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Cavium Inc. (CAVM)
September 5, 2014
Patrick Doyle

Domestic Information Technology

Cavium Inc. (NASDAQ: CAVM) is a provider of highly integrated semiconductor processors that enable
intelligent processing for networking, communications, storage, wireless, security, video and connected
home and office applications. Cavium’s products allow users to develop networking, wireless, storage
and electronic equipment that securely process voice and video at high speeds. CAVM introduced in 2013
the LiquidIO family of 10 Gigabit Server Adapters which provide high performance, programmable
adapter platform to enable software defined networks for cloud service providers. CAVM’s main
customer Cisco Systems Inc accounts for nearly 20% of revenues. CAVM has 70% of its sales coming
from international markets, China is the largest at 26%. Cavium was founded in 2000 and is
headquartered in Delaware as of 2007.
Price ($) (8/27/14)
Price Target ($):
52WK Range ($):
Market Cap:
Float
Short Interest :
Avg. Daily Vol:
Dividend ($):
Yield (%):

54.65
55.25
32.35-56.35
2.93B
52.30M
8.7%
0.969M
$
0.00%

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

1.15
10.48%
18.33%
116.11%
1.97%
-1.10%
-1.50%
-5.50%

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

2013A
304
29.09%
62.27%
-3.09%
-$0.06A
1.33
N/A
54.08x

2014E
395
30.00%
65.00%
2.00%
$0.11E
1.45
490.45
47.68x

2015E
494
25.00%
65.00%
5.00%
$0.42E
2.14
130.79
32.51x

Recommendation
CAVM has accumulated a deficit of $165.8 million after failing to consistently turn a profit during the
past 3 years. CAVM’s management has continued to stress that they are unsure when they will start to
turn a consistent profit, but expect revenues to continue to grow. CAVM has recorded a 29% increase in
fiscal 2013 revenue, with a 21% increase through the end of the 2nd quarter 2014. CAVM’s expenses have
stayed stable over the past years, causing CAVM to struggle to make a profit. The firm continues to have
a strong focus on R&D, spending a whopping 43% of revenues in fiscal 2013. This focus on R&D is
necessary in order to continue to roll out new products that their customers will desire. CAVM continues
to have high dependence on their suppliers and customers. For instance, CAVM does not have any
manufacturing that they control and they rely totally on outside vendors for nearly all of their products.
CAVM’s top 3 customers account for 52% of their total revenue, forcing them to meet specific
qualifications for each product. CAVM’s recent aquistiotion of Xpliant, as well as the roll out of the new
Octeon Plus Processors looks to build on strong 2013 profits. Because of these reasons and a favorable
valuation, it is recommended that CAVM be held in the AIM Equity Fund with a target price of $55.25,
which offers a potential upside of 1%. CAVM is currently not dependent on cash flows, causing normal
valuation methods to not show a great reflection of upside. Cavium does not pay a dividend.
Investment Thesis
 Acquisition of Xpliant, Inc. CAVM recently announced the acquisition of Xpliant, Inc, a
privately held provider of programmable top of the rack switches for the next generation data
center. The total cost was $90 million, which includes an earlier $15 million investment, CAVM
stock, and cash. Xpliant’s software-programmable switches are in line with CAVM’s solution for
next generation data centers. The implementation of this technology into CAVM’s operations
could significantly swing profits and subsequently the stock price.
 Release of New Products. With CAVM spending 43% of Revenues on R&D, they have a strong
focus to continue to produce innovative products. With their recent release of the Octean Plus
Procesors and ThunerX Workload Optimized processor, CAVM has shown that they are able to
generate new innovative products to drive revenue growth. The acquisition of Xpliant now gives
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CAVM more opportunities to expand their business model to extend the usefullness of their
products for their customers
Potential Takeover Candidate. CAVM has been a possible takeover candidate as of late due to
their strong measurables and customer base. They are currently not in any negotiations with other
companies, but management has mentioned the possibility. CAVM has bylaws as well as certain
Delaware laws that could delay or discourage takeover attempts. Due to the current M&A activity
in the markets this seems to be a stronger possibility, and would help the overall stock price.
Increase in Operating Margin. CAVM currently operates at a loss due to high R&D and SG&A
expenses. Last year CAVM had a one time unexpected SG&A expense occur that pushed their
operating margin to be more than their gross profit. CAVM management has said that without
those cost, oprating margin should increase, which will help their strong revenue growth turn a
profit.

Valuation
In order to reach an intrinsic value for CAVM, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 3.0% and a WACC of 10.48% resulted in a valuation of $55.25.
Sensitivity analysis on both the terminal growth rate from 2.0-4.0% and WACC from 9.5-11.5% provided
for a range of $49.95 and $62.14. Due to CAVM not producing a profit, relative valuation methods do not
show the growth potential for CAVM. Using just the discounted cash flow model for CAVM, a price
target of $55.25 was established representing a upside of 1%. CAVM does not pay a dividend.
Risks
 Limited History of Profitability. CAVM incurred a net loss in the fourth quarter of 2011, and in
each of the following quarterssince, into the second quarter of 2014. The accumulated deficit was
$166 million as of June 30, 2014. Management has said they plan to make significant
expenditures related to the development of their products. This along with the unexpected
expenses that have surfaced in previous years, make management think they will not generate
sufficient revenue to achieve profitability. If CAVM is unable to achieve a profit in the next few
quarters, the company will continue to lose cash flowsand the stock price will be adverslely
affected.
 Unsustainable Revenue Growth. CAVM saw revenue growth of 29% for fiscal 2013, while
losing revenue in fiscal 2012, showing how their revenues tend to fluctuate based off of various
uncontrolable factors. Their 2013 revenue growth is not expected to be obtained in the long term
and will cause CAVM to continue to operate at a loss. CAVM does not have contracts or any type
of backlog, as it is not prevalent in the industry, causing their revenues to be cyclical and very
difficult to be relied on.
 Decreasing Average Selling Price of Products. The average selling price of semiconductor
products in the markets CAVM serves have historically decreased over time. CAVM’s gross
profit and financial results will suffer if they are unable to offset any price reductions with cost
reductions. CAVM does not operate their own manufacturing, assembly, or testing facilities,
which may make CAVM unable to reduce their costs as rapidly as competitors who run their own
facilities. With CAVM not having control of their expenses as much as their competitors, a
decrease in the selling price of their products will cause the company to suffer further losses.
Management
Syed Ali has been Chairman, CEO, and President of Cavium since he founded it in 2000. Syed Ali
previously was Vice President at a communication chip company of which he was a founding
management team member. Arthur Chadwick has been the CFO and VP of Finance since 2004.
Previously he was a Senior VP of Finance at a digital video processing company. Muhammad Hussain is
one of the co-founders and currently is the VP of Software Engineering.

Marquette University AIM Class 2015 Equity Reports

Fall 2014

Page 3

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

3%
>90%
Source: Yahoo Finance

Top 5 Shareholders
Holder
Vanguard Group, Inc
Eagle Asset Management Inc
Jennison Associates LLC
AllianceBernstein, L.P.
Oppenheimer Funds, Inc.
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Shares
3,267,565
2,906,644
2,562,736
2,144,103
1,977,001

Fall 2014

% Out
6.10%
5.42%
4.78%
4.00%
3.69%
Source: Yahoo Finance

Page 4

Smith & Nephew PLC (SNN)
September 5, 2014
Hendrik van der Zandt
Healthcare

International

Smith & Nephew PLC (NYSE: SNN) is a global medical devices business operating in the markets for
orthopedic reconstruction and trauma, endoscopy and advanced wound management. Advanced Surgical
Devices make up 69% and Advanced Wound Management makes up 31% of SNN’s sales, respectively.
The U.K.-based company employs 11,000+ people in over 90 countries and has historically been very
growth-driven both organically and through acquisitions as it acquired Kalypto Medical in May 2012
and ArthroCare Corporation in May 2014. Smith & Nephew is based in London, UK and has been
established in 1856.
Price ($): (8/29/14)
Price Target ($):
52WK H-L ($):
M arket Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

86.90
87.97
100.9-58.0
15,580.10
n/A
n/A
275,103
1.66
1.9%

Beta:
0.89
WACC
9.9%
M -Term Rev. Gr Rate Est: 4.9%
M -Term EPS Gr Rate Est: 11.4%
Debt/Equity:
13.2%
ROA (ttm):
7.9%
ROE (ttm):
13.0%

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

2013A
4,351.00
5.17%
74.72%
22.68%
$3.11
$7.22
27.91

2014E
4,666.00
7.24%
74.71%
22.59%
$3.64
$7.17
23.88

2015E
5,022.00
7.63%
75.00%
23.75%
$4.20
$9.31
20.69

Recommendation
Smith & Nephew was added to the AIM International Equity Fund in October 2012 with the
price target of $64.76. Under the leadership of Chairman Sir John Buchanan Smith & Nephew
has generated a strong track record - growing at a CAGR of 7% for the past nine years with a
share price performance of 90% during the same period. The company has been very active in
acquisitions and continues to look for growth opportunities to expand its market share. Its global
product diversification gave the company the advantage of reducing its country-specific risks,
such as FDA issues and a challenging European macro environment. They have also benefited
from strong growth in the emerging markets (posting an 18% revenue growth in 2013). Based on
continued favorable drivers, strong management and a valuation that represents a market price
close to its intrinsiv value, it is recommended that Smith & Nephew continue to be held in the
AIM International Equity Fund. SNN offers a dividend of $1.66, representing a 1.9% yield.
Investment Thesis
 M&A. As a variety of foreign healthcare companies recently become attractive targets
for Amercian ‘tax inversion’ deals to lower their corporate tax rates by moving their
headquarters abroad, Smith & Nephew was also approached by Stryker (NYSE: SYK) in
May. Consequently, SNN’s stock price has incorporated a 10% premium in part driven
by speculation surrounding a potential bid. Under the UK Takeover Code, a takeover is
unlikely to happen before November 2014 and with the potentially changing U.S. laws
regarding inversions and companies evading high U.S. tax rates, the current stock price
could be slightly overvalued in the short-term. That issue bears continued watch as it is
estimated that SYK could pay ~13x FY15E EBITDA (~17-18Bn USD) for SNN.
 Growth Drivers with Focus in EM. Smith & Nephew has been able to complete
successful acquisitions and defend its strong position in emerging markets with
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Advanced Wound Management (31% of sales) which has strongly outperformed the
market for six straight years (10% growth in 2013). In addition, 18.2 million shares were
repurchased in 2013, leading to stockholder’s value appreciation. Management indicated
that they will continue to look at developing or acquiring further products for their
already strong portfolio.
Syncera. As SNN’s product portfolio continues to see strong growth opportunities,
especially overseas in EM, a new hip and knee products called Syncera was introduced to
the US market that is more cost effective and appealing to ~10% of market. SNN has
seen a decrease in market share in its Orthopaedic recon business over the past few years
and Syncera can be the turnaround product. Additionally, the company announced a new
cost efficiency program of $120 million, which should lead to improved margins.

