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Questcor Pharmaceuticals Inc. (QCOR)
September 2, 2011
Aaron Socker

Healthcare

Questcor Pharmaceuticals Inc. (NASDAQ: QCOR) produces, markets, and sells prescription drugs. The
firm develops and commercializes central nervous system focused therapeutics. Questcor’s primary
product (accounting for ~99% of revenues) is Acthar gel. Acthar is an injection containing the hormone
adrenocorticotropin (ACTH) which is used for the treatment of multiple sclerosis (66% of revenues),
infantile spasms (20%), nephritic syndrome (14%), and its recently announced fourth vertical, Lupus.
Acthar works by stimulating the adrenal glands to slowly release ACTH, which helps control
inflammation in these central nervous system diseases. QCOR was founded in 1999 and is headquartered
in Union City, California.
Price($): (8/26/11)
Price Target ($):
52 WK H-L ($):
Market Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol. (mil):
Dividend ($):
Yield (%):

27.79
40.00
9.33-32.78
1,740
54.91
3.50%
1,172
0
0

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

1.29
11%
5.00%
5.50%
0
26.45%
35.63%

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

2010A
115
31%
93%
47%
0.56
0.60
49x
22x

2011E
197
71%
93%
44%
0.98
0.77
28x
17x

2012E
283
44%
93%
43%
1.43
1.10
19x
13x

Recommendation
With its unique drug, Acthar gel, Questcor Pharmaceuticals has a tremendous opportunity to gain share in
the multiple sclerosis (MS), infantile spasms (IS), nephritic syndrome (NS), and Lupus pharmaceutical
market segments. As an alternative treatment option for MS patients who do not respond well to steroid
treatment, QCOR’s revenues have grown at a 5-year CAGR of 52%, while still in the early stages of its
growth plan. Management’s main focus revolves around expanding Acthar sales by leveraging it through
four disease verticals. In the MS market, Achtar is currently operating at an annualized paid subscription
run rate of 3,000 Rx’s as of Q2’11, which represents just 10% of management’s target market. Sales in
Q2’11 grew 23% q/q to $28 million while sales in the first half of 2011 grew 135% y/y. With a sales
force of 77 reps (expanded from 38 the end of 2010) revenues are forecasted to grow over 25% annually
over the next 5-years as the revamped sales force targets over 3,000 physicians from its current level of
400 physicians actively prescribing Acthar as a viable treatment alternative for MS relapse patients. As a
treatment option for infantile spasms, a rare and devastating form of epilepsy, Acthar has become the
preferred treatment option by physicians. With FDA approval for the disorder received last October,
QCOR has monopolized this market with the FDA granting Acthar a seven-year exclusivity period
(ending 2017) during which the FDA is prohibited from approving any other therapy for IS. Sales in this
segment are forecasted to grow at a five year CAGR of 7% accounting for an estimated $40 million in
revenue for 2011 (20% of total revenue). The final main revenue vertical for QCOR is in the treatment of
nephrotic syndrome, a kidney disorder. In Q2’11 QCOR had 45 paid scripts for NS patients (+1,000%
y/y). With a target market of 20,000 to 25,000 patients with NS, the potential target market represents
over $5 billion in revenue for this segment alone. Also, in Q2’11 management announced it will be
marketing Acthar as a treatment for Lupus, an extremely difficult condition to treat, starting in 2H 2012.
With its potential market size and rapidly growing revenue verticals, it is recommended that QCOR be
added to the AIM portfolio with a price target of $40, representing a 42% upside from its current price of
$27.79.
Investment Thesis
 Robust Growth Potential in MS Market. Growing MS Achtar prescriptions for 14 consecutive
quarters, QCOR is well positioned for continued penetration with current share of only 10% of
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management’s target market for relapse MS patients (~200,000 relapses annually, target market
of 30,000 patients). Ending Q2 2011 with 751 paid Rx’s of Acthar (+48% q/q), sales of the drug
are aligned for substantial growth as the company’s expanded marketing efforts materialize in
additional sales and physician awareness for the drug. With management’s 30,000 patient goal
annually, which at ~$230,000 per patient therapy, translates into a +$6 billion market opportunity
longer term for Acthar in the MS market alone.
 Nephrotic Syndrome Expansion. Expanding its sales force from 5 to 28 sales reps for NS in
Q2’11, QCOR is building the foundation for substantial growth in this market segment for
Acthar. The newly expanded sales force will be able to target around 3,000 nephrologists (~42%
of the total 7,000 nephrologists domestically). Prior to the sales expansion, the company was
only able to target 400 nephrologists. This is an underappreciated aspect of the company’s
growth story as NS sales are forecasted to be $30 million for 2011 up from $3.3 million in 2009
with sales growing +40% annually over the next 4-years. If QCOR is able to reach its long term
goal of 20,000 to 25,000 patients, there is substantial growth opportunity in this market segment.
Valuation
Based on a five year DCF analysis with a computed WACC of 11% and a terminal growth rate of 5%, an
intrinsic value of $42 was obtained for QCOR. A sensitivity analysis that adjusts for both the long term
growth rate (4%-6%) and WACC (9%-13%) generates a price range of $32.50-$56.20. Also, QCOR is
currently trading at a forward P/E of 19x 2012 EPS forecast of $1.43. Applying a 25x multiple to 2012
EPS forecast of $1.43 suggest a fair value of $36. Additionally, a price to sales approach was utilized
resulting in a price of $33. Using these three approaches, a price target of $44 was established. With the
stock currently trading at $27.79, the $40 price target presents a 42% return. The firm does not pay a
dividend.
Risks
 Operating Expenses. With the recent sales force expansion in both the MS and NS market
operating expenses are forecasted to be $98 million in 2011, from $53 million in 2010. However,
QCOR is well positioned to take on these higher costs with over $130 million in cash and rapidly
expanding Acthar sales expected.
 Generic Competitor. Achtar has been FDA approved since 1952. It is possible for a generic
competitor to enter the market and take share from QCOR. Currently there are no orange license
patent applications filed, which are typically filed by companies looking to make generic comps
of a drug. Further, Acthar is very difficult to synthesize since it comes from animal products.
Any potential competitor would face tough regulatory push back and need to run expensive
clinical trials.
 One Trick Pony. Deriving nearly all of its revenue from Acthar Gel, a slowdown in Achtar
adoption and sales would impact the company. As this is possible, sales growth over the past five
years indicate no such trend from Acthar. The company’s business model is to focus on Achtar
as their go to product and leverage it through several verticals. With the potential market
opportunity for Acthar, no additional products are currently in the pipeline.
Management
Mr. Bailey is currently CEO and Chairman of the Board. He joined Questcor in 2007 as Interim
President and transitioned into his current role in 2008, having been appointed to the Board in 2006. He
is also currently the non-executive Chairman of the Board of STAAR Surgical Company. Prior to joining
QCOR, he was President and CEO of Comarco, Inc. where he started his career in 1980. Mr. Bailey
holds BS in Mechanical Engineering from Drexel Institute of Technology and an MBA from Pepperdine
University.
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Ownership
% of Shares Held by All Insider and 5% Owners:

17%

% of Shares Held by Institutional & Mutual Fund Owners:

81%
Source: Yahoo!Finance

Top 5 Shareholders
Holder

Shares

% Out

FMR LLC

5,483,043

8.80

Broadwood Capital, Inc.

