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Key Statistics as of 10/9/2015

Thesis Points:

Market Price:
Industry:
Market Cap:
52-Week Range:
Beta:



Promising financials



Internet of Things (IOT) and current projects



Strong Partnerships



Expectations

$7.58
Software
$90.70 million
$3.45-8
1.33

Company Description:
BSQUARE Corporation provides software solutions and related engineering services to companies that develop
connected systems in North America, Asia, and Europe. The company markets and sells its products to original
equipment manufacturers, original design manufacturers, and corporate enterprises, as well as silicon vendors and
peripheral vendors. BSQUARE Corporation was founded in 1994 and is headquartered in Bellevue, Washington.
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Thesis

Partnerships

BSQUARE offers a wide variety of software technology
mainly in the b2b market. With the recent
announcement of the upcoming Internet of Things
project with GE in September, along with the current
partnerships with Microsoft and Aava, Bsquare’s
Financials such as ROIC/WACC and EBITDA will
continue to increase. This will help sustain the current
growth and increase the price of the stock. The future
expectations as stated in the call transcript also add a
further understand of the positive direction BSQUARE
is headed in.

Bsquare has had many successful partnerships and has
worked closely with companies such as Adobe, Aava,
Microsoft, Google, Coca Cola, Ford and most recently
General Electric. These partnerships have fortified their
success and are a good inclination of future growth. The
relationship BSQR has kept with Microsoft is largely
based on the MobileV product that was previously
discussed. Microsoft is obviously one of the most
successful companies and is one of the main
components of BSQR’s 3rd party revenue which made
up 77.1% of total revenue in 2014.
Google, Coca Cola, and Ford are extremely valuable to
the company due to their ability to make large orders
mainly in the engineering sector. This was a huge reason
why the stock doubled in the month of April.

IoT and current projects
Bsquare’s new project of Internet of Things (IoT) will
essentially sell positive business outcomes through data
analyzing software. This is what differentiates Internet of
Things from the competition, the competition is selling
engineering service solutions while Internet of Things is
able to input these engineering solutions directly into
their products. In simpler terms this project is able to
take raw data from a company and make it easier to
understand. This has the capability to help companies
lower costs, generate additional revenue and even
improve customer satisfaction. This product will
generate revenue starting this year through perpetual
licensing and subscription revenue. The amount of
revenue IoT is projected to receive is currently unknown
due to the level of privacy GE is pressuring upon
BSQUARE. This level of uncertainty is beneficial as it is
difficult for the market to adjust to the value of a
company when future figures are not being mentioned
by the CEO. There is an encouraging customer pipeline
due to the historical expertise Bsquare has in this sector.
As a result of this, expenses will increase this year due to
future investment in DataV technology (the primary
software used for IoT) and product offerings.
Bsquare’s product of MobileV is another great B2B
product that earns through each device sold for
Microsoft and Aava, as well as through Bsquare licenses.
This product was one of the main reasons 3rd party sales
increased 17 million year over year. 3rd party sales made
up 81% of the company’s revenue in the 2nd quarter this
year showing how profitable licensing is for Bsquare.
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Bsquare’s relationship with GE is perhaps the most
interesting. Harel Kodesh was a former board member
of BSQR and is now the head of GE software. Because
of this, Bsquare is able to work with GE on the IoT
which can potentially increase the publicity of Bsquare as
it has little to no coverage by the street analysts on Wall
Street.

Financials
Bsquare’s financials have been outstanding over the past
year. The August earnings call stated that Bsquare has
had a $5.8 million increase in revenue, a $1.2 million
increase in net income, a $3.2 million increase in
EBITDA while subsequently decreasing operating
expenses by $234,000. These numbers of increase in
revenue is directly correlated to the success of MobileV.
Bsquare’s historical expertise has given them such a
strong and encouraging customer pipeline that any new
future products will have an immediate impact on the
growth of the stock.
The ROIC of the company is currently 19.3 and has
been hovering around 20 for the past month. This
indicates very strong profitability of the company. This is
mainly due to the fact that cash and investments
increased from 26.6 million to 29.7 million from the
beginning of the year to the present.
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The increase in ROIC as compared to the WACC is
shown on the graph below. This demonstrates that the
return exceeds the cost of capital which is a further
indicator of the profitability of the company.
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I recommend a buy for BSQUARE due to the current
growth of the company and the opportunity for future
success. This is largely due to the historical expertise and
success of past products. I think that Internet of Things
has a high probability of success due to the encouraging
customer pipeline Bsquare has shown and the large
companies that have already taken an interest. The ROIC
compared to the WACC is a big indicator of profitability.
The company will be stable for the rest of the year and
should start to really grow once 2016 hits and IoT has
truly set into the market and begins to really start
generating revenue.

The liquidity of the company is shown in the current and
quick ratios which are 2.66 and 2.62 respectively. The
reason of this is because Bsquare has zero net debt.
Lastly, it is important to note the increase in service
gross margin. Bsquare was able to increase this due to
improved utilization of existing resources and realized
rate/hr.
Bsquare’s stock doubled from $3.50 to $7 in April the
exact reason for this is not specifically mentioned as the
company has little to no Wall Street analysts covering it.
It is quite obvious after research that this substantial
increase is due to the announcement of the success of
MobileV and the DataV Internet of Things offering.
Also as stated earlier the increases in revenues and
margins were remarkable 2014-2015.

Expectations
The end of the year expectations as stated in the call
transcript are important to identify as they seem to be
realistic and follow a trend. The CEO projects total
revenue for the year to be around 26-28 million. The
gross margin for services to be in the mid 20% range and
continued GAAP profitability. Lastly, because of high
credit worthy customers’ accounts receivable is expected
to increase as Bsquare is allotting extensions on
receivables to certain customers. This decision to extend
accounts receivable will leverage a strong cash position
for the upcoming years.

Conclusion
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