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Price Target: $9.00 Rating: Strong Buy (2) 

 

COMPANY SNAPSHOT 
 

FAB Universal Corp. is a global leader in digital media 
entertainment sales and distribution. FAB delivers media 
through Intelligent Kiosks, Retail Stores, Retail 
Licensees and online through three business units: 
Digital Media Services, Retail Media Sales and 
Wholesale Media Distribution. Billions of movie, music, 
podcast, TV show and other digital files are distributed to 
consumers in 240 countries. Sales of digital media are 
generated through kiosks networks, subscription sales 
for mobile devices, smartphone Apps and Netflix-like 
subscription models. In 2012, billions of downloads of 
copyrighted music, games, ringtones, ebooks, movies 
and podcasts were distributed to 50M+ people 
worldwide. 
 

KEY STATISTICS 

 

Price as of 5/17/13 $4.17 

52 Wk High – Low $5.70 – 1.90 

Est. Shares Outstanding 20.7M 

Market Capitalization $86M 

3 Mo Avg Vol 77,000 

Exchange NYSE: MKT 

 

 

COMPANY INFORMATION 

 

FAB Universal Corporation 
5001 Baum Boulevard, Suite 770 
Pittsburgh PA 15213 
412.621.0902 
www.fabuniversal.com 

IR: Arthur Douglas & Associates 
Art Batson: 407.478.1120 
 

 

INVESTMENT HIGHLIGHTS 

 

FAB Universal recently reported solid 1Q13 
results. While some of the figures were a bit light 
relative to our expectations, some of the most 
important metrics bode very well for the balance of the 
year. 
 
FAB followed up a 4Q12 performance where the 
Company generated $5M in cash with an even 
more stellar performance in 1Q13. For the quarter 
FAB generated $10.1M in cash on $22.6M in recorded 
revenue. FAB ended the period with just under $30M 
in cash. 
 
2Q13 is expected to be similar to 1Q13 and our 
full-year projections remain unchanged while we 
adjust the quarterly composition of our forecasts.  
Management guidance for roughly $100M in revenue 
and net income of $20M has not changed. Once we 
have another quarter of results for a reference point, 
we will modify our estimates by quarter for 2H13. 
 
Whether valued on an asset basis by division or a 
multiple of earnings this stock is remarkably 
cheap. Moreover, the way management leverages 
its operations is enviable as FAB could increase 
its gross cash by $1.00 per share between now 
and the end of the year.  
 
Now that FAB has demonstrated major net income 
and cash generation performance in consecutive 
quarters, we believe that the Street is going to 
take notice. Despite its EPS outlook FAB trades only 
4.3x our FY13E EPS estimate of $0.92. Even with a 
discount for its foreign operations, the stock should be 
afforded at least a 10x multiple on FY13E EPS by 
year-end, and that does not even include the hidden 
Libsyn value. Therefore, we rate these shares Strong 
Buy with a year-end price target of $9.00.  
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Key Takeaways 
 
Rather than merely repeating what is found in the Company’s quarterly release and latest 10-Q, we have 
elected to focus in on what we believe are the key takeaways in which investors should focus attention. 
 
Top-line and bottom-line trends: 1Q13 marks the second consective quarter of revenue north of $22M and 
$3.0M in net income ($3.5M in comprehensive income.) In fact, FAB has recorded $0.26 in EPS in just the last 
2 quarters alone. Even with break-even results for the next 2 quarters would result in trailing 12-month EPS of 
$0.26, and at current prices that would represent only  a 16x earnings multiple.    
 
Metrics are a moving target: Until we have at least another quarter to use as a reference point it is difficult to 
forecast financials on a quarterly basis. For example, 4Q and 1Q are likely the best and worst for the Company 
on a seasonal basis, respectively.  The line items of the repotted results varied from our forecast more than we 
expected so we will not revise our quarterly model until we have greater clarity next quarter. Still, management 
guided for roughly $23M in revenue and $3M in net income for 2Q13 and $100M in revenue and $20M in net 
for the year. Our annual projections remain in line with this guidance. 
 
Cash generation is more important than EPS: FAB followed up its 4Q12 performance where the Company 
generated $5M in cash with an even more stellar performance in 1Q13. For the quarter FAB generated $10.1M 
in cash on $22.6M in recorded revenue. FAB ended the period with just under $30M in cash.  At this rate, FAB 
could increase its gross cash by $1.00 per share between now and the end of the year.   
 

