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February 20, 2015 

Alex Ibrahim                        Domestic Health Care 

 

Air Methods Corp. (NASDAQ: AIRM), through its subsidiaries, provides air medical emergency 

transportation services and systems in the United States. The company operates an Air Medical Services 

(AMS) segment (86% of revenue), Tourism segment (11% of revenue), and a United Rotorcraft (UR) 

segment (3% of revenue).  The AMS segment is made up of approximately 400 aircraft (66% owned and 

34% leased) and provides air medical transportation to the general public as well as hospitals and other 

institutions through exclusive operating agreements. Furthermore, this segment offers 24 hour 

communication and dispatch as well as billing and collections services. The Tourism segment provides 

aerial tours and charter flights, primarily focusing on the Grand Canyon and Hawaiian Island tours. The 

UR segment designs, manufacturers, certifies and installs modular medical interiors, multi-mission 

interiors, and other aerospace and medical transportation products for customers.  The firm was founded 

in 1982 and is headquartered in Englewood, Colorado.  

 
Price ($) (02/12/2015) 45.09 Beta: 0.92 FY: December LTM(9/14) 2014E 2015E

Price Target ($): 57.46 WACC: 7.6% Revenue (Mil) 983.2$     1,005$     1,075$     

52WK Range ($): 40.31-60.74 M-Term Rev. Gr Rate Est: 7.7% % Growth 11.5% 14.0% 7.0%

Market Cap: 1.77B M-Term EPS Gr Rate Est: 9.4% Gross Margin 44.8% 45.0% 46.0%

Float : 35.6M Debt/Equity: 145.7% Operating Margin 16.6% 18.1% 20.0%

Short Interest (%): 24.1% ROA: 8.3% EPS (Cal) $2.21A $2.35 $2.82

Avg. Daily Vol: 0.37M ROE: 21.4% FCF/Share $0.86 $2.46 $3.03

Dividend ($): - P/E (Cal) 20.36x 19.21x 15.98x

Yield (%): - EV/EBITDA 13.25x 12.73x 11.14x  
 

Recommendation 

 

Since being founded in 1982, Air Methods has continuously separated itself from the competition and 

clearly taken the market leading position in this critical niche market. Analyst estimates place the total air 

medical transportation market at approximately $3.0B dollars. As of September 2014, AIRM controlled 

approximately 28% of that market. In addition to being the largest provider of air medical transportation 

services in the United States, AIRM runs a state-of-the-art dispatch and communications center and 

handles all billing and collections in house. As of September 2014, the TTM revenue of the AMS 

segment was $845M, 67% from patient transportation, 18% from AMS Contracts, and 1% from Dispatch 

and Billing Services. Since 2012, patient transports and net revenue per patient have increased 

approximately 3% per quarter.  In 2012 and 2013, AIRM acquired Sundance Helicopters and Blue 

Hawaiian Tours, respectively. With these two acquisitions complete, AIRM now controls 23% of the air 

tourism market in the U.S., making it the largest player in the industry. The UR segment is a market 

leader in engineering, manufacturing and installing aero medical products. As of 2014, AIRM has two 

government contracts to retrofit Blackhawk helicopters and Medical Evacuation Vehicles for the Military. 

In addition to Military contracts, this business segment also serves the general market and has a current 

order backlog of $30M. Since 2007, total company revenue has grown at a CAGR of 50.39%. Based on 

the above factors as well as a favorable valuation, it is recommended that AIRM be added to the AIM 

Equity Fund with a price target of $57.46. This valuation represents a potential upside of 27.43%; the 

firm does not pay a dividend.  

 

Investment Thesis 

 

¶ Inelastic pricing model in a niche market. AIRM is currently the largest player in the air 

medical transportation industry. This is a specialty market that will always be in demand, 

regardless of market cycle. Furthermore, AIRM has maintained a stable commercial collection 
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rate of 80%. The inelastic nature of this industry has resulted in 3% quarterly growth of net 

revenue per patient and total transports.  

 

¶ Positive reimbursement outlook from ACA.  AIRM’s current total reimbursement has been 

holding steady at 80%. As of June 30, 2014, approximately 11.4% of patients transported did not 

have insurance. The average uninsured patient collection rate for the same period was less than 

20% of total billed costs.  According to company estimates, every 1% reduction in uninsured 

transports will result in an additional $16M of net income. As the Affordable Care Act rolls out 

and unemployment continues to decrease, it is expected that net income will benefit from higher 

reimbursement rates as a result of more insured individuals being transported. 

 

¶ Tourism segment will lead to operational efficiencies and diversification. As the two recent 

acquisitions of Blue Hawaiian and Sundance Helicopters continue to be integrated, it is expected 

that operational efficiencies will arise from fleet and spare part procurement, as well as employee 

recruitment. Furthermore, the tour segment will serve as a talent pipeline for air medical 

emergency pilots, who are required to obtain a larger number of flight hours before taking 

command of an air medical transport flight.  

 

Valuation 

 

In order to reach an intrinsic value for Air Methods, a 10 year DCF model was conducted. Using a 

terminal growth rate of 2.5% and a WACC of 7.6% resulted in a valuation of  $66.13. Sensitivity analysis 

on both the WACC and terminal growth rate provided a price range of $52.34-$86.70. Additionally, a P/E 

analysis and P/S analysis was conducted. Using the industry average P/E of 25.58x and the current P/E of 

19.80x resulted in a target price of $58.30. Using the industry average  P/S multiple of 1.19x and a current 

P/S multiple of 1.76x, a value of $30.60 was obtained. By weighing the DCF model 60%, and the P/E and 

P/S multiples 20% each, a price target of $57.46 was established. AIRM does not currently pay a 

dividend.  

 

Risks 

 

¶ Revenue is highly correlated to weather. Although the firm attempts to reschedule all transports 

and sightseeing trips cancelled due to weather, several flights are cancelled each year due to 

inclement weather that may impact flight safety. A large stretch of negative weather may impact 

revenues of all business segments. This risk is slightly mitigated by the company’s geographic 

reach across the United States.  

 

¶ Flight Accidents. Although AIRM has operated with a stellar safety rating, the impact of an air 

transport or sightseeing accident can materially impact stock price. This risk is mitigated by the 

Level 4 Safety Management System rating issued to AIRM by the FAA. Level 4 designation is 

the highest rating issued by the FAA, and has only been attained by seven other commercial air 

operators (including major U.S. Airlines).  

 

Management 

 

Aaron Todd has been with the firm since 1995 and has served as CEO since July, 2003. Mr. Todd 

graduated from Brigham Young University with a B.S. in Accounting. Trent Carman has served as CFO 

since April, 2003. Prior to joining the company, he held the position of CFO at StorNet, Inc. Mr. Carman 

received a B.S. in Accounting from Utah State University and a MBA from Indiana University.  
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% of Shares Held by All Insider and 5% Owners: 9%

% of Shares Held by Institutional and Mutual Fund Owners: 107%

Ownership

 
 

Holder Shares % Out

T. Rowe Price Associates Inc. 2,937,651 7.49%

The Vanguard Group 2,374,033 6.06%

Jennison Associates LLC 2,239,276 5.71%

BlackRock Fund Advisors 1,973,374 5.03%

Clifton Park Capital Management 1,737,900 4.43%

Top 5 Shareholders

 
 

Company Name Price Market Cap ($M)Revenue ($M) EPS P/S P/E

CHC Group 2.11$    170.10$                 1,825.50$        (4.66)$ 0.1x N/A

PHI, Inc. 34.30$ 537.10$                 906.70$            2.69$   0.6x 13.5x

Bristow Group 61.71$ 2,144.80$             1,849.20$        2.76$   1.5x 22.4x

Era Group 23.10$ 470.60$                 332.50$            0.77$   1.4x 30.1x

ATS Group 8.74$    567.60$                 583.00$            0.24$   1.0x 36.4x

Average* 1.2x 25.6x

*Less weight has been given to CHC Group based on overall comparibility

Public Comparable Companies
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Sesa Sterlite Limited (SSLT) 

February 20, 2015 

Wen Yang                         International Materials 

 

Sesa Sterlite Limited (NYSE: SSLT) is Indiaôs largest and one of the worldôs top seven global diversified 

natural resource companies. SSLT engages in exploring, extracting, and processing minerals and oil & 

gas. It operates in copper (31% of revenue), zinc, lead & silver (27%), aluminum (17%), oil & gas (17%), 

commercial power (5%), iron ore (0.04%), and others (3%). The firm has an operational presence across 

India, South Africa, Namibia, Ireland, Australia, Liberia, and Sri Lanka and markets its products 

internationally. 70% of its revenue comes from India, 10% from China, 5% from the Middle East, 7% 

from Europe, and the remaining 8% from other countries. In India, SSLT has the top market share 

position in zinc, lead, aluminum, and copper and the second in oil. The firm, previously known as Sesa 

Goa Limited, was founded in 1965 and is headquartered in Panaji, India. Sesa Sterlite Limited is a 

subsidiary of Vedanta Resources Plc.   

