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Disclaimer
The analyses and conclusions of Alignvest Capital Management Inc. ("ACMI ") contained in this presentation are
based on publicly available information. ACMI recognizes that there may be confidential information in the
possession of the companies discussed in this presentation that could lead these companies to disagree with
ACMI’s conclusions. This presentation and the information contained herein is not investment advice or a
recommendation or solicitation to buy or sell any securities. All investments involve risk, including the loss of
principal. The analyses provided may include certain statements, estimates and projections prepared with respect
to, among other things, the historical and anticipated operating performance of the companies discussed in this
presentation, access to capital markets, market conditions and the values of assets and liabilities. Such statements,
estimates, and projections reflect various assumptions by ACMI concerning anticipated results that are inherently
subject to significant economic, competitive, and other uncertainties and contingencies and have been included
solely for illustrative purposes. Actual results may vary materially from the estimates and projected results contained
herein. Funds managed by ACMI are invested in Alaris Royalty Corporation (Alaris) common stock. ACMI manages
funds that are in the business of trading – buying and selling – securities and financial instruments. It is possible
that there will be developments in the future that cause ACMI to change its position regarding Alaris. ACMI currently
holds a short position in Alaris. ACMI may buy, sell, cover or otherwise change the form of its investment in Alaris for
any reason. This presentation and subsequent analysis by ACMI should be considered alongside other
independently sourced information and independent research and analysis.
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Company Snapshot: Alaris Royalty (TSX:AD)
•

Alaris (“AD” or the “Company”) was created as a royalty finance business

•

Alaris provides financing to mid-size businesses in Canada and the U.S. through a unique
structure, whereby it purchases a “top line” royalty from the business for an up front cash
payment

•

For example, Alaris will “lend” $50 million to an underlying business at a coupon of
~16.5%. These loans are perpetual in nature, in order to replicate a “revenue royalty.” In
this example, Alaris will earn $8.25 million per year for this loan into perpetuity
Millions

Current Stock Price

Market Capitalization

Source: Company Reports, Bloomberg

$22.75

$850

Less: Cash

$20

Add: Debt

$100

Enterprise Value

$930

Dividend Yield

7.0%

Insider Ownership

~3%

P/BV

1.2x

FCF Yield

~7.0%

Normalized ROE

~9.0%
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Alaris Royalty – Glossary of Key Terms
•

Distribution: payment received by Alaris monthly; determined twelve months in
advance and adjusted each year based on the percentage change in a mutually agreed
upon performance metric

•

Earnings Coverage Ratio (ECR): a measure of a portfolio company’s ability to pay
distributions to Alaris; defined as adjusted EBITDA divided by interest, principal
repayments, unfunded capital expenditures and distributions to Alaris

•

Collar: a maximum or minimum change in distribution based on the portfolio
company’s performance metric

•

Business Development Corporation (BDC): a form of unregistered, closed-end
investment company in the U.S. that invests in small to mid size businesses. BDC’s
invest primarily in fixed income instruments and pay little taxes
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Royalty Companies

•

The equity market loves royalty businesses. Why?
 They are capital light, generating attractive returns on capital and
free cash flow

•

As a result of these characteristics, the market has consistently
rewarded royalty/franchise businesses with premium valuation multiples
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Royalty Companies – Public Comparables

28-Jun-17
CAD
P/E

In $Millions

Company

Ticker

Price

Market Cap

EV

Domino's Pizza, Inc.

DPZ

$279.0

$13,422.9

$16,266.8

Restaurant Brands International Inc.

QSR

$81.6

$19,233.6

FirstService Corporation

TSX: FSV

$85.0

Diversified Royalty Corp.

TSX: DIV

Realogy Holdings Corp.

LTM

EV/EBITDA

2017E

2018E

43.4x

39.2x

33.0x

$38,053.0

41.5x

34.1x

$3,051.5

$3,504.9

n/a

$2.6

$271.9

$240.0

RLGY

$42.1

$5,808.0

The Keg Royalties Income Fund

KEG.UN

$22.6

A&W Revenue Royalties Income Fund

AW.UN

RE/MAX Holdings, Inc.
Dunkin' Brands Group, Inc.