3,578,660

5.74

Vanguard Group, Inc.

3,335,415

5.35

BlackRock Fund Advisors

3,101,732

4.98

Palo Alto Investors, LLC.

2,737,249

4.39
Source: Yahoo!Finance
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Embraer S.A. ADR (ERJ)
September 2, 2011
Jacob Brull

International Industrials

Embraer S.A. ADR (NYSE:ERJ) is the world’s fifth largest aircraft manufacturer and one of the top three
Brazilian exporters. 54% of ERJ’s 2010 revenue was derived from 37-120 seat regional jet (RJ) sales.
The RJ market provides service for 2nd and 3rd tier cities needing point-to-point and hub feeder air
transportation. In addition to RJ sales, corporate and military aircraft made up 21.3% and 12.5% of
2010 revenue, respectively. With an expanding flying fleet, ERJ provides aviation services to support its
customers and products, which made up a growing 10.5% of revenue. This Brazilian based aircraft
manufacturer, founded in 1969 by the Brazilian government, received 33% of its revenue in 2010 from
Europe, 28% from Latin America, 22% from Asia-Pacific and 13% from North America. ERJ was taken
private in 1994 and has seen its success grow since it was publicly listed on the Sao Paola Stock
Exchange the same year. ERJ is headquartered in Sao Jose dos Campos, Brazil.

Recommendation
ERJ, having a full lineup of regional jets, operates in a duopolistic market with Canadian-based
competitor, Bombardier (BBD.B). Over the past seven years ERJ has grown its RJ market share to 70%
through the introduction of its E-jet aircraft family (61-120 seat capacity), overtaking Bombardier as the
leader in RJ market share. Moreover, ERJ’s market share in the business jet market is expanding. With
the introduction of three new mid-size business jets, along with ERJs current small (Phenom), medium
(Legacy) and large (Lineage) business jet families, the firm should be successful in growing market share.
Regarding military aircraft, the level of Brazilian defense spending (33% of ERJ’s defense-related
revenue) is uncertain over the next two years; however, gains are likely to be seen as Brazil prepares to
provide security for the 2014 World Cup and 2016 Olympics. ERJ has a healthy $16 B firm order
backlog, up from its 2010 low of $15.2 B. Orders are expected to increase as the global economy
recovers, especially in the Asia-Pacific market. According to PricewaterhouseCoopers the Asia-Pacific
aerospace market is expected to grow 70% by 2028, increasing its share of global aircraft fleet from 21%
in 2008 to 31% in twenty years. Due to its growing market share, strong order backlog and better gross
margin outlook, it is recommended that ERJ be added to the AIM International Equity portfolio at a target
price of $35.90, representing a 48% upside in addition to its 3% dividend yield.
Investment thesis:
 Growing Market Share. ERJ has increased its RJ market share from 23% in 2002 to 70% in
2010, while Bombardier watched its market share shrink to 30%. This increase was largely due to
the introduction of the E-jet series. In the executive jet market, ERJ commanded 7% overall
market share in 2010 up from just 3% in 2009. With 100 Phenom 100s and 26 Phenom 300s
deliveries in 2010 (introduced in May 2005), ERJ now commands about 50% of the market share
for entry-level and light business jets. According to the Federal Aviation Administration (FAA),
y/y business jet operation had a 3-month rolling average growth of 3.8% from April to May.
According to industry sources, the total business jet fleet is expected to increase from 14,700
aircraft to 21,600 by 2020, of which 10,000 will be in the form of new deliveries. With the
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certification and production of three new Legacy mid and super-midsized jets, ERJ should
continue to increase market share as it provides a more comprehensive family of business jets.
Strong Order Backlog. Currently, ERJ has a firm order backlog of $16 B (3+ years of sales).
While smaller than its backlog peak of $20.9 B in 2008, orders are expected to continue their
climb. After industry leaders Boeing and Airbus announced plans to re-engine current production
aircraft, ERJ may do the same. During the Q2 earnings call, ERJ’s CEO said the firm would
make a decision prior to yearend whether it would re-engine its current E-jet series or come to
market with a new aircraft family. In December, Airbus decided to outfit its single-aisle aircraft
with new engines leading to over 1,000 order agreements. Additionally, Embraer could see a
large order of 100 RJs from Delta Air Lines Inc. (DAL). After signing an order for 100 Boeing
737s, DAL delayed talks with ERJ. A decision from Delta is now expected in 2012.
Better Margin Outlook. ERJ maintains a high gross margin despite FX exposure. ERJ recently
reported Q2 gross margin of 22.4% and an operating margin of 7.8%. During the Q2 earnings
call, management raised 2011 operating margin guidance from 7.5% to 8%, citing productivity
and efficiency gains. With a 1H 2011 operating margin of 8.3%, management has historically
provided conservative guidance. Moreover, ERJ plans on delivering 102 commercial (60% of RJ
capacity) and 220 total aircraft in 2011. Having delivered 45 aircraft during H1 2011, ERJ’s
higher 2H production should yield higher margins on efficiency.