 
 

Recommendation 

In 2014, the World Bank’s energy and metals & minerals price indices dropped by more than 35% each. 

Given abundant supplies, weak demand, and a stronger U.S. dollar, the World Bank expects commodity 

prices to continue to decline this year. Despite the relatively sluggish global economic outlook, India has 

emerged as the brightest BRIC star. In Q4 2014, India’s GDP rose by 7.5% YoY, and according to 

Goldman Sachs, the World Bank, and the IMF, the Indian economy is expected to grow faster than China 

within a year or two. The IMF has forecasted a 6.4% GDP growth rate in India in 2015. Prime Minister 

Narendra Modi, who is pro-business and won the national election last May, has shown firm 

determination in pushing a significant infrastructure build in India. A multi-billion dollar fund is planned 

to support the push toward infrastructure improvement, which includes building more airports, a high-

speed train network, overhauling trains, and modernizing ports. This stimulus will boost domestic 

demand for materials and energy in India. From 2013 to 2020, demand for zinc, refined copper, and 

aluminum are expected to grow at 6%, 7%, and 9% CAGRs, respectively in India. With the number one 

market position in these materials in India, SSLT is well-positioned to capture future growth 

opportunities. In addition, by possessing a diversified portfolio of mines, SSLT reduces volatility of 

earnings through commodity cycles and can enhance shareholder value. Moving forward, not only will 

SSLT benefit from the positive economic outlook in India, but also its selective output expansions, 

exposure to upside commodity price momentum in zinc and aluminum, and a desireble regulatory 

environment. For these reasons and a favorable valuation, it’s recommended that Sesa Sterlite Limited be 

added to the AIM International Equity Fund at a target price of $17.97, representing an upside potential of 

29.31%. The company provides a dividend yield of 1.67%.   

 

Investment Thesis 

¶ Upside Commodity Price Momentum in Zinc and Aluminum. 2014 was a good year for zinc 

and aluminum—despite the plummet of other commodity prices. The good news is that the 

upside price momentum in zinc and aluminum is expected to continue in the near future. Due to 

decreases in zinc stock, closures of major mines, and limited production capacities and new mine 
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supplies, Credit Suisse forecastes the price of zinc to reach $3,000/ton by 2016, which represents 

a 40% upside from the current price of zinc. Additionally, Bloomberg estimates that 3.5M tons of 

zinc capacity might come online to offset 1.3M tons of expected closures by 2020. In terms of 

aluminum, Morgan Stanley estimates an 8% increase in the price of aluminum this year due to 

increasing demand from car manufacturers and decreases in aluminum output. With 27% of their 

revenue derived from the zinc segment and 17% from aluminum, SSLT will benefit significantly 

from upside potentials in zinc and aluminum prices. 

¶ Capacity Expansions and Cost Cutting. Operating in a highly cyclical industry, SSLT has 

always focused on what they can control internally and tried to drive volumes up and costs down. 

In response to dropping commodity prices, the company has planned on cutting CapEx and 

operating expenses while increasing aluminum and zinc production. In the past quarter, SSLT 

increased zinc and aluminum production by 10% and 12% QoQ, respectively. Also, the cost of 

zinc production remained at the lowest quartile cost position, $817/ton due to higher mined metal 

grade, lower diesel price, and higher acid credits. The cost of aluminum production decreased by 

5% due to improved coal availability and lower imported coal prices. Going forward, the 

Sindersar Khurd zinc mine is expected to increase production to 3.75 million tonnes per annum 

(mtpa). Four aluminum production expansion projects are expected to increase total aluminum 

capacity to 2.3 mtpa. Capacity expansions in zinc and aluminum and cost cutting allow SSLT to 

minimize adverse effect of lower oil, iron ore, and copper prices as well as increase profitability.  

¶ Favorable Regulatory Environment. In the past years, SSLT experienced shortage in domestic 

coal supply and had to rely on imported coal resources. The cost of imported coal is 2-3 times 

higher than domestic coal. The coal auction in India, which started in January, sells or allocates 

coal mining licenses to industrial companies suffering from fuel shortages. Being a major bidder 

in the coal auction, SSLT will benefit from both higher domestic coal availability and lower 

prices.  

Valuation 

In order to reach an intrinsic value for SSLT, a five year DCF model was conducted. Using a terminal 

growth rate of 4% and a WACC of 11.80%, the DCF resulted in a valuation of $18.90 per share (this 

included a 3.50% country risk premium for India). Additionally, the P/E multiple was analyzed. Using 

four industry competitors, an average P/E multiple of 13.29x was attached to a 2015 expected EPS of 

$1.25 generating a value of $16.58 per share. By weighing the DCF model 60% and the P/E multiple 

40%, a price target of $17.97 per share was established. SSLT provides a dividend yield of 1.67%. 

 

Risks 

¶ Increases in Loyalty Rates. Since September 1, 2014, the the Indian governments increased 

loyalty rates on different mines. The loyalty rate for zinc increased from 8.4% to 10%, and the 

loyalty rate for lead increased from 12.7% to 14.5%. This drove up cost of production for miners 

including SSLT.  

¶ Transition from Open Pit to Underground Mining.  SSLT is transitioning its zinc and lead 

mining operations in India from open pit to underground mining. Any difficulties in the transition 

process might cause delay in meeting project objectives.  

 

Management 

Mr. Navin Agarwal has been the Executive Chairman of the Board of SSLT since April 2014. He was the 

Executive Vice Chairman of the Board prior to that. Mr. Tom Albanese has been the CEO of the firm 

since April 2014. He was previously the CEO of Rio Tinto from May 2007 to January 2013 and had a 

Bachelor’s degree in Mineral Economics and a Master’s in Mining Engineering from the University of 

Alaska.  
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Nordic American Tankers Limited. (NAT ) 
February 20, 2015 

Blake Weir                                       International Energy   

 

Nordic American Tankers Limited (NYSE: NAT) is an international tanker company with a fleet of 22 

owned and operated homogenous and interchangeable double hull Suezmax oil vessels. Each ship size is 

approximately 156,000 dwt with each vessel capable of carrying one million bbl. The companyôs strategy 

is focused on providing a single vessel class that will give them the ability to streamline costs to support a 

strong dividend and realize accretive fleet growth. The company was incorporated in 1995 in Bermuda.   

 
Price ($): (2/19/15) 10.43 Beta: 0.98 FY: Dec. 31 2013A 2014E 2015E

Price Target ($): 12.77 WACC 11.54% Revenue (Mil) $244 $251 $313

52 WK H-L ($): 12.08-6.95 M-Term Rev. Gr Rate Est: 3.64% % Growth 86.46% 2.80% 24.79%

Market Cap (mil): 909.7 M-Term EPS Gr Rate Est: 43.31% Gross Margin 2.20% 32.00% 30.00%

Float (mil): 72.3 Debt/Equity 21.1% Operating Margin -33.55% -10.43% -2.43%

Short Interest (%): 7.91% Total Debt/EV 0.3x EPS (Cal) -1.64 -0.67 -0.15

Avg. Daily Vol (mil): 0.63 ROA: -9.27% FCF/Share (0.11)           0.59 0.58

Dividend ($): $0.64 ROE: -12.33% EV/Revenue 4.4x 4.3x 3.4x

Yield (%): 6.1% EV/EBITDA neg 16.4x 14.2x 
 

Recommendation 

Nordic American Tankers has been able to realize remarkable growth, growing their fleet from three 

vessels to twenty in 11 years, while maintaining an aggressive plan to reduce energy consumption on the 

vessels through vetting and continued focus on compliance. The company has a resilient operating model 

that is sustainable in both weak and strong tanker markets; paired with a homogenous fleet, the company 

is able minimize costs, aiding in their ability to keep low cash break-even levels approximately 

$12,000/day/vessel, compared to a peer average of $26,500/day/vessel. NAT maximizes their cash flow 

by employing their vessels in the spot market of the Orion Pool (ship yards in China and South Korea), 

allowing them to increase efficiency, utilization and customer relationships, including ExxonMobil. Even 

in the weak tanker markets of 2012 and 2013, the company used the opportunity to bring their ships into 

dry storage for maintenance, ensuring superior technical quality. Shipping rates within the industry have 

been picking up speed, allowing the company to generate cash flow from operations of $24mm in 2013. 

