Teal Team October Stock Study
Education Management Corp (NDQ:EDMC)

Business Summary According to Reuters:

Education Management Corporation is a provider of private post-secondary education in North America, based on student enrollment and revenue, and provides career-oriented education. As of June 30, 2005, it had 71 primary campus locations in 24 states and two Canadian provinces. Its total student enrollment as of the fall of 2004 exceeded 66,000 students. The Company's educational systems offer a broad range of academic programs concentrated in the media arts, design, fashion, culinary arts, behavioral sciences, health sciences, education, information technology, legal studies and business fields, culminating in the award of associate's through doctoral degrees. It also offers non-degree programs, some of which result in the issuance of diplomas upon successful completion. The Company primarily offers academic programs through educational institutions, including The Art Institutes, Argosy University, Brown Mackie College and South University.

Their niche is in art, design and cooking schools.  They are starting to expand into larger study fields including business, computer sciences, legal and health studies.
Recommendation: Buy

Included Documents:

· SSG

· VL

· M*

· S&P

· Ford

· Reuters

The August 5th VL reports these comments 

“This company is ranked to outperform over the broader market in the coming 6 to12 month.”
The price growth persistence and earnings predictability are bth set at 100, however the price stability is set at 45 and it is only rated a B+.

Revenues:

Revenues were up 16.8% and they are expected to continue into 2006. 

While there was an 87.5% growth in enrollments for on-line classes, only 5% of students take their classes on-line.  This is an area where EDMC is looking to expand and lower their overall costs.  They are also initiating a co-location strategy, i.e. putting two different branded schools in the same location, to further reduce costs.

Long term debt should be paid off in 2006 leaving cash for expansion or stock buybacks.  It seems that buybacks are rare and the consensus is that they will expand.  There is little room to expand in the US and Canada.  Plans may include international expansion, taking advantage of their on-line experience.

Risks:

S&P identifies risks as their failure to attract and retain students and failure to identify acquisition and start-up opportunities.  For the associated sub-industry there are allegations over falsification of student and school records. Several educators have been cleared and we should note that there are not any charges against EDMC institutions.
Cyclical Growth:
A picture from Reuters shows the cyclical nature of growth for both sales and earnings.  The growth coincides with the beginning of the school year.  As shown below, each subsequent quarter shows continued increases in earnings.  Sales are more flat because they must recognize sales throughout the year.
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SSG creation logic:

Section 1 – Visual Analysis

Value line estimates future Sales growth 02/2004 – 08/2010 as 17.5%

and future Earnings growth 02/2004 – 08/2010 as 21.00%

We decided to be conservative and use for future sales growth – 13%,

and for the future Earnings growth – 15%.

Section 2 – Evaluating Management
Both % Pre-tax Profit on Sales and % Earned on Equity trends are double digits and are UP which is a sign of good management.

Section 3 PE History
After removing outliers (2001 HI P/E -44.3, 2005 HI P/E – 24.00, 2004 LOW P/E 25.6) 
we have Average HI P/E equal 35.5 and Average LOW P/E equal 18.5.

Current P/E is 23.2 which is less than Average P/E ratio of the company.

Section 4. Evaluating Risk and Reward

We decided to use 30 as Estimated Average High P/E, and 20.8 as an Estimated Low Price of the stock.

Conclusion.

EDMC is a good quality company that is reasonable priced with present price of $32.25.

U/D ratio based on our SSG is 4.5 to 1.

Recommendation: BUY

