Concord EFS 

Executive Summary

Concord EFS, Inc. is a vertically integrated electronic transaction processor. The Company acquires, routes, authorizes, captures and settles virtually all types of electronic payment and deposit access transactions for financial institutions and merchants nationwide. Its primary activities consist of Network Services, which provides automated teller machine (ATM) processing, debit card processing, deposit risk management and coast-to-coast debit network access principally for financial institutions, and Payment Services, which provides payment processing for supermarkets, major retailers, petroleum dealers, convenience stores, restaurants, trucking companies and independent retailers. In 2001 the Company processed approximately 9.1 billion transactions, accounting for more than 50% of the market for transactions. Concord EFS’ future plans include integrating more security into the financial transaction processing area and expanding into the ATM machine business in an attempt to control the entire debit and credit card transaction process. The debit card arena is expanding rapidly in the next 10 years or so, which should allow Concord EFS to grow its business pretty well even without expansion into other areas. Although currently Concord EFS is moving with news related to the company, the stock shows a lot of downside protection and a huge opportunity for upward growth. All analysis methods analyzed in this report gave Concord a buy rating including our Valueline evaluation, which gave a buy price for Concord EFS at 24.70. The current price for Concord EFS is $10.35 so I propose buying 386 shares at $10.35, for a total purchase price of $3,995.10.  We voted on buying the stock as a group and the vote was 11 were for buying it and no one was against buying it. See page 7 of the report for a more in-depth recommendation.  
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Business Summary

Concord EFS, Inc. is a vertically integrated electronic transaction processor. The Company acquires, routes, authorizes, captures and settles virtually all types of electronic payment and deposit access transactions for financial institutions and merchants nationwide. Its primary activities consist of Network Services, which provides automated teller machine (ATM) processing, debit card processing, deposit risk management and coast-to-coast debit network access principally for financial institutions, and Payment Services, which provides payment processing for supermarkets, major retailers, petroleum dealers, convenience stores, restaurants, trucking companies and independent retailers. In 2001 the Company processed approximately 9.1 billion transactions.

Network Services, which accounted for 38% of 2001 revenues, includes terminal driving and monitoring for ATMs, transaction routing and authorization via the combined STAR, MAC and Cash Station debit network as well as other debit networks, deposit risk management, and real-time card management and authorization for personal identification number (PIN)-secured debit and signature debit cards. In addition, the Company operates the network switch that connects a coast-to-coast network of ATMs and point of sale (POS) locations that accept debit cards issued by its member financial institutions. Its network access services include transaction switching and settlement. In 2001 the Company processed approximately 2.3 billion PIN-secured debit transactions and approximately 3.2 billion ATM transactions.

Payment Services, which accounted for 62% of 2001 revenues, provides the systems and processing that allow retail clients to accept virtually any type of electronic payment, including all card types (credit, debit, electronic benefits transfer, prepaid and proprietary cards) as well as a variety of check-based options. The Company focuses on providing payment-processing services to selected segments, with specialized systems designed for supermarkets, gas stations, convenience stores and restaurants. In 2001, the Company processed approximately 3.6 billion of these payment transactions. Payment Services also includes providing payment cards that enable drivers of trucking companies to purchase fuel and obtain cash advances at truck stops. Its services are turnkey, providing merchants with POS terminal equipment, transaction routing and authorization, settlement, funds movement, and sponsorship into all credit card associations (such as VISA and MasterCard) and debit networks (such as STAR, Pulse, and NYCE).
Financial Data

For the 6 months ended 6/30/02, revenues rose 26% to $1.00B. Net income rose from $45.2M to $117.4M. Revenues reflect network price increases at Network Services and increased transaction volume at both Network Services and Payment Services. Net income also reflects lower acquisition-related expenses, restructuring costs, and write-off charges. 

The following is a comparison of ratios and financial information for Concord EFS, First Data Corporation, ADP, the Industry, the Sector, and the S&P 500.  First Data and ADP are Concord’s largest competitors. 