LTM

Net Debt /
EBITDA

FCF Yield

LTM

LTM

2017E

2018E

24.3x

22.2x

19.7x

4.3x

2.2%

25.0x

15.4x

13.8x

12.6x

4.8x

6.9%

33.1x

28.9x

19.5x

17.0x

15.1x

1.8x

2.7%

26.0x

20.6x

16.3x

9.5x

13.2x

8.6x

0.0x

5.3%

$10,581.5

19.9x

19.1x

16.6x

10.4x

10.6x

10.1x

4.7x

9.5%

$256.1

$267.9

37.3x

n/a

n/a

11.6x

11.4x

10.8x

0.5x

6.7%

$34.6

$419.5

$547.4

20.8x

n/a

n/a

16.3x

15.7x

14.7x

1.8x

5.5%

RMAX

$75.8

$1,342.0

$1,024.8

44.2x

30.7x

27.6x

8.3x

7.5x

6.9x

1.8x

4.6%

DNKN

$71.6

$6,494.7

$9,302.8

23.9x

22.6x

20.6x

15.8x

15.0x

14.2x

4.8x

3.5%

Median

31.7x

30.7x

25.0x

15.4x

13.8x

12.6x

1.8x

5.3%

Average

32.1x

28.5x

24.0x

14.6x

14.1x

12.5x

2.7x

5.2%

High quality royalty companies command premium valuation multiples in the public market
Source: Capital IQ, Bloomberg, Alignvest estimates
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Alaris Royalty: A Unique Business Model…

•

Given the unique “royalty” model, Alaris has been rewarded with a
similarly high multiple by investors
 “Alaris’ unique business model allows for the company to receive monthly
distributions from its partners on investments made from day one rather than on
an exit, which greatly reduces the risk of each investment”
 “Alaris is an attractive business model for investors looking for yield and dividend
growth as it is a specialty investment management firm that uses innovative
financing structures to invest primarily in well-managed private companies
through preferred shares”
 “The primary reasons to invest in private equity are: the portfolio diversification,
exposure to fast-growing industries/companies, and absolute returns or historical
returns that typically exceed public-market returns. Alaris offers a unique strategy
to investors looking to invest in private equity”

 “Key benefits of Alaris’ model are: Smaller deployment of capital, access to wellrun companies, high visibility of revenues, distributions grow with partner
companies, minimizes cyclical returns and returns are on a monthly basis”

Source: Sell Side Analyst Reports, Broker Research
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Alaris Royalty: …But Is it Really a Royalty Company?

•

The short answer is NO. Though Alaris bills itself as a pure-play
royalty company, it differs from these companies in many respects

•

In our view, Alaris is a provider of expensive mezzanine financing
to small/mid size businesses with a high degree of cyclicality and
limited access to capital

•

Unlike a typical mezzanine lender, Alaris is a preferred, non-voting
equity holder in these underlying companies; in the event of
liquidation, Alaris is the last creditor to be paid
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Alaris Royalty:…But Is it Really a Royalty Company?

•

Does Alaris Pass the Test of a Real Royalty Company?

•

Is Alaris Capital light?
 NO. Alaris must carry significant capital to finance and grow its
business. Every new loan originated must be funded with fresh
capital given the company pays out majority of its cash flow in the
form of dividends

•

Can Alaris Grow with minimal Capital outlay?
 NO. If Alaris wants to grow, it must raise additional capital to fund
investments.

•

Is the business highly leverageable?
 NO. Lack of visibility on cash flow makes significant leverage
imprudent.
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Alaris Royalty: More like a BDC than Royalty

•

Alaris’ mezzanine financing is lower quality than Business Development
Corporations (BDCs), as it is covenant light with limited recourse and
financial oversight

•

The company pays out majority of cash flow through dividends, but is
ultimately required to raise capital to fund new investments?
 We do not believe this is an efficient structure

•

Alaris has invested ~$734 million since 2011, yet pre-tax income has
gone up by ~$75 million, or a 10.3% return on that capital. What
happened to the 16-17% coupons the company cites on new
investments?

Source: Company Reports, Alignvest Estimates
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Alaris Royalty: More like a BDC than Royalty

•

In most cases given the profile of the target company, Alaris is buying
100% of the cash flow of an underlying business for roughly 6.0x, but
does not have voting control or operating control of the asset
 In a world of excess capital, why would anyone sell at 6.0x? What
does this imply about the quality of the underlying portfolio
companies?
 Going a step further, it is not clear that Alaris even knows the true
profitability of the underlying businesses at the time of their
investment
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Alaris Royalty: Annotated Stock Chart

This does not look like the stock chart of a strong-performing royalty company
Source: Bloomberg, Company Reports
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Alaris Royalty: The Portfolio

Source: Company Reports (Annual Information Form and MD&A)
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Alaris Royalty: The Portfolio
Company

Capital
Time Invested
Contributed

LMS Reinforcing
$60.0 Million
Steel Group

Sector

Description

Performance
Metric

Geography

ECR

% Change in "Gross
Revenues"
- Collar of +/-6%

Canada

1.0x-1.5x

Rebar Fabrication &
Installation

LMS is a western Canadian based (with operations now also in Southern
California) concrete reinforcing steel fabricator and installer.

