
 
    

 

 

Thesis: OpenText is a well-established company 

with a strong brand name and a large list of reliable 
partners and clients. OpenText has been successful 
in growing their company year-over-year and has 
distinct plans to continue this growth moving 
forward. OpenText creates value through their 
strategic acquisition process. OpenText acquires 
businesses and implements their successful business 
model to improve operations and increase margins. 
OpenText supplements this growth with organic 
growth in each one of their segments. OpenText 
will continue to create value through management’s 
strategic capital allocation strategy and strong 
organic growth initiatives.  

Catalysts:  
 Short Term (within the year): OpenText 

has completed three major acquisitions in 
the last eight months. Integrations of these 
acquisitions will provide synergies, increase 
margins, and increase operating cash flows.  

 Mid Term (1-2 years): Obtaining Annual 
Recurring Revenues (ARR) and retention of 
major clients for constant revenue streams. 

 Long Term (3+): Management’s strategic 
capital allocation strategy and ability to 
create value through organic and inorganic 
growth will continue to boost stock price.  
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                           Sector: Technology 
                           Industry: Application Software  
                           Current Price: $32.67 

Company Description: OpenText Corporation 
provides a suite of software products and services 
that assist organizations in finding, utilizing, and 
sharing business information from various devices. 
OpenText makes business communications more 
accessible on any device. The company develops 
enterprise content management software used to 
search corporate intranets, manage documents, and 
workflows, remotely collaborate on projects, and 
handle group scheduling.   

                           Target Price: $46.81 

 

  



 
    

 

 

 

Business Description: 
OpenText Corporation is a software technology company based out of Waterloo, Ontario, Canada. OpenText 

operates in the Enterprise Information Management (EIM) market. Enterprise Information Management 

software helps businesses attain 360-degree views of their big data and analytics by streamlining organizational 

workflows, increasing the quality of information and creating integrated user interfaces for end users within a 

single platform. OpenText provides a 

large variety of software products and 

services to provide secure and scalable 

solutions for global companies. 

OpenText’s focus is to help customers 

automate processes. By automating 

these processes, it allows businesses to 

leverage massive amounts of data and 

gain better insight into their business, 

which ultimately can lead to better 

decision making. In addition, the 

company provides customer support 

programs that include access to software upgrades, a knowledge base, discussions, product information, and an 

online mechanism to post and review trouble tickets. Further, it offers professional services, such as consulting 

and learning services relating for the implementation, training, and integration of its product offerings into the 

customer’s systems; and cloud services that allow its customers to make use of its OpenText software, services, 

and content over Internet enabled networks. OpenText primarily serves large well-known businesses and 

government agencies. Currently, OpenText has partnerships with Microsoft, Oracle, Deloitte, and SAP SE.   

 

 

Growth Strategy and Company Performance: 
OpenText Corporation has continuously grown over the past 10 years at a CAGR of approximately 14%. 

OpenText has established a business strategy that has allowed for consistent revenue growth year-over-year. 

This growth primarily comes 

from strategic acquisitions and 

integrations. As stated in their 

annual report, “We see our 

ability to successfully integrate 

acquired companies and assets 

into our business as a strength 

and pursuing strategic 

acquisitions is an important 

aspect to our growth strategy”. 

In addition to this, organic 

growth allows for consistent 

total growth. OpenText looks 

into companies that have 



 
    

 

potential for high operating margins. After acquiring these companies, OpenText implements their business 

model and improves their total margins, therefore creating more value and growing. For example, OpenText 

recently acquired Dell’s EMC operations in which they took operating margins from 13% to 25% in a short 

period.  OpenText also plans to see growth in the upcoming future because of the new products that they will 

be offering and new services that they can provide due to recent acquisitions. Their new product cycle 

consisting of their new EP2, and EP3 platforms, Magellon (new artificial intelligence software), and services 

from Covisint, such as the Internet of Things. We can expect to see growth in revenues both organically and 

inorganically. Management is planning to commit between 11- 13% of revenues to R&D to help produce 

organic growth and continue to strategically acquire companies that can fit into their business model. During 

the last twelve months, OpenText has been performing above their last 6-year average and exceeding past 

their competitors in many aspects as well. For example, EBITDA margins increasing from 22.8% to 26.5%, 

which is beating their competitors by approximately 3%. Net income margins increasing from 11% to 12.7%. 