The company has always kept a strong balance sheet with low net debt and a focus on limiting financial 

risk, with a 2014Q3 average net debt per vessel of $6.4mm and an overall firm Debt/ Enterprise Value of 

.3x compared to a competitor average of .8x. They are positioned well to take advantage of strong 

shipping markets, due to a spot strategy that reflects an increased dividend payout to add to the current 70 

consecutive payments. The company has seen a 14% sales CAGR since 2009.  With a strong financial 

position and minimal balance sheet risk financials, it is recommended that Nordic American Tankers 

Limited be added to the AIM International Equity Fund with a price target of $12.77 representing a 

potential upside of nearly 22.48%. 

 

Investment Thesis 

¶ Low Oil  Costs. Lower oil prices contribute positively to the company’s business model beyond 

trade patterns and Suezmax tanker supply growth through lower bunker and transportation cost of 

fuel. With lower prices oil demand increases, triggering stockpiling and contango storage. A 

$20/bbl saving equates to United States savings of $55 billion annually, reducing taxes and 

improving the overall economy. Currently, with the low prices, there is an increase in volume 

being transported, boosting demand for Suezmax tankers. 

¶ Suezmax Fleet Contraction. With the addition of two new tankers scheduled to be delivered in 

2016, the company will fare well with the contraction of the global Suezmax tanker fleet in the 

next few years, which currently stands at 449 ships. As a result of the contraction, and the 
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addition of new ships, it is likely that utilization and transportation rates will increase which will 

result in a higher dividend capacity and augmented earnings. 

¶ Strong Balance Sheet. By maintaining little net debt, and hence a strong balance sheet, the 

company is positioned to navigate the financial seas. Due to tightening terms of commercial bank 

financing on shipping loans, highly leveraged companies struggle to keep up with payments and 

remain financially sound. 

 

Valuation 

In order to reach an intrinsic value for NAT, a five year discounted cash flow model was conducted. 

Using a terminal growth rate of 1.5% and a WACC of  11.54% resulted in a valuation of $14.88. 

Sensitivity analysis on both the terminal growth rate and WACC provided for a range between $13.30 and 

$17.34. Secondly, an EV/Revenue peer-to-company blend multiple comparison was also analyzed using 

an industry average forward EV/Revenue multiple of 4.6x and an estimated 2014 firm Revenue of $251 

million, a value of $13.23 was obtained. Lastly, a forward peer-to-company EV/EBITDA  average of 

16.1x was used with a 2014 estimated EBITDA of $65 million, yielding a value of $11.85. By weighing 

the DCF, EV/Revenue and EV/EBITDA multiple valuations 10%, 45% and 45%, a price target of $12.77 

was reached, representing a potential upside of 34.68%. NAT paid a dividend of $0.64 in 2013, 

representing a yield of over 6%.  

 

Risks 

¶ Economic Conditions. Negative trends in the global economy that emerged in 2008 continue to 

adversely affect global economic conditions. There is a strong link between the development of 

the world economy and the demand for energy. An extended period of deterioration in the world 

economy could diminish the demand for oil and the company’s services.  

¶ Fuel Price Volatility . Fuel, is a significant, if not the largest, expense for shipping operations. 

Changes in fuel prices may adversely affect the company’s profitability. The price and supply of 

fuel is unpredictable and fluctuates based on events outside of the company’s control, including 

geopolitical developments, supply and demand of oil and gas and actions by OPEC and other oil 

and gas producers.  

¶ Global Financial Markets. With continued volatility in global financial markets and economic 

conditions, the inclination for banks to extend credit, principally in the shipping industry, due to 

the asset value volatility the companies present. If the trend continues, expansion will be greatly 

hindered and utilization rates will decline.   

 

Management 

Herbjørn Hansson is the CEO and Chairman of the Board and has held this position since founding the 

company in 1995. Mr. Hansson received his M.B.A. from the Norwegian School of Economics and a 

Business Administration and Education degree from Harvard Business School. The CFO is Turid M. 

Sørensen serving since 2013.  
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% of Shares Held by All Insider & 5% Owners: 4.28%

% of Shares Held by Institutional & Mutual Fund Owners: 100.00%

Source: Bloomberg

Holder Shares %Out

Huber Capital Management LLC 4,034,628 4.52%

Hansson (Herbjørn) 3,820,695 4.28%

BlackRock Institutional Trust Company, N.A. 2,110,296 2.37%

Donald Smith & Co. Inc 1,633,854 1.83%

Morgan Stanley Wealth Management 1,606,457 1.80%

Source: Bloomberg

Ownership

Top 5 Shareholders

 

LTM 

EV/EBITDA

LTM 

EV/RevenueCash BE ($)

 Avg Age 

of Fleet 

Op. 

Margins 

2013

Tsakos Energy Navigation LTD 11.7x 3.8x 19,000       6.5 2%

Teekay Corp 18.4x 6.2x 15,000       18 12%

Frontline LTD 15.9x 2.3x 29,000       3.5 -19%

Euronav SA 18.6x 6.2x 24,000       8 -8%

Average 16.1x 4.6x 21,750       9 -3%

Nordic American Tankers Limited 15.0x 8.5x 12,000      11.6 -39%

Peer comparison
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Nortek Inc. (NTK)  

February 20, 2015 

CJ Swift                             Domestic Industrials 

 

Nortek, Inc., (Nasdaq: NTK) manufactures and sells products for remodeling and replacement, 

residential and commercial new construction, manufactured housing, and personal and enterprise 

computer markets primarily in the United States (83.5%, ô13 rev.), Canada (10%), and Europe (6.5%). It 

operates through five segments: Residential Ventilation, Technology Solutions, Display Mount Solutions, 

Residential Heating and Cooling, and Custom & Engineered Solutions. The Residential Ventilation 

segment offers kitchen range hoods; exhaust fans, such as bath fans, and fan, heater, and light 

combination units; and indoor air quality products comprising air exchangers and heat or energy 

recovery ventilators, as well as central vacuum systems. The Technology Solutions segment provides 

security and access control equipment and systems, including control panels, keypads and telephone 

entry systems, radio transmitters, window and door contacts, lighting control devices, and garage and 

gate operators; residential audio/video and home automation solutions, such as whole-house audio/video 

products, and home automation systems, as well as accessories, which comprise power conditioners and 

surge protectors; and professional video signal management solutions. The Display Mount Solutions 

segment offers wall mounts, carts, arms, desk mounts, workstations, and stands that attach to or support 

various display devices, including notebook computers, computer monitors, and flat panel displays. The 

Residential Heating and Cooling segment provides split-system and packaged air conditioners, and heat 

pumps; air handlers; furnaces; and related equipment, accessories, and parts. The Custom & Engineered 

Solutions segment offers custom-designed and engineered HVAC products and systems for healthcare 

and educational facilities, commercial offices, manufacturing facilities, clean rooms, data centers, and 

governmental buildings. Nortek, Inc. was founded in 1967 and is headquartered in Providence, RI. 

 

 
 

Recommendation 

Nortek is a global, diversified company with many market leading brands with a focus on air management 

products that heat, cool, and ventilate both residential and commercial applications. Following a two year 

transition period in 2012-2013, NTK has added new leadership, has focused on strategic sourcing and 

warehousing distribution, and also opened new manufacturing facilities in Mexico in efforts to manage 

long-term costs. Today, management is focusing on operational optimization as part of the plan to 

increase efficiency across all segments of operations, as well as growing the business through strategic 

operations. In April 2014, NTK acquired Reznor, a global leader in the HVAC industry, to strengthen its 

position. Higher minimum efficiency standards for air conditioning and heat pump systems took effect in 

several regions of the U.S. at the beginning of 2015, which will lead to increased sales and pricing in the 

HVAC segment. In 2014, housing starts increased by 8.8% since 2013 while home prices increased 5-6% 

on average, representing a slower growth since the previous housing cycle. Looking ahead to 2015, 

estimates of U.S. GDP growth of 3% are attractive for NTK since the new home construction and 

remodeling industries are highly dependent on the health of the economy and homebuyers. Housing starts 

for 2015 are expected to be as high as 20% with low to mid-single digit of growth in housing prices. As a 

result of management’s initiatives in focusing on cost reductions to improve margins and growing free 
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cash flow in combination with strong domestic macroeconomic fundamentals supporting the housing 

industry, it is recommended that NTK be added to the AIM Equity fund with a price target of $98.24, 

representing an upside of 24.4%.  