Valuation
Utilizing a DCF model with a computed WACC of 11.13% and terminal growth of 3%, an intrinsic value
of $35 was obtained. A sensitivity analysis adjusting the WACC and terminal growth rate produced a
range of $29-$43. In addition, a 15x P/E multiple was applied to 2012 estimated EBITDA yielding an
intrinsic value of $39. ERJ’s valuation looks attractive given that the stock is currently trading at 9x P/E
to 2012E EPS and versus a current competitor average P/E of 15.6x. ERJ has had a historic 6-year
average P/E of 15 times earnings. Considering the varying approaches, a price target of $35.90 was
obtained, representing a 48% upside. This is in addition to ERJ’s 3% dividend yield.
Risks
 Possible Shrinking Market Share. As the Bombardier’s C series launches, it will be competing
with ERJ’s larger RJs (in the 100-149 seat aircraft space). While ERJ overtook BBD.B because
of innovation in larger capacity RJs, the seeming reactionary position ERJ is taking could be
detrimental to market share and overall RJ sales. Additionally, new market entrants from China,
Japan and Russia pose a threat further down the road as they develop competing products.
 Currency Appreciation of Real. A rise in the Real would hurt operating margin since 15% of its
cost of sales and services are incurred in BRL. ERJ was able to keep 1H operating margin steady
as the Real appreciated 8% during this period. Including a 3-12% BRL appreciation against the
USD lowered 2012E EPS of 2.59 by $0.28-$0.63.
 No Plans for an Ultra-Long-Range Executive Jet. Large, ultra-long-range jets are an
expanding style area in the executive jet market, having grown 13% from 2008-2010. By not
having one of these jets in its lineup, ERJ could be overlooked by corporation wishing to buy
multiple styles of jets from a single manufacturer.
Management
Mr. Frederico Pinheiro Fleury Curado is the President and CEO of ERJ. Prior to being appointed CEO in
2007, Mr. Curado was Executive VP of the airline market. In addition to his strong leadership since
taking over the company, Mr. Curado proved his worth in his previous role overtaking Bombardier in the
RJ market with ERJ’s E-jet series. Mr. Curado holds a B.S. in mechanical and aeronautical engineering,
from the Technological Aeronautics Institute, and an MBA from the University of Sao Paulo. While ERJ
is no longer state-controlled, the Brazilian government retains interest through golden shares.
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Source: Yahoo! Finance

Source: Yahoo! Finance
Ownership
% of Shares Held by All Insider and 5% Owners:

0%

% of Shares Held by Institutional & Mutual Fund Owners:

54.6%
Source: MSN Money

Top 5 Shareholders
Holder

Shares

% Out

Oppenheimer Funds Inc.

15,657,848

8.46

Thornburg Investments Management Inc.

12,372,463

6.68

Franklin Resources Inc.

4,431,090

2.29

Hotchkis & Wiley Capital Management

3,921,000

2.12

Wells Capital Management Inc.

3,765,579

2.03
Source: Bloomberg

Marquette University AIM Class 2012 Equity Reports

Fall 2011

Page 7

Emergent BioSolutions, Inc. (EBS)
September 2, 2011
Kristina Gergens

Healthcare

Emergent BioSolutions, Inc. (EBS) is a biopharmaceutical company focusing on the development,
manufacture, and commercialization of vaccines and antibody therapeutics in the United States, the
United Kingdom, and Vietnam. EBS operates in two segments: BioDefense and BioSciences. The
BioDefense Division (98.8% of revenues) is targeted towards government-sponsored development and the
obtainment of countermeasures against bioterror or biowarfare, specifically focusing on the infectious
disease Anthrax. EBS manufactures and markets BioThrax, the only FDA-approved vaccine for
prevention of the Anthrax infection. The BioDefense Division also includes investigational product
candidates such as PreviThraz, a recombinant protective antigen Anthrax vaccine; Anthrivig, a human
Anthrax immunoglobulin; Thravixa, a fully human Anthrax monoclonal antibody; NuThrax, an Anthrax
vaccine absorbed with CPG 7909 adjuvant; and a double mutant recombinant protective antigen Anthrax
vaccine. The BioSciences Division (1.2% of revenues) targets oncology, including non-Hodgkin’s
lymphoma. Additionally, the division focuses on autoimmune and inflammatory disorders, such as
rheumatoid arthritis, tuberculosis, influenza, and typhoid. All products are sold to healthcare providers
and purchasers for use in preventing and treating disease in the biodefense and commercial markets.
Emergent BioSolutions was founded in 1998 and is headquartered in Rockville, Maryland.
Price ($) (8/26/11)
Price Taget ($):
52WK Range ($):
Market Cap:
Float
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