	RATIO COMPARISON

	Valuation Ratios
	Concord EFS
	First Data
	ADP
	Industry
	Sector
	S&P 500

	P/E Ratio (TTM)
	30.79
	23.36*
	24.37*
	15.18
	21.53
	24.79

	P/E High - Last 5 Yrs.
	101.38
	46.32
	51.25
	37.51
	33.89
	49.26

	P/E Low - Last 5 Yrs.
	29.08
	13.33
	19.87
	12.85
	12.55
	16.83

	 

	Beta
	1.68
	1.17
	0.93
	0.63
	0.88
	1

	 

	Price to Sales (TTM)
	4.65
	3.87*
	3.86*
	2.19
	3.23
	2.98

	Price to Book (MRQ)
	4.07
	7.07
	5.22
	3.68
	2.46
	4.45

	Price to Tangible Book (MRQ)
	4.85
	NM
	8.25
	4.87
	3.38
	7.4

	Price to Cash Flow (TTM)
	31.36
	17.73
	19.8
	11.29
	18.09
	18.48

	Price to Free Cash Flow (TTM)
	32.45
	20.61
	27.34
	8.27
	12.59
	26.12

	 

	% Owned Institutions
	81.73
	88.73
	73.86
	63.38
	52.25
	61.97

	 

	Dividends
	Concord EFS
	First Data
	ADP
	Industry
	Sector
	S&P 500

	Dividend Yield
	NA
	0.23
	1.06
	1.65
	2.31
	2.19

	Dividend Yield - 5 Year Avg.
	0
	0.2
	0.8
	1.28
	1.66
	1.32

	Dividend 5 Year Growth Rate
	NM
	4.24
	15
	9.67
	13.38
	8.28

	 

	Payout Ratio (TTM)
	0
	2.6
	25.53
	18.03
	25.51
	27.42

	 

	Growth Rates(%)
	Concord EFS
	First Data
	ADP
	Industry
	Sector
	S&P 500

	Sales (MRQ) vs Qtr. 1 Yr. Ago
	28.19
	23.31*
	2.41*
	9.45
	-2.26
	6.48

	Sales (TTM) vs TTM 1 Yr. Ago
	22.6
	9.89*
	1.82*
	7.34
	-5
	2.64

	Sales - 5 Yr. Growth Rate
	36.86
	5.49
	10.81
	15.69
	11.55
	11.57

	 

	EPS (MRQ) vs Qtr. 1 Yr. Ago
	-15
	136.84*
	8.97*
	-2.47
	23.36
	21.8

	EPS (TTM) vs TTM 1 Yr. Ago
	72.24
	46.85*
	20.14*
	21.5
	16.38
	8.71

	EPS - 5 Yr. Growth Rate
	31.89
	9.97
	15.54
	14.62
	6.77
	8.79

	 

	Capital Spending - 5 Yr. Growth Rate
	53.45
	-11.42
	5.74
	19.55
	11.24
	10.69

	 

	Financial Strength
	Concord EFS
	First Data
	ADP
	Industry
	Sector
	S&P 500

	Quick Ratio (MRQ)
	NM 
	NM
	1.79
	1.15
	2.26
	1.09

	Current Ratio (MRQ)
	3.07 
	NM
	2
	1.43
	2.82
	1.64

	LT Debt to Equity (MRQ)
	0.06 
	0.78
	0.02
	0.36
	0.24
	0.73

	Total Debt to Equity (MRQ)
	0.08 
	0.78
	0.02
	0.43
	0.31
	0.98

	Interest Coverage (TTM)
	NM 
	12.53
	NM
	15.79
	12.47
	10.33

	 

	Profitability Ratios (%)
	Concord EFS
	First Data
	ADP
	Industry
	Sector
	S&P 500

	Gross Margin (TTM)
	29.5 
	39.47
	54.81
	41.82
	50.99
	47.28

	Gross Margin - 5 Yr. Avg.
	29.0 
	37.92
	54.79
	42.96
	53.14
	48.33

	 