 

Investment Thesis 

¶ Ongoing Cost Improvement Plan. As part of its operational initiatives, NTK management has 

implemented long-term cost saving efforts related to restructuring plan. Additionally, 

management is taking a closer look at its sales organization with a focus on cost savings, 

productivity, and cross selling. In Q3’14, NTK realized $9.4 million in savings compared to $4.9 

million in Q3’13, with expected savings between $15-20 million for 2014. Going forward with 

these initiatives, management is expecting full run-rate savings of $45-$55 million and $48-$60 

million by the end of 2015 and 2016, respectively.   

¶ Integration of Acquisitions. Over the past few years, NTK has made three major acquisitions 

with each purchase improving market share in the segment. Most recently, NTK acquired Reznor, 

a global leader in the HVAC technology. Prior to the acquisition, NTK’s core HVAC business is 

smaller compared to competitors and primarily focused on residential. With the addition of 

Reznor, management is expecting margin expansion in Q4’14 as well as margin improvement 

going forward because of its commercial distribution channel and new products. Operating and 

EBITDA margins for the RCH segment improved 120bps and 310bps to 8.3% and 12.5% 

respectively since Q3’13, reflecting a strong integration of its most recent acquisition. 

 

Valuation 

In order to reach an intrinsic value of NTK, a five-year DCF model was conducted. Using a terminal 

growth rate of 1.50% and a WACC of 8.90%, the DCF resulted in a valuation of $107.86. Sensitivity 

analysis on both the terminal growth rate and WACC provided a price range between $101.41 and 

$158.90. In addition, an EV/EBITDA relative valuation model of peer multiples was used for NTK, 

which resulted in a price of $88.62. By weighing the DCF model and EV/EBITDA model equally, a price 

target of $98.24 was reached, offering a potential upside of 24.4%. NTK does not currently pay a 

dividend.  

 

Risks 

¶ Dependency on Construction Activity. Because NTK operates in the housing industry, they are 

highly dependent upon the levels of remodeling and replacement activity and new construction 

activity. Since this industry is cyclical, a slowdown or negative growth could have impact on the 

company’s profits.  

¶ Highly Levered Balance Sheet. NTK currently carries a high amount of debt on its balance 

sheet. Because of this, NTK faces high interest expenses and is more sensitive to economic 

slowdown. High interest expenses may impact net income and a lower share price if economic 

conditions weaken.  

¶ Raw Material Expenses. Because NTK does not commit to long-term contracts with suppliers, 

they are exposed to fluctuating raw material prices such as steel, copper, aluminum, and plastics. 

A rise in raw material prices could have a negative impact on the company’s profits. 

 

Management 

Michael J. Clarke has served as the President and CEO of NTK since December 2011. Prior to his current 

position, he served as Group President, Integrated Network Solutions at Flextronics International, a 

provider of design and electronics manufacturing services. Mr. Clarke has over 25 years of experience 

managing global companies involved in many industries including electronics, telecommunications, and 

industrial. Almon C. Hall is the current CFO of NTK and has held this position since February 2002 and 

senior VP since September 2011. Mr. Hall has been with the company for over 38 years. 
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Sanderson Farms (SAFM) 

February, 20 2015 

Thomas Dickinson                    Consumer Staples 

 

Sanderson Farms (NASDAQ: SAFM) is a fully integrated poultry processing company engaged in the 

production, processing, marketing and distribution of fresh and frozen chicken products. SAFM was 

incorporated in Mississippi in 1955 and is currently the third largest processor of dressed chicken in the 

United States. Nearly all of the companyôs customers are domestic, although customers export about 10% 

of finished product. The company sells chicken in varying form factors under the Sanderson Farm brand 

name to retailers, distributors, and casual dining operations. The company operates 8 hatcheries, 7 feed 

mills, and 9 processing plants and is continuing to expand its fixed asset base. FY 2014 SAFM sold over 

3.0 billion dressed pounds for rev of ~$2.8B (3.4% YoY) and earnings of $10.80 (90.1% YoY). The 

company is headquartered in Laurel Mississippi, and employs 11,461 employees. 

 
Recommendation 
Sanderson Farms operates in the poultry production and processing industry. The industry as a whole is 

poised for production increase of 2.5-3.5% annually, which should fall to the bottom line due to favorable 

commodity economics. Poultry prices have increased for the last five year, rising from $.85 per pound in 

2010 to $1.14 per pound today (6.0% CAGR). This has not diminished the demand for poultry, which has 

grown .9lbs per capita over the same time period (.2% CAGR). Chicken demand is projected to grow by 

2.36% in 2015 as beef production diminishes and disposable income increases with the improved 

economy and low oil prices. Management has cautiously stated their optimism by projecting margin 

expansion in 2015. This is a bold prediction as 2014 margins were historic highs due to 2014 being a 

record year in corn production that saw prices drop to .3338 from .4070 per pound, which saved the 

company over $200mm. Predictions are that corn prices will remain near their current levels if not drop 

further due to excess supply remaining from last year. The company expects to beat last year’s margins 

because they have fully integrated two new plants. Finally, the company’s balance sheet, which is 

extremely strong with $165mm cash, 2% leverage, and a large untouched revolver, provides ability to add 

production capacity. CEO Joe Sanderson Jr. has supported organic growth throughout his 26 years as 

CEO (SAFM chicken output has tripled in the last 20 years), and it is expected he will take advantage of 

these favorable industry dynamics by increasing production capabilities. With that, I would recommend 

the AIM Domestic Equity Portfolio add SAFM at a price target of $95.27, which offers an upside of 21%.  

 

Investment Thesis 

¶ Increasing Poultry Demand:  Poultry profitability is highly dependent on commodity pricing and 

Sanderson Farms, as well as the rest of the industry, is poised to see an increase in earnings over 

the next two to three years. Poultry processing had revenue of $160B FY’14, and production is 

expected to grow 2.5-3.5% FY’15. The boost in profitability and revenue derives from a number 

of factors. First, the national economy is improving, national GDP per capita has increased from 

$43,234.5 to $45,863 over the last five years (.96 correlation to SAFM rev). As the economy has 

improved over the last five years, the price of chicken has soared (’10 $83/pound ’15 
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$1.13/pound). The increase in price has not pushed away demand, U.S. per capita consumption of 

pounds of poultry per year has grown nearly every year since 1975. Poultry consumption over 

that time has grown at a CAGR of 2%. Second, there is expected to be a shortage of beef over the 

next three years, which will lead to higher beef prices and in turn more poultry demand. Beef 

consumption as a whole has been trending downwards in the United States over the last 40 years 

(CAGR -1%). Poultry demand should remain strong as analysts expects 2015 demand to grow 

2.36% YoY and beef demand to drop 3.7%. 

¶ Lower Feed Costs: Feed is the highest operational cost SAFM faces (48.5% total). From 2013 to 

2014 feed prices dropped ~$.07, which saved the company over ~$200mm in operational costs. 

Last year was a record year for corn production, which contributed to the company’s historic 

margins. SAFM’s stock price follows an inverse correlation of -.45 to corn prices. Corn prices are 

expected to remain flat until 2016-2017. Also, the company’s newly added facilities (2 new 

facilities, ~1.4mm tons additional storage, 28% capacity) allows it to store more feed which is 

cost beneficial in this low price environment.   

¶ Balance Sheet Poised for Growth: Sanderson currently sits in a very strong financial position. The 

company has delivered its balance sheet from 54% in 2011 to 2% today (CAGR -56%). The 

company has done this while also substantially growing its cash position ($11.1mm ’11 to 

$165mm ’14, CAGR 97%) and increasing its revolver capabilities (max draw $600mm, CapEx 

spend $75mm, $15mm allowable carry-over). Joe Sanderson Jr. has expanded or built new 21 

facilities since 1997, tripling the output of SAFM. The company is in talks with two separate 

counties currently on regulations to build new facilities, which are expected to be all-inclusive 

processing plants. It should be expected that Sanderson will take advantage of his healthy balance 

sheet soon with organic expansion.  

Valuation 

In order to determine a target price for SAFM, a DCF model and a historical P/E model were run. Using 

the newly implemented added standard WACC calculation formula a discount rate of 8.97% was 

established. An industry premium was added due to the high volatility nature related to commodity prices. 

A standard 2% terminal growth rate was used yielding an intrinsic value of $88.11. A sensitivity analysis 

varying the terminal growth rate ± .5% and the WACC ± 2% produced a target price range of $82.12 to 

$119.46. The historical P/E model yielded a P/E multiple of 9.04X which provided a $102.43 intrinsic 

value. Weighting the valuation models equally results in a price target of $95.27, which represents a 21% 

upside.  