16.91
28.07
15.77-26.41
606.22M
23.55M
4.9%
280.61K
N/A
N/A

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

0.99
10.6%
15.0%
15.0%
12.7%
12.2%
16.9%

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

2010A
286
21.89%
78.40%
25.50%
$1.63A
1.66
14.75

2011E
291
1.86%
83.50%
18.50%
$0.96E
1.45
17.66

2012E
340
16.62%
83.50%
22.50%
$1.33E
1.90
14.50

Recommendation
Emergent BioSolution’s FDA-approved Anthrax drug, BioThrax, has significant growth opportunities as
the U.S. Government continues to seek this vaccine and recently expanded the BioThrax procurement
contract to 17.92M doses which resulted in an increase in contract value by $101M. There are currently
20M doses of BioThrax and the Strategic National Stockpile (SNS) requirement is 75M doses.
Consequently, the U.S. Government issued an RFP for 44.75M doses of BioThrax over a five year period.
Currently BioThrax compiles over 80% of Emergent BioSolution’s revenue; however, EBS has started to
focus more on its oncology products which have a $4-$5B potential in the B-cell malignancy market. To
date, 2.6M people have been vaccinated with BioThrax and that number continues to consistently
increase. The government recently invested $107M into EBS’s main production facility, Building 55,
which is a strong indicator that the government plans on future contracts with EBS. Given the exceptional
growth prospects, development of new products, and low-correlation with macro-economic events, it is
recommended EBS be added to the AIM Equity Fund with a target price of $28.07, offering an upside of
about 66%.
Investment Thesis
 BioThrax Contract. BioThrax is the only vaccine approved by the FDA for Anthrax prevention.
BioThrax contributed to $251 M of revenue (87.7% of revenues) in 2010, resulting in 16% YoY
growth. A $400M+ contract for 17.92M doses of BioThrax will be completed by the end of
2011. In addition, the U.S. Government is currently producing a stockpile to prepare against
future Anthrax threats. This 5-year renewal contract with the government should be finalized by
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the end of Q3 and will result in 44.75M new doses of BioThrax at an average price of $28/dose
the contract could be worth $1.25 Billion for the firm.
 Government Investment. The U.S. Government invested $107M in April 2011 to boost
manufacturing capacity at one of EBS’s main production facilities, Building 55, which is
believed to be a commitment for future contracts and revenues. The Building 55 manufacturing
facility is expected to triple the current capacity of Emergent BioSolutions and will result in
larger U.S. Government purchases of BioThrax. As a result of this facility expansion,
management believes 20-30M doses of BioThrax will be produced annually by 2013, resulting in
a 37% increase from 2010.
 Development of New Technology and Research. EBS continues to research many new drugs,
focusing on therapeutics after acquiring several assets from its $132M acquisition with Trubion
in October 2010. The therapeutic programs have the potential to add over $1B to EBS. In
addition, process improvements over the last few years have increased BioThrax manufacturing
efficiency from a few million doses a year to 7-9M a year. EBS has also completed clinical
studies on Anthrivig (Anthrax Ig therapeutic) and recently agreed on an Animal Rule approval
pathway with the FDA. In addition, Emergent BioSolution’s tuberculosis vaccine is currently in
Phase IIb of development and CSR is anticipated in 2H 2012. EBS is targeting markets in the
developed world and has a $1B market potential.
Valuation
Using a 10-year DCF with a computed WACC of 10.56% and a LT growth rate of 3%, an intrinsic value
of $30.77 was determined for EBS. The DCF model grew revenues in the first year at 2%, then 17% for
the next year. Operating margins were maintained at an average of 20%. In addition, a 15x PE multiple
was applied to 2012 EPS forecast of $1.33 and yielded an intrinsic value of $19.95. Taking both methods
into account, a $28.07 price target was established, representing a potential 66% upside. The firm does
not pay a dividend.
Risks
 Government Regulation. Emerging BioSolutions products are heavily regulated by the FDA and
must go through a vigorous approval process. If these products are not approved, they will not be
commercialized; therefore, resulting in a material decrease in revenues for the firm. All products
success depends solely on approval from the FDA.
 Reliance on Government for Revenue. Emergent BioSolutions relies on the U.S. Department of
Health and Human Services for a majority of its revenue via BioThrax. If the RFP posted on May
26, 2011 does not lead to a contract, EBS revenues may suffer substantially because BioThrax
contributes to over 80% of total revenues. EBS dependence on BioThrax will continue until some
of its early stage products gain FDA approval. If EBS fails to produce other biodefense or
commercial products, its revenues will suffer substantially.
Management
Fuad El-Hibri has served as chairman of the board of directors and CEO of EBS since June 2004 and as
president from March 2006 to April 2007. Prior to joining Emergent BioSolutions, Mr. El-Hibri was CEO
and chairman of the board of directors of BioPort Corporation, which became a wholly owned subsidiary
of EBS in 2004. Mr. El-Hibri also served as chairman of Digicel Holdings, Ltd., a privately held
telecommunications firm. Mr. R. Don Elsey was appointed Senior Vice President, Finance and CFO in
December 2006. Prior to joining EBS, Mr. Elsey served as the director of finance and administration at
IGEN International, Inc., a biotechnology company.
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Ownership
% of Shares Held by All Insider and 5% Owners:

35%

% of Shares Held by Institutional & Mutual Fund Owners:

57%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

Bank of New York Mellon Corporation

2,444,532

6.82

Royce & Associates, LLC

2,277,951

6.35

Capital Research Global Investors

1,285,000

3.58

Vanguard Group, Inc. (THE)

1,223,421

3.41

Scopia Management Inc.

1,192,010

3.32
Source: Yahoo! Finance
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NetLogic Microsystems, Inc. (NETL)
September 2, 2011
Nicholas Hiller

Hardware

NetLogic Microsystems (NETL) is a leading provider of intelligent semiconductor solutions used in next
generation communications infrastructure. NetLogic’s primary products are Knowledge Based
Processors (KBPs) which are used in communication equipment to intelligently scan and route incoming
packets of data. NetLogic’s multi-core network processors are used in 3G/4G networks, data centers,
enterprise metro Ethernet, and edge and core infrastructure networks to accelerate network traffic and
perform layer 7 deep packet inspection (DPI). The physical layer solutions (PHY) offered by NetLogic
have large data center exposure and should benefit from the transition to 10-Gigabit Ethernet from 1Gigabit Ethernet. NetLogic also recently acquired Optichron, a provider of digital front-end (DFE)
processors used in common platform base stations. The company is headquartered in Santa Clara,
California and went public in 2004.
Price ($): (8/30/11)
30.10
Price Target ($):
41
43.71-22.95
52WK H-L ($):
Market Cap (mil):
2,077.00
Float (mil):
65.22
Short Interest (%):
9.1%
Avg. Daily Vol (mil):
1.57
Dividend ($):
0.00
Yield (%):
0.0%

Beta:
1.44
WACC
11%
L-Term Rev. Gr Rate Est:
15%
L-Term EPS Gr Rate Est:
15%
Debt/Equity:
0.8%
ROA:
13.4%
ROE:
17.3%