	EBITD Margin (TTM)
	NM
	30.32
	29.5
	17.63
	17.77
	20.31

	EBITD - 5 Yr. Avg.
	 NM
	33.16
	26.08
	16.88
	22.82
	22.22

	 

	Operating Margin (TTM)
	19.69
	19.92
	25.51
	17.2
	31.48
	17.73

	Operating Margin - 5 Yr. Avg.
	19.5
	20.52
	21.27
	17.1
	29.8
	18.41

	 

	Pre-Tax Margin (TTM)
	23.42
	19.92
	25.51
	18.89
	21.58
	14.93

	Pre-Tax Margin - 5 Yr. Avg.
	21.04
	20.52
	21.27
	17
	22.76
	17.31

	 

	Net Profit Margin (TTM)
	15.13
	16.54*
	15.83*
	14.34
	16.66
	9.93

	Net Profit Margin - 5 Yr. Avg.
	13.14
	13.56
	13.55
	11.84
	15.33
	11.37

	 

	Effective Tax Rate (TTM)
	35.39
	26.61
	38.4
	28.94
	31.72
	33.55

	Effective Tax Rate - 5 Yr. Avg.
	37.58
	35.02
	36
	29.19
	32.98
	35.76

	 

	Management Effectiveness (%)
	Concord EFS
	First Data
	ADP
	Industry
	Sector
	S&P 500

	Return On Assets (TTM)
	10.67
	5.40*
	6.21*
	1.34
	2
	6.4

	Return On Assets - 5 Yr. Avg.
	14.27
	4.47
	7.48
	1.83
	2.23
	8.04

	 

	Return On Investment (TTM)
	14.25
	18.10*
	6.71*
	4.1
	7.99
	10.22

	Return On Investment - 5 Yr. Avg.
	19.1
	13.73
	8.81
	5.43
	9.23
	12.89

	 

	Return On Equity (TTM)
	15.51
	32.42*
	22.81*
	26.78
	15.46
	18.42

	Return On Equity - 5 Yr. Avg.
	22.86
	20.41
	20.12
	26.29
	16.87
	21.85

	 

	Efficiency
	Concord EFS
	First Data
	ADP
	Industry
	Sector
	S&P 500

	Revenue/Employee (TTM)
	727,783
	244,617*
	176,077*
	3,935,868
	970,770
	546,061

	Net Income/Employee (TTM)
	110,105
	40,455*
	27,864*
	928,071
	1,976,065
	593,748

	 

	Receivable Turnover (TTM)
	NM 
	6.72*
	7.13*
	7.07
	7.1
	9.61

	Inventory Turnover (TTM)
	NM 
	NA
	NA
	20.1
	15.74
	10.83

	Asset Turnover (TTM)
	NM 
	0.33*
	0.39*
	0.59
	0.75
	0.98
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Recent News