Oct-16

Management
Consulting

Matisia is a Washington-based management consulting firm that works with % Change in "Gross
companies to provide innovative, customized consulting solutions across four
Revenues"
primary service lines.
- Collar of +/-6%

US

1.5x-2.0x

US

1.5x-2.0x

US

>2.0x

US

1.0x-1.5x

Canada

<1.0x

US

1.0x-1.5x

Canada

<1.0x

2007

Matisia

USD$18.0
Million

PF Growth
Partners

USD$40.0
Million

Nov-14

Planet Fitness, through its affiliates, operates over 50 fitness clubs in
% Change in "Same
Maryland, Tennessee, Florida and Washington (as of March 31, 2017) as a
Health & Fitness Clubs
Club Revenues"
franchisee of Planet Fitness® and has area development agreements ("ADA's")
- Collar of +/-5%
to open over 50 new Planet Fitness® clubs in those same States.

Providence
Industries

USD$30.0
Million

Apr-15

Apparel Design,
Engineering and
Sourcing Services

Sandbox

USD$22.0
Million

Mar-16

Sandbox offers a wide range of marketing and advertising services including
Full Service Marketing
strategic marketing and planning, creative development for all media and
and Advertising
digital strategy solutions including CRM and data analytics for clients in a
Agency
variety of industries within the US and Canada.

SCR Mine
Services

$40.0 Million

May-13

Mining Services

USD$73.5
Million

Jul-13

Sequel is a privately owned company founded in 1999 which develops and
Behavioral and Mental
operates programs for youth with behavioral, emotional, or physical
Health Services
challenges.

Nov-13

Group SM is a privately owned company founded in 1972 which specializes in
the delivery of integrated scientific, engineering and IT solutions dedicated to % Change in "Gross
Engineering and
the areas of buildings, energy, energy efficiency, environment, industry,
Revenues"
Construction Services
infrastructure, natural resources, power, security, telecommunications and
- Collar of +/-6%
materials testing.

Sequel

Group SM

$40.5 Million

Providence is a leading provider of design, engineering, development,
% Change in "Same
manufacturing and sourcing services for international apparel companies and Customer Sales"
retailers.
- Collar of +/-5%

SCR provides mining, surface and underground construction, electrical and
mechanical services to the Canadian mining industry.

% Change in "Gross
Revenues"
- Collar of +/-6%
% Change in "Gross
Revenues"
- Collar of +/-6%
% Change in "Same
Program Revenues"
- Collar of +/-5%

Source: Company Reports (Annual Information Form and MD&A)
Private & Confidential

15

Alaris Royalty: The Portfolio

Investments by Country

30%

Investments by Sector

35%

Canada

22%
9%

US

Consumer
Discretionary
Industrials

70%

34%

•

Healthcare

Business/Prof.
Services

Over time, Alaris has been making a disproportionate number of deals
in the U.S. – inconsistent with the initial strategy of Canadian focus
 We believe Alaris is “stretching” for deals in sectors and
geographies where they have no discernible “edge”
 How can they possibly compete for good deals in the U.S.?

Source: Company Reports (Annual Report)
Private & Confidential
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Alaris Royalty: The Team

•

Alaris Royalty Corp. has a total of 14 employees
 These people have to deal with all aspects of running a business,
such as legal, accounting, human resources, etc.
 We believe there are only 4 employees on the investment team who
would be responsible for all portfolio company due diligence
 Majority of the investment team are ex-investment bankers without
deep industry expertise or investment management experience

•

How could this lean group possibly have done enough due diligence on
all of their investments, particularly given their lack of internal expertise in
many of the industries that they have invested in?

