lead me to an average P/B multiple of 3.11x. Weighting the historic average
and peer average the same, the P/B yielded an intrinsic value of $83.15. The discounted dividend model
was used with a WACC of 9.75% and long term growth rate of 2% which resulted in an intrinsic value of
$85.64. Weighting these valuations equally, the final estimated intrinsic value of BCH is $84.40, which
provides an upside of over 23.3%. Banco de Chile pays a dividend of $2.90, yielding 3.90%.
Risks
 Copper Prices. The Chilean economy is heavily dependent on the price of copper. The economy
depends on copper because that is their largest export. When the state of the Chilean economy is
bad, it is going to greatly affect revenues for BCH. Copper has rebounded in recent months after
it hit a 5-year low in early 2015. The price had dipped to just below $2.50 a pound, but has been
up to around $2.75 since January 2015. Analysts expect the price of copper to continue to rise,
but if the price should drop anymore, that would cause trouble for the local economy. Having the
Chilean economy being dependent on a commodity is risky, but the outlook for the price of
copper is favorable and should not be an issue for BCH.
 Rising Interest Rates. The Chilean government has made a great effort at helping the economy
recover after a slowing economy in 2013. Like most countries have started doing, they have cut
interest rates and have made money very cheap. Banks obviously do very well when they can
borrow money for free. They expect these interest rate cuts to stay intact for at least 2015, but if
Chile would see a rise in interest rates BCH would be affected negatively. Higher interest rates
would make it more expensive for BCH to receive money and would cause their margins to drop.
While interest rates aren’t expected to be raised anytime soon, if the government does decide to
raise the rates, then BCH’s growth expectations would be hindered.
Management
Arturo Tagle Quiroz has served as Chief Executive Officer of Banco de Chile since May of 2010. He
served as Chief Financial Officer of BCH from 2002-2007 until he was promoted to Managing Director
of the Company’s Institutional and Investors Relations Division. Before coming to BCH in 1995 he was
the General Manager of the Chilean Bankers Association. He received his MBA from the University of
Chicago. Pablo Jose Granifo Lavin serves as the Chairman of the Board of Directors. He was appointed
to this position in 2007 after he retired from being CEO of BCH. Before coming to Banco de Chile, Mr.
Lavin served as CEO of Banco de A. Edwards.
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Banco de Chile Sponsored ADR - Price

$95
$90
$85
$80
$75
$70
$65
$60
105

Banco de Chile Sponsored ADR - Total Return Relative to Russell Global x US

100
95
90
85
80
75
70
65
60
55

Banco de Chile Sponsored ADR - Volume

1.5

(Millions)

1.0
0.5
0.0
7/13

10/13

1/14

4/14

7/14

10/14

1/15

4/15
©FactSet Research Systems

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

0.00%
2.10%
Source: ThompsonOne

Top 5 Shareholders
Holder
CI Investments, Inc
Trilogy Global Advisors LP
Renaissance Technologies, LLC
Credit Suisse Securities, LLC
Dimensional Fund Advisors

Shares
495,000
465,000
235,000
186,000
165,000

Peer Analysis
Market Cap Net Income Div. Yld.
Name
Ticker
(mil)
(mil)
%
Banco Santander Chile
SAN
10,470
964
5.14
CorpBanca
BCA
3,821
396
4.83
BCI
BCI.CL
5,227
601
3.39
AFP Provida
PVD
1,621
182
0.00
BBVA
BBVA
61,698
3,473
3.22
Peer Averages
18,092
1,163
2.86

P/B
2.43
1.61
1.76
3.22
1.02*
2.2

*Removed For Relative Valuation Analysis
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% Out
0.30
0.30
0.10
0.10
0.10
Source: FactSet
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D/E
2.8
3.6
3.1
—
1.5
2.7
Source: FactSet
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