4th Quarter report for Capella (CPLA)


Date:
FY 2010 (2/16/11)
Percentage change in Sales from year ago quarter:   21.3%
Percentage change in Earnings per Share from year ago quarter:   22.5%
   (from top left  box on p. 1 of SSG)

Is company meeting our target sales & earnings estimates at bottom of p. 1 of SSG?  Yes! Our estimated growth rate is 20% for both sales and EPS.
Pre-tax Profit on sales trend?   (up, even, down)  Up
Return on equity trends?  (up, even, down)  Up
Debt?  (up, even, down)  No Debt
Current PE is __14.5___.   

 Where does it fall in my estimated High/low range of PE's?   Near the low P/E of 10. Given the turmoil of the for-profit education industry, I adjusted the P/E ratio to be very conservative. High is 20. 
Signature PE =  23.1  P/E's have run high since this is a small company that has had fast growth. 
Club cost basis for this stock is  $70.16.                  Current price is   $52.86  (2/16/11)      

Has stock met S&P's 12-month target price from a year ago?   S&P does not provide a 12-month target price
Current fair value:  Morningstar:  NA        S&P:  NA
My SSG Total Return is     18.8%        Projected Average Return is   12.1%
What will drive future growth?   The final guidelines from the Department of Education would reduce the uncertainty for this industry. In the conference call 2/15, the CEO used the word "uncertain" to describe the future enrollment for their company. While total enrollment increased 16.2% from a year ago, it is down 10.7% from last quarter. They are reducing staff to reflect the decrease. Reasons given for the decline in enrollment are (1) increased competition from other companies for the more "mature" students; and (2) CPLA uses strict screening before admitting students. As a result, they have very low default rates--well below the other companies. Less than 1% of revenue is derived from private student loans, and less than 1% of students utilize private loans. 
Additional comments: Analysts generally have placed the for-profit industry in a hold position. Comments are positive for those companies that use online courses, leaving "significant room for margin expansion. CPLA is in excellent financial health with no debt and more than $200 million in cash and marketable securities. 

Recommend: Buy More ____, Hold___X______, Challenge with a better investment______, Sell___

Unfortunately, we just made the decision to buy more at the last meeting or I would recommend that we dollar-cost-average now. When a company is still strong but is being punished for missing expected earnings, it can be a buying opportunity. I believe it is in that situation rather than a "falling knife."  Given the high price we paid for the stock initially, we will probably have a wait for the current price to reach our cost basis. However, since the sell-off after the conference call, the price has risen over 6%. 