Why the Stock is Cheap 
 
In our view, any way you slice it, the stock is cheap. From an asset perspective, we outlined how/why the 
Company’s Libsyn division of its digital media business could be worth $150M in an update in late April.  

 
For example, the trend in digital content distribution is shifting from an advertiser-supported model to a mix of 

“freemium” (mix of free and paid) model to a fully paid subscription model. Those firms with a paid subscription 

model typically carry much higher valuations than those that utilize an advertiser-supported model. 

 

For example, Netflix (NASDAQ – NFLX) boasts 29M subscribers to its $7.99/month streaming video service. At 

current levels, the stock trades at a market cap exceeding $13 billion. If one were to value the stock based on 

the number of subscribers, the value of each subscriber is $450 per subscriber, or over 4x annual revenue 

generated per subscriber.  

 

We believe that based on trends in the space, Libsyn could choose to introduce a paid subscription option 

especially as more and more users stream rather than download podcasts.  A quick back of the envelope 

forecast could look like this in the not so distant future: 

 

Libsyn: 30M subscribers: 10% opt in = 3M paid subscribers 

3M x $25/annual unlimited fee = $75M in revenue 

2x $75M = $150M value = $7.00+/share 
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A few important points must be noted here. First, we are not saying that FAB’s Libsyn business is the same as 

Netflix and we recognize that to a degree we are comparing apples and oranges. Still, considering that we are 

talking about the distribution of digital content via paid subscription, it is all the same category. Finally, as noted 

above, our assumption uses a 50% haircut to the current revenue per subscriber multiples of NFLX and 

assumes only 10% opt in for a paid subscription service at a very low (merely suggested) annual rate. 

 

In the meantime, considering that FAB is generating millions per quarter in cash from its China-based 

operations, we believe that a multiple on that annual cash generation could be equivalent to the Libsyn figures 

above. With a meaningful amount of goodwill and intangible assets, few could argue with valuing the business 

based on its cash flow alone, rather than book value.   

 

The recent and current EPS multiples illustrate just how incredibly cheap the stock is on an absolute basis.  

 

For example, the Company has earned $0.26 in EPS for the past two quarters. If the Company were to only 

break-even for the next 2 quarters, that would give the stock a 16x multiple on EPS for the trailing twelve-

month period. 

 

If we are wrong and FAB only earns $0.50 for 2013, the stock is trading at a paltry 8x EPS versus the current 

4.5x.  

 

We are not suggesting that the upcoming quarterly results will be poor. This exercise is just another example of 

how undervalued the stock is and the huge opportunity that the stock offers. After all, it will generate tens of 

millions in cash per year and millions in net income per quarter. Now that FAB has demonstrated major net 

income and cash generation performance in consecutive quarters, we believe that the Street is going to take 

notice. 

 

Despite its EPS outlook FAB trades only 4.5x our FY13E EPS estimate of $0.92. Even with a discount for its 

foreign operations, the stock should be afforded at least a 10x multiple on FY13E EPS by year-end, and that 

does not even include the hidden Libsyn value. Therefore, we rate these shares Strong Buy with a year-end 

price target of $9.00.    

 

 

 

Goldman Small Cap Research Ratings and Risk Profile Definitions: 

 

Strong Buy (1) The expectation that the stock will exceed stock market performance, with below average equity market 

risk. 

Strong Buy (2) The expectation that the stock will exceed stock market performance, with average equity market risk. 

Strong Buy (3) The expectation that the stock will substantially exceed equity stock market performance, with above 

average to speculative risk. 

Speculative Buy: The expectation that the stock will substantially exceed stock market performance, with speculative 

market risk. 
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Recent Trading History For FU 
 

(Source: BarChart.com) 
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Analyst: Robert Goldman 
 

Rob Goldman has over 20 years of investment and company research experience as a senior research analyst and as a 
portfolio and mutual fund manager. During his tenure as a sell side analyst, Rob was a senior member of Piper Jaffray's 
Technology and Communications teams. Prior to joining Piper, Rob led Josephthal & Co.'s Washington-based Emerging 
Growth Research Group. In addition to his sell-side experience Rob served as Chief Investment Officer of a boutique 
investment management firm and Blue and White Investment Management, where he managed Small Cap Growth 
portfolios and The Blue and White Fund.  
 