•

The company outsources a significant amount of the due diligence
process to third party service providers
 Potential conflict given the incentive structure of these third party
providers

We believe the company has traded deep due diligence/industry experience for operating leverage
Source: Bloomberg, Company Reports(Management Information Circular), Company Website
Private & Confidential
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Alaris Royalty: Reported Health of the Current Portfolio

Partner

Distribution (CAD Millions)

% of
Revenue

Earnings
Coverage Ratio

Providence

$6.00

6.2%

>2.0x

End of the Roll

$1.20

1.2%

>2.0x

DNT Construction

$14.80

15.3%

1.5x - 2.0x

PF Growth

$8.70

9.0%

1.5x - 2.0x

Matisia

$3.60

3.7%

1.5x - 2.0x

Sequel

$16.30

16.8%

1.0x - 1.5x

Federal Resources

$11.10

11.4%

1.0x - 1.5x

Labstat

$6.50

6.7%

1.0x - 1.5x

LMS

$4.90

5.0%

1.0x - 1.5x

Sandbox

$4.40

4.5%

1.0x - 1.5x

Accscient

$3.93

4.1%

1.0x - 1.5x

ccComm

$0.80

0.8%

1.0x - 1.5x

$6.90

7.1%

<1.0x

SM Group

$2.60

2.7%

<1.0x

Distribution's resuming at $200k/month in June

SCR

$1.20

1.2%

<1.0x

Distribution's resuming in July at $100k/month

Agility Health

$4.10

4.2%

<1.0x

Strategic review under way

KMH

$0.00

0.0%

<1.0x

In the process of a sale and have not paid distribution's since 2014

Kimco

Notes

Distribution's Suspended

Five of the current portfolio companies are distressed (representing ~ 16% of the portfolio)
Source: Company Reports (MD&A)
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Alaris Royalty: Reported Health of the Current Portfolio

•

In 2012, ~7% of Alaris’ revenues were made up by partners with an ECR
of <1.0x
 At the end of Q1 2017, this number had grown to ~16%
 This is a troubling trend, particularly when you consider the strength
of the overall economy over this period
Coverage Ratios Are Deteriorating

Number of Investments with Specified
ECR

8
7

>2.0X

6
1.5X - 2.0X

5
4

1.0X - 1.5X

3
2

<1.0X

1
0
2012

2013

2014

2015

2016

2017

Source: Company Reports
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Alaris Royalty: Reported Health of the Current Portfolio
•

Of their 17 current investments
 5 are distressed (representing 16% of the portfolio)
 4 are just covering distribution
 8 are doing well

•

We anticipate the eight that are doing well will look to exit their deal with Alaris at
some point and the 4 that are just covering their distribution may become
distressed in the event of any significant economic weakness

•

We believe that there are more issues in the underlying portfolio that the
market and company do not know about.
 The company has misstated Earnings Coverage Ratios of underlying
investments numerous times in public filings
 UNAUDITED reported results the company presents to shareholders end
up being materially better than the AUDITED results the portfolio
companies report to Alaris management
 The timing issues on these disclosure make it difficult to put much faith in
management’s views on the health of the overall portfolio

Source: Company Reports, Alignvest Estimates
Private & Confidential
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Alaris Royalty: Inconsistencies in Statements

•

There are many instances where Alaris has adjusted their numbers
materially in later reports to account for audited results (see below)
 “The Annual Earnings Coverage Ratio for the year ended December
31, 2014 was based on internal unaudited results provided to Alaris
by SMi management and was reported as 1.52x in the AIF for 2014,
filed on March 27, 2015. Upon receiving audited statements from
SMi, the ratio was determined to be 0.76x for 2014” – 2015 Annual
Information Form
2015 AIF

2014 AIF

In many instances, the adjusted numbers are always almost significantly lower than the reported
Source: Company Reports (Annual Information Forms)
Private & Confidential
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Alaris Royalty: Inconsistencies in Statements

•

“At the time of publication of the 2015 annual information form, the ECR
for PFGP in 2015 was estimated to be 1.43x based on internal unaudited
information. Upon receiving audited information this number changed to
1.23x for 2015” – 2016 Annual Information Form

2016 AIF

2015 AIF

What kind of due diligence is being performed on these investments?
Source: Company Reports (Annual Information Forms)
Private & Confidential
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Alaris Royalty: Inconsistencies in Statements

•

“The Annual Earnings Coverage Ratio for the year ended December 31,
2013 included in the 2013 AIF was 2.15x and was based on internal
unaudited financial results calculated on a pro forma basis using the
capital structure in place since the contribution in May 2013. The actual
number came in at 1.60x for that time period, on a proforma basis, after
recalculating it with audited statements” – 2014 Annual Information Form
 Repeat offenders tend to be companies with low ECR’s
2013 AIF

2014 AIF

Source: Company Reports (Annual Information Forms)
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Alaris Royalty: Case Study #1 – Sears Home Services

