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Matthew Darcy 

Industrials 

BUY   Price Target: $12.72 

Key Statistics as of 3/12/2015  Thesis Points: 

Market Price: 

Industry:  

Market Cap: 

52-Week Range: 

Beta: 

$10.13 

Aerospace and Defense 

$99.43 M 

$15.15-9.01 

.513 

  Large profit margins 

 Having zero debt, and excess cash gives the firm 
financial stability 

  

Company Description:   

 

Breeze-Eastern Corporation manufactures, sells, and services a line of helicopter rescue hoists, cargo winches, cargo hook 

systems, mechanical components, hold open rods, and motion control systems. The company sells to the U.S. and 

Foreign militaries, civilian agencies, and aerospace contractors. The U.S. Government makes up 30% of net sales. They 

sell to helicopter manufactures as well as end users. Breeze-Eastern was founded in 1962, and is a global company. 56.8% 

of its revenue comes from the U.S. 72.4% of its revenue comes from the sale of products, while 27.6% comes from 

servicing those products. They are used in search and rescue missions, as well as transportation of cargo. The companies 

importance on search and rescue missions, allows a case to be made for a socially responsible portfolio.  
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Thesis 
 

Breeze-Eastern Corporation is a company that has 

impressively large profit margins, and high cash flows, 

which it has used to completely pay of its debt.  The 

company is worth $12.25, when its current price is only 

$10.13. It is an impressively stable company, and is a 

great investment opportunity for investors who do not 

mind the low liquidity. Breeze-Eastern is a BUY. 

 

Porter’s Five Forces 
 

Briefly analyzing the forces that affect this company, one 

can see that there are moderate forces coming from 

competition in this market.  

 

There are no foreseeable substitutes for this company’s 

products. When a search and rescue team needs to 

rescue someone via helicopter there is no other way to 

get back into the helicopter than to be pulled back up, 

with the help of a hoist. Cargo hooks may be more 

substitutable; there are many other ways to transport 

goods than by helicopter. 

 

 

Threat from new entrants can be seen as moderate, 

because there is not anything stopping new companies 

from arising. However, it may be difficult for new 

companies to gain the trust of customers, as the 

products being sold must be extremely reliable. 

 

The company has a low threat from supplier bargaining 

power. As stated in the 10 K the company’s raw 

materials and components are “generally available from 

more than one source.” They also explain that those 

items that come from a single source could be 

redesigned, and the company often stocks a larger supply 

of these items.  

 

Threat from customer bargaining power is moderate. 

The company has 3 large customers that make up over 

10% of sales, each, including 30% of sales coming from 

the U.S. government. However 81% of the company’s 

sales come from U.S. and foreign government end users. 

Generally speaking governments have inelastic demand, 

that is, they will pay whatever they have to, in order to 

maintain the stability of their country. 

 

All in all, there is moderate pressure on this company 

from competition. In the Breeze-Eastern’s 10k, there 

were only 2 competitors listed, United Technologies and 

Onboard Systems. United Tech is also one of Breeze-

Eastern’s largest customers. 

 

Without an extreme amount of pressure, this company 

should not have too much difficulty in sustaining their 

current EBITDA margin of 14.4%. This means the 

company will continue to generate cash from operations 

at an impressive rate.  

 

Cash 
 

This company’s ability to generate cash from its 

operations, has allowed it to pay off its debts, and 

become an all equity company. The company had debt 

of over $60 million 10 years ago, and has now reduced 

this liability to zero.  

 

Breeze-Eastern still does have considerable liabilities, 

however. The company has an environmental liability, as 

a result of a previous business, that has since been 

disposed of from the company. The risk of the company 

incurring any more environmental liabilities is extremely 

low; however, the company must continue to pay for 

remediation of contaminated groundwater. The current 
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size of the liability is $10.3 million, although the exact 

amount of the future cash flows is difficult to estimate.  