Valuation
To reach an intrinsic value for SNN, a five year discounted cash flow model along with a relative
forward P/E multiple were conducted. Using a terminal growth rate of 1% and a WACC of
9.22%, an intrinsic value of $96.09 was determined through the DCF model. For the P/E
multiple valuation, an industry peer median multiple of 16.55x was used along with a 2014
estimated forward EPS of $4,17, which yielded an intrinsic value of $69.02. Weighing the DCF
model 70% and the P/E valuation 30%, a price target of $87.96 was obtained. SNN offers a
dividend of $1.66 (1.9%).
Risks
 Competitive Pressures. Historically, SNN’s Advanced Wound Management segment
has been a large growth driver. However, their economic moats are decreasing and
competitive pressures from peers such Convatec, KCI, and Coloplast are increasing.
Smith & Nephew is fighting a decline in organic growth rates in both Advanced Surgical
Devices (~3% growth) and Advanced Wound Management (-3% growth) that is currently
offset by strong acquitions but can contribute to a sour bear case down the road.
 FDA issues. The company experienced a recent (June 2014) temporary cessation of its
commercial distribution of its RENASYS product. Forward revenues will be negatively
impacted as US revenues for this products will be missing and market position weakens.
Sales of RENASYS products in the US account for less than 5% of global Advanced
Wound Management revenue in 2013.
Management
Olivier Bohuon has been Chief Executive Officer and Director at Smith & Nephew since 2011.
He previosuly served as a SVP at GlaxoSmithKline (GSK) and EVP for Pharmaceutical Products
at Abbott Laboratories. Mr. Bohuon holds a Bachelor’s degree in Pharmacy and Finance, an
MBA and a Doctorate in Pharmacy. Since he started at SNN, he is responsible for streamlining
the business and applying his vast experience in the pharma industry. Sir John Buchanan has
been the Chairman of the Board for the past 9 years and recently announced his resignition of the
company. He has been awarded a knighthood by the Queen in recognition of his services to the
industry. Chairman Buchanan has been a key figure in Smith & Nephew’s success and growth
and his absence will be a setback for the company. Overall, the management’s strong
backgrounds and extensive experience provide a solid foundation for future growth.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & M utual Fund Owners

N/a
N/a
Source: Yahoo! Finance

Top % S hareholders
Holder:
Fisher Asset M anagement, LLC
FM R, LLC
Invesco Ltd.
M anaged Account Advisors, LLC
M awer Investment M anagement Limited
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Shares
1,361,425
948,973
669,538
468,703
296,939

Fall 2014

% Out
0.76
0.53
0.37
0.26
0.17
Source: Yahoo! Finance
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Mary McNellis

Del Frisco’s Restaurant Group (DFRG)
September 5, 2014
Domestic Consumer Discretionary

Del Frisco's Restaurant Group, Inc. (DFRG) develops, owns and operates three complimentary, high-end
steakhouse chains: Del Frisco's Double Eagle Steak House, Sullivan's Steakhouse, and Del Frisco's Grille.
The restaurant concepts are positioned within the full service steak industry, specializing in aged steaks,
fresh seafood and a variety of signature selections tailored to the particular market. DFRG locates its
restaurants in urban or affluent residential locations. As of July 2014, the company operated 40
restaurants in 20 states. Del Frisco's Restaurant Group, Inc. was founded in 1981 and went public in June
of 2012. The company is headquartered in Southlake, Texas.
Price ($): (08/31/14)
22.24
Price Target ($):
$
26.70
52 WK H-L ($):
29.61-17.53
Market Cap (mil):
521
Float (mil):
24
Short Interest (%):
4.79%
Ave Daily Vol (K):
315,474
Dividends ($):
0
Yield (%):
0.00%

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

0.95
9.16%
13.8%
26.6%
0.00%
4.80%
6.87%

FY: Dec 31
2013 A
2014 E
2015 E
Revenue ($mil)
271.81
304.84
355.80
% Growth
17%
12%
17%
Gross Margin
24.9%
25.1%
25.3%
Operating Margin
4.0%
3.7%
4.6%
EPS (Cal)
0.51
0.97
1.11
FCF/Share
$
(0.08) $
(0.08) $
0.07
P/E (Cal)
28.4
22.8
19.9
EV/EBITDA
12.5
11.9
8.9

Recommendation
Del Frisco's is a leading steakhouse owner that operates its 3 concepts in upscale urban and residential
environments. DFRG combines accelerating unit growth (15.5% CAGR over the past 2 years) supported
by consistent SSS growth with a zero-debt balance sheet. Del Frisco's Double Eagle Steak House is the
premier flagship restaurant focused on the upscale urban demographic. The restaurant is renowned for its
high-quality menu offerings, award-winning wine list, and service quality. Sullivan's Steakhouse is a
more casual concept, offering outstanding cuisine, custom cocktails and live entertainment at an
accessible price point. Del Frisco's Grille is the newest chain, escalating the classic bar and grill
experience with its signature menu items and a broad selection of the same quality wines. This concept
leverages the positioning of Del Frisco's Double Eagle brand to invite a wider customer base, and is the
primary unit growth driver for DFRG with the real estate potential for an additional 154 Grilles in the
United States. Strong management, strict cost controls and consistent revenue growth across its chains
have enabled the company to execute widespread expansion of the Grille, opening 6 in 2013, and on pace
to add 5 by the end of 2014 as well as one Double Eagle. The expansion offers top line revenue growth of
$6MM annual unit volume with 4-6 openings expected per year, reasonable construction costs and lower
rents than the complimentary concepts. The Grille fills a high demand for quality food in a contemporary,
vibrant environment at a reasonable price. The ramp-up period for this expansion has compressed margins
in the short-term due to higher SG&A spending, but ultimately the gains of scale from the growing
presence of Grilles in the portfolio will expand these margins. The development of more Grille’s and the
streamlining of operational inefficiencies will greatly contribute to scale thus improving operating
margins and earnings growth in the long-term. The recent weakness in DFRG stock price reflects an
undervaluation of DFRG’s growth story, leading industry margins and management goals for long-term
EPS growth of 18-20%. The company initiated a share repurchase program of $10MM in October 2013,
further displaying commitment to increasing shareholder value. DFRG does not pay a dividend. It is
recommend that additional DFRG be added to the current holding within the AIM Domestic Equity fund
with a price target of $26.70, which represents a nearly 21% upside.
Investment Thesis
 Accelerated Unit Growth. DFRG has focused its growth on the Grille concept, citing
nationwide domestic market potential of 170 restaurants. The company is pursuing opportunities
to open 4-6 Grille’s annually with anticipated $6MM AUV in addition to 1 Double Eagle with
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anticipated $14.5MM AUV. The Grille features the lowest average cost of sales (27.8% average
over the last three years) compared to the complimentary due to its diverse, relatively less
expensive menu. The addition of more of lower-margin these units to the restaurant base will
improve restaurant wide operating margins in the long run.
Health of the High-Income Consumer Segment Drives Revenue Growth. The fine dining
segment has performed consistently as high-income consumers remain a catalyst for revenue
growth. The National Restaurant Association deemed fine dining operators the most
economically optimistic group due to favorable trends in disposable income growth and consumer
sentiment. These trends are particularly evident in the Double Eagle concept where higher
average checks have driven positive SSS growth for 18 consecutive quarters. The health of the
target customer has generated growth that outpaces the more-casual concepts.
Above Average Operating Margins. DFRG maintains strict cost controls to achieve a leading
industry operating margin. DFRG has a median operating margin of 11.2% compared to its peers:
Bloomin’ Brands (4.6%), Darden Restaurants(8%), Ruth’s Hospitality Group (6.6%), and
Cheesecake Factory (7.7%). These operating margins are driven by a confluence of a higher
average check and a 67/33 food/beverage composition of sales that allows for greater cost
controls. This combination serves to insulate the company from the impact of rising commodity
prices and gives it an added edge over its industry peers.

Valuation
In order to reach an intrinsic value for DFRG, a five year discounted cash flow model was conducted.
Using a terminal growth rate of 2% and a WACC of 9.16% resulted in a valuation of $27.16. Sensitivity
analysis on both the terminal growth rate and WACC provided for a range between $19.49 and $40.57.
Additionally, a historical and peer P/E, P/S and EV/EBITDA comparison were conducted resulting in
price targets of $21.21, $31.50 and $24.13. Due to the constrained availablity of public information for
this newly public firm, each of these price targets were weighted 10% while the DCF valuation was
weighted 70%, resulting in a final weighted average price target for DFRG of $26.70 representing 20.6%
upside.
Risks
 Increases in commodity prices. Del Frisco’s cost of sales composition is dominated by beef
costs (33%,34%,33% for 2011, 2012, 2013 respectively). The volatility of prices for USDA prime
and premium choice beef can have an adverse affect on business and cause menu prices to rise.
 Sullivan’s Steakhouse deteriorating SSS. As of late, same-store-sales have been disappointing.
DFRG has employed a four-prong strategy to revitalize the brand and menu as well as remodel
existing locations. Sullivan’s delivered positive 0.9% comparable restaurant SSS for the first time
in 2 years during Q2 2014. Should this sales growth prove to be unsustainable, DFRG’s unit
growth could be constrained, and profits and outlook could be negatively affected.
 Reduced impact of NYC Double Eagle on margins. The Double Eagle in NYC responsible for
18% of total company revenue is associated with a significantly lower operating expense than its
comparable restaurants (19% vs. 50.5%). DFRG’s unit growth strategy will dilute the positve
impact this restaurant has on margins, thus contracting its competitive industry margin.
Management
Mark Mednansky has served as the CEO of Del Frisco’s since March of 2007 and assumed the role of
Acting Chairman of the Board in January 2014. Formerly, he served in senior management roles for the
predecessor of DFRG, Lone Star Steakhouse & Saloon. Thomas Pennison has been the CFO since joining
DFRG in November 2011. Prior to joining DFRG, Mr. Pennison served in varoius capacities including
Chief Financial Officer and Senior Vice President for DFRG’s competitor, Ruth’s Hospitality Group.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners

61.00%
37.00%
Source: Yahoo!