 
Risks 

¶ Revenue and Earnings Heavily Influenced by Commodity Pricing: As is custom with all poultry 

firms, SAFM profitability is materially affected by commodity feed, poultry, and alternative 

protein prices. Prices are heavily influenced by supply and demand economics, which industry 

experts believe favor the poultry industry at this time. Still, a large upswing in corn prices or 

downswing in poultry or beef prices would materially affect business. SAFM locks in futures 

prices on Corn to partially hedge risk.  

¶ Decreased Demand in Export Market: Although SAFM does not export any of its products, some 

of its customers resell their chicken overseas. Around 10% of total net sales are derived from 

foreign markets. It is expected that $36mm rev from Russia in 2014is already lost and has been 

factored in.  

 

Management 

Joe Sanderson Jr. serves as the current CEO (26 years) and Chairman of the Board (17 years). Sanderson 

is currently 66 years old and has held positions within the company since 1969. Sanderson’s father, Joe 

Sr., founded the company in 1955. Sanderson has been the main driver of expansion in the firm, building 
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six new facilities and tripling chicken output in the last 20 years. Mike Cockrell serves as the CFO for 

SAFM and has held the position since 1993.  

 
 

Ticker M. Cap (B) P/E

TSN 15.20 16.80

PPC 6.90 9.70

IBA 2.50 9.80

HRL 14.70 24.90

BRF 19.70 39.56

11.80 20.15Average 

Competitors

Tyson Foods

Pilgrims Pride

Industrias Banchoco

Hormel foods

BRF

 
 

Ownership 

% of Shares Held by All Insiders and 5% Owners: 11% 

% of Shares Held by Institutional & Mutual Fund Owners: 96% 

      Source: Yahoo Finance 

 

        

Top 5 Share Holders 

Holder Shares % Out 

Joe Sanderson Jr 757,190 3.38% 

Butts Lampkin  97,952 0.44% 

Michael Cockrell 80,607 0.36% 

Charles Ritter Jr. 44,474 0.20% 

Fred Banks Jr. 23,287 0.10% 

   

Source: Yahoo Finance  
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Aegean Marine Petroleum Network Inc. (ANW) 

February 20, 2015 

Jaime Rehm                                                                                                                     International Energy 

 

Aegean Marine Petroleum Network Inc. (NYSE: ANW) is the largest independent physical supplier and 

marketer of refined marine fuel and lubricants to ships at port and at sea. ANW acquires fuel from 

refineries, major oil producers and other traders to resell and deliver from one of their 59 bunkering 

tankers to a diverse customer base, including oil tankers, cruise ships, LNG carriers, ferries, container 

ships, marine fuel traders, dry bulk carriers, and various other ocean and coastal operators and vessels. 

ANW has a worldwide presence in over 26 markets, including Belgium, Canada, Germany, Gibraltar, 

Greece, Jamaica, Mexico, Morocco, Singapore, Spain, Trinidad and Tobago, United Arab Emirate, 

United Kingdom and the United States. The company operates globally with offices in six countries, 

employs over 1200 people and is headquartered in Athens, Greece. 

 
Price ($): (02/17/15) $14.41 Beta: 1.78 FY: Dec. 31 2013A 2014E 2015E 2016E

Price Target ($): $19.32 WACC: 8.27% Revenue (Mil) $6,334.73 $6,904.85 $7,284.62 $7,576.01

52 WK H-L ($): $6.99-$15.07 M-Term Rev. Gr Rate Est: 6.17% % Growth -12.73% 9.00% 5.50% 4.00%

Market Cap (mil): $718.8 M-Term EPS Gr Rate Est: 43.09% Gross Margin 4.84% 5.86% 5.55% 5.95%

Float (mil): 65.1% Debt/Equity (as of Q3) 70.38% Operating Margin 0.77% 0.90% 1.39% 1.89%

Short Interest (%): 12.75% ROA: 1.67% EPS (Cal) 0.59$             0.59$             1.32$             2.19$             

Avg. Daily Vol (mil): 324.539             ROE: 4.97% FCF/Share (1.13)$            (0.76)$            (0.17)$            0.47$             

Dividend 2015 ($): $0.08 P/E (Cal) 24.38 24.23 10.91 6.57

Yield (%): 0.56% EV/EBIDTA 17.86x 17.28x 11.96x 9.00x 
 

Recommendation 

Aegean is a premier marine fuel logistics company, and the only company that is capable of physically 

supplying and marketing marine fuel, and also developing and marketing its own brand of marine 

lubricants. This advantage is value proposition to customer, as ANW is able to offer its customers both 

production and commercial expertise. The company is independent of any major oil player, ANW has a 

global footprint that enables it to be an international bunker supplier and a global producer of marine 

lubricants. The company has a modern fleet consisting of 59 bunkering vessels, 49 of which are fully 

owned and 10 of which are chartered, 1 specialty tanker and 2 floating storage vessels. The average age of 

their fleet is 9.3 years, but over half of their fleet is less than 6 years old. These modern vessels are 

outfitted with segregated cargo tanks, enabling the vessels to transport multiple grades of fuel. In addition 

to a young and innovative fleet, ANW has focused on diversifying its operational base to enable the 

company to service more customers.  At the beginning of February, Aegean launched a new marketing 

and trading division to put a sales team on every serviced to handle all marine inquiries locally. 

Management has focused on growing the business to be able to service more of the market demand, 

which is forecasted to grow over the next 5 years. In addition to growing demand, the low price of oil and 

a favorable macroeconomic environment has increased water travel and thus the need for marine fuel. 

ANW has also recently seen its gross spread on marine petroleum products increase in 2013 and 2014, 

and management believes they will be able to maintain and continue to decrease these to lower levels of 

costs of goods sold. Management is focused on returning value to shareholders, illustrated by the recent 

announcement of a share repurchase program and doubling of the quarterly dividend. ANW is well 

positioned to fund its investments in its new facilities in addition to capturing more of the market share in 

these opportunistic regions with its young and innovative bunker fleet. With forecasts of increasing 

demand, increasing gross marine fuel spreads, and dedicated and knowledgeable management, it is 

recommended that ANW be added to the AIM International Equity fund with a target price of $19.32 

offering an upside just over 34%.  

 

Investment Thesis 

¶ Expansion into new and opportunistic fuel markets. In the last 18 months, ANW acquired the 

bunkering U.S. East Coast Operation of Hess Corporation (NYSE:  HES), the previously leading 

marketer of marine fuels on the east coast. The bunkering operation services heavily trafficked ports 
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such as New York, Philadelphia, Baltimore, and Charleston. The company also signed charter 

agreements in the Gulf of Mexico to service customers in that region, in addition to opening port 

operations and storage facilities in Los Angeles and Long Beach, CA. Most recently, ANW has 

opened bunker-trading offices in Hamburg, Germany and St. Petersburg, Russia to expand into these 

opportunistic markets and capitalize on risk averse opportunities to strengthen and diversify its 

operating reach. 

¶ Positioned to benefit from macro trends. IHS Global Insight estimates the global marine market to 

expand 5%-6% in 2015. Additionally, the International Energy Agency believes world seaborne trade 

and world fleet driving to continue to expand through 2020, both giving cause for an increase in 

demand for marine fuel, directly affecting the top line. 

¶ Expanding lubricant market share. ANW estimates that the annual global market size of marine 

lubricants is 2 million metric tons. They have increased its sales volume of lubricants from 1,000 

metric tons in 2007 to 25,000 metric tons in the first 3 quarters of 2014. ANW offers a full range of 

mineral, synthetic and biodegradable lubricants and greases, which are approved by the largest marine 

engine builders for use. Management believes this segment will continue to grow as more of their 

returning customers will purchase their fuels and lubricants as part of a comprehensive solution.  

 
Valuation 

To find the intrinsic value of ANW, a six year discounted cash flow model was conducted. Using a 

terminal growth rate of 2% and a WACC of 8.27% resulted in a valuation of $21.61 Sensitivity analysis 

on both the terminal growth rate and WACC provided for a range between $18.37 and $25.76 

Additionally, an EV/Sales multiple valuation was conducted. Using a blended peer and historical 

EV/Sales multiple of 0.30x, a price target of $21.31 was generated. Lastly, an EV/EBITDA multiple 

valuation was conducted. Using a blended peer and historical multiple of 17.27x, a price target of $15.03 

was achieved. By weighing the DCF model, the EV/Sales multiple, and the EV/EBITDA multiple equally 

a price target of $19.32 was achieved, representing a 34% upside. 