•

•

•

On March 4th 2013, Alaris announced that they had entered into a
partnership agreement with Sears Home Services (SHS)
 Pursuant to the partnership, Alaris contributed $15,000,000 to SHS
in exchange for a pre-tax annual preferred distribution of
$2,500,000
SHS continued to struggle financially, with losses accelerating within one
month of closing the deal due to a collapse in revenue
 Mere months after making the initial investment, Alaris agreed to
forego full monthly distributions and provide incremental capital to
SHS in the form of a $2M short term loan
SHS went bankrupt nine months after this deal was made and Alaris
was unable to recover any principal from the investment
 Given the absence of actual fraud, it is hard to understand how this
investment turned out so poorly

Source: Company Reports, Company News Release
Private & Confidential
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Alaris Royalty: Agility Health - Case Study #2
•

Alaris has invested a total of USD$20.1 million into Agility Health (TSXV:AHI)
since 2012
 Agility provides rehabilitation services through clinics in the U.S. (physical
therapy, occupational therapy, speech therapy etc.)

•

Agility has struggled operationally, while incurring significant debt ($45M,
compared to a market cap of $12M)
 Despite this, the company’s stock started to gain traction as they tried to
aggressively grow in the beginning of 2014

•

The stock hit nearly $1.00 in 2014 from $0.25 months earlier, but was then hit
hard after lawsuits were filed against the company for defrauding the U.S.
government
 Some of the allegations leveled on the company included: manipulating
Resource Utilization Group assignment (i.e. billing) levels to maximize
Medicare Part A reimbursement, billing phantom and/or medically
unnecessary services, billing phantom or excessive Medicare Part B hours,
and billing group therapy sessions as individual sessions

Source: Company Reports, Bloomberg, Agility Company Reports
Private & Confidential
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Alaris Royalty: Agility Health - Case Study #2

•

•

•

Agility has been under “strategic review” for the better part of 13 months
now, and may potentially have to file for bankruptcy
 Alaris has demanded that Agility redeems all of the Class B and
Class C units held by Alaris. Alaris argues that Agility was in default
under the LLC Agreement, entitling Alaris to have its units
redeemed, but Agility has denied this
Agility reports current liabilities of $10M as well as potentially an extra
$22M from the Alaris repurchases, but the company has only $9M in
current assets
 Agility’s four largest Canadian shareholders are required to maintain
a collective equity ownership of over 50%, which may restrict their
ability to raise external equity
As discussed earlier, Alaris tends to make subsequent investments in
underperforming businesses (exacerbating the problem in the long term)
– this reminds us of what happened at SHS

Source: Company Reports, Agility Company Reports
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Alaris Royalty: Good Companies Find a Way to Exit the Portfolio

•

6 companies have already gotten out of their contract with Alaris and
another 2 of their current partners plan to leave
 Sequel has also showed interest in exiting their partnership with
Alaris and almost completed a SPAC deal
 Any high quality business will have access to sources of capital that
are far more attractive than what Alaris offers

Investments that have redeemed due to more attractive financing alternatives

Source: Company Reports (Annual Report)
Private & Confidential
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Alaris Royalty: Good Companies Find a Way to leave the Portfolio

•

•
•

Sequel (one of Alaris’ highest performing investments) is exploring
alternatives, including a sale of the business that would stop the
recurring distribution and force the redemption
 Sequel was planning to merge with Global Partner Acquisition Corp
(GPAC), a US-based SPAC . However, Sequel terminated the
transaction.
 Alaris was planning to roll their capital into the SPAC entity at a 10x
multiple vs. redeploying at a hypothetical ~6x multiple on new
investments (leads us to believe they are struggling to deploy
capital)
Sequel has told Alaris that it has received other interest in the business
While redemptions on investments provide liquidity and guaranteed
return, Alaris would rather not take the risk on redeploying on new
investments vs. receiving distributions from good performing businesses
 As more investments are redeemed, the company will need to
redeploy that capital into new deals
 A stronger economy and lower cost of capital in the capital markets
increase the likelihood of incremental deals being worse than
historical ones

Source: Company Reports, Company News Release
Private & Confidential

28

Alaris Royalty: And Bad Companies Cause Impairments…

•

Alaris contributed $5.0 million into KMH Cardiology in 2010, and an
additional $49.8 million subsequent to that, for a total of $54.8 million
worth of preferred units in KMH

•

KMH’s business has struggled, even with the extra contributions from
Alaris, and they have not been able to pay distributions since November
2014