Top 5 Shareholders
Holder
Bamco Inc.
Wellington Management
Jennison Associates LLC
Columbia Management Investment
Keeley Asset Management
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Potlatch Corporation (PCH)
September 5, 2014
Joe Simonelli

Financial Services

Potlatch Corporation (NASDAQ: PCH) operates as a real estate investment trust (REIT). The company
owns and manages timberlands located in Arkansas, Idaho, and Minnesota. Potlatch earns revenue
through three business segments: resource management, wood products, and real estate. These segments
account for 38%, 58%, and 4% of revenues, respectively. The resource management segment decides how
to manage its timberlands, harvests timber, produces other wood fiber, sells logs, and leases land for
recreational activity. The wood products segment manufactures lumber, plywood, and particleboard
which is usually sold to wholesalers for home building or other construction projects. The real estate
segment develops and sells land parcels, as well as invests in timberlands. Potlatch was founded in 1903
and is headquartered in Spokane, WA.
Price ($): 8/29/14
Price Target ($):
52 WK L-H ($):
Market Cap (B):
Float (M):
Short Interest (%):
Avg. 3 Month Vol:

42.68
41.01
37.40-43.84
1.73
40.16
6.64
188,956

Beta:
WACC(%):
D/E
P/B
ROA:
ROE:
Dividend:
Yield(%)

0.94
8.59
142.60
7.70
10.46
38.26
1.36
3.19

FY: Dec 31
Revenue
% Growth:
Gross Margin (%)
Operating Margin (%)
BVPS:
FCF/Share
EPS
Div. Per Share

2013A
570.3
8.6%
28.32%
19.48%
$5.01
$1.64
1.74
$1.28

2014E
610.2
7.0%
29.12%
20.94%
$5.78
$2.23
2.05
$1.41

2015E
616.3
1.0%
27.96%
19.70%
$5.68
$2.35
1.89
$1.47

Recommendation
Much of PCH’s success relies on various economic factors, such as local housing starts, lumber prices,
and interest rates. This stock was initially put in the portfolio with the expectation of a strong housing
recovery and rising property values on the land that the firm owns. Recently, home ownership in the US
for all ages dropped to 64.8%, the lowest level since 1995. For Americans under the age of 35 this
number falls to 36.2%, the lowest level it has ever been at for that age group. Affordability is becoming
more difficult for this age group as property values have increased about 13% over the past several years
in large US cities. Since mortgages are one of the largest contributors to consumer spending, potential
rising rates could continue to dampen future economic growth and demand for new housing. As a result,
PCH’s outlook is likely to be weakened since their revenues and margins are so highly tied to the housing
demand and lumber prices. In general, lumber prices are quite volatile as they are impacted by demand
for construction. While PCH’s northern sawlog prices are doing well, selling for $92/ton relative to an
historical average of about $76/ton; the company’s southern sawlog prices are struggling, selling for only
$43/ton. In order for margins to improve in the southern region, there must be an improvement in housing
starts and construction in that area. PCH’s harvest levels are also volatile due to heavy reliance on
weather conditions; recently, they have chosen to decrease harvest volume, resulting in levels that are
below normal. For these reasons and a valuation expressing an unfavorable outlook, it is recommended
that PCH be sold from the AIM Equity Fund with a target price of $41, representing a potential downside
of about 4%. PCH also pays an annual dividend of $1.36, representing a dividend yield of 3.19%.
Investment Thesis
 Slow Recovery. While we are seeing positive growth numbers in new home sales and price
appreciation, it is coming in at a much slower pace than previously expected, and the forecast
continues to be revised downward. All regions in the US showed declines in new home sales in
June – and the July figures were 412K new home sales, again below consensus. This follows a
recurring trend of decent numbers, but not as strong as projected. Home price appreciation is still
gaining, but has slowed down in 65% of U.S. housing markets in July compared to a year ago.
This lingering pace is beginning to signal that the housing market is now starting to rely more on
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first time homebuyers and people looking to move to a more expensive home. Going forward, it
will be tough for our housing economy to rely on an increase in demand from this group. This
will most likely assist the slowing growth that we have recently seen in the sluggish housing
market.
 First Time Home Buyers Are Delaying Buying Homes. Today many recent college graduates
find themselves buried in the $1 trillion outstanding student loan debt in the US. Americans
under 30 are projected to pay at least $43 billion this year towards student loans. Other factors
are also pressuring younger people to delay buying a home, such as tighter mortgage lending, a
decline in inventory, and simply due to the fact that renting is more flexible. This issue is also
contributing to the widening wealth gap and is not only a problem for recent graduates, but has a
negative effect on the whole US economy.
 Rising Interest Rate. Interest rates are most likely going to rise, whether it will be by the end of
this year or not. This will add another headwind for the first-time home buyers and will possibly
reduce the number of people willing to take on a mortgage. In general, rising rates create a tough
environment for the real estate industry. Currently, rates are at historic low levels and home sale
volumes are coming in lower than anticipated. A rise in interest rates will most likely develop
further struggles on real estate mortgages, and restrain growth in the housing market. Negative
growth in the housing market would be a detriment to each of PCH’s business segments and
generate less revenue.
Valuation
In order to obtain the intrinsic value of PCH a five year DDM was constructed. In line with recent
dividend increases and analyst projections, a blended growth rate of 4% for the next five years
was used. Taking a 9.82% cost of equity into consideration, an intrinsic value of $46.14 was
achieved. A P/B multiple approach was also calculated by evenly weighting PCH’s historical
average of 7.50x and a comparable average of 2.82x. By taking the 5.16 multiple to a blended
future BVPS, an intrinsic value of $29.56 was derived. A P/FCF multiple was also considered by
taking a combined historical and comparable average P/FCF of 20.68 and multiplying that by a
future expected FCF/share of 2.29 an intrinsic value of $47.33 was obtained. Weighting these
three valuations evenly resulted in an intrinsic value of $41.01; slightly below the current price.
Risks
 Harvest Volume. During the downturn in the southern region, PCH chose to defer harvesting in
that area and has the ability to increase their harvest. Therefore, they have the option to increase
their sawlog production if they think that the housing market will play in their favor and create an
increase in demand for lumber. At current prices, a 100,000 ton change in sawlog harvest would
generate about $4.2M in EBITDA in the northern region, and $2.0M EBITDA in the southern
region.
 Increasing Lumber Prices. Lumber prices have risen to a five month high at $355 per thousand
board feet. This increase in price has also been boosted by steady demand from developing
countries, especially China. If the rise in Lumber prices continues to gain, then PCH’s margins
could expand in the coming quarters.
Management
There have been a lot of moving parts in management recently. Michael J. Covey has served as
Potlatch’s CEO since 2006 and has been Chairman of Board since 2007. He was also the
companies President from 2006-2013. Prior to joining Potlatch, Mr. Covey was executive vice
president at Plum Creek Timber Company for 23 years. Eric Cremers is now President of the
company and was elected to the board in 2013. He currently serves as the COO and was the CFO
from 2007 to 2012. Jerry Richards has served as CFO since joining the company in 2013.
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Ownership
% of Shares Held by All Insider and 5% Owners:

1%

% of Shares Held by Institutional & Mutual Fund Owners:

82%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

Vanguard Group, Inc. (The)

2,355,980

5.80

BlackRock Fund Advisors

2,331,221

5.74

Price (T.Rowe) Associates Inc.

2,125,300

5.24

Westwood Holdings Group Inc.

1,500,906

3.70

Pictet Asset Management Ltd

1,332,806

3.28

Source: Yahoo! Finance
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j2 Global, Inc. (JCOM)
September 5, 2014
Berent Kowarick

Domestic Information Technology

j2 Global, Inc. (NASDAQ: JCOM) is one of the leading providers of outsourced internet-based
messaging and communications services through its two divisions: Business Cloud Services
(75% of FY 2013 Revenue) and Digital Media (25%). Through the Business Cloud Services
division, j2 provides cloud services to businesses of all sizes, from individuals to enterprises, and
licenses intellectual property ("IP") to third parties. The Digital Media division operates a
portfolio of web properties including technology, gaming, and lifestyle content, and an
innovative data-driven platform that connects advertisers with visitors to both j2’s properties
and third party websites that are part of the division's advertising network. The company’s
revenue growth is mainly driven by JCOM’s core applications eFax® and MyFax® which allow
users to send and receive faxes and voicemails into their email accounts. As of December 31,
2013, JCOM has achieved 18 consecutive fiscal years of revenue growth with the help of a
substantial amount of patent agreements which not only raised revenue but also seized market
share from major competitors. j2 Global, Inc. is headquartered in Los Angeles, California and
was founded in 1995.
Price ($) (9/2/14)
Price Taget ($):
52WK Range ($):
Market Cap:
Float
Short Interest (%):
Avg. Daily Vol (3 mo):
Dividend ($):
Yield (%):