	Investment clubs' 10 favorite stocks

	Here's what small investor co-ops are buying now
By Deborah Adamson, CBS.MarketWatch.com
Last Update: 12:01 AM ET Oct 28, 2002
NEW YORK (CBS.MW) -- America's investment clubs are back in shopping mode -- and individual investors may want to look closely at what they're buying. 
Two-thirds of 30,000 clubs belonging to the National Association of Investors Corp., a non-profit membership and educational group, have beaten the Standard & Poor's 500 Index over their lifetimes. That performance doesn't include clubs that folded because of lagging returns, the association said.
The clubs adhere to NAIC's Stock Selection Guide, which screens out expensive shares. Right now, many are seeing "buy" signals and have stepped up purchases. 
On Friday, the NAIC released its list of the 10 most active stocks for the past 30 days. All of the trades were buys. 
The list puts "a finger on the pulse of what the average NAIC investor is doing," said Mark Robertson, senior editor at NAIC's Better Investing magazine. He said the 10 most-active portfolio is 6 percent ahead of the S&P 500 since mid-1999.
The Top 10 and what the NAIC said there is to like about them: 
· Home Depot (HD): The home-improvement retailer is a leader in its industry, with strong sales and profitability growth and a solid balance sheet. Year-to-date, however, the stock is down 40 percent. 
· Pfizer (PFE): Another industry leader, the drug maker's stock price is under pressure. Pfizer ranks favorably in comparison to peers in sales and earnings growth, but its shares are down 20 percent this year. 
· SunGard Data Systems (SDS): The technology-systems company serves the financial-services industry. NAIC expects annual sales growth of 13 to 20 percent and profitability equal to its peers. The company scores high on financial strength and earnings predictability, but its stock has fallen 25 percent since Jan. 1. 
· General Electric (GE): This giant conglomerate is seen as financially strong, with a history of predictable earnings and significant profit growth. One downside: It's become a huge lender. Shares are down a third in 2002. 
· Paychex (PAYX): This payroll-processing firm's earnings growth persevered despite a down economy. Its shares are down 14 percent his year, but with solid fundamentals in place, expectations for returns are high. 
· McDonald's (MCD). It's a value play by NAIC clubs, who aren't bothered by its slowing growth rate. McDonald's is still one of the most profitable companies in the restaurant industry. Shares are down 30 percent. 
· Safeway (SWY), The California-based grocer is the most-profitable publicly traded supermarket chain in the U.S., but it's stock has lost nearly half its value this year.
· Synovus Financial (SNV): Clubs regard this regional bank as entrepreneurial and innovative, with strong financials. Its return on assets is one of the highest in the industry. Shares are off 20 percent. 
· Baxter (BAX): Another value play by NAIC members, this provider of health-care supplies has been hammered this year. Clubs are bullish on the health-care industry and Baxter is a leader in relative sales and profit growth. The stock price has been cut in half this year. 
· Concord EFS (CEFT), Sales at this electronic transaction processor are growing at a 20 percent annual clip. The company sports a solid balance sheet and club members have strong confidence in its earnings. The stock price has fallen by half. 
A year ago at this time, the investment clubs' top 10 most active stocks were GE, Pfizer, Tyco (TYC), ADC Telecom (ADCT), EMC (EMC), Intel (INTC), Bed Bath & Beyond (BBBY), Home Depot, Enron (ENRNQ) and Cisco (CSCO). (In ADC and Cisco, sellers outpaced buyers, which was unusual for club members.) 
Even with a total loss in Enron and a substantial hit from Tyco, the names on last year's top 10 list still outpaced the S&P 500 by 5.4 percent a year later. (The NAIC portfolio was down 10 percent while the index fell 15.4 percent.) 
Robertson notes that even the most thorough investment research yields some duds, such as Enron. The NAIC's "Rule of Five" states that 1 in 5 investments will be disappointing. Thus, the group encourages vigilant monitoring of holdings and diversification. 


.

Concord EFS to change stock listing to NYSE (7:13 AM ET) 

Concord EFS(CEFT)said it will transfer the listing of its stock to the NYSE from the Nasdaq on Nov. 7. The new symbol for the stock will be "CE." "We believe that the NYSE listing will improve Concord's visibility among a wider base of investors while also lessening the volatility of Concord's stock for current investors," said Dan Palmer, the electronic transaction processor's chairman and chief executive. "While we greatly appreciate the support that we have received from Nasdaq over the years, we believe that this is the right move at the right time for our company and our stockholders." The stock closed Tuesday down $2.03 at $13.95.

Models: 

Risk Free Rate: 


4.095%

S&P500 (10 year average return):  
7.930%

Beta: 1.68

1.  DDM Model
k=rf +β(rm-rf):  10.54%
Earnings 1994: 0.05

Earnings 2002: 0.75

ge: (0.75/0.05)^(1/9)-1= 35.11%

Average ROE: 18.6 (8 year average)

Average Retention:  1-(20.5%+20.5%+12.5%+15.8%+24.6%+18.4%+20.1%+16.3%)/8 =81.42%

