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Mike Carlson Apollo Investment Corporation AINV  $15.27 
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Nick Ihn Ingles Markets, Inc. IMKTA  $22.78 
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Yaoting Zhuang AU Optronics Corp. AUO $19.00 

Chris Caparelli Logitech International SA LOGI $25.50 
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Apollo Investment Corporation 

AINV  

Price: $15.12 ($12.49 ï 24.17) 

Fiscal Year Ends: March 31 

 

March 5, 2008                                                                    Mike Carlson 

Russell 2000 Index: 685.04 (650.00 ï 856.48)                     Financial Services Sector  

                 

Apollo Investment Corporation is a principal investment firm specializing in providing 

mezzanine and senior secured loans to middle market companies. It also seeks to invest in PIPES 

transactions. The firm offers multiple layers of the capital structure including: second lien debt, 

subordinated debt, holding company PIK, debt preferred or convertible, equity common equity, 

and co-investments. It seeks to invest in the following industries: business services, cable 

television, chemicals, consumer products, direct marketing, distribution, energy and utilities, 

financial services, healthcare, manufacturing, media, publishing, retail and transportation. The 

firm typically invests between $20 million and $150 million in its portfolio companies. Apollo 

Investment Corporation was incorporated in 2004 and is based in New York, New York. 

 

Recommendation   

The Financial Services portfolio currently does not 

contain any Business Development Corporations 

(BDCs).  A purchase of AINV would further diversify 

the portfolio as well as supply a very attractive dividend 

yield (13%).  Our Financial Services analysts 

collectively agree that actions of this nature are needed 

considering the current volatile market conditions.  

AINV has traditionally had a more disciplined approach 

to new investments and coupled with their current 

pricing and attractive dividend yield. We believe that 

AINV is the best candidate for making a move into the 

BDC market which provides the AIM portfolio with 

exposure to venture capital related investments. 

 

Investment Thesis 

 Diversification. The AIM Financial Services 

Portfolio does not currently contain any BDCs.  We are making an effort to further diversify 

our portfolio to more closely track the Russell 2000 Financial Services company mix and to 

add undervalued securities consistent with our investment philosophy. 

 

 Dividend Yield. The dividend yield for AINV is currently 13% and historically has averaged 

close to 10%.  If a recession does occur, it is prudent for the AIM Fund to make some moves 

in to dividend strong companies.  AINVôs dividend has also experienced a consistent growth 

since becoming public in 2004. 

 

Key Statistics  Mar. 5, 2008    

Market Cap $1.79B 

Shares Outstanding 119.3M 

Average Volume 1,330,490 

Beta 1.17 

EPS 2007 1.70 

2008 Consensus EPS 1.85 

P/E (TTM) 6.94 

PEG 1.19 

Price/Book 0.88 

WACC 9.00% 

ROE 13.40% 

Dividend Yield 13.00% 

Target Price $21.00 
Source: Bloomberg  
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 Leverage.  AINVôs current debt to equity ratio is 0.53:1.  As a registered BDC company they 

are allowed a maximum ratio of 1:1.  Therefore AINV has the capacity to grow their 

portfolio if they are willing to increase their leverage ratio.  The company has traditionally 

targeted leverage in the 0.7x-0.8x range. 

 

 Consistent Growth.  AINV has recently experience a slight decline in their Net Asset Value 

(down 4% quarter to quarter, up 8% year to year), but traditionally they have had a solid and 

consistent growth.  Their earnings are expected to decline from 2008 to 2009.  This is 

because of their fiscal year, so 2008 estimates of $1.85 already include three quarters, where 

so far theyôve had total surprises of $0.17.  Taking full year estimates, 2008 is relatively in 

line with 2009, largely because of the looming recession possibilities. 