53.76
59.31
41.09-56.24
2.52B
45.20M
18.8%
395.2 K
0.28
2.1%

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

1.086
9.92%
13.0%
17.0%
34.8%
8.2%
15.6%

FY: December
2013A
2014E
2015E
Revenue (Mil)
$ 520.80 $ 588.50 $ 667.95
% Growth
40.23% 13.00%
13.50%
Gross Margin
83.31% 81.00%
81.00%
Operating Margin
33.68% 36.00%
36.00%
EPS (Cal)
$2.31A
$2.96E
$3.47E
FCF/Share
3.65
4.32
5.01
EV/Sales
4.37
4.49
4.59

Recommendation
Through a combination of organic growth and acquisitions, including most notably the February 2013
acquisition of IGN Entertainment, JCOM has grown their Digital Media division into the leader in the
U.S. in terms of page views in the technology, gaming and men's lifestyle verticals. Even though this
industry is relatively new to the company, j2’s management believes that it can transfer its cloud and
communications expertise to run their new online properties more efficiently. j2 Global is likely to
continue to use its abundance of cash ($177M FY 2013) on strategic acquisitions targeting profitable
growth, entering new geographies, and developing its cloud businesses to complement its fax services.
Organic growth opportunities and a low churn rate of 2% will also continue to grow revenue especially
given that the international markets are underpenetrated. Reflecting the company’s five year CAGR of
10% in free cash flow and existing excess cash of $221M, j2 has reported 12 consecutive quarters of
increasing dividend payouts. Given the company’s strong capital position and cash flow generation,
management is expected to continue increasing j2’s dividend payouts. Due to j2 Global’s financial
growth, strong free cash flow, and the introduction of the company’s new Digital Media division, it is
recommended that the AIM Equity Fund increase its exposure to JCOM with a price target of $60.20,
offering an upside of 11.97%.
Investment Thesis
 Digital Media Division Fosters Growth. Like most companies in the Internet software and
services industry, j2 has been using acquisitions to grow their customer base, expand and
diversify their service offerings, enhance their technology, and obtain skilled personnel. In
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November, 2012, JCOM acquired Ziff Davis for $167M in cash. Ziff Davis is a digital media
company specializing in the technology, gaming, and men’s lifestyle markets. Its sites, which
feature trusted and comprehensive evaluations of the newest and most popular products, include
PCMag.com, Geek.com, IGN.com, and NetShelter. j2’s purchase of Ziff Davis has increased the
company’s top-line revenue to $131M in 2013 and forward guidance expects over $150M in
2014. In addition, the media segment generated about $15M in free cash flow in 2013 and is
expected to reach $25M in 2014. The technology and gaming market is large and growing but
fragmented, thereby allowing for strong opportunities to continue acquisitions to build growth
and profitability.
Underpenetrated Segments. j2 Global’s cloud services business, which include brand names
such as eFax, eVoice, Fusemail, Campaigner, and KeepItSafe, generates gross margins of 90%
and EBITDA margins of 45%. The company’s maintenance of low capital expenditures and
operating efficiencies in this segment of the business model has created a business that generates
strong free cash flow representing 34% of FY 2013 total revenue. Although growth of the fax
business (50% of FY 2013 revenues) has begun to slow down, there is still a significant amount
of room in the underpenetrated areas such as hosted e-mail and online backup. With particular
attention to international markets, the company has brought light to this opportunity through the
acquisition of Livedrive and the entry of KeepItSafe into the Canadian market.

Valuation
To reach an intrinsic value for j2 Global, a 5-year discounted cash flow model was constructed. Using a
long-term growth rate of 2% and a WACC of 9.92%, the model generated an intrinsic value of $59.99, an
upside of 18.15%. A sensitivity analysis on both the terminal growth rate and the WACC resulted in a
range between $46.23 and $85.66. Additionally, the EV/Sales approach weighted a peer group average of
3.74x at 50% and j2 Global’s historical EV/Sales of 4.25 at 50% generated an intrinsic value of $46.69.
Weighting the DCF model at 75% and EV/Sales at 25%, a price target of $59.31 was established,
representing a potential upside of 10.32%. The company pays a dividend of $0.28 at a dividend yield of
2.1%.
Risks
 Fax Services Revenue Dependence. The fax services accounts for a substantial portion of the
Business Cloud Services segment. Therefore, this segment is heavily dependent upon the
continued use of fax as a messaging medium. One of the primary incentives to fax is that fax
signitures are generally accepted methods of executing contracts. There are governmental and
non-governmental entities that are directing efforts toward creating a univerally accepted method
for electronically signing documents. This widespread adoption of digital signitures could reduce
demand for j2’s fax services.
 Recent Long-Term Debt Obligations. JCOM’s total long-term debt is approximately $250M
consisting primarily of the company’s 8% senior unsecured notes due August 2020 that were
issued in July 2012. This recent debt obligation will require j2 to dedicate a substantial portion of
cash flow from operations to make payments on the senior notes. Therefore, it may reduce the
availability of j2’s cash flow to fund working capital, capital expenditures, acquisitions and other
elements of their business strategy.
Management
Nehemia Zucker is j2 Global’s CEO and joined the company in 1996. He initially served as the
company’s Chief Marketing Officer until May 2003. Prior to JCOM, Zucker spent 16 years working in
finance and operations at various divisions of Motorola. Scott Turucchi serves as President of j2 and
oversees all merger and acquisition and public company matters. Kathleen Griggs, CFO, joined in June
2007, bringing with her over 25 years of experience with public and private technology companies.
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Ownership
% of Shares Held by All Insider and 5% Owners:
6%
% of Shares Held by Institutional & Mutual Fund Owners:
114%
Source: Yahoo! Finance
Top 5 Shareholders
Holder
Jackson Square Partners, LLC
Fidelity Management & Research Company
BlackRock Institutional Trust Company, N.A.
William Blair & Company, L.L.C.
The Vanguard Group, Inc.
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% Out
4,321,160
9.05%
4,171,176
8.74%
3,620,301
7.58%
2,942,818
6.17%
2,934,243
6.15%
Source: Thomson ONE
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Stepan Company (SCL)
September 5, 2014
John M. Schneider

Domestic Materials

Stepan Company (NYSE:SCL) and its subsidiaries produce specialty and intermediate chemicals which
are sold to other manufactures and then made into a variety of end products. The Company’s products
include surfactants, polymers, and specialty products. Revenue breakdown of these products is 70%,
25%, and 5%, respectively. Stepan’s customers include manufacturers of cleaning or washing
compounds, paints, cosmetics, food and beverages, and construction companies. Stepan has operations in
the United States, Canada, Asia, and South America. Stepan was founded in 1932 and is headquartered
in Northfield, Illinois.
Price ($): (9/2/14)

48.29

Beta:

Price Target ($):

64.20

WACC

52WK H-L ($):
Market Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

0.80
9.15%

FY: Dec 31

4.27%

5.35%

3.00%

14.98%

17.72%

18.87%

1.5%

% Growth

1,179.20

M-Term EPS Gr Rate Est:

1.5%

Gross Margin

5.80%

6.88%

6.37%

EPS (Cal)

$2.52

$3.65

$3.99

ROE:

14.14%

FCF/Share

$2.54

$2.22

$1.93

0.17

ROA:

6.77%

P/E (Cal)

16.6x

18.6x

15.5x

1.41%

ROIC:

10.78%

EV/EBITDA

9.17x

7.77x

8.0x

48,524

Debt/EBITDA (ttm):

Operating Margin

$2,041

1.55

1.47%

48.9%

2015E

$1,982

M-Term Rev. Gr Rate Est:
Debt/Equity:

2014E

$1,881

67.2-46.91
19.20

2013A

Revenue (Mil)

Recommendation
Stepan Company has traded down over the past six months due to volume weakness in its North
American surfactants business which has slowed overall revenue growth. North American surfactants
were down 8% this past quarter due to some customers moving their surfactant production in-house.
58.7% of total revenues are derived from housing market applications. The volume weakness has also
been partially offset by excellent growth in Stepan’s polymer business which grew 22% in the last
quarter. With many of its surfactant customers still locked in to long term contracts, and promising
economics from the polymer segment, Stepan Company remains well positioned for a nice run towards
the end of 2014 and beyond. SCL is currently trading at a very attractive discount, with P/B and P/S of
1.88 and 0.58, respectively. Relative P/B and P/S for competitors average to be 2.06 P/B and 1.86 P/S
from top competitors. Stepan’s P/B is well below its historical P/B of 2.44 (10Y average). It is also
important to consider Stepan’s international operations. In fact, 41% of Stepan’s revenues come from
outside the United States. On July 15, 2014, Stepan issued a press release announcing it has reached an
agreement to acquire the 30,000 metric ton sulfonation production facility of Procter & Gamble located in
Bahia, Brazil. With a great historical track record and promising growth into the future it is recommended
that more shares of SCL be added to the AIM Equity Fund with a target price of $64.20, which offers a
potential upside of 32.95%. SCL pays a dividend.

