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RAISING PROFILE TO A NEW LEVEL 
 

 

Share Price: $0.24 Basic Sh. O/S (mm): 82.5

Target: $0.65 FD Shares (mm): 90.0

Return: 171% Market Cap (mm): $19.8

Div/Distn: N/A Enterprise Val (mm): $10.7

Yield: N/A 52 Wk. Low-High: $0.11-$1.15

FY Dec.-31 F2007A F2008E F2009E F2010E

Revenue (mm) $2.0 $3.3 $8.8 $24.5

EV/S 5.4x 3.3x 1.2x 0.4x

Quarterly EPS per Share

Q1 -0.01 -0.03 -0.01E 0.00E

Q2 -0.03 -0.03 -0.01E 0.00E

Q3 -0.03 -0.02 -0.01E 0.01E

Q4 -0.04 -0.02E -0.01E 0.01E

Fiscal year total -0.11 -0.10 -0.04 0.03

P/E n.m. n.m. n.m. 8.0x

Target Valuation Parameter

15 x 2010 EV/EBITDA

Financial Metrics (US$)
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 Key Risks 

We believe that the largest risk for the company is that it may 
not install the number of AFIRS units as expected. 

  

 Corporate  Profi le  

AeroMechanical Services Ltd. (www.amscanada.com) is a 
Canadian manufacturer and provider of aeronautical monitoring 
products to help airlines save on costs and predict mechanical 
malfunctions before they occur. 

  

  

EVENT –  STRATEGIC MANUFACTURING AND MILITARY PARTNERSHIP 
AeroMechanical (“AMS”) announced that i t reached an agreement with 
Sierra Nevada Corporation (“SNC”), a prime systems integrator and 
electronic systems provider, to manufacture and market AMS’s AFIRS 
products under l icense to the U.S. mili tary market. 

IMPACT –  INCREASED WORKING CAPITAL AND CASH EXPECTED 
Under the agreement, SNC wil l  (1) pay AMS a l icense fee and royalty on 
all future AFIRS sale to the mil itary segment, (2) provide funds, 
personnel, and expertise, and (3) share other revenue opportunities with 
AMS stemming from the sale of AFIRS to mil itary organizations. While 
the revenue potential from this is not disclosed, we believe there is an 
upfront cash component, as well as short-term license fee potential, 
which wil l  al low AMS to meet its short-term working capital 
requirements, and the royalties wil l  increase its recurring revenues. 
More importantly, AMS wil l  gain greater credibility with large airlines 
because of the backing from SNC, a respected name in the aerospace 
field. 

This agreement is very posit ive news for AMS, not only for the upfront 
cash component of the l icense, but because it also elevates the 
company’s profile. 

VALUATION –  REMAINS THE SAME 
Our target price remains $0.65 (Figure 1), as we value the shares based 
on 15 times estimated 2010 EBITDA. It should be noted that AMS has 
515 aircraft under contract from China, which are not included in our 
estimates. The company has a strong pipeline, with a backlog of 125 
units, on top of a base of over 150 installed units. Once installation pace 
picks up, we may raise the multiple. 

RECOMMENDATION –  BUY 
AMS is a very early-stage growth company and, as such, earnings 
estimates do not yet reflect i ts full  potential. We remain a BUY on the 
stock as our new target price of $0.65 provides nearly a 3-fold return 
from current levels. 

VALUATION CATALYSTS –  FURTHER INSTALLATIONS 
We wil l  be watching the flow of orders, and if the pace picks up with 
backlog growing to over 300 units, we may have to increase our 
valuation. 
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ANALY SI S  

Valuation of Aeromechanical

E s timated 2010 E B IT DA 3. 5$         million

    At 15 times  E B IT DA 52. 0$           million

Les s  Net Debt

         C urrent portion of loans  payable 0. 0$         million

         Long-term portion of loans  payable 0. 2$         million

         C as h 0. 2$         million

0. 1$             million
 Market V a lue of E quity 51. 9$        million

 C ommon S hares  Outs tanding 82. 5 million
 Market Value per S hare 0.63$        P er s hare

AeroMec hanic al S ervices  E V/E B ITDA Valuation

 

Figure 1. Valuation 
Source. Research Capital estimates 

F or the year ended December 31 (in millions  C $) 2005 2006 2007 2008E 2009E 2010E

As s umptions :

     A F IR S  ins talle d units ,  be ginning of pe riod 66 67 15 7 2 92

     A F IR S  units  ins talle d during pe riod 28 90 13 5 1 90

     A F IR S  units  ins talle d during pe riod unde r ne w ac ctg rule 0 0 0 1 87

     A F IR S  ins talle d units ,  e nd of pe riod 94 157 29 2 6 69

R evenues  as  reported:

   R enta l revenue 0.34 0.60 0.71 2.22 7.61 23.19

         Y e ar-ove r-y e ar 20 28. 9% 7 6. 4% 17. 3% 2 13. 3 % 242 . 6% 20 4. 7%

   S a les  revenue 0.17 0.49 1.28 1.06 1.23 1.29

         Y e ar-ove r-y e ar 77. 8 % 19 0. 2% 161. 4% -17. 5 % 16 . 3% 5. 0%

0.51 1.09 1.99 3.28 8.84 24.48

C os t of s a les 0.42 0.73 1.35 2.01 3.78 12. 70

G ros s  margin 0.09 0.37 0.64 1.27 5.06 11.78

         G ros s  margin as  % 18.0% 33.4% 32.1% 38.7% 57.2% 48.1%

E xpens es :