 

This Liability is not too large for the company to handle, 

as it has $12.2 million of operating cash flows from 2014, 

$11.6 million of which is free cash flow. The company 

currently has a cash balance of $15.7 million, part of 

which they will be using to help drive down the size of 

this liability.  

 

It is reasonable to believe that Breeze-Eastern will be 

able to maintain this high level of cash flow, because of 

the increasing size of the company’s backlog. In 2013 the 

backlog was $115 million, which increased to $119 

million in 2014. This shows that the demand for the 

company’s products is growing.  

 

   

Liquidity 

 

It is important to point out that this company’s stock is 

traded at a very low volume. The low liquidity of this 

stock means that its high intrinsic value may not be 

realized in the market for quite some time. It could also 

pose issues for trying to get and close a position without 

moving the price of the stock.  

 

Although there is a risk involved here, the company is 

worth more than it current trading price. It may be some 

time before the trading price rises to fair value, but the 

stock can currently be bought at a price less than it is 

worth. 

 

Summary 
 

Taking all of this into account the stock has been given a 

target value of $12.72 and an intrinsic value of $12.25. 

This would yield a return of 25.52%. The company 

provides an interesting investment opportunity for those 

who are willing to accept the low liquidity of the 

company. The stock is also acceptable for socially 

responsible investors, as the company’s products are 

vital to search and rescue mission. Breeze-Eastern 

Corporation is a BUY. 
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Analyst  Current Price  Intrinsic Value  Target Value  Divident Yield Target Return

Matthew Darcy $10.13 $12.25 $12.72 0% 1-y Return: 25.52%
Peers Market Cap.

Sector Industrials Figeac-Aero Société Anonyme $500.57 Professional Title Comp. FY2012 Comp. FY2013 Comp. FY2014

Industry Aerospace and Defense Pedersen, Brad Chief Executive Officer, President and Director $                                          -   1,632,887.00$                         693,354.00$                             

Last Guidance (Invalid Identifier) Cashel, James Chief Compliance Officer, General Counsel and Secretary $                                          -   -$                                        422,659.00$                             

Next earnings date 6/5/2015 Curtiss-Wright Corporation $3,683.13 Dupuis, Serge Chief Financial Officer and Treasurer $                                          -   -$                                        -$                                         

Air Industries Group $72.65 Hahneman, Rodger General Manager of Production Operations and Customer Support $                                          -   -$                                        -$                                         

Enterprise value $83.70 Koons, Mike Vice President of Contracts and Customer Support $                                          -   -$                                        -$                                         

Market Capitalization $99.44 Repp, Brad Vice President of Product Development $                                          -   -$                                        -$                                         

Daily volume 0.01 Goodrich Corp.

Shares outstanding 9.82 CPI Aerostructures Inc. $96.15 bzc Peers Industry All U.S. firms

Diluted shares outstanding 9.92 Growth 4.3% 9.2% 8.5% 7.4%

% shares held by institutions 11.32% ROE 12.0% 17.2% 8.9% 9.9%

% shares held by insiders 4.61% Total debt/market cap 0.00% Net Profit Margin 11.3% 7.4% 6.6% 6.9%

Short interest 0.07% Cost of Borrowing #DIV/0! Rev./Common Equity 106.1% 232.3% 134.8% 144.8%

Days to cover short interest 0.71 Interest Coverage 369.87% Excess Cash/Rev. 4.9% 6.0% 13.5% 12.9%

52 week high $15.15 Altman Z 3.70 Total Cash /Rev. 4.9% 6.0% 12.3% 15.2%

52-week low $9.01 Debt Rating AA Unlevered Beta 0.27 0.70 1.02 0.95

5y Beta 0.29 Levered Beta 1.07 TEV/REV 1.2x 1.6x 1.7x 2.5x

6-month volatility 20.10% WACC (based on market value weights) 8.58% TEV/EBITA 7.7x 17.9x 10.7x 13.1x