Investment Thesis
 Growing Polymer Business. Despite challenges in North American surfactants, the polymer
segment experienced strong growth of 22% in revenue in the most recent quarter. This growth
increases the polymer segment to 30% of Stepan’s revenue (previously at 25%). The polymer
segment also delivers value to the bottom line, driving 2Q14 operating income up by $4.9
million. In terms of operating profit, the polymer segment increased to 44% in 2Q14 vs. 33% in
1Q14. One key end market for polymers is in foam insulation, which posted 15% growth in
organic volume in the most recent quarter. This growth is due to higher energy standards,
improving economies, and an overall macro trend toward greater use of insulation. Stepan
Company expects the growth to continue in the future. Additionally, Stepan recently acquired a
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facility in Columbus, Georgia, which is on track to deliver $6-$8 million operating income by the
end of 2014.
 Product demand tailwinds. Over the past two years, the construction industry has experienced
consistent growth. The Architectural Billing Index (ABI), an indicator of construction activity,
reached its highest level since 2007 during July of this year. The ABI reached 55.8 in July of
2014, up from 53.5 in June of 2014. This index typically leads spending on housing and
construction by 10 to 12 months, suggesting that Stepan is well positioned to benefit from this
growth. So although volume has been decreasing in the surfactants business due to some
customers moving in-house, a demand pull from increased construction activity is likely to come
soon. With 58.7% of Stepan’s revenues earned from customers in the housing space, this is an
attractive position for the company.
 Strong international competitor. Through its recent acquisitions and forays into international
markets in the past three years, Stepan Company has escalated its operating expenses and capital
expenditures at 10.5% CAGR each. The biggest of these was the acquisition of Bayer, in
Columbus, Georgia, which was purchased for $68 million and is fully integrated as of 2014.
Overall, the company is poised to realize the economics of these acquisitions in the near term,
while also opportunistically looking for more acquisitions in the long term. Additionally, Stepan’s
strong international presence (approximately 44% revenue from outside the United States), has
given them a big advantage over their competitors who typically have smaller presences
internationally. A good example of this is Stepan’s acquisition of P&G’s plant in Brazil. Stepan
has not disclosed financials, but the deal is expected to close in the third or fourth quarter of 2014.
Valuation
In order to reach an intrinsic value for SCL, a 10-year DCF model was constructed. Using a terminal
growth rate of 2.5%, WACC of 9.15%, the DCF model resulted in an intrinsic value of $73.18. A
sensitivity analysis, using a range for terminal growth of 1.5%-3.5% and WACC ranging between 7.15%11.15%, generated an intrinsic value range of $64.53-$85.93. Additionally, an EV/EBITDA multiple was
run. The EV/EBITDA multiple was calculated by looking using a 5 year average EV/EBITDA for the
company. Overall, the DCF was weighted at 50%, and the EV/EBITDA multiple was also weighted at
50%. This ultimately yielded an intrinsic value of $64.20 and a potential upside of 32.95%.
Risks
 Volatility of raw materials prices. Input prices for Stepan’s chemicals can be volatile and
unpredictable. Any rise in input costs could harm the company’s margins going forward. While
the company can pass through some of these costs, any significant change will likely harm the
company.
 Excess Capacity. Stepan has had difficulty with using all of its capacity during the current year.
This is also related to the decline in surfactant volume by 8%. The excess capacity in certain
plants has contributed to bringing the stock price down.
 Transportation Costs. Stepan uses third party logistic software to transport raw materials into
their plants and ship finished goods to their customers. They fill orders on a spot basis and are
subject to carrier costs. Any increases in fuel or transportation costs could impact the company’s
profitability.
Management
Stepan Company has been family operated since 1959. Quinn Stepan, the current chairman of the board,
ran the company from 1967-2006. His son, Quinn Stepan Jr., took over as President and CEO in 2006.
Quinn Stepan Jr. joined the company in 1987 and served as COO from 1997-2006. Management has
increased dividends for 46 consecutive years, confirming their commitment to shareholder value.

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

16.00%
58.00%
Source: Yahoo Finance

Top 5 Shareholders
Holder
Blackrock
Vanguard Group, Inc.
Stepan, Quinn F.
Franklin Resources
Neuberger Berman Group

Shares
1,648,541
1,370,066
1,251,875
1,124,624
902,774
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Acadia Healthcare Company, Inc. (ACHC)
September 5, 2014
James Stark

Healthcare

Acadia Healthcare Company, Inc. (NASDAQ: ACHC) develops and operates inpatient psychiatric
facilities, residential treatment centers, group homes, and substance abuse facilities in the United States.
Its acute inpatient psychiatric facilities provide evaluation and crisis stabilization of patients with severe
psychiatric diagnoses. The company also operates therapeutic group homes that provide treatment
services for emotionally disturbed adolescents; and manages therapeutic foster care programs for
children and adolescents with emotional disorders. Acadia operates a network of 75 behavioral
healthcare facilities with more than 5,500 licensed beds in 24 states, the UK, and Puerto Rico. Acadia
Healthcare Company, Inc. was founded in 2005 and is headquartered in Franklin, Tennessee.
Price ($) (9/2/14)
Price Target ($):
52WK Range ($):
Market Cap:
Float
Short Interest (%):
Avg. Daily Vol:
Dividend ($):
Yield (%):

51.81
59.62
37.38-53.87
3.06B
45.5M
10.4%
467K
$
0.00%

Beta:
0.82
WACC
7.4%
M-Term Rev. Gr Rate Est: 24.8%
M-Term EPS Gr Rate Est:
28.0%
Debt/Equity
128.4%
ROA:
3.9%
ROE:
9.3%

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

2013A
2014E
2015E
735
992
1,290
77.60% 34.97% 30.00%
16.73% 19.37% 20.00%
$0.71A
$1.45E $2.02E
-0.37
1.11
1.59
72.73x
35.82x 25.62x
19.8x
13.9x
10.5x

Recommendation
Acadia Healthcare Company is a profitable behavioral platform rapidly expanding and obtaining a strong
position in an industry undergoing an effort to reduce costs and expand programs to better serve the
growing need in the psychiatric care industry. The behavioral healthcare industry has siginificant barriers
to entry including: high initial capital to open new facilities, expertise to deliver high quality specialized
services, and numerous regulatory hurdles. According to the National Institute of Mental Health, over
20% of US children have suffered from a mental disorder at some point in their life. Management
believes the market for these services will continue to grow due to increased awareness and acceptance of
mental health issues. The growing awareness of mental health conditions is expected to increase demand
for the services offered by ACHC. The recent healthcare reform is expected to increase access to these
services as more individuals obtain insurance coverage bringing in about 32 million of uninsured citizens.
National expenditures on mental health and substance abuse treatment are expected to reach $239 billion
in 2014, up from $121 billion in 2003, representing a CAGR of 6.4%. ACHC’s diversified revenue and
payor base mitigates the potential risk associated with any single facility. The company received 48% of
revenue from Medicaid, 25% from commercial payors, 22% from Medicare, and 5% from self pay.
Additionally no facility accounted for more than 6% of revenue, and no state accounted for more than
17% of revenue. With these reasons along with a successful management team, consistently solid organic
growth, strong free cash flow, a healthy U.S. deal pipeline, and expected M&A catalysts it is
recommended that the AIM Equity Fund hold its position of Acadia Healthcare Company, Inc. with a
price target of $59.62, which offers a potential upside of 15.08%. The firm does not pay a dividend.
Investment Thesis
 Recent and Future Acquisitions. Management has already delivered on its goal of growing
revenue to a $1 billion run rate by the year end after the acquisition of Partnerships in Care (PiC)
in the UK for $662 million with $175 million of availability on its credit revolver. ACHC
completed the acquisition of PiC on July 1 with ample remaining access to capital to address
additional growth opportunities through acquisitions and facility expansions. PiC added 23
inpatient psychiatric facilities with over 1,200 licensed beds, which produced revenue of $285
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million in 2013. The acquisition also opens the door to additional growth opportunities in the $2
billion UK behavioral health market which is growing about 9% annually. The company has a
healthy deal pipeline that could include at least two transactions in the US between now and year
end. ACHCs deal pipline also includes some larger transactions that could be implemented in the
next 12-18 months.
Same Store Sales Growth. ACHC’s same-facility revenue grew 11.5%, which stands out since it
is an operating metric that improved because of management’s decision to strategically expand
the company’s bed count and take advantage of industry tailwinds and emerging market
opportunities. ACHC’s organic growth enabled it to generate EBITDA margin expansion to
26.3%. This was due to the addition of 416 beds over the past 12 months, an increase in same
store patient days which increased 10.6%, 16% increase in admissions, as well as a 0.8% revenue
per patient day increase.
Experienced Management. Management is experienced in the industry (170 combined years)
and has succeeded before; this is a significant competitive advantage. The majority of this team
was together at Psychiatric Solutions that was eventually bought after 10 years by United Health
Services for $3.1 billion. This team has made a tremendous amount of money for investors in the
past in the same industry, and have huge credibility. Management strives to use years of
experience and success operating behavioral healthcare facilities to generate strong free cash flow
and grow the already profitable business.

Valuation
In order to reach an intrinsic value for ACHC, a ten-year discounted cash flow model was conducted.
Using a terminal growth rate of 3% and a WACC of 7.36% resulted in a valuation of $59.37. Sensitivity
analysis on both the terminal growth rate and WACC provided for a range between $39.21 and $83.50.
Additionally, a relative P/E multiple of 41.38x was utilized. After calculating the respective multiple the
estimated P/E value was $60.00. By weighing the DCF model 60% and the P/E multiple 40% a target
price of $59.62 was established. The firm does not pay a dividend.
Risks
 Payments Received From Government and Third Party Payors. A significant portion of the
revenue comes from government healthcare programs, prinicpally Medicare, Medicaid
(approximately 67%), and the National Health Service (approximately 97%). Recent budgetary
pressures on federal and many state governments may negatively affect availability of taxpayer
funds for Medicare and Medicaid programs.
 Substantial Debt. As of June 30, 2014 ACHC had total debt of $567.3 million. The substantial
debt can have consequences to the business including: increased vulnerability to economic and
industry conditions, make it more difficult to satisfy other financial obligations, restrict them
from making strategic acquisitions, more difficult to satisfy obligations to lenders, and require a
substantial dedicated amount of the cash flow from oper ations to payments of debt.
 Volatility Unrelated to Operating Performance. An incident involving one or more of the
patients could result in negative media coverage or negative publicity and can adversely affect the
stock price as well as the repuation of the company. In addition, ACHC may become subject to
increased regulatory burdens, governmental investigations and may be required to pay large fines.
Management
Joey A. Jacobs serves as the Chief Executive Officer and Chairman of the Board for ACHC. Mr. Jacobs
co-founded Psychiatric Solutions, Inc. and served as Chariman, President, and CEO of PSI from 19972010. Prior to founding PSI, Mr. Jacobs served 21 years in various positions at competitior HCA. David
Duckworth joined the company as the Controller in April 2011, and became the Chief Financial Officer
and Chief Accounting Officer in 2012. Brent Turner currently serves as President and Ronald Fincher is.
the Chief Operating Officer; both previously served roles under Mr. Jacobs at PSI.
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Source: Yahoo! Finance

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

30%
73%
Source: Yahoo! Finance

Top 5 Shareholders
Holder
Wellington Management Co., LLP
AllianceBernstein, L.P.
Price (T. Rowe) Associates Inc.
Vanguard Group, Inc. (The)
JP Morgan Chase & Co.