 

 Undervalued. The entire BDC market took a hit during the recent credit crisis.  AINV has 

recently missed earnings ($-.01 surprise) and the stock price is trading well below its 

traditional valuations.  Most BDCs trade based on their NAV among other things.  Over the 

past two years AINV has traded on a range of 1.35-1.18 to the NAV.  They are currently 

trading at approximately 0.9x their NAV.  This is the lowest AINV has ever traded to their 

NAV.  

 

Valuation 

The companyôs target price is $21.00 based on P/E, relative value, DCF and peer valuations.  If 

the company can regain their consistent growth and pricing returns to historical levels, then there 

is significant upside to AINV ï in addition to their attractive dividend yield in excess of 10%. 

 

Risks 

 Economic Conditions. Many of the companies that AINV funds could be hurt by a recession 

or a slow growth environment.  A continued decline in NAV could significantly affect 

AINVôs market pricing.  

 

 Mezzanine Debt. AINV chooses to specialize and invest in mezzanine debt.  This debt 

would result in lower returns in the event of increased default rates.  

 

 Capital Markets. AINV relies heavily upon the capital markets for funding.  If their stock 

price was to decline significantly, they may also have to reduce their debt to maintain the 

maximum 1:1 debt to equity ratio. 

 

Management 

AINV uses Apollo Investment Management as their investment advisor.  AINVôs top executives 

are also classified as employees as a part of their investment committee.  This connection gives 

AINV access to multiple resources and investment information. 
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Ownership 

% of Shares Held by All Insider and 5% Owners: 1% 

% of Shares Held by Institutional & Mutual Fund Owners: 59% 

                                                                                                                        Source: Yahoo! Finance 

 

Top 5 Shareholders 

Holder Name Shares Held Percent of Share Outstanding 

JP Morgan Chase & Company 10,926,701 9.16% 

Bank of America 4,527,971 3.80% 

Vanguard Group, Inc. 3,326,191 2.79% 

Barclays Global Investors 3,286,331 2.75% 

Wachovia Corp 2,893,513 2.43% 

                                                                                                                         Source: Yahoo! Finance 
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Gladstone Capital Corporation  

GLAD  

Price: $16.30 ($15.91-24.22) 

Fiscal Year Ends: March 31 

 

March 5, 2008                                                                    Mike Carlson 

Russell 2000 Index: 685.04 (650.00 ï 856.48)                     Financial Services Sector  

                 

Gladstone Capital Corp. is a public investment firm specializing in debt security investments in 

small and medium sized companies. It typically uses its source of funds for investment in the 

initial acquisition of portfolio companies, add-on acquisitions, recapitalization including cash-

outs, senior debt reduction, and for short-term bridge financing. The firm invests in various 

forms of loans with varying levels of current coupon and return enhancement in the form of 

senior term loans, senior subordinated loans, and junior subordinated loans between $3 million 

and $15 million and that can be repaid over five years. It invests in private companies 

generating revenues between $20 million and $500 million that are substantially owned by 

leveraged buyout funds, venture capital funds, or family owned businesses. It does not sponsor 

turnaround situations; however, the firm can consider standalone companies or situations, 

where the contemplated transaction relieves an otherwise attractive company from an 

unworkable capital structure. Gladstone Capital Corp. was formed in 2001 by Mr. David 

Gladstone and is headquartered in McLean, Virginia with additional offices across United 

States. 

 

Recommendation   

The Financial Services portfolio currently does not 

contain any investments in firms in the Business 

Development Company (BDC) sector. Of the BDCs 

available in the Russell 2000, GLAD has the strongest 

credit quality, while still offering an attractive yield 

(10%).  A purchase of GLAD would give the AIM 

Financial Services sector further diversification while 

increasing our overall dividend yield.  The Financial 

Services analysts agree that some defensive action 

should be taken in case of a recession. The stock has a 

beta of 0.76. 

 

Investment Thesis 

 Diversification. The AIM Financial Services 

Portfolio does not currently contain any BDCs or 

venture capital investments.  We are making an effort to further diversify the portfolio and 

keep it more in line with the Russell 2000 Financial Services sector mix. 