•

Alaris has demanded the redemption of their preferred units in KMH and
expects to receive $28 million, less the $1.1 million it collected in January
2017 and $0.5 million it collected in March 2017
 This represents a ~$30.0 million loss or approximately a >50% loss
on their initial investment

Source: Company Reports (Annual Information Form and MD&A)
Private & Confidential
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Alaris Royalty: Reinventing the Business with Riskier Investments

•

On July 6th 2015, Alaris announced the creation of a new Small Cap
investment division called “Salaris”

•

The division is meant to focus on investments with the same criteria as
Alaris, but with a maximum investment size of $20M
 Salaris is targeting SME companies and companies looking for
“growth” capital
 This is more risky than the traditional model given the inherent risk
in investing in companies at this stage of the business cycle
 Any out-performing companies will likely opt out of this expensive
financing and any underperforming companies will be forced to stop
paying distributions and potentially have their investments written
off, no matter the size

Source: Company Reports, Company News Release
Private & Confidential
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Alaris Royalty: This looks a lot like Grenville Strategic Royalty Corp.

•

Salaris reminds us a lot of a business called Grenville Strategic Royalty
Corp. listed on the TSXV
 Grenville is a royalty investment company in the small to medium
enterprise private and public marketplace in North America
 Grenville was a market darling after its IPO, announcing several
deals and gaining sell-side/bank coverage. The stock went from
$0.50 to $1.00 and traded at > 2.0x book value

Grenville Strategic Royalty Stock Chart – since IPO

Source: Bloomberg
Private & Confidential
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Alaris Royalty: Grenville Strategic Royalty Corp.

•

In 2015, concerns over the credit quality of Grenville’s portfolio started to
arise. Coupled with the fact that 5 of the 20 companies in their portfolio
bought out of their partnership’s with Grenville and one more investment
was written off, the stock took a significant hit

•

When the company released their Q4/15 financial results, the stock fell
from $0.80 to $0.52 as the same period revenue was down from
$1,535,246 to $964,798 as a result of these companies leaving
 Investor concerns over the quality of potential investments
continued as the stock price fell to $0.13 before the end of 2016. It
now trades at a ~0.5x P/B.

•

We think Salaris is further evidence of the overheated market for capital
deployment in the core Alaris investment universe

It is inevitable to make poor investments in SME’s – we don’t expect Salaris to fare much differently
Source: Bloomberg, Alignvest Estimates
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Alaris Royalty: Valuation

•

Given the financing model, we believe Alaris should trade at a discounted
multiple to U.S BDC’s (0.8x to 0.9x P/BV)
 Alaris provides expensive mezzanine financing to small/mid size
businesses with little cash flow coverage


Alaris is a preferred, non-voting equity holder in these underlying
companies; in the event of liquidation, they are the last creditor to
be paid

 Alaris’ mezzanine financing is lower quality than Business
Development Corporations (BDC’s), as it is covenant light with
limited recourse and financial oversight

Private & Confidential
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Alaris Royalty: Valuation
•

We believe Alaris should trade at 0.8x-0.9x P/BV
 If you can take the quality of Alaris’ BV at face value (~$18/share), at the
mid-range of U.S BDC comps, Alaris is worth ~$15/share. Implies 34%
downside to current price of $22.75.
 There is reason to believe that over time the BV of Alaris will deteriorate
given the large percentage of the investments that are unable to pay
their distribution

5-Jul-17
CAD
ROE

In $Millions

MCC

$8.3

$451.2

$1,037.4

1.0%

10.0%

1.0x

26.4%

0.7x

TCP Capital Corp.

TCPC

$22.0

$1,292.5

$2,028.7

11.2%

8.6%

0.7x

n/a

1.1x

THL Credit, Inc.

TCRD

$12.9

$426.2

$841.1

5.7%

10.9%

0.7x

14.3%

0.8x

OFS Capital Corporation

OFS

$18.5

$246.5

$394.3

11.4%

9.6%

0.1x

3.9%

0.9x

Triangle Capital Corporation

TCAP

$23.2

$1,105.0

$1,650.0

4.7%

10.2%

0.9x

n/a

1.2x

Prospect Capital Corporation

PSEC

$10.5

$3,785.0

$7,154.1

8.7%

12.4%

0.8x

7.9%

0.9x

Garrison Capital Inc.

GARS

$10.9

$175.5

$420.2

-3.0%

13.4%

1.0x

22.0%

0.7x

Median

5.7%

10.2%

0.8x

14.3%

0.9x

Average

5.7%

10.7%

0.7x

14.9%

0.9x

8.8%

7.0%

0.2x

7.0%

1.2x

$797.8

$876.8

LTM

P/B

Medley Capital Corporation

$21.9

EV

FCF Yield

Ticker

TSX: AD

Market Cap

D/E

Company

Alaris Royalty Corp.