Gr: ROE*retention ratio (b)= 18.6%*81.42%= 15.14%

Average g: (35.11%+15.14%)/2 = 25.13%

k < g

2. No Growth

Po = Eo/k = 0.59/0.1054 = $5.60

3. P/E Model

Avg P/E ratio 
39.8

Expected EPS (VLIS)= $0.75

5-Year Horizon: 1.47

P/E Ratio: 35

Projected high price for the next 5 years:  $35 * 1.47 = $51.40

Lowest price in the last 3 years:  $7.7

Current Price: $10.35
Quartiles

Strong buy:
$ 8.90 - $13.90

Weak buy:
$ 13.90 - $26.40

Hold:

$ 26.40 - $38.90

Sell:

$ 38.90 - $51.40

Upside potential:
$51.40-10.35 = $41.05

Downside potential
$10.35-7.7 = $2.65

Buy.

4.  Valuepro.net

	Intrinsic Value
	37.45

	Growth Rate
	23%

	Risk Free Rate
	4.095

	WACC
	9.01


5.  SSG Model

	Historical Sales
	Sales Growth Used
	Historical EPS
	EPS

	33%
	23%
	39.8%
	28%


Recommendation: Buy

6. Valueline Model

CEFT:
Long Term Debt + Shareholder Equity: 


1,978.1 (million)


Cash Flow Growth Estimate:




20%


Common Shares Outstanding:



490 (million).


Average Annual P/E Ratio: 




28


Return on Total Capital:




15%


The Future Price: 1,978.1 * 1.20^10 / 490 * .15 * 28 =
105


100 / 1.15^10 (Discount the future price) = 


24.70


This means that we should buy shares of Concord up to a price of $24.70. We got this number using conservative estimates. Since the stock is currently trading lower than 24.70, we feel it is a great purchase around $15. 

7.  Recommendation

Buy 386 shares at $10.35 = $3,995.10

Downside review:
$ 8.80

Stop loss:

$ 7.76 (-25%)

Upside review:
$ 12.94 (25%)

Ownership Structure

	·
	 Insider and 1.5%+ Owners: 1.2%

	·
	 Over the last 6 months:
 · 3 Insiders bought a total of 36,000 shares.
 · 0 insider sells shares.

	·
	 Institutional: 77.9% 
 (4,061 institutions)

	·
	 Net Inst. Buying: (10) M shares (Inst. Own. is – 2.5%)
 (prior quarter to latest quarter)


	Top Institutional Holders

	Institution Name
	Shares Held
	Position Value (000)
	% Shs. Out.
	Portfolio Date

	ALLIANCE CAPITAL MGMT 
	29,840,136
	$895,204.08
	5.82%
	6/30/2002

	T ROWE PRICE ASSOCIATES 
	18,046,835
	$541,405.05
	3.52%
	6/30/2002

	BARCLAYS GLOBAL INVESTORS INTL 
	15,595,993
	$467,879.79
	3.04%
	6/30/2002

	FIDELITY MGMT & RESEARCH CO 
	15,476,836
	$464,305.08
	3.02%
	6/30/2002

	MFS INVESTMENT MGMT 
	12,339,162
	$370,174.86
	2.41%
	6/30/2002

	OPPENHEIMERFUNDS 
	11,180,665
	$335,419.95
	2.18%
	6/30/2002

	BLAIR (WILLIAM) & CO 
	18,531,116
	$296,497.86
	3.61%
	9/30/2002

	JANUS CAPITAL CORP 
	9,624,970
	$288,749.10
	1.88%
	6/30/2002

	CAPITAL RESEARCH & MGMT CO 
	8,071,900
	$242,157
	1.57%
	6/30/2002

	AMERICAN CENTURY INVESTMENTS 
	8,030,683
	$240,920.49
	1.57%
	6/30/2002

	JENNISON ASSOCIATES 
	6,975,161
	$209,254.83
	1.36%
	6/30/2002

	STATE STREET GLOBAL ADVISORS 
	12,053,213
	$192,851.41
	2.35%
	9/30/2002

	PEREGRINE CAPITAL MGMT 
	6,225,067
	$186,752.01
	1.21%
	6/30/2002

	AIM CAPITAL MGMT (HOUSTON) 
	5,633,142
	$168,994.26
	1.10%
	6/30/2002

	VANGUARD GROUP 
	9,232,190
	$147,715.04
	1.80%
	9/30/2002


	Top Purchasers

	Institution Name
	Shares Purchased
	Shares Purchased Value (000)
	Shares Held
	Portfolio Date