 

Risks 

¶ Renewed contraction or worsening of global credit markets and the Euro. The company is 

focused on growing the business in order to meet what it sees as the market demand. This growth 

depends upon its ability to obtain financing for its existing and new operations. As credit markets 

in Europe, especially in Greece, have seen significant volatility and contraction recently, this 

could adversely affect the company through a general decline in willingness of banks or other 

creditors to lend to the company. Additionally, this could impair current creditors from meeting 

their financing obligations to ANW, thus reducing the Company’s ability to meet its needs.  

¶ Decrease demand. Aegean relies upon the demand of the maritime industries need for fuel and 

lubricants. If the demand for coastal and ocean transportation declines, the Company will see a 

correlated decline in sales and net income. 

 

Management 

Peter C. Georgiopoulous is the founder and Chairman of ANW, and currently holds just under 11% of the 

shares outstanding. E. Nikolas Tavalrios is the President, CEO and Head of Investor Relations. Mr. 

Tavalrios has been in this position since 2006, holding several other positions within the firm prior. 

Spyros P. Gianniotis is the CFO and Principal Financial & Accounting Officer and has held this role since 

2008, holding various other roles prior. Dimitris Melissanidis has been the Head of Corporate 

Development since the company was founded in 2005. Mr. Melissanidis currently owns just over 22% of 

the shares outstanding. 

 



Marquette University AIM Class 2015 Equity Reports                   Spring 2015                 Page 19 

 
 

Source:  Bloomberg 

 

% of Shares Held by All Insider & 5% Owners: 34.90%

% of Shares Held by Institutional & Mutual Fund Owners: 54.60%

Source:   FactSet

Ownership

 

Holder Shares %Out

Dimitris Melissandis 10,753,031 22.30%

Peter C. Geirgopoulus 5,195,250 10.80%

RIMA Senvest Management LLC 4,233,000 8.80%

12 West Capital Management LLC 2,964,000 6.20%

Towle & Co. 1,854,000 3.80%

Source:  FactSet

Top 5 Shareholders

 

Name EV/Sales EV/EBITDA

BBA Aviation .47x 11.90x

Marine Products 1.70x 22.19x

World Fuel Services 1.00x 18.75x

Noble Group .08x 16.10x

Aegean Marine Petroleum Network .22x 14.82x

Source:  FactSet

ANW-US

Ticker-Exchange

BBA-GB

MPX-US

INT-US

N21-SG

Peer Group
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EPAM Systems, Inc. (EPAM) 

February 20, 2015 

Berent Kowarick Domestic Information Technology 

 

EPAM Systems, Inc. (NASDAQ: EPAM) is a leading global provider of complex software development 

and engineering, as well as high-end IT services to Forbes Global 2000 corporations primarily located in 

North America (51% of 3Q14 Revenues) and Europe (38%). Additionally, the companyôs services cover 

the full software lifecycle from developing the software to maintenance and support. Since inception in 

1993, EPAM has been serving independent software vendors (ISVs) and technology companies but within 

the past decade the company has grown the business into multiple industry verticals. The company issued 

its initial public offering on February 7th, 2012 and is headquartered in Newtown, Pennsylvania. 

 
Price ($) (02/17/15) 52.77 Beta: 0.704 FY: December 2013A 2014E 2015E

Price Target ($): 62.40 WACC 7.37% Revenue (Mil) 555.10$  710.53$  877.50$     

52WK Range ($): 29.44 - 56.50 M-Term Rev. Gr Rate Est: 22.0% % Growth 27.96% 28.00% 23.50%

Market Cap: 2.59B M-Term EPS Gr Rate Est: 22.0% Gross Margin 37.36% 36.70% 36.40%

Float 39.71M Debt/Equity - Operating Margin 13.66% 13.70% 14.40%

Short Interest (%): 2.5% ROA: 14.7% EPS (Cal) $1.28 $1.71 $2.15

Avg. Daily Vol (3 mo): 341.5K ROE: 17.6% FCF/Share 0.87 1.42 1.78

Dividend ($): - PEG: 1.6 P/E (Cal) 27.3x 25.2x 21.2x

Yield (%): -  
 

Recommendation 

According to IDC, the global offshore IT Services TAM is expected to expand from $52B in 2013 to 

$87B by 2018, representing a five-year CAGR of 11%. In addition, the European outsourcing IT services 

market is expected to grow at a CAGR of 15% for the next five years. EPAM’s global exposure to 

multiple industry verticals and focus on high-end software development projects will allow the company 

to capitalize on several regulatory and secular trends that contribute to the expanding TAM. Some of 

these trends include regular technology upgrades to keep pace with new age of mobile and internet 

banking as well as increased regulation and compliance within the financial services industry. With 

EPAM’s significant exposure to the financial services industry (30% of 3Q14 Revenues) and an increase 

in exposure to Europe at a 44% CAGR for the past three years, EPAM is well positioned to capture the 

significant growth established in Europe and the overall IT industry. Based on the company’s ability to 

produce a differentiated expertise through a focus on software development, robust organic revenue 

growth (three year CAGR of 36%), and an industry leading talent pool, it is recommended that EPAM be 

added to the AIM Equity Fund with a price target of $62.40, offering an upside of 18.25%. The company 

does not pay a dividend. 

 

Investment Thesis 

¶ Differentiated Expertise Provides Pricing Power. EPAM’s core source of revenue is derived 

from their complex software development service, which was about 70% of 3Q14 revenue. This 

percentage of total revenues is significantly higher than the company’s competitors. Over 20 

years of experience developing complex software for leading ISV’s and technology companies 

has allowed EPAM to service five of the top ten largest software companies (IBM, SAP, Oracle, 

Microsoft, and Google). EPAM’s ability to deliver this differentiated expertise in software 

development has earned the company third place on Forbes’ List of America’s Best Small 

Companies for 2014 and first place in the technology industry. Furthermore, EPAM increased its 

average price by about 8% YoY in 2013 and guidance predicts a 6-8% increase in prices in 2014.   

¶ Robust Organic Growth. EPAM has grown its revenue and adjust EPS at a CAGR of 36% and 

28% over the past three years, respectively. Guidance indicates that a large part of this strong 

growth in revenue and EPS is primarily due to an increase in market penetration of its solutions 
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and an increase in revenue per employee, which grew from $36K in 2010 to $50K in 2013. In 

addition to solid growth in the top and bottom line, EPAM has maintained stable operating 

margins in the 16-18% range. The company’s FCF has increased at a faster rate than net income, 

from $12M in 2010 to $46M in 2013, representing a three year CAGR of 54%.  

¶ Industry Leading Talent Base. EPAM’s customers widely recognize the company’s technical 

strength, which has helped win contract from many blue chip companies, such as Google, Coca 

Cola, and Intercontinental Hotels. Nearly all of EPAM’s IT professionals hold a master’s 

equivalent degree in math, science, or engineering. The company has relationships with 31 

universities in Central and Eastern Europe. In the recent Forrester Wave Software Development 

Services report, EPAM emerged as one of the only two “leaders” in the overall evaluation.  

 

Valuation 

To reach an intrinsic value for EPAM, a five-year discounted cash flow model was constructed. Using a 

terminal growth rate of 3% and a WACC of 7.37%, the model generated an intrinsic value of $64.43, 

representing an upside of 22.10%. A sensitivity analysis on both the terminal growth rate and the WACC 

resulted in a range between $53.27 and $82.03. A P/E comparison was also taken into account. The 

historical P/E approach, with a peer group average of 25.25x generated an intrinsic value of $54.29, 

representing a 2.88% upside. Weighting the DCG model at 80% and the P/E comparison at 20%, a target 

price of $62.40 was established, providing a potential upside of 18.25%. The company does not pay a 

dividend at this time.  

 

Risks 

¶ Geopolitical Risk in Ukraine and Russia. Approximately 90% of EPAM’s 11,056 employees 

are located in Central and Eastern Europe. In particular, 28% of the company’s workforce is 

located in Ukraine and 14% is located in Russia. The greatest degree of concern is in Ukraine 

where military conflict remains volatile even in the wake of a second cease-fire deal conducted 

on February 12, 2015. EPAM’s management believes that the conflicts in Ukraine have no impact 

on the company’s business and have not caused any operational disruption. Further, EPAM has 

stated that the company has contingency plans set in place. However, this conflict could 

materially harm the political and business environment, which could have an adverse effect on 

EPAM’s business.  