 

 High Dividend Yield. The dividend yield for GLAD is currently 10% and historically 

averages close to that yield.  A move toward strong dividend paying companies is a defensive 

action that should be taken in case of a recession. 

 

Key Statistics Mar. 5, 2008 

Market Cap $345.7M 

Shares Outstanding 20.64M 

Average Volume 167,744 

Beta 0.76 

EPS 2007 1.69 

2008 Consensus EPS 1.67 

P/E (TTM) 18.93 

P/E (2007) 9.64 

Price/Book 1.09 

WACC 6.40% 

ROE 5.82% 

Dividend Yield 10.00% 

Target Price $20.00 
Source: Bloomberg  
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 Good Credit Quality.  GLADôs credit quality exceeds that of their peers.  This is because 

the majority of their investments are in senior term loans and senior subordinated debt which 

places them in a credit hierarchy that exceeds their peers.   

 

 Conservative Growth.  GLADôs earnings have grown slowly during the past years and the 

trend is expected to continue.  Due to their conservative approach, they tend to grow slower 

during expansion periods but perform better than their peers during turbulent times. 

 

 Undervalued.  As with many companies in the Financial Services sector, GLAD appears to 

be relatively cheap as it is trading well beneath historical levels.  On average, the industry has 

traded around 1.4x NAV, but due to the recent credit crisis, the industry is currently 

averaging 0.9x-1.0x NAV.   

 

Valuation 

The companyôs target price is $20.00 based on P/E, relative value, DCF and peer valuations.  

GLAD currently trades at a premium to other BDCs, but this is because of their debt focus which 

creates in a much higher credit quality.  The recovery for the majority of financials is uncertain, 

but the relative undervaluation and dividend yield of 10% makes GLAD an attractive investment 

opportunity.  

 

Risks 

 Economic Conditions. Many of the companies GLAD funds could be hurt by a recession or 

slowed growth environment.  A decline in NAV could significantly affect GLADôs pricing.  

 

 Competition.  Investing in small and medium sized businesses is a very competitive 

environment.  GLAD competes against a wide range of entities and may not be able to 

compete on the same level as some of their competitors. 

 

 Capital Markets/Interest Rate Risk. GLAD relies heavily upon the capital markets for 

funding.  If their stock price was to decline significantly, they may also have to reduce their 

debt to maintain the maximum 1:1 debt to equity ratio.  Large changes in interest rates could 

also put pressure on Net interest margin. 

 

Management 

GLAD uses Gladstone Management Corporation as their investment advisor.  They are also 

affiliated with Gladstone Administration, LLC, and GLADôs executive officers are officers or 

directors, or both, of their ñAdviserò and ñAdministrator.ò  The management team has extensive 

experience and is seen as one of the leaders in the smaller PIPES industry.  The founder, Mr. 

Gladstone, is a well recognized and experienced in the field. 
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Ownership 

% of Shares Held by All Insider and 5% Owners: 4% 

% of Shares Held by Institutional & Mutual Fund Owners: 38% 

                                                                                                                        Source: Yahoo! Finance 

 

Top 5 Shareholders 

Holder Name Shares Held Percent of Share Outstanding 

Wachovia 1,130,680 5.48% 

AG Edwards 903,305 4.38% 

Ohio State Teachers Pension 638,500 3.09% 

M&T Bank 516,805 2.50% 

Jennison Associates 496,021 2.40% 

                                                                                                                         Source: Yahoo! Finance 
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Source: Thomson, *Yahoo! Finance 

Amedisys Inc. 