Marquette University AIM Class 2015 Equity Reports

Shares
4,343,077
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2,842,770
2,680,762
2,390,949

% Out
7.26%
5.40%
4.75%
4.48%
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Orbotech Ltd. (ORBK)
September 5, 2014
Jordan Schumacher

International Technology

Orbotech (NASDAQ: ORBK) is engaged in the design, development, manufacturing, marketing, and
servicing of supply chain solutions for the electronics industry. The company’s principal product are
automated optical inspection (AOI) systems, which are used to detect manufacturing flaws primarily in
printed circuit boards (PCBs), flat panel displays (FPDs), and liquid crystal displays, along with other
electronic components. ORBK also offers solutions such as automated optical repair (AOR), imaging
and production systems, computer-aided manufacturing (CAM), and engineering solutions used in the
manufacture of PCBs and FPDs. The company’s Recognition Software segment provides automatic check
processing and healthcare revenue cycle management solutions to banks and other financial institutions.
Additionally, the company acquired SPTS Technologies, a UK based Advanced Packaging and microelectro-mechanical systems (MEMS) firm, in August 2014. The company was founded in 1981 and is
based in Yavne, Israel.
Price ($): (8/29/14)

16.22

Beta:

Price Target ($):

18.49

WACC

11.6%

Revenue (M il)

440.00

578.60

703.00

52WK H-L ($):

16.8-11.1

M -Term Rev. Gr Rate Est:

11.5%

% Growth

9.80%

31.50%

21.50%

671.71

M arket Cap (mil):

0.85

FY: Aug

2013A

2014E

2015E

M -Term EPS Gr Rate Est:

11.2%

Gross M argin

43.52%

43.70%

43.80%

Float (mil):

29.93

Debt/Equity:

36.2%

Operating M argin

9.55%

10.00%

10.00%

Short Interest (%):

0.1%

ROA:

3.8%

EPS (Cal)

0.92A

0.96E

1.16E

Avg. Daily Vol (mil):

0.104

ROE:

8.4%

FCF/Share

$0.76

$1.13

$1.16

Dividend ($):

N/A

P/E (Cal)

Yield (%):

N/A

EV/EBITDA

17.50

16.89

13.98

6.21

8.94

5.30

Recommendation
While over the past 5 years Orbotech has grown at a CAGR of only 3%, they are well positioned toward
higher future growth because of favorable emerging secular trends. The company, in its forward
guideance, highlighted the current strength of the mobile device market, which has become increasingly
more competitive. ORBK’s AOI and AOR systems provide the necessary inspection, testing, repair, and
manufacturing solutions that have become essential to increase yields and enhance efficiency of the
manufacturing process in an industry of high technological complexity. Customers include both giants,
Samsung and LG. Moreover, an increasing demand in areas such as consumer electronics, healthcare,
government, and communications for FPDs that are higher resolution, more power efficient, and available
at a lower cost bode well for ORBK’s top line going forward. Both the PCB and FPD markets are
expected to grow at 8% annually for the next 5 years. The company continues to keep an eye to the future,
investing as much as 18% of their sales in R&D annually and has a portfolio of 506 patents and patent
applications throughout the world. Although the company currently receives no revenues from the
division, ORBK is engaged in the research, development, and marketing of anti-reflective coating on a
crystalline silicon photovoltaic wafers for solar panels. This segment could prove to be quite beneficial
if turned profitable due to the growing demand for alternative energy sources. In August 2014, ORBK
acquired SPTS Technologies for $367 million. The firm operates primarily in the strong growth industries
of Advanced Packaging and MEMS. The acquisition provides Orbotech with an excellent opportunity to
continue to grow the suite of products and services they can offer. Given these reasons and a full model
evalution, a hold rating is assigned to this security with a price target of $18.49, an upside of 14%.
Investment Thesis
 Acquisition of SPTS Technologies. The acquisition of SPTS Technologies represents a great
opportunity for Orobtech to expand upon the products and services they provide while growing
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market share. The Advanced Packaging market is expected to grow 256% from $330 million to
$1.175 billion by 2017, while MEMS is expected to grow 65.85% from $4.1 billion to $6.8
billion by 2017. SPTS provides not only outstanding growth prospects, but also further completes
ORBK’s portfolio. This allows the company to provide a more comprehensive solution to
customers, while also augmenting revenues received on a per customer basis.
Asian Exposure. Although based in Israel, Orbotech derives its greatest percent of revenues
(89%) from the Asian Pacific region, and in particular China (44%). The AIM International
Fund’s technology sector is underweight in the Asian and particularly the Chinese markets. The
fund’s position in ORBK provides needed exposure to these regions where capital investment in
technology remains robust.
FPD Industry Growth. Orbotech’s foothold in the FPD industry should prove to be quite
lucrative in the coming years. FPDs are most notably used in smartphones, and tablets, as well as
monitors. The manufacture and shipments of smartphones is expected to grow 68% from 1.01
billion in 2013 to 1.7 billion in 2017, while tablet shipments are expected to grow nearly 41%
from 213 million in 2013 to 300 million by 2017. Customers continue to demand high quality
component consumer electronics at increasingly lower prices. This necessitates the
implementation of yield and cost management solution for manufactures, which Orbotech is well
positioned to provide.

Valuation
In order to reach an intrinsic value for ORBK, a 5 year discounted cash flow model was employed. Using
a terminal growth rate of 2% and a WACC of 11.60%, the analysis yielded a $19.60 intrinsic value. A
EV/EBITDA model was also run in order to strip away variations in capital structure. An industry
average EV/EBITDA multiple of 17.31x was used and an intrinsic value of $16.83 resulted. Weighting
the DCF and the EV/EBITDA models 60/40 respectively, a price target of $18.49 was established,
representing a potential upside of 14%.
Risks
 Revenue Concentration. The FPD industry is relatively concentrated with a just a few large
firms controlling the majority of the market. Unsurprisingly, Orbotech relies on a small number
of manufactures in the space. In 2013, approximately 60% of FPD revenues were derived from
the company’s three largest customers, up from 55% in 2012. If Orbotech were to lose or see
reductions in customer purchases, there would be a materially adverse affect on revenues, cash
flows, and financial condition.
 Geopolitical Risk. Orbotech is headquartered in Yavne, Israel, which is south of Tel Aviv and
just 27 miles north of Gaza. Yavne is an area, among others, that has been targeted by Hamas
both in the conflicts in 2012 and more recently in July and August of 2014. Orbotech’s principal
R&D and production facilities are located in Yavne and continued political unrest and social
turmoil could result in varying degrees of damage to those locations.
Management
Asher Levy has held to position of CEO since January 2013 and served as the President of Global
Business from June 2010 to December 2012. He holds a BA in Industrial Engineering and Management
from Ben-Gurion University and is a graduate of HBS. Doron Abramovitch has been CFO since 2011.
Prior to his current position, Abramovitch served as CEO and CFO at Phytech Technologies. Abraham
Gross has held the position of Chief Technology Officer since 2006. Since October 2012, he has been on
paid leave serving as Deputy Chief Scientist of the OCS and is expected to return October 2014. He holds
a BA and MS in Physics from the Technion and a doctrate in Physics and Atmospheric Sciences from
Drexel University.
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Ownership
% of Shares Held by All Insider and 5% Owners:
% of Shares Held by Institutional & Mutual Fund Owners:

9.06%
83.7%
Source: Yahoo! Finance

Top 5 Shareholders
Holder

Shares

% Out

Harris Associates LP

3,439,598

8.24

Richter Jacob

3,033,945

7.26

Clal Insurance Enterprise Holdings

2,625,526

6.29

Ion Asset Management Ltd.

2,578,658

6.17

William Davidson Trust

2,213,952
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Wintrust Financial Corporation (WTFC)
September 5, 2014
Jeremy Poppe
Domestic Financials
Wintrust Financial Corporation (Nasdaq:WTFC) offers personal and commercial banking
services, a range of wealth management services, as well as other specialty financial products.
The Community Banking segment (77% of net income) operates in Chicago metropolitan area
and Southeastern Wisconsin through 115 branches. The Specialty Finance segment (13% of net
income) offers financing for small businesses to pay premiums on commercial insurance
policies. The Wealth Management segment (10% of net income) provides money management
and investment services to individuals, mutual funds, and other organizations. Wintrust is
headquartered in Rosemont, Illinois.
Price ($): 8/29/14

$46.57

Beta:

Price Target: ($)

$50.53

Cost of Equity:

9.30%

Net Interest Income:

M-Term Revenue Gr. Rate Est:

6.00%

52 WK H-L: ($)
Market Cap: (mil)
Float: (mil)
Short Interest: (%)

$49.99-$39.14
$2,170
45.7
4.66%

Efficiency Ratio %
Net Debt/EBIT

1.33

FY: Dec. 31

2013A

2014E

2015E

$550.60

$583.64

$618.65

% Growth:

5.99%

6.00%

6.00%

65.47%

NIM

3.50%

3.50%

3.50%

2.08x

EPS

$3.33

$3.65

$4.00

$45.84

$46.81

ROA

0.77%

BVPS

Return on Common Equity

7.57%

P/B

1.2x

1.0x

1.1x

11.70%

P/E

16.3x

12.8x

11.7x

Avg Vol: (K)

240,104

Dividend: ($)

$0.40

Tier-1 Capital Ratio

Yield: (%)