¶ Revenue Headwinds Due to FX. Due to EPAM’s global business model, with clients and 

employees located in different countries, the company is exposed to multiple currencies. About 

66% of EPAM’s revenues are earned in USD, 13% in British Pound, 7% in Euro, 6% in Russian 

Rubles, 5% in Swiss Francs, 2% in Canadian dollar, and 1% in Swedish Krona. While the 

Russian Ruble only accounts for 6% of total revenue, this currency is forecasted to have the 

largest negative impact on EPAM’s revenues for FY15. This is due to the fact that the Russian 

Ruble has depreciated by about 47% against the USD over the past trailing twelve months.  

 

Management 

Arkadiy Dobkin (53) has served as the cofounder, CEO, and President of EPAM since December 2002. 

Before founding the company in 1993, he held technical leadership positions at Colgate Palmolive and 

SAP labs. Mr. Dobkin began his career in Belarus where he worked for several emerging software 

development companies. Karl Robb (51) has served as a President of EU Operations since April 2013. He 

became a director on the Board and EVP of global Operations in 2004 when EPV, acquired Fathom 

Technology, a company he co-founded. On April 0f 2014, Mr. Robb announced his intention to retire 

from the company, effective Q1 2015. It is expected that he will continue to serve on the Board. 
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Company Name Ticker Mkt Cap (B) PE (TTM)

EPAM US 2.59 36.88

CTSH US 36.68 25.02

CAP FP 10.74 20.52

Accenture PLC ACN US 59.77 19.27

Luxoft Holding, Inc. LXFT US 1.61 24.56

22.278 25.25

EPAM Systems, Inc.

Cognizant Technology Sloutions Corp

Cap Gemini

Average  
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Lumenis Ltd. (LMNS)  

February 20, 2015 

Hendrik van der Zandt                  International Health Care 

 

Lumenis Ltd. (NASDAQ: LMNS) is a pioneer in energy-based, minimally invasive clinical solutions. The 

company operates in three key segments: surgical, ophthalmic and aesthetic. Its products provide both 

medically necessary and elective procedures. Surgical solutions provide 39% of sales, ophthalmic 

solutions 38% and aesthetics 23%. The majority of revenues is generated in the Americas (35%), 

followed by APAC (including China) (32%), Europe (18%) and Japan (15%). The company was founded 

on December 21, 1991 and is headquartered in Yokneam, Israel and has over 1,000 employees of which 

450 are located internationally. 

 

 
 

Recommendation 

Since its founding in 1966, Lumenis has invested over $100 million in R&D, registered 225 patents and 

successfully introduced market-leading products with numerous FDA clearances. Its LightSheer® 

products make the company a top five player in the $1.5 billion global energy-based aesthetics market. 

The increasing aging population and global focus on body image and appearance is a big driver for 

continuing and sustainable growth.  In its lifetime, the company has sold 80,000 systems in 100 countries 

and achieved gross profit and EBITDA margins of 53% and 11%, respectively. The company’s 

addressable market of $3.5 billion coupled with an increase in the aging population, offers high single 

digit growth opportunities for the future. LMNS will introduce new products and applications, leverage 

its position in Asia-Pacific and improve marketing and training to sustain high single digit revenue 

growth and a healthy margin improvement. The company is committed to introducing 1-2 new products 

per segment each year. A growth rate of ~7% will be sustainable due to improved commercial execution, 

new product developments and an increasing penetration into EMEA and the Asian markets. Out of the 

three product segments, the Surgical and Aesthetic segments prove to be the key drivers with double digit 

revenue growth and EMEA and Asia-Pacific (APAC) remain attractive opportunities for expansion and 

market penetration. Based on the above factors as well as a favorable valuation, it is recommended that 

LMNS be added to the AIM International Equity Fund with a price target of $14.42. This valuation 

represents a potential upside of 40.96%; the firm does not pay a dividend.  

 

Investment Thesis 

¶ Superior Business Diversification and Growth Profile in Asia-Pacific. Lumenis generates 

about one-third of its sales from Asia-Pacific. A well-positioned and knowledgeable sales team 

especially in Asia offers a growth momentum with 40% of revenues originating from that market 

by 2019. This means an increase in revenues from $100 million in 2014 to $178 million by 2019 

just from APAC. Revenues from Asia doubled in the last five years and are a key driver for top 

line growth and the demand for high quality medical equipment is increasing as middle-class 

income rises. The company’s overall diversification in different product segments and markets all 

around the world lowers its overall business risk profile and allows for synergies between both 
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products and markets. For example, the company’s CO2 laser can be used in both Surgical and 

Aesthetic. 

 

¶ Margin Expansion and R&D Focus.  Over the past four years, LMNS has been able to increase 

its gross margin from 45% to 53.5%. This is mainly due to cost reduction, increasing economies 

of scale and the previously mentioned geographic and product mix. This momentum is expected 

to continue with gross margins reaching ~55% by 2019. Even higher margins could be achieved 

by solely focusing on the surgical and aesthetics segments and cannibalizing the ophthalmic 

segment which has historically shrunk in revenue and performs poorly with a 45% gross margin. 

Lumenis’ management clearly indicated that resource alignment and profitable growth are top 

priorities. Furthermore, the company invested about 7-8% of its annual revenues in R&D to 

continue to produce cutting-edge products with a high quality standard and continues to release 1-

2 new products per business segment each year. 

¶ Premium Product Quality, Customer Service and Geographic Reach. LMNS operates on a 

high standard to provide its customers ultimate medical accuracy, superior clinical outcomes with 

a strong brand with over 40 years of clinical outcomes. Ophthalmic devices have a 93% proven 

clinical efficacy offering maximum performance and maximum comfort. It has 12 service centers 

around the world in England, Germany, Italy, Israel, India, China, Hong Kong, Singapore, Japan, 

Australia, California and Utah that enable true global coverage for both operations and minimum 

downtime in its service offerings. Its strong brand recognition offers the firm a competitive 

advantage over competitors such as Syneron, Cynosure, Valeant and Zeltiq Aesthetics. Especially 

dermatologists, plastic surgeons, other physicians and aestheticians rely on the company’s 

aesthetic products and have the capital to update products to newest standards on a regular basis.  

Valuation 
In order to reach an intrinsic value for Lumenis, a five-year DCF model was conducted. Using a terminal 

growth rate of 3% and a WACC of 10.78% (including a country risk premium of 0.65%) resulted in a 

valuation of  $14.20. Sensitivity analysis on both the WACC and terminal growth rate provided a price 

range of $13.41-$16.43. Additionally, a Price-to-Earnings and an Enterprise Value to EBITDA analysis 

was conducted. Using the industry P/E multiple of 31.2x and industry EV/EBITDA multiple of 16.7x, 

values of $16.98 and $11.12 were obtained. By weighing the DCF model 50%, the P/E multiple 30% and 

the EV/EBITDA multiple 20%, a price target of $14.42 was established. LMNS does not currently pay a 

dividend. It should also be noted that LMNS has a very low effective tax rate of ~13% since its 

operational jurisdictions are considered distributors and profits are maintained and brough back to Israel 

where the company pays 0% taxes. The stock is undervalued and provides a 40.96% potential upside. 

 

Risks 

¶ Strong emerging market exposure. Lumenis generates most of its revenue growth from 

emerging countries, with China representing about 70% of EM sales. Growth in the Americas and 

EMEA stayed relative flat. This concentration risk can be negative in cases of political instability 

and currency fluctuation. However, revenue from APAC has doubled in the past five years and 

economic growth is slowing, yet higher than developed countries.  

 

¶ New management and company background. The firm was delisted from the NASDAQ in 

2004 and from pink sheets in 2006 after being investigated by the SEC regarding publication of 

false and misleading financial statements. Nine years later the company has a completely new 

management team with focus on a turnaround plan to deliver high single-digit revenue growth 

and drive margin expansion to improve profitability.  
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Management 

Tzipi Ozer-Armon joined LMNS as CEO in May 2012. She previously worked for Teva Pharmaceuticals 

since 2009 and led their Japanese business. Before Teva, Ms. Ozer-Armon worked for San Disk as SVP 

of Sales from 2006-2008. Ophir Yakovian serves as the company’s CFO and joined the company in 2012. 

He previously worked for Verint Systems, Metalink and as Senior Auditor for Deloitte Touche Tohmatsu 

from 1998-2001. Kevin McGann is the VP & GM for the Americas since November 2013 and was 

president of sales at Medtronic before this position.   