Analyst Certification 
 

I, Robert Goldman, hereby certify that the view expressed in this research report accurately reflect my personal views 
about the subject securities and issuers. I also certify that no part of my compensation was, is, or will be, directly or 
indirectly, related to the recommendations or views expressed in this research report. 
 
Disclaimer 
 

This Opportunity Research report was prepared for informational purposes only. Goldman Small Cap Research, (a 
division of Two Triangle Consulting Group, LLC) produces research via two formats: Goldman Select Research and 
Goldman Opportunity Research. The Select product reflects the Firm’s internally generated stock ideas while the 
Opportunity product reflects sponsored research reports. It is important to note that while we may track performance 
separately, we utilize the same coverage criteria in determining coverage of all stocks in both research formats. While 
stocks in the Opportunity format may have a higher risk profile, they typically offer greater upside as well. Goldman Small 
Cap Research has been compensated by a third-party in the amount of $8,000 for a three-month research subscription 
service. The Firm does not accept any equity compensation. All information contained in this report was provided by the 
Company. Our analysts are responsible only to the public, and are paid in advance to eliminate pecuniary interests, retain 
editorial control, and ensure independence. Analysts are compensated on a per report basis and not on the basis of 
his/her recommendations. 
 

The information used and statements of fact made have been obtained from sources considered reliable but we neither 
guarantee nor represent the completeness or accuracy. Goldman Small Cap Research did not make an independent 
investigation or inquiry as to the accuracy of any information provided by the Company, or other firms. Goldman Small 
Cap Research relied solely upon information provided by the Company through its filings, press releases, presentations, 
and through its own internal due diligence for accuracy and completeness. Such information and the opinions expressed 
are subject to change without notice. A Goldman Small Cap Research report or note is not intended as an offering, 
recommendation, or a solicitation of an offer to buy or sell the securities mentioned or discussed. 
 

This report does not take into account the investment objectives, financial situation, or particular needs of any particular 
person. This report does not provide all information material to an investor’s decision about whether or not to make any 
investment. Any discussion of risks in this presentation is not a disclosure of all risks or a complete discussion of the risks 
mentioned. Neither Goldman Small Cap Research, nor its parent, is registered as a securities broker-dealer or an 
investment adviser with FINRA, the U.S. Securities and Exchange Commission or with any state securities regulatory 
authority. 
 

ALL INFORMATION IN THIS REPORT IS PROVIDED “AS IS” WITHOUT WARRANTIES, EXPRESSED OR IMPLIED, 
OR REPRESENTATIONS OF ANY KIND. TO THE FULLEST EXTENT PERMISSIBLE UNDER APPLICABLE LAW, TWO 
TRIANGLE CONSULTING GROUP, LLC WILL NOT BE LIABLE FOR THE QUALITY, ACCURACY, COMPLETENESS, 
RELIABILITY OR TIMELINESS OF THIS INFORMATION, OR FOR ANY DIRECT, INDIRECT, CONSEQUENTIAL, 
INCIDENTAL, SPECIAL OR PUNITIVE DAMAGES THAT MAY ARISE OUT OF THE USE OF THIS INFORMATION BY 
YOU OR ANYONE ELSE (INCLUDING, BUT NOT LIMITED TO, LOST PROFITS, LOSS OF OPPORTUNITIES, 
TRADING LOSSES, AND DAMAGES THAT MAY RESULT FROM ANY INACCURACY OR INCOMPLETENESS OF 
THIS INFORMATION). TO THE FULLEST EXTENT PERMITTED BY LAW, TWO TRIANGLE CONSULTING GROUP, 
LLC WILL NOT BE LIABLE TO YOU OR ANYONE ELSE UNDER ANY TORT, CONTRACT, NEGLIGENCE, STRICT 
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LIABILITY, PRODUCTS LIABILITY, OR OTHER THEORY WITH RESPECT TO THIS PRESENTATION OF 
INFORMATION. 
 

For more information, visit our Disclaimer: www.goldmanresearch.com 

http://www.goldmanresearch.com/