Competitors have a slightly larger net income margin; this is because of the large amortization costs of 

intangible assets from companies that OpenText has recently acquired. In their most recent earnings call, 

management mentioned increasing operating margins from around 31% to the range of 34-38%. This will be 

easily feasible based on the increase in margins that they have had in the past and their current strategy. This 

will lead to an increase in margins, operating cash flow, and value creation in the future.  

 

Segment Breakdown: 

As mentioned earlier, OpenText Corporation 

operates in four different segments in three 

different geographical areas. OpenText segments 

consist of the following, Licenses, Cloud Services, 

Customer Support, and Professional and other 

services. License revenues consist of fees earned 

from the licensing of software product to clients. 

Cloud services and subscription revenues consist 

of software service offerings, managed service 

arrangements, and subscriptions revenues relating 

to on premise offerings. In simpler terms, services that make day-to-day business easier for companies. 

Customer Support refers to the support of customers who purchase EIM software products. These services 

are updated on an annual basis in which customers also renew their licenses. Professional Service and other 



 
    

 

services refer to consulting and learning services that help customers build solutions that enable them to 

leverage their investments in OpenText’s technology and in other enterprise systems for the largest possible 

benefit. As of their most 

recent annual report, 

licensing revenues 

composed about 16% of 

total revenues, Cloud 

Services composed about 

31%,  Customer Support 

composed about 43%, and 

Professional composed 

about 10% of total 

revenues. Currently, 

Customer Support is the 

largest segment, and this is 

because of all of the 

renewing and recurring 

revenues that OpenText receives once they obtain a client. Customer Support has a gross margin of 

approximately 87%; this is second to the License segment, which has a 96% gross margin. Licensing has little 

to no costs to for their operations since they are simply allowing access to software already created. As 

reported in their last earnings call, Customer Support is the largest growing segment in the last twelve 

months. This is a positive sign for OpenText, this shows that currently they are growing the fastest in their 

largest segments with one of the largest margins. This shows that over time overall margins will increase and 

therefore generate more operating cash flows that can be used to fuel more growth and create value for the 

company in the long term.   

Competitor Analysis: 

The software industry is one of the most competitive industries in the world between well-established 

companies like Microsoft, and IBM and smaller start-up companies that can take off at any moment. 

OpenText finds themselves in between both of these competitors. Although OpenText is a much smaller 

company by market capitalization, they compete on the same level as some of these tech giants. Furthermore, 

OpenText also finds that they compete with their partners in certain segments and aspects; for example, 

Microsoft and Oracle provide similar services as OpenText and sometimes can take market share. OpenText 

constantly is seeing new competitors or alliances among existing competitors that can emerge rapidly. With all 

of this being said, OpenText has continuously performed at the same level or above their competitors, both 

small and large. OpenText has acquired some of their smaller competitors to eliminate competition this way, 

and they have strategically positioned themselves to beat their competitors in other ways as well. OpenText’s 

competitive advantage comes primarily from their annual recurring revenues that they continuously bring in 

year-over-year. In their most recent earnings call, CEO, Mark Barrenechea stated, “Annual Recurring 

Revenue (ARR) is the key 

revenue metric for OpenText”. 

ARR grew 29% to approximately 

1.7 billion, and has grown every 

year for the past five years. 



 
    

 

These strong recurring revenues come from the stickiness and strength in OpenText’s client portfolio. 

Currently, OpenText has 14 new ARR deals all 

over 1 million in revenues, seven cloud deals and 

seven premise deals. Some of the companies 

include Nestle, Intuit, Bank of New York 

Mellon, AAA, Health and Human Services of San Diego, Interplex, and the U.S Army. Furthermore, 

OpenText recently has struck a deal with Gallo Winery, the largest winery in the United States to supply AI 

systems to help them improve their operations. OpenText has a strong competitive advantage and because of 

this advantage, OpenText has larger growth and larger margins compared to their competitors. The picture 

below shows some of OpenText’s listed competitors, as well as some larger competitors and strategic 

partners as well. Major competitors are Constellation Software, Veeva Systems, and Tableau Software, Adobe 

is also mentioned, however, Adobe operates at a much larger scale and might not be the best comparison. 

SAP SE is one of the OpenText’s major partners, but cross paths in some aspects where they compete against 

each other. Overall, OpenText is beating out all of their competitors or at the very least outperforming the 

median in all of the categories. Currently, OpenText’s sales growth is increasing faster than their EBITDA 

growth, which could mean destruction of value in a company, however, this is due to their recent acquisitions 

not fully being integrated yet. 