Price

Div Yield

LTM

Source: Capital IQ, Bloomberg, Alignvest Estimates
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Alaris Royalty: Valuation Scenarios – Blue Sky

• We believe in a blue sky
scenario, Alaris trades at
an 10% FCF Yield and
the portfolio performs
well, which warrants a
P/BV multiple at the high
end of BDC Comps

• At 1.1x P/BV Alaris
should trade at
~$20/share which
implies downside in the
stock from current price

Blue-Sky
Partner Investment
Accscient LLC
Providence
End of the Roll
DNT Construction
PF Growth
Matisia
Sequel
Federal Resources
Labstat
LMS
Sandbox
ccComm
Kimco
SM Group
SCR
Agility Health
KMH

Distribution
($M)
Notes:
$3.9
Deal announced End of June 2017
$6.0
$1.2
$14.8
$8.7
$3.6
Nearly sold to SPAC - Sequel in process of
$16.3
sale/redemption
$11.1
$6.5
$4.9
$4.4
$0.8
$6.9
As of Q1 2017, Distribution was Suspended
Distribution suspended. Will resume in June 2017 @
$6.4
200k/month
Distribution suspended. Will resume in July 2017 @
$5.7
100k/month
$4.1
Strategic Review Underway - unsure viability of business
No annual distribution - Will receive proceeds from
$8.2
distribution

Total 2017 Annual
Distribution

$113.5

Less: SG&A
Less: Interest + Tax
Cash From Ops.
Dividend
Run-Rate Payout Ratio
FCF Yield to Equity

$9.0
$17.0
$87.5
$59.0
67.4%
10.4%

Absolute Best Case Scenario should all investments
perform and not redeem

Source: Company Reports, Alignvest Estimates
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Alaris Royalty: Valuation Scenarios – Base Case

• We believe in a best case
scenario given what we
know today, Alaris trades at
an ~7.4% FCF Yield and
there are no further hiccups
in the portfolio, which
warrants a P/BV multiple at
the middle of the BDC
Comps

Best Case in Current Environment

• At 0.9x P/BV Alaris should
trade at ~$16.50/share
which implies 28% downside
in the stock from current
price
• Alaris would be at 90%+
payout ratio (similar to
BDC’s)

Partner Investment
Accscient LLC
Providence
End of the Roll
DNT Construction
PF Growth
Matisia

Millions
$3.9
$6.0
$1.2
$14.8
$8.7
$3.6

Sequel
Federal Resources
Labstat
LMS
Sandbox
ccComm
Kimco

$16.3
$11.1
$6.5
$4.9
$4.4
$0.8
$0.0

SM Group

$1.4

SCR

$0.6

Agility Health

$4.1

KMH

$0.0

Total 2017 Annual
Distribution

$88.3

Less: SG&A
Less: Interest + Tax
Cash From Ops.
Dividend
Run-Rate Payout Ratio
FCF Yield to Equity

$9.0
$17.0
$62.3
$59.0
94.7%
7.4%

Notes:
Deal announced End of June 2017

Nearly sold to SPAC - Sequel in process of
sale/redemption

As of Q1 2017, Distribution was Suspended
Distribution suspended. Will resume in June 2017 @
200k/month
Distribution suspended. Will resume in July 2017 @
100k/month
Strategic Review Underway - unsure viability of
business
No annual distribution - Will receive proceeds from
distribution
Best Case Scenario should the book perform as
expected in 2017 given what we know today

Source: Company Reports, Alignvest Estimates
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Alaris Royalty: Valuation Scenarios – Bear Case
•

•

•

•

•

We believe that Alaris will have
more impairments in the portfolio,
especially if we hit a road block in
economic activity
There is reason to believe that
~20% of the portfolio will not be
able to pay distribution into the
future (< 1x ECR). This would
drive true BV to ~$15/share
Continued impairments will
warrant a discount to U.S BDC
firms
At 0.7x P/BV Alaris should trade
at ~$10.40/share which implies >
50% downside in the stock from
current price
An underperforming portfolio and
unsustainable payout ratio would
most likely force the board to cut
the dividend and even then there
would be very little capital to
redeploy into new investments

Pessimistic Case - Most Investments with ECR < 1x stop paying & Sequel is
Redeemed
Partner Investment
Accscient LLC
Providence
End of the Roll
DNT Construction
PF Growth
Matisia