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

2010A
381.75
119.00%
69.00%
29.00%
1.54
$1.52
19.5
14.8

2011E
425.55
11.00%
73.00%
30.00%
1.64
$1.55
18.4
15.5

2012E
504.86
19.00%
72.00%
29.00%
1.81
$1.77
16.6
12.8

Recommendation
NETL has underperformed its competitors and the general market over the past 6 months due to the
effects of inventory corrections at Cisco and Huawei, which represented 21% and 15% of Q2 2011
revenues, respectively. NETL’s stock price has also fallen recently after virtually all network equipment
vendors guided calendar Q3 revenues below consensus estimates. Many of these vendors attributed the
weak guidance to macroeconomic uncertainty, government austerity measures, and below seasonal
second half carrier capital expenditures. Even given the cautious outlook in the network infrastructure
end market, NetLogic should be able to grow revenues and earnings as its products are increasing their
dollar content in network equipment. For example, management estimates that the dollar content of
NETL KBP’s in network equipment will increase by 6 times once the transition to Internet Protocol 6 is
complete. Also, Management is confident that the company will continue to grow even in an
environment where carrier capital expenditures are flat to down slightly, and they have guided revenues to
increase 3%-5% sequentially in the third quarter. It is recommended that shares of NetLogic be added to
the AIM Equity Fund with more than 30% upside.
Investment Thesis
 IPv6 Transition. Internet Protocol 4 (IPv4) has been the standard for internet addresses since
1981. In 2010, the world ran out of IP addresses due to the rapid proliferation of mobile devices.
Over the next decade the world will transition to Internet Protocol 6 (IPv6), which has 4x as
many digits as IPv4 (packet header size increases 4x). The quadrupling of packet header size
will drive a need for NetLogic’s Knowledge Based Processors (KBPs), which were formally
used only in high-end routers and switches. KBP’s represent about 60% of NETL’s revenues.
The transition to IPv6 is expected to happen incrementally over a period of 7-10 years. Once
IPv6 routers/switches begin shipping to carriers (second half 2012 to early 2013) it estimated that
NETL will see a multi-year period of 10%-20% growth in KBP’s.
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 Mobile Backhaul Exposure. The worldwide build out of 4G LTE infrastructure over the next
decade will also require a build out in mobile backhaul, which connects base stations to the
network core. Approximately 35% of NetLogic’s revenues are derived from sales into the
mobile backhaul market. The company’s multi-core processors are used in virtually every part
of mobile backhaul (base station backhaul interface, cell site router, edge router/switch, mobile
packet core) while their KBPs are used in edge routers/switches and the mobile packet core.
NetLogic should benefit as their XLP family of multi-core processors takes share from
incumbent Freescale and possibly even Cavium. The worldwide deployment of 4G LTE
networks is just beginning, and it is estimated that mobile backhaul build outs will add an
incremental 5% to revenue growth over the next few years.
 Optichron Acquisition. NetLogic recently acquired Optichron, a provider of digital front-end
(DFE) processors. DFE processors have the potential to be a disruptive technology in the radio
heads of common platform base stations, which are projected to grow at a 9% CAGR through
2014. DFE processors allow base station operators to transmit more data in different protocols
(e.g. LTE, WiMAX, 3G) without spilling over into un-owned spectrum. DFE’s also allow the
use of cheaper power amplifiers in the radio head, which lowers operating costs for carriers.
Optichron’s DFE processors have already been adopted by ZTE across a wide portfolio of
wireless equipment, and are expected to ramp production at a second Tier-1 communication
equipment OEM in mid-2012. Optichron’s DFE processors are currently sampling at the other
three Tier-1 communication equipment OEMs. Sales of DFE processors are projected to
incrementally add 5% to top line growth in fiscal 2012.
Valuation
A 10 year DCF was constructed to compute the intrinsic value of NetLogic shares. Using a WACC of
10.94%, and assuming double-digit revenue growth through 2017, an intrinsic value of $41.58 was
obtained. Applying a 25x multiple to estimated 2011 EPS of $1.64 produces a target price of $41. Over
the past two years, shares of NetLogic have traded between 17x-33x next fiscal year’s EPS. Using an
equal weighted average results in an intrinsic value of $41.29 – an upside of more than 30%.
Risks
 Macroeconomic Slowdown. Management has stated that GDP growth below 2% could force
carriers to delay network upgrades to IPv6 and slow the rollout of 4G LTE networks. A doubledip recession or a period of sub-2% GDP growth would force downward revisions to near-term
NETL revenue and earnings estimates.
 New Technology. The emergence of new technology at competitors such as Cavium and
Freescale could threaten NetLogic’s dominant position in the KBP market. Cavium recently
announced its own algorithmic KBP offering, however, this product will not be commercially
available until 2013 at the earliest.
 Failure to Secure Design Wins. Product cycles are typically several years long and very sticky
in communication equipment components. A failure by NetLogic to secure design wins would
result in several years of lost sales, and would be detrimental to intrinsic value.
Management
.
Ron Jankov has served as CEO, President, and a member of the board of directors since 2000. Mr.
Jankov has overseen the development of NetLogic since the company’s inception. Prior to joining
NetLogic, Mr. Jankov served as Senior Vice President of NeoMagic Corp. and as Vice President of Cyrix
Corp. He began his career in engineering and management positions at Texas Instruments and LSI Logic
Corp.
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Ownership
% of Shares Held by All Insider and 5% Owners:

9%

% of Shares Held by Institutional & Mutual Fund Owners:

104%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

Wells Fargo & Company

6,661,662

9.65

Wellington Management Company

3,848,180

5.58

Turner Investment Partners

3,484,086

5.05

FMR, LLC

3,133,787

4.54

Franklin Resources, Inc.

2,933,830

4.25
Source: Yahoo! Finance
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Jonathan Nolan

América Móvil S.A.B. DE CV (AMX)
September 2, 2011
International Telecommunications

América Móvil S.A.B. DE CV (NYSE: AMX) is a leading provider of wireless and fixed-line
telecommunications services, broadband Internet access, and cable TV throughout Latin America. Since
being spun out of Mexico’s Telmex Internaciónal in 2000, AMX has expanded its reach through both new
product offerings and geographical coverage. The firm now provides a variety of telecommunications
solutions to 9 regions in 18 countries, including Mexico (71% of wireless market share), Brazil (25%),
Ecuador (70%), Peru (42%), and Colombia (63%). The firm operates out of Mexico City, Mexico.

Recommendation
As Latin American countries continue to see their middle class populations grow rapidly, mobile
technologies that were formerly reserved for the select few are becoming mainstream among the general
population. According to an independent study done by the Brookings Institution, the middle class as a
percentage of total population will rise on average around 20% across Latin America by 2030. Holding
40% or more market share in six of its nine operational units, América Móvil is the best-positioned firm
in the region to take advantage of these positive trends. In recent years, AMX has shown the ability to
grow its business on all levels. The firm has increased their subscriber base by more than 38% over the
past three years, and now provides wireless service to more than 225 million subscribers. AMX has
expanded their profitability as well, growing weighted average revenue per user by 1.51% and monthly
minutes of use per subscriber by nearly 27%. AMX has shown their ability to successfully integrate new
business opportunities, and has aggressively expanded across 18 countries without forsaking their
financial health. With a strong balance sheet and relatively low leverage (91% D/E vs. industry ave. of
180%) the firm should remain a potent force in Latin America as time progresses. It is recommended that
AMX be added to the AIM International Fund at a $31 target price, presenting a potential upside of 31%.
Investment Thesis
 Strong Presence in Developing Economies. Although demographic problems and overleveraged capital structures have drastically dampened the growth prospects of developed
markets, emerging economies continue to thrive. In AMX’s six largest countries of operation,
Bloomberg’s consensus GDP growth is forecasted at an average rate of 5.45% this year, and
4.68% through 2012; which is more than twice the forecasted rate for the United States and
Europe. As the middle class in these countries mushrooms, luxuries such as cable TV, broadband
Internet, and smartphones are becoming more affordable. This is exemplified by América
Móvil’s ability to grow its overall wireless subscriber base by 18.6%, 7.7% and 12.0%
respectively over the past three years, bringing the firm’s total wireless subscribers to more than
225 million. This trend is mirrored in AMX’s other lines of business, as revenue generating units
in the fixed-line, broadband, and PayTV sectors grew by 12.5% in 2010. Low penetration rates
for PayTV services in Brazil (18%), Mexico (35%), and Argentina (62%) also present great
routes for growth in the long run. As Latin America comes closer to entering into the economic
forefront, América Móvil will stand to benefit greatly.
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Forward Thinking Management. With wireless data usage in Latin America skyrocketing from
effectively zero to 12.7% of overall service revenue in 2010, management has furthered the
process of making AMX the best suited service provider to handle this transition. Smartphone
handset prices have dropped more than 50% over the past two years, making them much more
widely available to Latin American consumers. With greater technology, however, comes the
need for greater customer support. Over the next 2-3 years, AMX plans to substantially increase
the number of customer services centers they operate in order to help consumers become
acclimated with new technologies in the mobile space. They furthered this effort by bolstering
their network with the purchase of the remaining 40% share of their former parent company
Telmex Internaciónal. Although Telmex has historically been a fixed-line service provider, AMX
is confident they will be able to integrate Telmex’s network with their own to better provide data
to their entire service area. América Móvil currently provides 3G coverage in 13 of the 18
countries in which it operates, and is in the process of constructing Mexico’s first 4G network.
Strong Financial Position. América Móvil has a debt-to-equity ratio of 91%, which is
substantially lower than its two main competitors Telefónica (230%) and Telecom Italia (131%).
AMX has a TIE ratio of 9.42, and this low relative interest expense provides them the opportunity
to focus their capital on growth, both organically and through acquisition. Over the past year the
firm has used this capital to become licensed to grow its business into Costa Rica and to expand
its equity share in Brazil’s Net Servicos (92%), El Salvador and Honduras’ Digicel (100%),
Brazil’s Star One (20%), and Mexico’s Telmex (100%). In addition, AMX has cash in excess of
$87 billion on their balance sheet, heightening their financial flexibility.