AMED  

Price: $42.78 ($29.76-$49.99) 

Fiscal Year Ends: December 31 

 

March 5, 2008           Peter Merkel 

Russell 2000 Index: $686.18 ($650.00-$856.48)   Healthcare 

 

Amedisys, Inc. is a provider of home health services to Medicare beneficiaries. The Company 

delivers a range of health-related services in the home to individuals who may be recovering 

from surgery, have a chronic disability or terminal illness, or need assistance with the essential 

activities of daily living. The services include skilled nursing and home health aid services; 

physical, occupational and speech therapy, and medically oriented social work to eligible 

individuals who require ongoing care that cannot be provided by family and friends. In addition, 

the Company has developed and offers clinically focused programs for chronic conditions and 

disease categories, such as diabetes, coronary artery disease and congestive heart failure. In 

March 2007, the Company acquired a home care and hospice business providing services in the 

greater San Antonio, Texas area. In September 2007, it acquired IntegriCare, Inc. 

 

Recommendation 

As of 12/31/07, AMED owned and operated 325 home 

health (HH) agencies and 29 hospice agencies in 30 

states. In Q4ô07, AMED completed the rollout of its 

point-of-care (POC) technology to all of its existing 

agencies. In March, the company will look to convert 

most of the KY and TN agencies acquired from Family 

Home Health Care and Comprehensive Home 

Healthcare Services. Once the acquisition of TLC 

closes, AMED will utilize its resources to convert the 

remaining 103 TLC agencies at a clip of approximately 

25 agencies per month resulting in total conversion 

time of four-to-six months. FCF for 2007 was $64.5M. 

The balance sheet remains clean, as AMED ended 

2007 with $56.2M in cash and roughly $24 million in 

total debt. After the close of the TLC acquisition, 

AMED plans to deleverage the balance sheet. Based on    

the future growth and current share price, AMED seems to be an attractive purchase to the 

portfolio, which will help the Healthcare sector increase its subsector diversification and take 

advantage of Medicare reform. The target price of $52 gives a potential upside of 22%. 

 

Investment Thesis 

 CMS Cost Cutting. As the Center for Medicate and Medicaid Services (CMS) looks to 

search for lower cost alternatives for providing care, HH provides a solution. HH is a lower-

cost setting compared to post-acute in hospital care. AMEDôs HH care delivery platform is 

centralized, which allows it to effectively manage multi-state operations. In addition, their 

proprietary POC laptop computer system allows healthcare professionals to have real-time 

Key Statistics  Mar. 5, 2008 

Market Cap* $1.12B 

Shares Outstanding* 26.23M 

Avg. Volume (3m)* 499,772 

Beta .72 

EPS (TTM) $2.32 

2008 Estimated EPS $2.55 

P/E (TTM)* 18.33 

P/S (TTM)* 1.86 

P/B (MRQ)* 2.83 

ROA (TTM)* 11.97% 

ROE (TTM)* 18.22% 

Gross Margin 55.76% 

Operating Margin  13.84% 

Target Price $53.00 
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access to patient information and input data on a standardized basis and its Encore nurse call 

center ensures that patientôs care needs are being met after discharge. 

 Fragmented market provides opportunities for consolidation.  If reimbursement rates are 

cut, less profitable operators will exit the market. AMED can capitalize by integrating these 

opportunities into its corporate, centralized network. There were ~8,800 Medicare-certified 

home health agencies in the U.S. at 12/31/06.  

 Aging Population. On 1/1/08, the first member of the baby boomer generation became 

eligible to receive early retirement benefits from Social Security at age 62. With Medicare 

eligibility commencing at age 64, the US is only 3 years away from realizing the start of that 

generationôs demands on the Medicare system. With the expected increase in the number of 

Medicare beneficiaries and continuing expected increases in life expectancies, home health 

expenditures in the U.S. will continue to expand.  

 

Valuation 

A $52 price target equates to 9.0x 2009E EBITDA of $180M, which is in-line with the 8.5x-9.5x 

small cap health care service group average. The stock has historically traded at about 10x 

EBITDA. A 10x multiple creates a $58 fair value while an 8.0x multiple arrives with a fair value 

of $46. Furthermore, the price target equates to 17x 2009E EPS of $3.07 or towards the lower-

end of the 15-20x P/E range compared to that of similar small cap health care service firms. 

