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First Cut Stock Study Report
Please complete this form for your First Cut stock study.

Click on each grayed area and enter your information.  

Fields will expand as you type.
Save file as FC<yyyymmdd><ticker>.doc (i.e. FC20080224FDS.doc).
Create a PDF of the SSG (see instructions on last page).
Please return this completed form and the SSG in PDF format to:
FirstCut@betterinvesting.net   
	 FORMCHECKBOX 
 Check here to grant BetterInvesting the right to post this First Cut Stock Study Report and associated SSG on the BetterInvesting website.  


	Company Name:
	IPG Photonics Corp
	Ticker:
	IPGP

	Date of Study:
	7/14/2014
	Price:
	$ 64.60

	Your Name:
	Gladys Henrikson

	Email address:
	
	 FORMCHECKBOX 
 Consent to post email on web

	City:
	     
	State:
	VA

	Chapter Name (if applicable):
	MicNova


Discuss why you consider this to be a high quality, growth company that should be investigated further.  Please include comments on historical sales and EPS growth, pre-tax profit margin, return on equity, and debt.
As BI's Ann Cuneaz, in her First Cut study of this stock on July 3 2014, wrote: "IPG Phontonics has demonstrated robust growth over the past 10 years (from sales of $143 m in 2006 to $648 in 2013). .. their business is to sell capital goods to manufacturing companies and the historical EOS ..identifies the Great Recession in 2009, although the company did manage to stay profitable in this challenging time."

"Pre-tax profit margins have been faily steady since 2010, and average return on equity comes in a…19.7% over the past 4 years. The company operates with a very low level of debt."

Briefly describe how the company makes money:
IPGP is a vertically-integrated company that designs, develops, manufactures and sells industrial fiber lasers, fiber amplifiers, and diode lasers. The vertical integration allows IPGP to reduce manufacturing costs, control quality, and protect its propietary technology (As Ann Cuneaz points out in her First Cut, The company owns 160 patens with an additonal 250 patents pending.)

IPGP fiber lasers are used for cutting metal, welding, and other applications. IPGP lasers are stronger than current welding products, require half the cyle time, and require less energy to operate. 94% of IPGP 2013 laser sales were for materials processing, 4% for advanced operations, 1.4% for communications and .6% for medical appications. 
The lasers are sold globally through IPGP's direct sales force to original equipment manufacturers ("OEMs") systems integrators,  and end users, . The global customer base is  50% in Asia and Australia (of which China is nearly 30%), 18% in theUSA and North America , and about 32% in Europe . 

Projected growth rate for sales:  14.5%
Why did you select this rate?  Discuss from where future growth will come.
While MorningStar analysts' consensus was 15%-17%, S&P Analysts estimated 15% for 201, and ValueLine analysts estimated 10-15%. ValueLine and S&P analysts wrote  that they did not find IPGP's high growth sustainable in the future, due to competitive pressures, and industry volatility in the global economy. Management itself is less optimistic about the demand for materials lasers in North America. 

However, IPGP is planning to introduce, in 2014, more than 30 new and upgraded products, including products for semiconductor applications,  microprocessing applicatons, and 3D printing. To allow for industry volatility and the introduction of new products, I chose a conservative 5 year sales growth rate of 14.5%. 

Projected growth rate for earnings per share:  12.4,%  
Why did you select this rate?

While Morningstar Analysts predicted EPS igrouwth rate of 16-20% for 2014-2015, Nasdaq predicted 16% for 2014, S& P predicted 19% for 2015, Value Line predicted 16-17% for 2014-15, but 10.5% thereafter (until 2019). Since I was trying to estimate 5 years out, I chose to be conservative - more than Value Line, but less than the other analysts.
Projected High P/E: 19.5
Why did you select this value?

The 5 year average  and current year P/E are approximately 21%, Nasdaq and Market Watch analysts estimate 18.8 and 16.2, respectively, for 2014, while Morningstar estimates a "forward PE" of 15.4. Ann Cuneaz struck out the 2009 PE as an outlier and used the new 4 year average of 28%. I decided to  be more conservative than Ann, closer to the original 5 year average and with a nod to the lower estimates by the analysts.
Projected Low P/E:  14.5
Why did you select this value?

The 4 year low PE average, striking out 2009, is 13.5%, yet all analysts estimated average PEs above this percent. I felt that 14.5% is less than that estimated by analysts, yet above the 4 year average, and about 1% above that estimated by Ann Cuneaz (13.4%).
Projected Low Price:  $50.8
Why did you select this value?

This is the low end of IPGP's 52 week range. 
At the current price, the stock is a (check one):

 FORMCHECKBOX 
Buy     or     FORMCHECKBOX 
Hold   or    FORMCHECKBOX 
Sell
At the current price, the upside-downside ratio is: 3.2 to 1
Compound Annual Return – Using Forecast High P/E: 10.8%
Your final recommendation (check one):
 FORMCHECKBOX 
Buy     or     FORMCHECKBOX 
Hold   or    FORMCHECKBOX 
Sell
Explain:
While this SSG is conservative, the final "buy" recommendation is in line with analysts' recommendations and that of BI's Ann Cuneaz, who estimates a 17.7% annual return. Ms. Cuneaz said that she consulted with BI member sentiment on this stock in choosing her estimates.
Instructions to Create PDF of SSG

If using Online Stock Selection Guide:

· Select Print from menu at top of page

· Under Options for Printing - check box labeled Sections
· Click View PDF button
· Select Save from File Download dialog box
· A Save As dialog box will appear.  Select a folder to Save in and enter a File name, then click on Save.


· Go to that folder to find your PDF file.
If using desktop stock analysis software, such as Toolkit or Classic:

· Install a program to create PDF files from any printable document

· CutePDF Writer (Freeware) available at http://www.cutepdf.com/ 
· Follow on screen instructions to complete the installation
· Using CutePDF Writer to create PDF documents:

· Open your original document and select Print command in File menu of your application to bring up Print dialog box. 

· Then select CutePDF Writer as the Printer to print (DO NOT select "Print to file" option).
· You will get a Save As dialog box prompted for saving created PDF file.  Select a folder to Save in and enter a File name, then click on Save.

· Go to that folder to find your PDF file.

This stock study reflects the judgment of the contributor(s) only and no investment recommendation is intended.  Investors should always conduct their own analysis before making an investment decision. This report may reference websites, products or services not endorsed by BetterInvesting and that may require usage fees. The preparer(s) of this report is not endorsing or promoting the use of these websites, products or services.