Valuation
To value AMX both a five-year DCF and P/E multiple model were used and weighted 75% and 25%,
respectively. The DCF used a WACC of 11.44% and a terminal growth rate of 2.50%, to establish an
intrinsic value of $31.79. A weighted average historical and peer P/E multiple of 13.57x was applied to
estimated 2011-2012 earnings to yield intrinsic value of $30.50. AMX currently trades at 14.69x
earnings. This is a slight discount to its 15.91x historical average; however, it is well above the average
of its direct competitors at 6.53x. At its current price of $23.90, América Móvil is trading at a 31.67%
discount to its final target price of $31.47. To account for changes in both WACC and terminal growth
rate, a sensitivity analysis was conducted, yielding a price range of $27 to $38. AMX also pays an annual
dividend of $.15, yielding .90%.
Risks
 Highly Competitive Space. The commodity-like structure of telecommunication offerings,
coupled with the prepaid nature of over 85% of América Móvil’s subscribers makes retaining
market share a daunting task. Although churn rates vary across market segments, AMX is
currently churning on average 3.3% of its wireless customer base monthly, with major markets
Mexico (3.2%) and Brazil (3.0%) falling below this average.
 Changes in Regulatory Policy. América Móvil’s stronghold on the Mexican market has made it
a frequent target for regulatory reform.
Recently the Cofetel, Mexico’s Federal
Telecommunications Commission, sought to both levy fines and impose regulatory constraints, in
order to lessen AMX’s near monopolistic position within the country. Thankfully, the Mexican
Supreme court halted these actions pending a review from the Antitrust Commission. In May of
2011, the Cofetel also slashed Mexican interconnection rates by 71%, reducing barriers to entry.
Management
CEO Daniel Hajj Aboumrad has captained América Móvil since it was spun out of Telmex in 2000.
Patrick and Carlos Slim Domit, sons of famed Telmex founder Carlos Slim Helú, act as co-chairmen of
the board of directors, and alongside their father have considerable control over the company’s future.
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Source: Yahoo! Finance
Shareholder
Capital Research Group
Capital World Investors
Oppenheimer Funds
Fidelity Management
T. Rowe Price and Associates

Shares
164,917,018
83,076,126
52,778,850
39,983,152
35,877,222

% Out
6.15%
3.10%
1.97%
1.49%
1.34%
Source: Bloomberg

% of Shares Held by All Insiders and 5% Owners
% of Shares Held by Institutional & Mutual Fund Owners

0.00%
34.56%
Source: MSN Money
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Medidata Solutions, Inc (MDSO)
September 2, 2011
Colleen Osborne

Technology

Medidata Solutions, Inc. (NASDAQ: MDSO) provides on-demand, clinical development software
solutions to pharmaceutical, biotechnology, contact resource organizations (CROs) and medical device
organizations globally. They develop and market application software (82% of 2010 revenue) and
provide professional services (18%) to customers located in 115 countries; primarily in the U.S., United
Kingdom, Japan and Switzerland. Customers are able to efficiently achieve results through electronic
data capture (EDC), management and reporting functions via MDSO’s primary product, Medidata Rave,
a streamlined Software-as-a-Service (SaaS) platform. Other products include randomization and supply
chain management, benchmarking, and text analytics software, which allow for early visibility and
decreased costs associated with the human clinical trials required to bring products to market. With 9
offices across the globe, MDSO’s 700+ professionals provide data infrastructure for 2,000+ studies with
over 2 million subjects annually. Founded in 1999, MDSO IPOed in 2009, and is located in New York.
Price ($) 8/29/11)
Price Taget ($):
52WK Range ($):
Market Cap:
Float
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