PE 9.1x 19.1x 19.2x 23.5x

Revenue EBITDA Norm. EPS P/BV 1.0x 3.4x 1.9x 2.2x

Last Quarter -24.7% 0.0% -60.0%

Last Quarter-1 -32.8% 0.0% Operating Leases Capitalization 100% Straightline

Last Quarter -2 23.3% 0.0% 200.0% R&D Exp. Capitalization 100% Straightline

Last Quarter -3 25.1% 0.0% 466.7% Expl./Drilling Exp. Capitalization 0% N/A

Last Quarter -4 -19.9% 0.0% SG&A Capitalization 0% N/A

-$                                                            Rev. Growth Adj. Op. Cost/Rev Common Equity Net Margin ROE Ke

Money market rate as of today 0.54% LTM 7.5% 84.9% $104.44 12% 10.6% 8.6%

Annual increase (decrease) in interest rates 0.1% NTM 5.3% 85.0% $107.82 12% 10.4% 8.6%

Yield Spread accelaration 1.2 NTM+1 4.3% 85.0% $116.60 12% 10.4% 8.7%

Marginal Tax Rate 37.5% NTM+2 3.8% 85.0% $125.55 12% 9.9% 8.8%

Risk-Free rate 2.6% NTM+3 3.5% 85.0% $134.54 12% 9.4% 8.9%

Tobin's Q 1.00 NTM+4 3.4% 85.0% $143.60 12% 9.0% 9.0%

Op. Cash/Rev. 2% NTM+5 3.3% 85.0% $152.88 12% 8.7% 9.1%

Growth in PPE NPPE Growth tapers to zero until continuing period NTM+6 3.3% 85.0% $162.41 12% 8.5% 9.2%

Long term Growth 3.2% NTM+7 3.2% 85.0% $172.31 12% 8.3% 9.3%

Long term EBITDA Margin 15.0% NTM+8 3.2% 85.0% $182.58 12% 8.2% 9.4%

Long term NOPLAT Margin 12.0%

Long term ROE 9.0%

Most recent Unlevered Beta 0.27

Long term Unlevered Beta 1.02

Common Equity x (ROE-Ke) Enterprise Value (UFCF Valuation only) Total Debt Other claims Equity Value LDCF Valuation Relative Valuation Weighted Price Per Share

LTM $2.12 $104.51 $0.00 $0.53 $103.97 $9.99 $19.88 $12.46

NTM $1.88 $105.28 $0.00 -$1.26 $106.55 $10.46 $20.55 $12.99

NTM+1 $1.91 $111.73 $0.00 -$7.89 $119.62 $11.15 $21.44 $13.72

NTM+2 $1.39 $118.09 $0.00 -$14.63 $132.72 $11.85 $22.25 $14.45

NTM+3 $0.67 $124.79 $0.00 -$21.45 $146.23 $12.59 $22.74 $15.13

NTM+4 -$0.03 $132.14 $0.00 -$28.43 $160.57 $13.43 $23.32 $15.90

NTM+5 -$0.60 $140.30 $0.00 -$35.73 $176.03 $14.28 $24.18 $16.75

NTM+6 -$1.17 $149.21 $0.00 -$43.42 $192.64 $15.28 $25.11 $17.73

NTM+7 -$1.66 $159.05 $0.00 -$52.68 $211.73 $16.41 $26.36 $18.90

NTM+8 -$20.26 $169.79 $0.00 -$61.04 $230.84 $17.21 $27.48 $19.78

Base Stdev Min Max Distribution Intrinsic Value 1y-Target

Revenue Variation 0 10% N/A N/A Normal Mean est. $12.46 $12.99

Op. Costs Variation 0 10% N/A N/A Normal σ(ε) $0.07 $0.09

Country Risk Premium 6% N/A 5% 7% Triangular 3 σ(ε) adjusted price $12.25 $12.72

Long term Growth 3% N/A 3% 9% Triangular Current Price $10.13

Analysts' median est. $0.00

Breeze-Eastern Corporation bzc NEUTRAL

CENTER FOR GLOBAL FINANCIAL STUDIES
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