 

Risks 

 89% of Revenue derived from Medicare. With the ensuing election and the talk of 

universal healthcare, Medicare reimbursement rates are threatened to be reduced in order to 

pay for universal healthcare. 

 Acquisition Risk. During 2007, AMED completed the acquisition of 38 home health and 11 

hospice agencies. In 2008, AMED has been aggressive with acquisitions, acquiring a total of 

117 home health locations and 11 hospice sites. This is a significant increase to its base of 

325 and 29 home health and hospice locations, respectively. The largest acquisition was TLC 

Health Care Services, which operates 92 home health agencies and 11 hospices across 22 

states and generates $300M in annualized revenue. 

 Delays in CMS approval process. Last year AMED opened 32 home health and 4 hospice 

agencies which was short of its 40 home health and 5 hospice agency goal. Management 

stressed the delays stemmed from CMS slowing its approval process, which is an industry 

wide issue and not company specific. For 2008, AMED has the same new growth goals. 

Currently about 25 start-ups are awaiting approval from CMS. 

 

Management 

William Borne founded AMED in 1982 and since then has been promoted to CEO and Chairman 

of the Board of Directors. Larry Graham is the President and COO for AMED. Previously, he 

was VP of Operations and served as VP of Finance. Dale Redman started as CFO a little over a 

year ago and brings over 34 years of senior level financial experience to the position. This 

experience from the top management is necessary due to acquisitions being a major contributor 

to the growth story. While AMED has extensive experience at acquiring and integrating small 

acquisitions, two larger acquisitions in 2005 caused significant growing pains. On the last 

conference call management noted that Q4's organic growth rate of 10% is a reasonable expected 

run rate for future periods. 
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Splits:05-Dec-06 [4:3] 

 

Ownership 

% of Shares Held by All Insider and 5% Owners: 24.03% 

% of Shares Held by Institutional & Mutual Fund Owners: 96.52% 

                         Source: Bloomberg 

 

Top 5 Shareholders 

Holder Name Shares Held Percent of Share Outstanding 

Earnest Partners LLC 1,838,385 7.01% 

Lord Abbett & Co. 1,361,563 5.19% 

Fidelity Management Research LLC 1,350,300 5.15% 

Barclays Global Investors UK Holdings Ltd. 1,313,086 5.01% 

Bank of New York Mellon Corp. 1,145,010 4.37% 

Source: Yahoo! Finance 
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Bristow Group Inc. 

BRS 

Price: $54.57 ($34.65 - 58.98) 

Fiscal Year Ends: March 31 

 

March 5, 2008                                           Barrett Willich 

Russell 2000 Index: 686.55 (856.48 ï 650.00)                         Energy Sector  

                 

Bristow Group Inc. (BRS) provides helicopter transport services to offshore oil and gas fields. 

BRS operates in 21 countries, with primary operations in the Gulf of Mexico and the US. The 

company is over 50 years old and employs more than 3,500 people. BRS is headquartered in 

Houston, Texas. 

 

Recommendation   

Energy stocks have seen a huge run-up in valuation 

based on record high $100 oil and $8 natural gas. 

Pricing has been driven by inflation and currency 

concerns. E&P companies are trading on the price of oil 

and oil service companies are waiting for increased 

development projects. BRS provides an energy play that 

is less subject to the cyclicality of oil pricing and less 

volatile in a down market. BRS provides a defensive 

position during a downturn with an attractive upside, 

because the main driver is production activity, not 

development activity. The recommendation is to replace 

a portion of the AIM portfolioôs E&P exposure with 

BRS to provide less downside in the case of an energy 

price collapse.  

 

Investment Thesis 

 Duopoly with Huge Market Share. BRSôs main competition is CHC Helicopter 

Corporation (FLI). The two are the only players capable of obtaining many international 

contracts. BRS operates approximately 550 aircraft and FLI operates 230 of the estimated 

1,500 aircraft used in energy service transport. Their size helps to obtain better aircraft 

pricing, contract pricing, and economies of scale in training, operations, and maintenance.  