16.57
29.61
14.30-27.39
366.20M
20.37M
6.0%
332,190
0.00
0.0%

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

0.83
9.79%
12.0%
10.0%
0.0%
15.1%
64.0%

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

2010A
166.43
18.54%
68.61%
14.01%
$0.95A
-$0.05
17.44
14.9x

2011E
186.40
12.00%
70.00%
16.00%
$1.04E
$1.52
15.93
11.8x

2012E
210.63
13.00%
71.00%
17.00%
$1.13E
$1.78
14.66
9.5x

Recommendation
Medidata’s flexible product suite and ability to determine acquisition targets allow for its niche position
in the growing healthcare IT space. On July 1, MDSO completed the acquisition of UK-based Clinical
Force, a pioneer firm in providing SaaS clinical trial management systems. The acquisition helps MDSO
gain exposure to large clinical development organizations and regional CROs that have yet to tap into the
EDC market. The merger proved to be accretive with a 25% YoY revenue growth for 2Q11 to $50.2M
and the addition of 9 new global customers - both bioscience and CRO firms. MDSO generated cash
flow from operations of $11.6M in the H1’11, an increase of 290% YoY, also attributable to the
acquisition. MDSO recently announced that South Korean CRO LSK Global PS has joined Medidata’s
ASPire to Win channel partner program, increasing their international footprint. MDSO already boasts a
diverse and expanding customer base, inclusive of 22 of the 25 top global Rx companies in terms of
revenue, including AstraZeneca, Johnson & Johnson, Pfizer, Abbott Laboratories, Baxter, Bayer, Amgen,
and Elan Pharmaceuticals. The firm reported 219 customers for FY’10, though no single customer
accounted for more than 11% of annual revenue. MDSO presently leads the healthcare information
services in terms of TTM gross and operating margins of 70% and 16%, beating industry averages of 58%
and 7%, respectively. With a strong business model and favorable valuation, it is recommended that
MDSO be added to the AIM Equity Fund at a $30 target price, representing an 80% upside potential.
Investment Thesis
 Flexible SaaS Platform. Increased insight to data and the desire for faster deployment times
motivate the global healthcare industry to seek automated processes for clinical trial transactions.
Medidata Rave can be purchased in various configurations that are easily integrated with
auxiliary clinical and operational data systems, including SAP’s Business Objects, amongst
others. The end-to-end solution is then available on-demand and hosted on-site, attractive for
healthcare firms that historically lack in-house technology capabilities. IDC forecasts that the
application development and deployment segment will grow to $88B by 2014, a CAGR of 6.5%.
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 Critical Nature of Clinical Trials. The inelastic nature of clinical trials creates a consistent need
for adequate drug testing, particularly with public awareness rising and increased scrutiny from
government administrations. With over $53B being spent on clinical development annually,
MDSO seeks to lower the costs of monitoring, manufacturing, and distributing study drugs.
Firms also seek to decrease drug recalls, which solutions by Medidata prevent through earlier
insight. According to a report by PwC, the number of drug recalls rose 50% YoY during 2010,
which will spur healthcare firms to focus more carefully on Phase III testing.
 Large Backlogs Coverage. Medidata ended 2Q2011 with over $74M of backlog revenue yet to
be recognized for the year, primarily due to renewals from longstanding customers. This
additional revenue will prove to be influential to full year results for the firm, particularly in
accordance with the Clinical Force acquisition and customer retention rates of 95.4%.
Valuation
A 10-year DCF and EV/Sales multiples approach were used to value MDSO and were equally weighted.
A WACC of 9.79% was calculated, and a terminal growth rate of 3% was used to discount cash flows,
yielding an intrinsic value of $33. A sensitivity analysis adjusting the terminal growth rate between 2 and
4% and conservative WACC between 8.8% and 10.8%, yielded a price range of $27.07 to $43.31. A 3.5x
EV/Sales multiple was calculated to yield an intrinsic value of $26. Taking both methods into account, a
$30 price target was established, representing an 80% upside potential. The firm pays no dividend.
Risks
 Increasing Competition. In 2010, software provider Oracle announced their acquisition of
PhaseForward, a web-based EDC, SaaS firm. Integration challenges shifted PhaseForward
customers to MDSO, helping drive 2010 revenue. Oracle’s market share and breadth in the trial
management software space could increase competition upon full integration of the
PhaseForward platform as they try to regain footing they lost immediately following acquisition.
Since the HITECH Stimulus program provides incentives for IT penetration in the healthcare
space, MDSO may also face competition from large healthcare companies with longstanding
hospital relationships that build out platforms as a response to these monetary perks.
 Reductions to R&D Spending. Global economic conditions have led to decreased R&D for
large healthcare names, particularly Rx firms. The FDA approved just 21 novel medicines in
2010, fewer than half the amount they did during the mid-1990s. Because clinical technology
tends to be priced on a per trial basis, this lack of R&D - and therefore fewer pharmaceuticals in
future pipelines-could adversely affect industry revenues. Consequently, the EDC contract
market, which comprises ~95% of MDSO’s revenues, could be one of the first to suffer.
 Improved Outsourcing. Improvements to clinical trial outsourcing to CROs could lead to share
loss for MDSO, as 25% of their contracts are from these organizations which are responsible for
capturing 50-60% of incremental trials for Rx firms. Growing populations in Asian nations make
individual health insurance less prevalent, increasing the number of citizens motivated to partake
in clinical trials to gain access to prescription drugs. According to Ziven Consulting, the value
for clinical trials outsourced to India should reach $2B by 2012 due to India’s growing healthcare
industry and the ability for U.S. firms to outsource there as a less expensive alternative.
Management
Tarek Sherif has served as the CEO since 2001 - and is also the Chairman. He has more than 16 years of
managerial experience at GE Capital and various PE funds specializing in technology and life science
investments. Glen de Vries, President of MDSO, is also a founder of the firm and the original architect of
the MedidataRave EDC system. He has over 10 years of experience in medical software development,
including EHR and consumer-targeted platforms.
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Ownership
% of Shares Held by All Insider and 5% Owners:

13%

% of Shares Held by Institutional & Mutual Fund Owners:

78%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

Alger (Fred) Management, Inc.

1,605,691

6.50%

Eagle Asset Management, Inc.

1,158,042

4.69%

Champlain Investment Partners, LLC

946,270

3.83%

Brown Capital Management Small Company Fund

916,594

3.71%

The Vanguard Group, Inc

876,269

3.55%
Source: Yahoo! Finance
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Myers Industries, Inc. (MYE)
September 2, 2011
Alice Wycklendt

Consumer Cyclical

Myers Industries is a leading manufacturer of polymer products for industrial, agricultural, commercial,
and consumer markets. The company reports 4 business segments with sales exclusively in North
America. Material Handling (34% of 2010 sales) serves a variety of markets with plastic reusable
containers and pallets for the convenient movement and storage of products under the Buckhorn and
Akro-Mils brands. It is estimated that over 30% of this segment is related to the agriculture and food
processing end markets. Lawn & Garden (30% of sales) provides the plastic horticultural pots and
planters primarily to regional growers with 150-plus acre greenhouse facilities, and also maintains 3
product lines available at home and garden retailers. Distribution (24% of sales) supplies retail, auto,
and truck tire dealers, repair facilities, and commercial vehicle fleets with tire supplies and equipment
under the Myers Tire Supply brand. Engineered Products (14% of sales) provides blow-molded plastic
products to automotive OEMs, with additional exposure to RV and marine markets. Myers Industries
serves thousands of customers across many industries, with the largest customer accounting for 6% of
2010 sales. The company faces significant competition in its manufacturing segments, primarily from
private companies. In distribution, MYE generally competes with smaller local and regional businesses.
No competitor offers a similar mix of products and Myers holds claim to the broadest range of products
for its regional grower customers and is the largest North American distributor of tools and supplies in
the tire, wheel, and under-vehicle service market. Myers Industries is headquartered in Akron, Ohio.
Price ($): (8/26/2011)
Price Target ($):
52WK H-L ($):
Market Cap (mil):