0.88%

Credit Rating

44.02

BBB

Recommendation
Last October Wintrust Financial Corporation was added to the AIM Portfolio. Since the stock
price has increased in value by approximately 15%. These results come at a time when
community banking has been put under extreme pressure from a regulatory stand point that
impairs their ability to compete with national banks. On top of the increase in regulation,
historically low interest rates have suppressed net interest margins. However, Wintrust has taken
advantage of a weakening industry by acquiring smaller financial institutions through FDICAssisted Transactions and through acquisitions of different financial services firms. This enables
them to compete with larger banks by providing a wide array of products. Although Wintrust has
grown in size, they have kept a decentralized corporate structure that is community-oriented and
differentiates itself amongst its smaller competitors. Wintrust is also poised to capture a rise in
interest rates in multiple ways. The first being a steeper yield curve will increase margins, and
secondly have hedged through interest rate caps. Wintrust currently trades slightly below its
peers based on P/B metrics of 1.16 opposed to an average of 1.22. For these reasons I
recommend that Wintrust Financial Corporation be kept in the AIM Equity Fund with a price
target of $50.53, which has a potential upside of 8.51%. Wintrust pays a $.40 dividend, a yield of
.85%.
Investment Thesis
 Rising Interest Rates. As the Federal Reserve continues to taper, interest rates
will likely rise. Wintrust, relative to its peers, is best positioned for an increase in
higher interest rates that will lead to increased profitability throughout the
financial industry. For Wintrust specifically, profitability will come from
commercial and residential loans as well as live insurance policies that will yield
a higher net interest margin. Also, Wintrust has purchased $880 million in interest
rate cap hedges to offset the margin compression and lack of repricing of fixed
rate loans and securities if interest rates were to rise.
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Unique Corporate Structure Will Continue to Pay Off. Wintrust is unique in
size and corporate structure. They have the benefit of being large, and therefore
have excellent financial resources and a larger variety of products. For instance,
they have a wide variety of electronic banking options for both commercial and
retail customers – typically only provided by larger banks. Although larger than
its competitors, Wintrust is small enough that it can take the approach of local
decision-making that enables higher customer service and flexibility that a
traditional community bank offers.
Continue Acquisition of Financial Services. In 2014 alone, Wintrust has
acquired 5 additional financial service companies, three of which were
community banks. In the past, acquisitions have been beneficial to shareholders
evidenced by excellent returns. Management will continue to acquire financial
institutions that create value for shareholders. A larger asset-base will also result
in an increase in economies of scale and therefore a stronger advantage against
their local competitors.

Valuation
To obtain a target price, a Price to Book multiple and an Equity Excess Return valuation were
used. To find the Price to Book multiple, a historical average and an average from its peers were
calculated. The historical Price to Book multiple was weighted 25% in this calculation, and the
average from its peers weighted 75%. The implied share price from this weighting was $48.57.
An Equity Excess Returns Model was created using a cost of equity of 9.30% and growth in net
income of 6.00%. The implied price per share from this model was $52.49. Each valuation was
weighted equally resulting in a target price of $50.53.
Risks







Adverse Economic Conditions in Chicago and Southeast Wisconsin Area. A
slowdown of the economic activity would negatively impact Wintrust and other
financial institutions. They have a large concentration in the Chicago and
Southeast Wisconsin area. If this geographic area underperformed, Wintrust
would lag their larger, better diversified peers.
Commercial Real Estate. One sector Wintrust has large exposure to is
commercial real estate. Real estate makes up 40% of their loan portfolio, which
the majority is commercial real estate. This could be a major risk if this asset class
dropped in value.
Competition from National Banks. Community Banking has been shrinking.
Banks with better access to capital and ability to maneuver the new financial
regulation have dominated the market. Regulation, such as Dodd-Frank, dictate
strict lending requirements that take away the ability for financial institutions to
use discretion and take a holistic approach. Typically, small businesses have
sought community banks for flexibility over larger institutions. This competitive
advantage has historically enabled smaller banks to have an edge over larger,
more rigid financial institutions. However, recent legislation that requires stricter
lending practices hinders this advantage. Wintrust has been able to stay
competitive by offering the most flexibility possible to clients while having
financial resources beyond their local competitors.
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Management
Edward Wehmer is the President and Chief Executive Officer. He served as the President and
Chief Operating Officer of Wintrust Financial since its formation in 1996. Mr. Wehmer is a
Certified Public Accountant and spent seven years with Ernst & Young specializing in bank
related merger and acquisition. David Dykstra currently serves as the Company’s Chief
Operating Officer. Prior to 2002, Mr. Dykstra served as the Company’s Chief Financial Officer.
Mr. Dykstra also serves as a Regional Market Head overseeing First Insurance Funding, State
Bank of the Lakes and Tricom. Before joining Wintrust Financial, Mr. Dykstra was employed
from 1990 to 1995 by River Forest Bancorp. Prior to his association with River Forest Bancorp,
he spent seven years with KPMG.

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

Top 5 Shareholders
Holder
BlackRock Institutional Trust
Dimensional Fund Advisors, L.P.
The Vanguard Group, Inc.
State Street Global Advisors (US)
T. Rowe Price Associates, Inc.
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2.00%
>90%
Source: Yahoo! Finance

Shares
%Outstanding
3,756,016.00
8.06%
3,287,266.00
7.06%
2,927,909.00
6.28%
1,701,559.00
5.80%
2,552,100.00
5.48%
Source: Thomson One
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Innospec Inc. (IOSP)
September 5, 2014
Kurt Wittmeyer

Domestic Materials

Innospec Inc. (NASDAQ: IOSP) develops, manufactures, blends and markets supplies fuel additives,
oilfield chemicals, personal care and fragrance ingredients along with other specialty chemicals. IOSP
has three operating segments (2013 revenue %): fuel specialties (69%), performance chemicals (24%),
and octane additives (7%). The fuel specialties segment produces and sells fuel additives that improve
fuel efficiency, boost engine performance and reduce harmful emissions. The performance chemical
segment provides technology-based solutions for its customers’ products in the personal care and
fragrance ingredients markets. Innospec has manufacturing facilities in the US, UK, France, and
Germany with regional offices in Africa and Asia. Innospec employs over 1100 employees, was founded
in 1938 and is headquartered in Englewood, Colorado.
Current Price (9/5/14)

$42.18

0.83

FY: December
Revenue (M il)

2013 A

2014E

39.13-49.41

M -Term Rev. Gr Rate Est:

7.0%

% Growth

5.46%

5.40%

3.70%

1.03 B

M -Term EPS Gr Rate Est:

3.5%

Gross M argin

31.29%

30.05%

29.48%

13.96%

13.28%

12.98%

3.92

3.65

3.70

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

97.60%

Debt/Equity:

30.4%

Operating M argin

2.2%

ROA:

12.2%

EPS (Cal)

71,822

ROE:

21.7%

FCF/Share

0.50

818.80

2015E

52WK L-H ($):

Float (mil):

WACC

12.1%

$

M arket Cap:

35.59

Beta:

Price Target ($):

$

EV/EBITDA

2.52
8.09

862.99

$

2.73
8.05

894.90

$

2.79
7.93

Recommendation
In August, four former executives of Innospec were sentenced to jail in London, UK for bribing the
Indonesian and Iraqi government to continue buying Innospec’s tetra ethyl lead gasoline. This has caused
an outlash from health experts around the world and is a cause for concern going forward as the potential
for future litigations increase. Even though those sentenced have not worked for Innospec in recent years,
this increased media attention bodes negatively for Innospec. The UK is the largest facility by production
and revenue origination for Innospec, which magnifies the significance of the recent news. It is expected
that Innospec’s high margin octance additives segment will be winding down faster than expected based
on the recent sanctions of the UK. Although the octane additives segment is Innospec’s smallest division,
it will have to make up the top and bottom line numbers in the two other divisions to offset the decreasing
demand for leaded gasoline. Innospec has been involved in numerous acquisitions in the past year:
Chemsil Silicones, Chemtec Chemical, and Bachman group were all acquired recently and have been on
track for additional sales of about $80 million- plus synergies are expected from the aqcuisitions.
Although this inorganic growth will improve both the top and bottom lines, strong organic growth is a
goal for management going forward. The fuel specialties and performance chemicals segments had an
average orperating margin of 30.2% and 23.8% with revenue acheiving a CAGR of 7.4% and 8.0% for
the past two years respectively. The growth in revenue from 2010-2013 were primarily the result of the
recovering US economy. Moving forward, Innospec is in a tough spot trying to continue their goals of
improving top and bottom line growth in light of the phase-out of octane additives segment, negative
media attention and exposure to economic downturns. For these reasons it is reccommended Innospec be
sold from the AIM Equity Fund with a target price of $35.59, potentially resulting in an 18.4% downside.
Investment Thesis
 Prison Sentence for Four Former Executives. On August 1, 2014 four former executives were
found guilty and sentenced to prison in London on bribery charges in both Indonesia and Iraq.
For the period from 2002 to 2008, these execuitves paid millions of dollars to government
officials in these two countries in return for the countries delaying the phase out of tetra ethyl lead

Marquette University AIM Class 2015 Equity Reports

Fall 2014

Page 29





gasoline (TEL). This product has been IOSP’s highest margin product through time. TEL is
leaded gasoline which is harmful to individual health as well as the environment. Leaded gasoline
was outlawed in the U.S in 1978 and since then most other developed countries have banned its
use. Emerging and developing countries did not have the infrastructure and economy in place to
make the change from leaded to unleaded gasoline as quickly as developed countries. This media
attention negatively affects Innospec’s image going forward and increases the possibility of future
litigations involving leaded gasoline exist for the firm.
Elimination of Octane Additives Segment. Due to the wide knowledge that lead is harmful to
indiviual health, especially when realeased into the environment through the burning of gasoline,
the octance additives segment is expected to be shut down in late 2015 or 2016. With the octane
additives division being Innospec’s highest margin segment composing of around 11% of gross
profit in 2013, Innospec will be challenged to make up this profit to contribution.
Small Number of Significant Customers. Innospec’s main customers are large multinational
and state-owned oil companies, as well as, large multinational manufacturers of personal care and
household products. A loss of any of these large customers or a decrease in customer demand
could adversly impact financial results and decrease cash flows. Royal Dutch Shell is Innospec’s
largest customer representing 10.1% of company revenue in 2013. If Shell or any other large
customers were to stop doing business with IOSP, financial results would be negatively impacted.