 

 Bread and Butter Position in Energy Industry. 90% of flight contracts are for production 

rigs. Revenue from production rig contracts is stable while revenue from development rig 

contracts (10% of total contracts) is highly cyclical. Most clients have historically and 

steadily kept transportation at 5% of expenses. Contract pricing for pilots and aircraft varies 

at $10,000/day to $40,000/day depending on aircraft size and demand. There is also a fixed 

monthly charge, and fuel prices are passed through to the client.  

 

 Diverse Services and Revenue Segmentation. BRS provides three types of aircraft that 

transport between 4 and 25 passengers and can be used for different applications. Revenue is 

Key Statistics Mar. 5, 2008    

Market Cap $1,316.1M 

Shares Outstanding 23.9M 

Average Volume 295,760 

Beta 0.88 

EPS (TTM) $3.43 

2008 Consensus EPS $3.61 

P/E (TTM) 15.67 

Revenue Abroad 73.2% 

Price/Book 1.75x 

WACC 8.32% 

ROE 11.38% 

Operating Margin 11.66% 

Target Price $60.00 
Sources: Bloomberg  
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well spread across many continents: North America 22%, South and Central America 6%, 

Europe 37%, West Africa 17%, Asia 11%, and other 7%. 

 

 Long-term outlook. Although there may be a short-term pull back in oil prices, long-term 

demand will increase and global supply will continue to shrink. Prices will increase as 

reserves become more difficult to acquire. Over time, production has moved farther offshore 

demanding more air transportation. Management is capitalizing by doubling capex to build 

their fleet (28 helicopters on order and options for 34 more). These aircraft will be more 

profitable, expand margins, and be capable of more flight hours. 

 

Valuation 

The companyôs target price is $60.00 based on a DCF model. Conservative assumptions were 

based on managementôs $1.5 billion revenue target in 2011. The assumptions also assume 

increasing operating income margins as a result of the new fleet. CHC was just purchased at 9.6x 

2008 EV/EBITDA on February 22, 2008. This transaction implies a $59.81 per share value for 

based on BRSôs 2008 projected EBITDA.  

 

Risks 

 Human Capital. There is a short supply of qualified pilots due to heavy demand in the 

private sector. BRS pilots are well-trained to fly in adverse conditions and to difficult 

destinations. Management has acquired additional flight academies and has invested heavily 

in its own training facilities. European operations also face unionized pilots, leading to 

decreased gross margins. Skilled mechanics are also in short supply. Although the private 

sector has increased demand for labor, it has also provided a liquid market for used 

equipment 

 

 Currency Risk. With a majority of revenues obtained primarily overseas the companyôs 

cash flows are subject to currency risk.  

 

 Department of Justice Investigation. BRS is currently being investigated for antitrust 

violations involving US operations. The company has not provided guidance on penalties or 

possible outcomes.  

 

Management 

Top management has not been with the firm since 2003, but they do have extensive experience 

in the energy industry. Management has worked for Grey Wolf Inc., Baker Hughes, and Sirius 

Solutions (financial consultant advising some energy firms). Analysts feel their growth strategy 

is sound and opportunistic in light of the industry and the recent privatization of FLI. 
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Ownership 

% of Shares Held by All Insider and 5% Owners: 13.0% 

% of Shares Held by Institutional & Mutual Fund Owners: 100% 

                                                                                                             Source: Yahoo! Finance 

 

Top 5 Shareholders 

Holder Name Shares Held Percent of Share Outstanding 

Franklin Resources, Inc. 2,246,535 9.40% 

FMR LLC 2,053,792 8.59% 

Dimensional Fund Advisors Inc 1,917,951 8.02% 

Lord Abbett & Co. 1,809,158 7.57% 

Third Avenue Management, LLC 1,684,349 7.05% 

                                                                                                                         Source: Yahoo! Finance 