   S a laries  and benefits 1.62 2.19 4.10 4.89 4.89 4.96

   Marketing 0.19 0.60 1.08 1.08 1.20 1.12

   S tock-ba s ed compens a tion 0.08 0.46 0.53 0.72 0.54 0.54

   R es earch and development 0.19 0.39 0.25 0.54 0.38 0.34

   G eneral and adminis trative 0.00 0.00 1.40 1.67 1.38 1.35

   Deprecia tion 0.03 0.06 0.09 0.17 0.16 0.16

   Interes t and bank charges 0.30 0.03 0.02 0.04 0.02 0.02

   F oreign exchange currency los s 0.00 0.02 0.04 0.04 0.00 0.00

   S tock excha nge fees 0.03 0.01 0.00 0.00 0.00 0.00

   T hird-party contracts 0.09 0.00 0.00 0.00 0.00 0.00

   Other 0.02 0.00 0.00 0.01 0.00 0.00

3.23 4.90 7.50 9.15 8.57 8.49

E arnings  before taxes (3.13) (4.54) (6.87) (7.88) (3.52) 3. 29

Income taxes 0.00 0.00 0.00 0.00 0.00 1. 20

Net inc ome (los s ) (3.1)$        (4.5)$     (6.9)$        (7.9)$     (3.5)$         2.1$          

B as ic E P S (0.17)$      (0.13)$   (0.11)$      (0.10)$   (0.04)$       0. 03$        

Diluted E P S (0.17)$      (0.13)$   (0.11)$      (0.10)$   (0.04)$       0. 03$        

Diluted E P S  before one-time items (0.17)$      (0.13)$   (0.11)$      (0.10)$   (0.04)$       0.03$        

W eighted average common s hares 20.1 45.1 64.3 82.3 82. 5 82.5

E B ITDA (2.8)$        (4.4)$     (6.7)$        (7.6)$     (3.3)$         3.5$          

AeroMechanic al S ervic es  L td.

C ons olidated S tatement of E arnings

 

Figure 2. Income Statement 
Source. Research Capital estimates 
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RELEVANT DISCLOSURES APPLICABLE TO:  AEROMECHANICAL SERVICES LTD. 

 

L IST  OF  D IS CLOS URE  TE RMS :  

 
1. Within the last 3 years, Research Capital Corporation has managed or co-managed an offering of securities by the 

subject issuer. 

2. Within the last 3 years, Research Capital Corporation has received compensation for investment banking and related 
services from the subject issuer. 

3. The research analyst or a member of the research analyst’s household owns shares and/or options to acquire shares 
of the subject issuer. 

4. As at this date, Jacques Kavafian made several visits to AeroMechanical’s headquarters in Calgary at Research 
Capital Corporation’s expense. 

 

ANALYST CERTIFICATION 

Each analyst of Research Capital Corporation whose name appears in this report hereby certif ies that (i) the 

recommendations and opinions expressed in this research report accurately reflect the analyst’s personal views and (ii) 

no part of the research analyst’s compensation was or will  be directly or indirectly related to the specific conclusions or 

recommendations expressed in this research report. 
 

 

 

In format i on  about  Research  Capi ta l  Corpora t i on ’s  Rat i ng  Sys tem,  the  dis t r i bu t i on  o f  our  research  to  c l ien ts and  the percen tage o f  recommendat i ons  whi ch are  in  each 
o f  our  rat i ng ca tegor i es  i s  avai labl e on  our  web si te a t  www. researchcapi ta l . com.   

The  in format i on  con tai ned  i n  th i s  report  has  been drawn f rom sources  bel i eved  to  be  re l i able  but  i t s  accuracy  o r  comple teness  is  no t  guaranteed ,  nor  i n  p rovi d i ng  i t  
does  Research  Capi ta l  Corpora t ion  assume any  responsib i l i ty  o r  l iabi l i ty .  Research  Capi ta l  Corpora t ion ,  i t s d i recto rs ,  o f f i cers  and  o ther  employees may,  f rom t ime to  
t ime,  have  posi t ions i n  the secur i t ies  ment i oned herein .  Conten ts o f  th i s report  cannot  be  reproduced i n who le or  i n  par t  wi thou t  the  expressed permissi on  o f  Research 
Capi ta l  Corporat i on.  (U.S.  Ins t i tu t ional  Cl ien ts — Research  Capi ta l  U.S.A.  Inc.  (a  whol l y owned subsid i ary  o f  Research Capi ta l  Corpora t ion)  accep ts responsib i l i t y  fo r 
the  contents  o f  th i s  repor t  sub jec t  to  the  terms &  l imi tat i ons  se t  out  above .  F i rms o r  i ns t i tu t i ons  recei v i ng  th i s  repor t  should  e f fect  t ransact i ons  in  secur i t i es  d i scussed 
i n the  repor t  through Research  Capi ta l  U.S.A.  Inc. ,  a Broker-Dealer  Regis te red  wi th  the Uni ted  Sta tes  Secur i t ies  and  Exchange Commissi on) .   
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