	ALLIANCE CAPITAL MGMT 
	12,149,529
	$364,485.87
	29,840,136
	6/30/2002

	VAN KAMPEN INVESTMENTS +
	4,692,750
	$140,782.50
	4,692,750
	6/30/2002

	JENNISON ASSOCIATES 
	2,400,047
	$72,001.41
	6,975,161
	6/30/2002

	FRED ALGER MGMT 
	2,729,275
	$43,668.40
	7,030,173
	9/30/2002

	AMERICAN CENTURY INVESTMENTS 
	1,183,117
	$35,493.51
	8,030,683
	6/30/2002

	PEREGRINE CAPITAL MGMT 
	1,088,367
	$32,651.01
	6,225,067
	6/30/2002

	STEIN ROE & FARNHAM 
	1,040,610
	$31,218.30
	1,767,110
	6/30/2002

	TURNER INVESTMENT PARTNERS +
	988,311
	$29,649.33
	988,311
	6/30/2002

	GOLDMAN SACHS ASSET MGMT 
	865,356
	$25,960.68
	1,804,182
	6/30/2002

	DEUTSCHE ASSET MGMT (NEW YORK) 
	821,907
	$24,657.21
	2,839,350
	6/30/2002

	OPPENHEIMERFUNDS 
	785,400
	$23,562
	11,180,665
	6/30/2002

	BLAIR (WILLIAM) & CO 
	1,364,362
	$21,829.79
	18,531,116
	9/30/2002

	EATON VANCE MGMT 
	708,565
	$21,256.95
	1,391,180
	6/30/2002

	US BANCORP ASSET MGMT 
	681,010
	$20,430.30
	1,945,133
	6/30/2002

	BARCLAYS GLOBAL INVESTORS INTL 
	658,157
	$19,744.71
	15,595,993
	6/30/2002


Insider Trading

	Insider Trading Activity

	Filers Name
	Title
	Trade
Date
	Trade
Type
	Shares
Trade
	Price
Range
	Shares
Held

	Kiphart, Richard P.
	DIR
	09/20/02
	Buy
	10,000
	$14.85
	8,317,150

	Reckert, Christopher S
	SR VP
	09/19/02
	Buy
	6,000
	$14.91
	18,000

	Labry, Edward A.Iii
	PR
	09/17/02
	Buy
	10,000
	$15.05
	89,234

	Labry, Edward A.Iii
	PR
	09/12/02
	Buy
	10,000
	$16.00
	79,234

	Congemi, Ronald V.
	DIR
	06/04/02
to 06/04/02
	Option
	100,412
	$5.11
	NA

	Congemi, Ronald V.
	DIR
	06/04/02
to 06/04/02
	Sell
	100,412
	$29.55 - $31.00
	0

	Heister, Marcia E.
	AT SEC
	05/31/02
	Sell
	30,000
	$31.85
	0

	Haslam, Edward T.
	CFO
	05/31/02
	Sell
	102,500
	$31.86
	0

	Heister, Marcia E.
	SEC
	05/31/02
	Option
	30,000
	$9.06 - $21.06
	130,000

	Haslam, Edward T.
	CFO
	05/31/02
	Option
	102,500
	$9.06 - $10.65
	130,000

	Congemi, Ronald V.
	DIR
	02/15/02
	Sell
	100,000
	$29.45
	0

	Congemi, Ronald V.
	DIR
	02/15/02
	Option
	100,000
	$5.11
	0

	Lucado, William E.
	OFF
	02/14/02
to 02/14/02
	Option
	84,814
	$6.75 - $10.50
	0

	Lucado, William E.
	OFF
	02/14/02
to 02/14/02
	Sell
	74,100
	$29.24 - $31.80
	14,170


Analyst report prepared by:  Jonathan Striker
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