10.04

Beta:

15.00

WACC

6.20-12.29

M-Term Rev. Gr Rate Est:

343.72

M-Term EPS Gr Rate Est:

1.15
10.31%

FY: Dec

2010A

Revenue (Mil)

2011E

2012E

737,618

762,070

812,571

4.4%

% Growth

5.1%

3.3%

6.6%

5.5%

EBITDA Margin

7.9%

10.4%

10.6%

Float (mil):

31.86

Debt/Equity:

41.5%

EBIT Margin

3.3%

5.8%

6.2%

Short Interest (%):

3.5%

ROA:

4.45%

EPS (adj)

Avg. Daily Vol (mil):

.197

ROE:

8.88%

FCF/Share

Dividend ($):

0.28

Yield (%):

2.80%

P/E (adj)
EV/EBITDA

0.39

0.76

0.91

($1.47)

$1.05

$1.27

25.99

13.15

11.08

7.56

5.52

5.07

Recommendation
MYE retains significant experience in manufacturing a broad portfolio of products with a variety of endmarkets. While the Lawn & Garden segment has continued to suffer as 2011 sales have fallen over 7%,
the company’s other segments have recovered nicely with first-half sales up 6%; Myers is now solidly
positioned to take advantage of more stable end markets and drive earnings improvements. In recent
periods management has worked diligently to reduce the company’s long-standing negative exposure to
high resin costs by successfully altering its contracts while maintaining good relationships with its
customers. With value-added products in its Material Handling segment, Myers has the opportunity to
further penetrate its end markets as customers focus on safety and efficiency and recognize the value in
plastic, reusable containers for the transportation and storage of goods. With new and capable managers
in place, Myers can successfully focus on improving manufacturing efficiency and streamlining
distribution, ultimately benefitting operating margins, working capital, and cash flows. Based on a 5-year
DCF and EV/EBITDA multiple valuation approaches, it is recommended the MYE be added to the AIM
equity portfolio with a price target of $15 – an upside of over 40%.
Investment Thesis
 Renegotiated Contracts. Historically, MYE has had over 50% of its business exposed to
unpredictable and volatile resin costs that the company was unable to pass on to its customers. In
the wake of the economic downturn, management focused on the 2 year process of renegotiating
substantially all contracts in Lawn & Garden and Material Handling to institute price escalators
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based on the cost of resin. Management is now confident that the issue has been dealt with
conclusively, as evidenced by achieving first half gross margin of 25.9% vs. 21.8% in 2010,
despite a 19% rise in resin costs. With this significant change in practices, Myers will reduce
volatility in future earnings and can shift focus to additional ways to drive margin improvement.
Growth in Material Handling. Myers Industries maintains well-established and dependable
product lines with Buckhorn and Akro-Mils, but the company also focuses on innovative
technologies to improve transportation and storage options for its end markets, with a recent
focus on the agricultural and food processing industries. For example, the SeedBox is a rugged
HDPE container designed to save labor by eliminating the need for less-hygienic bulk seed bags;
its nesting capabilities use 40% less space in storage and its design allows it to integrate with
planters in the field and distribute the seed without first transferring it from the container. In
August 2011 MYE announced the acquisition of technology for a plastic reusable container for
the bulk shipment and storage of natural cheese. Such a product is significantly safer and more
hygienic than the wooden boxes currently in use. As customers recognize the value in safer, more
efficient plastic, reusable containers, MYE will improve its results in this key business.
Margin Improvement Opportunities. In addition to fixing their contracts, Myers is committed
to driving margin improvement through operational efficiencies. Most prominently, the company
is in the process of realigning its Distribution segment by reducing its North American branch
locations from 33 to 4 strategic distribution centers; the company is approximately halfway
through this process. Myers maintains a dominant market position over its smaller competitors,
affording it high margins of 8-9% in this business; with the changes in place, management
believes this can reliably reach 10% or higher. The shift in distribution will enable MYE to better
serve customers, as well as free up working capital with better inventory management.

Valuation
A five year DCF model was utilized to determine the intrinsic value of MYE. A WACC of 10.31% was
used to reach a value of $14.42 on varied sales growth and terminal cash flow growth of 1.50%. A
sensitivity analysis produced a range of $11.51-17.66 based on variations in WACC and terminal growth.
An EV/EBITDA multiple of 7x based on an 8x historical average applied to 2012 EBITDA of $86.4
million yielded a value of $14.74. Given equal weighting these approaches result in a target of $15,
providing a nearly 50% upside to the current price. MYE pays a $0.28 dividend, representing a 2.80%
yield.
Risks
 Lawn & Garden Weakness. The segment was significantly impacted by economic conditions in
2009 which resulted in low demand, inventory gluts, and pricing wars among smaller competitors
despite high material costs. Recent internal improvements have positioned the segment well for
improvement, but recent weather conditions have further punished the business. Visibility is
difficult, and continued weakness in the segment could drag on Myers.
 Lack of Adoption. While plastic reusable containers offer significant benefits in efficiency and
safety over many commonly used modes, customers may be slow to adopt based on comfort with
current practices and the higher upfront cost of resin containers. While Myers is working to offset
these issues by enabling leasing of containers through a third party, adoption of its products may
be slow, unless improvements were to be mandated by a regulatory body.
Management
John Orr, 60, was named CEO in May 2005 and was appointed to the Board later that year. Orr joined
Myers in 2000 and was named COO in 2003; prior to then, Orr had a 28-year career with Goodyear Tire
& Rubber Company. Don Merril, 45, joined Myers in 2006 and was named CFO in the same year. Merril
has previous experience as CFO at Newell Rubbermaid-Little Tikes, and The Scotts Miracle-Gro
Company as Director of Strategic Planning. David Knowles, 49, joined the company as COO in June
2009. He has served as CEO of Aristech Acrylics and has experience with Honeywell and PolyOne.
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Ownership
% of Shares Held by All Insider and 5% Owners:

28%

% of Shares Held by Institutional & Mutual Fund Owners:

68%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

GAMCO Investors

3,643,373

10.49

T. Rowe Price Associates, Inc

3,195,185

9.20

Dimensional Fund Advisors

2,387,130

6.88

Rutabaga Capital Management

2,193,325

6.32

Vanguard Group, Inc.

1,542,962

4.44
Source: Yahoo! Finance
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