Millions
$3.9
$6.0
$1.2
$14.8
$8.7
$3.6

Sequel

$0.0

Federal Resources
Labstat
LMS
Sandbox
ccComm
Kimco

$11.1
$6.5
$4.9
$4.4
$0.8
$0.0

SM Group

$1.4

SCR
Agility Health

$0.6
$0.0

KMH

$0.0

Total 2017 Annual
Distribution
Less: SG&A
Less: Interest + Tax
Cash From Ops.
Dividend
Run-Rate Payout Ratio
FCF Yield to Equity

$67.9

Notes:
Deal announced End of June 2017

Nearly sold to SPAC - Sequel in process of
sale/redemption. We assume company can be sold and
will redeem AD units. AD will not roll into new vehicle

As of Q1 2017, Distribution was Suspended
Distribution suspended. Will resume in June 2017 @
200k/month
Distribution suspended. Will resume in July 2017 @
100k/month
Strategic Review Underway - unsure viability of business
No annual distribution - Will receive proceeds from
distribution

Best Case Scenario should the book perform as expected
in 2017 given what we know today

$9.0
$17.0
$41.9
$59.0
140.8%
5.0%

Source: Company Reports, Alignvest Estimates
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Alaris Royalty: Valuation Scenarios – Takeaways

•
•

We believe that Alaris is a fairly asymmetric investment given the current
performance of the investment portfolio and the environment in which
they are deploying capital
We do not think Alaris is fraudulent or will “fail”, we simply view the
investment as being misunderstood by investors leading to an
undeserved premium valuation in the public market
 Royalty model vs. BDC
 Quality of the underlying portfolio investments is unknown from
reading filings
 The portfolio is highly concentrated with only 17 investments (several
of which account for >10% each)
 This is business that has only managed to generate a low ROE (810%) over a business cycle with leverage; this does not warrant a
premium to book
 Higher interest rates could potentially have a significant impact on the
portfolio companies that have alternative (higher-ranking) debt
 Alaris seems to be willing to use leverage in the model now, only
adding to the risk profile of the business at this point in the cycle

Source: Company Reports, Alignvest Estimates
Private & Confidential

38

Alaris Royalty: Risks to the Investment Thesis

•

Capital markets remain “wide open”, allowing Alaris to raise enough
capital to defer problems

•

The underlying portfolio companies perform better than expected
 Sequel and other top performing companies decide to stay in their
partnership with Alaris for the long-term
 Kimco, SCR, and SM Group begin paying their full distributions

•

Alaris doesn’t take a loss on the Agility or KMH redemptions

•

Alaris’ most recent investments experience strong growth

•

The company continues to strengthen their balance sheet, while making
wise investments
 Alaris is able to increase their dividend
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APPENDIX
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Appendix: Downside in the Alaris Model

• Annual reset means Alaris is exposed to a potential decline in the
Partner’s relevant financial metrics
 Alaris’ control over the Partner’s operations or strategies under
normal course is limited to negative covenants
• In the case of financial challenges at Investment Partners, Alaris may
be required to increase its investment through additional preferred
equity (or debt), incurring real costs and requiring management time
and resources
• In worst case scenario, Alaris’ exposure is full extent of capital
deployed in Investment Partner, as seen through the SHS bankruptcy
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Appendix: Cons for Companies to Partner with Alaris

• Through annual resets, Alaris participates in the Investment Partner’s
performance upside
 In most cases the maximum increase is capped at 6%
• A partnership limits the Partners flexibility in taking advantage of other
financial structures or pursuing liquidity events
• Alaris distribution payment ranks senior to common equity
• Covenants limit the Partner’s strategic flexibility across a wide range
of corporate activities
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Appendix: Alaris Co-Founder Leaves to Start Own Investment Firm

• Stephen Reid was a co-founder of Alaris Royalty in 2004 and served
the role of Vice President of Business Development until 2015
• In 2015, Stephen left Alaris to pursue the CEO role at Founders
Advantage Capital Corp. (TSXV:FCF) which is essentially a public
vehicle used to buy controlling equity positions in cash flow positive
middle-market private entities
• FCF was built to focus on partnering with private business owners
who are not willing to give up 100% control to a private equity fund
and do not fit the bill of a monetization through a royalty company
(Alaris)
• Bottom Line: there is a lot of competition in the private mid-market
space in North America with multiple avenues for companies to find
liquidity and partnerships to grow
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