 

 
 

% of Shares Held by All Insider and 5% Owners: N/A

% of Shares Held by Institutional & Mutual Fund Owners N/A

Source: Yahoo! Finance

Ownership

 
 

Holder: Shares % Out

FMR, LLC 2,096,250 22.13

BlackRock Advisors, LLC 666,000 7.03

Deerfield Management 597,866 6.31

Acadian Asset Management 572,842 6.05

Manufacturers Life Insurance Co. 407,101 4.3

Source: Yahoo! Finance

Top 5 Shareholders

 

Ticker Name Market Cap P/E

Aesthetics

CYNO 661,780 19.74 9.65x

CUTR 174,911 N/A N/A

ELOS 356,467 71.43 27.49x

ZLTQ 1,294,632 N/A N/A

Average 621,947 46 18.57x

Medical Technology

VAR 9,268,646 22.31 13.32x

COO 7,873,850 25.72 20.84x

IART 1,844,986 26.88 18.52x

SIRO 5,269,342 28.37 14.53x

HAE 2,241,428 28.65 17.79x

MASI 1,446,036 26.72 11.60x

Average 4,657,381 26 16.10x

Source: Bloomberg

Public Comparables

EV/EBITDA

CYNOSURE INC-A

CUTERA INC

SYNERON MEDICAL LTD

ZELTIQ AESTHETICS INC

MASIMO CORP

VARIAN MEDICAL SYSTEMS INC

COOPER COS INC/THE

INTEGRA LIFESCIENCES HOLDING

SIRONA DENTAL SYSTEMS INC

HAEMONETICS CORP/MASS
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Signet Jewelers (SIG) 

February 20, 2015 

Vanessa Foltinger                         International Consumer Discretionary 

 

Signet Jewelers (NYSE: SIG) is one of the largest specialty retail jewelers with operations in North 

America (84% of sales) and the UK (16%). Its product portfolio includes gold and silver jewelry, 

diamonds, gemstones, watches and accessories, as well as associated services targeting mid-market and 

upper mid-market customers. The company operates four reportable segments: Sterling Jewelers (59% of 

sales), UK Jewelry (13%), Zale (25%) and Other (3%). The Sterling Jewelers division encompasses the 

companyôs core US retail operations consisting largely of stores operating in malls and off-mall 

locations, such as Kay Jewelers and destination superstores trading as Jared: The Galleria of Jewelry. 

The UK division primarily includes H. Samuel and Ernest Jones retail banners. Signet Jewelers Limited 

was founded in 1950 and is based in Hamilton, Bermuda. 

 

 
Recommendation 

SIG has become the largest specialty retail jeweler in sales, operating in UK and US. Following the Zale 

acquisition, SIG currently has over 15% share in the domestic specialty jewelry market (up from 11%) 

and owns the top three mid-market chains, Kay, Zale and Jared, and barriers to entry are high. The global 

luxury market is expected to grow at a CAGR of 6.7%, to more than $300 billion by FY2017, according 

to a report released by Bain & Company. Luxury accessories captured 29% of the market and is currently 

the fastest growing product category in the global luxury goods industry. Over the last four years, SIG has 

grown at a sales CAGR of 6.5%. Currently, Signet Jewelers’ US division operates 1,471 stores in all 50 

states and its UK division operates 500 stores. Furthermore, SIG remains well positioned to capitalize on 

the growth of web-based stores. SIG operates three e-commerce websites (5% of total sales), which 

provide a penetration opportunity. According to MarketLine, online retail sector in the US is projected to 

reach $371 billion in 2017, an increase of 85.3% since 2012. The US and UK economies continue to 

strengthen, and household discretionary income rise due to cuts in fuel prices posing an opportunity for 

SIG’s future growth. Jewelers are seeing more couples looking for nontraditional engagement rings with 

gemstones or colored diamonds and even typically mid-key bands. With Zale’s team focusing on bridal 

categories, Signet Jewelers’ extended global reach as well as its marketing muscle, the retailer is well 

positioned to take advantage in serving this consumer shift. As a result of its recent merger with Zale, 

marketing initiatives, and consolidated margin improvement opportunities, SIG is well positioned for 

multiple years of compelling earnings growth driven by share gains in the specialty jewelry market. With 

a target price of $141.53, representing a potential upside of 20%, it is recommended that SIG be added to 

the AIM International portfolio.  

 

Investment Thesis 

¶ Growing Footprint:  The Zale acquisition will further expand SIG’s US footprint and provide 

SIG with a leading presence in Canada and entry into Puerto Rico. Management is confident that 

SIG will be able to deliver $150-$175 mm in targeted synergies. SIG maintains expectations for ~ 

20% of synergies to come through in year 1 and additional 40% in each of years 2 & 3. The 

opportunity for improvement in Zale operations is gaining traction with initiatives, including a 
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change in management, improved advertising and media buying. In its first reporting, Zale 

delivered with a +3.5% comps (beating management estimates of 0%) driven by bridal product 

and strong in-store events. Management believes Zale’s could grow to 20 - 25% of SIG’s total 

sales.  

¶ Marketing Initiatives. The company’s longer-term growth plan includes increasing its branded 

exclusive product portfolio, bridal market share, online and outlet penetration. The company 

boasts a substantial advertising budget, over $300M (5% of sales), and its multi-branding strategy 

generates important economies of scale. Catering to a broad range of customers through diverse 

store formats will strengthen the top line of the company and enable it to establish a competitive 

advantage. Further, by leveraging its presence on the online retail platform, Signet can widen its 

customer base and pose ample room for growth. Management projects online sales to increase 

from 5 – 7% of total sales by 2017, which will increase revenues by $270M. 

¶ Margin Expansion. It can be anticipated that Zale is expanding its operating margins by 2017. 

Currently Zale’s operating margins are 1,100bp below SIG’s (2.5% versus SIG at 13.6 %). Over 

the next 3-4 years management expects Zale gross margins to reach almost parity (300-400bp 

improvement) with SIG’s gross margins driven by sourcing initiatives, improved full price selling 

and embarking higher margin in-store services. In addition, lower gold costs (~20% of 

merchandise costs) will benefit gross margin.  

Valuation 
In order to reach an intrinsic value for SIG, a five-year model was utilized. Using a terminal growth rate 

of 3.00% and a WACC of 7.63% resulted in a valuation of $134.08 per share. Sensitivity analysis on both 

the terminal growth rate and WACC provided for a range between $111.70 and $184.19. Additionally, a 

relative valuation was conducted using P/E and EV/EBITDA multiples. Using a comparable average P/E 

multiple of 24.6x and a 2015 expected EPS of $5.76, a value of $142.62 was obtained. An EV/EBIDTA 

peer average of 17.8x yielded a valuation of $155.50. By weighing the DCF model 50%, the P/E multiple 

25%, and the EV/EBITDA 25%, a price target of $141.53 was established, representing 20% upside. The 

company pays a 0.6% dividend yield. 

 

Risks 

¶ Management Changes. Signet’s CFO Ron Ristau and Zale CEO Theo Killion left the company 

on July 2014. While the strong additions to the management team have been extensively involved 

with the Zale acquisition process over the last few months, such a staff renewal in high-level 

management may cause disruption. 

¶ Macro and Credit-related Risks. During economic downturns (in the US, UK and Canada) 

comparable store sales could be low due to the cyclical nature of jewelry sales. Additionally, 

approximately 60% of SIG’s sales take place on the company’s credit card. There is a risk that 

bad-debt expense may increase into the next recession. However, SIG has proven its ability to 

deliver double-digit EPS growth even in poor economic conditions due to the firm’s valuable 

brand name, effective cost control, and its strong management team. 

Management 

Mark Light, joined the company in 1978, and was appointed as Chief Executive Officer and Director of 

Signet Jewelers on October 31, 2014. H. Todd Stitzer was appointed as Chairman in January 2012. 

Previously, Mr. Stitzer served as CEO of Cadbury PLC. He attended Harvard College and Columbia 

University. Ms. Santana joined as Senior Vice President and became CFO on August 1, 2014.  
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Ownership 

% of Shares Held by All Insider and 5% Owners: 0.00%   

% of Shares Held by Institutional & Mutual Fund Owners 92.00%   

 
Source: Bloomberg 

Top 5 Shareholders 

Holder Shares Out% 

Corvex Management LP  5,510,911  6.32% 

Vanguard Group, Inc.  4,825,422  5.53% 

Citadel Advisors LLC  3,993,684  4.58% 

Wellington Management Company, LLP  2,867,267  3.29% 

State Street Corporation  2,478,356  2.84% 

 
Source: Bloomberg 

 

Company Name Market Cap (M)  P/E (ttm) EV/EBIDTA  

Michael Kors 14331.00 17.50 9.77 

Tiffany & Co. 11335.27 27.00 23.22 

Blue Nile, Inc. 372.19 30.75 24.29 

Coach 10823.61 19.55 17.29 

Hermes Intl 35212.43 36.50 21.42 