Once all three of their acquisitions 

are fully integrated, these costs 

associated to the acquisition will 

decrease and synergies will begin 

to develop and EBITDA growth 

will increase as well.  

 

 

 

 

 

 

Industry Outlook: 



 
    

 

The technology sector is growing exponentially as time goes on and more technology and information 

becomes available. More 

specifically the software 

industry is outperforming the 

S&P 500 dramatically. This is 

a strong sign for OpenText; it 

will carry momentum and 

confidence into the company 

in the bullish market that we 

are currently experiencing. 

This momentum is fueled by 

the increase demand for 

cloud-based applications, 

which continue to outpace 

overall industry growth rates. 

In addition, growing adoption 

of artificial intelligence in the application software industry will likely gain more momentum throughout the 

rest of 2017 and into 2018, as many vendors look to differentiate their products. With this being said, 

OpenText’s artificial intelligence program, Magellan will be fully implemented soon as well as their new cloud 

services and platforms; this will translate into strong growth and sales for OpenText in the future. 

Furthermore, increased demand for personalized marketing and on-demand content will drive growth for 

leading vendors such as, Adobe, Oracle, IBM, and SAP SE. OpenText currently has partnerships with Oracle, 

and SAP SE, which will allow for more business. The application software industry is very strong and 

continues to grow every day. With OpenText’s recent acquisitions and new products and services they are 

more than willing to grow in the industry and obtain more market share.  

 

Ownership Summary: 

Primarily Investment Advisors own OpenText Corporation. This position over the past year has decreased 

from about 80% to around 75%. Meanwhile, Hedge Funds have increased their position by approximately 

3%. This increased interest shows that Hedge Funds believe that OpenText has huge potential and since it 

has been increasing over the year, it shows that Hedge Funds have longer-term interest in the company, 

which is a positive sign. Another positive sign in relation to their ownership is their relatively low short 

interest. As a percent of float, short interest is below 3%. This shows that not many individuals or institutions 

believe that OpenText stock will be decreasing. With this being said, Insiders have also been increasing their 

positions and amount of shares owned as well. This shows that employees of the company believe that the 

stock price will continue to go up in the future. Over the past six months, insider positions have increased by 

almost 18%. Furthermore, during fiscal year 2016, OpenText repurchased almost 3 million shares for 

approximately 65.5 million dollars. During fiscal year 2017 management has authorized share repurchases for 

more than triple that, for an amount of 200 million. This large increase in share repurchasing shows 

confidence in the stock and the management’s belief that the stock is currently undervalued.  



 
    

 

 

 

 

 

 

 

 

Conclusion: 

In conclusion, OpenText Corporation is an industry leader in application software and cloud services. 

OpenText Corporation has established an impressive portfolio of large clients that has allowed them to make 

a name for themselves. Management has developed a strong growth strategy that has continuously proven to 

be successful through mergers and acquisitions and supplemented by organic growth. OpenText also has 

found a successful capital allocation process in which they continue to reinvest money into the correct areas 

of the company and fuel growth. OpenText will continue to grow because of these three pillars. One being 

their increasing EBITDA margins due to successful acquisitions. Second being their extremely low effective 

tax rate of approximately 15%. Third being their increasing amount of operating cash flows that can be used 

to grow the business efficiently. OpenText has 

remained stable over the last year, however, looking 

forward into 2018, OpenText will continue to grow 

and create value. OpenText right now is a buy.  

 

 

 

 

 

 



 
    

 

 

 

 

 

 

 

 

 

 

 

 

 



 
    

 

 

Analysis by Paul Martinez  Current Price: $33.40  Intrinsic Value $40.13 Target 1 year Return: 41.78%

11/10/2017  Divident Yield: 1.6%  Target Price $46.81 Probability of  Price Increase: 100%

Market Capitalization $8,867.10

Daily volume (mil) 0.49 #

Shares outstanding (mil) 265.48

Diluted shares outstanding (mil) 261.18

% shares held by institutions 116%

% shares held by investments Managers 65%

Sector Information Technology % shares held by hedge funds 6%

Industry Software % shares held by insiders 2.16%

Last Guidance November 3, 2015 Short interest 2.73%

Next earnings date January 26, 2018 Days to cover short interest 15.06

Estimated Country  Risk Premium 6.09% 52 week high $35.45

Effective Tax rate 20% 52-week low $29.30

Effective Operating Tax rate 20% Volatility 25.61%

Peers

Quarter ending Revenue EBITDA Synopsys, Inc.