Valuation
In order to reach an intrinsic value for Innospec, a seven year discounted cash flow model was conducted.
Using a terminal growth rate of 3% and a WACC of 12.10% resulted in a valuation of $30.48. Sensitivity
analysis on both the terminal growth rate(1%-5%) and WACC (11.1%-13.1%) provided for a range
between $23.60 and $44.10. An EV/EBITDA blended historical and industry average multiple of 11.02x
was also used which resulted in a $50.90 valuation. By weighing the DCF model 75% and the
EV/EBITDA model 25% a price target of $35.59 was established, representing a 18.4% downside from
the current price. Innospec does not pay a regular dividend but did pay a one time $0.50 divdend in
November 2013. Innospec does not have a current share repurchase plan in place.
Risks
 Sustainability Report. Innospec just released it’s newest sustainablility report. This report is an
in depth marketing piece that describes all the positive things Innospec has been doing while
adhereing to principles of social development. The sustainability report offers potential ease to
current and potential stakeholders by demostrating the decreasing impact their porducts are
having on the environment. However, this report is a marketing campaign Innospec has
maintained the past 15 years and is generally viewed as just that.
 Strong Inorganic Growth Continues. Innospec has made four separate acquisitions in the last
30 months which have resulting in both inorganic revenue growth along with synergies from
increased efficiency in production. If future acquisitions continue to arise for Innospec, less
pressure will be put on organic growth from the fuel specialties and performance chemicals
segments.
Management
Patrick Willaims is the president and CEO of Innospec and has held the position since 2009. He
previously was the president of the fuel specialties segment since 2005. Mr. Williams has a PhD in
chemistry from Leicaster University and BS from University of Colorado. Ian Cleminson is an
Executive Vice President and Chief Financial Officer and has been in this role since 2006. Prior to
that, he was the financial controller of the fuel specialties and performance chemicals segments. He
holds a BS from Lancaster University and MSSc from Birmingham University.
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Ownership
% of Shares Held by All Insider and 5% Owners:

3%

% of Shares Held by Institutional & Mutual Fund Owners:

93%
Source: Yahoo Finance

Top 5 Shareholders
Holder
Shares
T. Rowe Price Associates, Inc.
3,355,080
Royce & Associates, LLC
3,314,265
Fidelity Management and Research Company
1,798,621
Vanguard Group, Inc.
1,362,891
Wellington Management Company, LLP
1,303,787

% Out
13.74
13.58
7.37
5.58
5.34
Source: Yahoo Finance
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J2 Global Inc. (JCOM)
September 5, 2014
Tkhu Kha Fam

Domestic Information Technology

J2 Global Inc. (NASDAQ: JCOM) is a $2.55 billion global provider of Internet services to businesses and
individuals worldwide. The company operates in two segments: Business Cloud Services and Digital
media. Business Cloud Services segment offers online fax services; on-demand voice and unified
communications services; online backup solutions; hosted email, email encryption, and email archival
services; email marketing services; and cloud-based CRM solutions. Digital Media Segment operates a
portfolio of Web properties under the Ziff Davis umbrella that provide technology, gaming and lifestyle
content and a data-driven platform connecting advertisers with visitors to those properties and to visitors
of third party Websites. The company also licenses a variety of copyrighted editorial content to
businesses. J2 Global Inc. was founded in 1996 and is headquartered in Los Angeles, California.
Price ($): 9/1/14)
Price Target ($):
52WK H-L ($):
Market Cap (mil):
Float (mil):
Short Interest (%):
Avg. Daily Vol (mil):
Dividend ($):
Yield (%):

$53.45
$64.41
56.24-41.09
2,551.31
34.55
18.78%
0.39
$0.28
1.99%

Beta:
WACC
L-T Rev. Gr Est:
L-T EPS Gr Est:
Debt/Equity:
ROA:
ROE:
ROIC
Rev Growth 3-5 Yr

1.15
12.09%
8.00%
11.00%
34.78%
10.01
16.63%
12.00%
10.67%

FY: Dec.31

2013A

2014E

2015E

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

$520.80
40.23%
83.32%
33.68%
$2.28
$4.12
21.9x
11.57x

$598.92
15.00%
83.80%
34.20%
$2.69
$4.52
19.86x
10.38x

$682.77
14.00%
84.00%
35.00%
$3.27
$5.40
16.34x
8.95x

Recommendation
In the past decade, cloud computing services have been transforming the information technology
landscape through greater collaboration, productivity, and reduced costs for many business entities. With
revenue growing at a CAGR of 18% , an average EBITDA margin of 47% for the past five years, and
revenue growth of 600% in online backup services YoY, it is evident that JCOM is well positioned for a
continued growth in the cloud services industry. With the company’s 2012 acquisition of Ziff Davis,
JCOM managed to expand its operations into the global media space. As a result of the successful
synergy from the acquisition, the company reported a 40% growth in revenue YoY. Founded in 1996,
JCOM has over 19 years of experience in providing value-added cloud, data back up services and media
content to its customers. Operating mainly in the United States, J2 Global Inc. is now also serving
customers across a wide range of market segments such as Canada, Ireland, UK, and Latin America.
According to Q2’14 management discussion, JCOM reported a historical low churn rate of 2%, down
from 2.2% YoY which demonstrates the company’s ability to retain its customers. At present, JCOM
commands approximately 30% of the world’s cloud-based digital faxing system. Research data has shown
that by 2018, the global market for cloud computing services will reach $79 billion which suggests
greater profitability opportunities for JCOM in a long run. Currently JCOM is trading at P/E multiple of
21.9x and pays 2.08% in dividends. Due to the company’s strong balance sheet, outsized revenue growth,
and continued expansion of its digital media business, it is recommended that JCOM to continue be held
in AIM Domestic Equity Fund with a target price of $64.41 , which represents a 20.50% upside.
Investment Thesis
 Strong growth opportunities in media segment. Due to business scaling, better monetization of
traffic and cost containment, JCOM’s media business segment reported an annual growth of
1250% YoY and EBITDA margin of 29% over the same period. With expansion of the content
and continued subscription growth, the digital media segment has plenty of space to grow.
Additionally, PricewaterhouseCoopers industry research report has shown that revenues in online
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media and entertainment industry will increase by around 13% per year over the next five years.
Strategic M&A activities that lead to further business expansion and diversification. JCOM
has successfully executed four to six of small to medium strategic acquisitions annually.
Following the development of the digital media business segment, management discussed several
new acquisitions that were focused on the UK, Ireland, and Latin America. The company
reported $193 million cash from operations, $208 million of cash and equivalents and $589
million in total debt as of FY2013 – providing funds to conduct future opportunistic acquisitions.
Growing cloud-computing industry. As 59% of all new spending on cloud computing services
is originated from North American enterprises, a trend is projected to accelerate through 2016.
Additionally, the research showed that the global market for cloud equipment has a potential to
reach $79 Billion by 2018 if it continues to grow at a 35% CAGR. This represents a great
opportunity for J2 Global Inc to grow its business and benefit from a larger market share within
the cloud computing industry.

Valuation
In order to reach an intrinsic value for JCOM, a ten year discounted cash flow model was conducted.
Using a terminal growth rate of 2.34%, a beta of 1.15 and WACC of 12.09% resulted in a valuation of
$66.22. Additionally, a mulitiple valuation method using P/E generated a target price of $60.17.
Weighting DCF 60% and P/E 40% a price target of $64.41 was established, which represents 20.50% of
upside. Additionally, a sensativity analysis was conducted and the price range of $59.76-$70.34 was
found. JCOM pays 2.08% in dividends.
Risks
 Cyclicality of advertising revenue from the digital media business. Digital media business
segment represents 25% of the company’s total revenue as of FY2013. According to Q2’14
management discussion, the company is planning to increase the asset allocation into this new
business segment. As digital media industry is fairly cyclical due to the advertising component,
JCOM’s expansion into the media sector might put the company’s revenue into the greater
volatility and cause the company’s underperformance.
 Increased leverage position. According to Q2’14, the company issued $402.5 million of senior
unsecured convertible notes due 2029 in addition to the existing $250 Million of senior
unsecured notes due 2020. JCOM has $ 40 million of credit revolving facility fully available for
use. Such high leverage increases the the company’s annual interest expense and represents a big
risk if JCOM is not able to repay the debt. At the end of FY 2013 the company’s leverage ratio
was 1.3x. If the more debt is issued, Moody’s estimates that the company’s leverage might
increase to 2.6x.
 Weakening European economy due to geopolitical tensions. While US economy showed great
signs of recovery by delivering over 209,000 jobs and a low 6.2% of unemployment rate,
European economy is stumbling with its high unemployment rate of 11.5%. Political and
financial instability related to Russia’s confrontation with Ukraine and the effects of escalating
the economic sanctions between Europe and Russia have further weakened the European
economy. Carrying this forward outlook, JCOM’s profitability in the European region might
experience a slower than anticipated growth.
Management
Hemi Zucker – Chief Executive Officer and the co-founder of J2 Global in 1996. he also served as Chief
Financial Officer and Chief Operating Officer. Before founding J2 Global, Hemi Zucker worked in
various divisions of Motorola in finance and operations. The executive team is comprised of professionals
who have had over 25 years of experience working in the entertainment and technology industry. With its
strong management team, J2 Global Inc. will be able to further improve its business model and strategy.
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Ownership
% Of Shares Held by All Insider and 5% Owners
% Of Shares Held by Institutional & Mutual Fund Owners

Holder
Jackson Square Partners
Fidelity Management
Blackrock
William Blair & Company
Vanguard Group Inc.

Top 5 Shareholders
Shares
4,321,160.00
4,171,176.00
4,040,070.00
2,942,818.00
2,934,243.00
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3%
79%
Source: Yahoo! Finance

% Out
9.05%
8.74%
8.46%
6.17%
6.15%
Source: Yahoo! Finance
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