9/30/2016 0.11% -18.88% Workday, Inc.

12/31/2016 1.80% -14.60% Nuance Communications, Inc.

3/31/2017 -1.45% -28.83% CDK Global, Inc.

6/30/2017 -0.04% -20.28% SS&C Technologies Holdings, Inc.

9/30/2017 1.86% -24.24% Citrix Systems, Inc.

Mean 0.46% -21.37%

Standard error 0.6% 2.4%

Management Position Total compensations growth Total return to shareholders

Barrenechea, Mark CEO, CTO & Director -4.25% per annum over 5y 8.98% per annum over 5y

Doolittle, John Executive VP & CFO -34.92% per annum over 2y 28.24% per annum over 2y

Davies, Gordon Executive VP, Chief Legal & 14% per annum over 4y 10.09% per annum over 4y

Majzoub, Muhi Executive Vice President of -100% per annum over 2y 28.24% per annum over 2y

Schulze, George Senior Vice President of Bus N/M N/M

Maheshwari, Aditya Senior VP & Chief Accounting N/M N/M

Profitability OTEX (LTM) OTEX (5 years historical average) Peers' Median (LTM)

Return on Capital (GAAP) 15.4% 11.29% 20.34%

Operating Margin 21% 18.27% 15.77%

Revenue/Capital (GAAP) 0.72 0.62 1.29

ROE (GAAP) 11.9% 8.0% 19.4%

Net margin 13.1% 11.5% 12.8%

Revenue/Book Value (GAAP) 0.91 0.70 1.52

Invested Funds OTEX (LTM) OTEX (5 years historical average) Peers' Median (LTM)

Cash/Capital 15.3% 18.1% 26.0%

NWC/Capital -2.1% -8.9% -5.1%

Operating Assets/Capital 31.4% 45.0% 37.7%

Goodwill/Capital 55.5% 45.9% 41.3%

Capital Structure OTEX (LTM) OTEX (5 years historical average) Peers' Median (LTM)

Total Debt/Market Capitalization 0.43 0.29 0.34

Cost of Existing Debt 5.0% 2.8% 4.0%

CGFS Rating (F-score, Z-score, and default Probability) B BB BBB

WACC 9.4% 7.5% 8.9%

Period Revenue Growth Forecast NOPAT Margin Forecast Revenue to Capital Forecast

Base Year 30% 26.1% 0.46

9/30/2018 15% -4.7% 0.35

9/30/2019 10% -1.6% 0.39

9/30/2020 15% 2.7% 0.46

9/30/2021 9% 4.5% 0.51

9/30/2022 8% 30.9% 0.56

9/30/2023 7% 30.5% 0.52

9/30/2024 6% 30.1% 0.49

9/30/2025 5% 29.8% 0.46

9/30/2026 4% 32.2% 0.43

9/30/2027 3% 30.5% 0.40

Continuing Period 2% 28.7% 0.37

Period Return on Capital Forecast WACC Forecast Price per share Forecast

Base Year 11.9% 9.4% $39.92

9/30/2018 -1.7% 9.5% $46.18

9/30/2019 -0.6% 10.2% $51.10

9/30/2020 1.2% 10.4% $56.27

9/30/2021 2.3% 9.8% $61.37

9/30/2022 17.2% 10.1% $66.81

9/30/2023 15.8% 9.6% $72.01

9/30/2024 14.7% 9.5% $77.20

9/30/2025 13.6% 9.4% $82.30

9/30/2026 13.9% 9.5% $87.47

9/30/2027 12.2% 9.6% $92.62

Continuing Period 10.7% 9.7%

Past Earning Surprises

General Information

Market Data

ValuationPorter's 5 forces (scores are out of 100)

CENTER FOR GLOBAL FINANCIAL STUDIES BULLISH

Open Text Corporation provides a suite of software products and services that assist 

organizations in finding, utilizing, and sharing business information from various devices.

Open Text Corporation 

(OTEX)

Description
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Intrinsic Value Distribution--Probability (Upside)=100%
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Sensitivity Attribution Analysis


