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SI's Required Return is a critical metric for investors and analysts aiming to evaluate the
company's financial health, valuation, and investment potential. Understanding the Free Cash Flow
to Equity (FCFE), the number of shares outstanding, and the required rate of return helps in
determining the intrinsic value of SI International shares and making informed investment decisions.
This article delves into the significance of these financial metrics, how they interrelate, and their
implications for investors.

Understanding FCFE and Its Significance

What Is FCFE?

Free Cash Flow to Equity (FCFE) represents the cash available to a company's equity shareholders
after accounting for all expenses, reinvestment needs, and debt repayments. It reflects the
company's ability to generate cash that can be distributed as dividends, share buybacks, or retained
for future growth. FCFE is a vital indicator because it directly pertains to the returns that investors
can expect from their equity investments.

Importance of FCFE in Valuation

FCFE is often used in valuation models such as the Discounted Cash Flow (DCF) model because it
provides a realistic picture of the cash flows available to shareholders. Unlike net income, which can
be affected by non-cash items and accounting policies, FCFE offers a clearer view of actual cash
generated by the company.

SI's FCFE of $122.1 Million

Last year, SI International reported a FCFE of $122.1 million. This figure indicates the cash
available to equity shareholders after the company covered operating expenses, capital
expenditures, debt repayments, and reinvestment needs. Such a positive FCFE suggests that SI
International is generating healthy cash flows, which could support dividends, stock buybacks, or
strategic investments to fuel growth.

Shares Outstanding and Per-Share Valuation



Understanding Shares Outstanding

Shares outstanding refer to the total number of shares currently owned by all shareholders,
including institutional investors, insiders, and the public. For SI International, this number is 12.43
million shares.

Calculating Per-Share FCFE
Per-share FCFE is derived by dividing the total FCFE by the number of shares outstanding:

\[
\text{Per-Share FCFE} = \frac{\text{Total FCFE}} {\text{Shares Outstanding}}

\]
Applying SI's data:

\[
\frac{\$122.1\, \text{million} }{12.43\, \text{million shares}} \approx \$9.83\, \text{per share}

\]

This per-share figure provides insight into how much cash equity investors could potentially receive
on a per-share basis, making it a useful metric for assessing valuation relative to the stock price.

Determining SI's Required Return

What Is the Required Return?

The required return, often expressed as a percentage, is the minimum expected rate of return that
investors demand to compensate for the risk of investing in a particular stock. It accounts for the
risk-free rate, market risk premium, and the company's specific risk factors.

Methods to Estimate the Required Return

Several methods exist for estimating a company's required return, including:
e Capital Asset Pricing Model (CAPM): Uses the risk-free rate, beta (measure of volatility),
and market risk premium.

¢ Build-Up Method: Adds risk premiums to the risk-free rate based on company-specific risk
factors.

e Dividend Discount Model (for dividend-paying stocks): Uses expected dividends and
growth rates.



Applying the CAPM to SI International

Suppose we estimate SI's required return using CAPM:

\[
\text{Required Return} = R f + \beta \times (R m - R f)
\]

Where:

-\( R f\) = Risk-free rate (e.g., 3%)

-\(\beta \) = Company beta (measure of stock volatility relative to the market)
-\( R _m\) = Expected market return (e.g., 8%)

Assuming SI's beta is 1.2:

\[
\text{Required Return} = 3\% + 1.2 \times (8\% - 3\%) = 3\% + 1.2 \times 5\% = 3\% + 6\% = N\%

\]

Thus, SI's estimated required return could be approximately 9%, reflecting its risk profile.

Valuation of SI International Based on FCFE

Using the FCFE to Determine Intrinsic Value

The intrinsic value per share can be estimated using the Gordon Growth Model (a variant of the DCF
model), assuming a stable growth rate:

\[
\text{Intrinsic Value per Share} = \frac{\text{FCFE} 1}{\text{Required Return} - g}

\]

Where:
-\(\text{FCFE} 1\) = Next year's FCFE (assuming growth)
-\( g \) = Growth rate of FCFE

Suppose SI's FCFE is expected to grow at 5% annually:

\[
\text{FCFE} 1 =\$122.1\, \text{million} \times (1 + 0.05) =\$128.2\, \text{million}

\]

Using the earlier estimated required return of 9%:

\[

\text{Intrinsic Value per Share} = \frac{\$128.2\, \text{million}}{0.09 - 0.05} = \frac{\$128.2),
\text{million} }{0.04} =\$3.205\, \text{billion}

\]



Dividing by the number of shares outstanding:

\[
\frac{\$3.205\, \text{billion}}{12.43\, \text{million shares}} \approx \$257.66\, \text{per share}

\]

This suggests that, based on these assumptions, SI's shares could be valued at approximately $258
each, significantly higher than typical market prices, indicating potential undervaluation or the need
to refine assumptions.

Implications for Investors

Assessing Investment Opportunities

Investors should compare the intrinsic value derived from FCFE models with the current market
price to identify undervalued or overvalued stocks. If SI's market price is below the estimated
intrinsic value, it could represent a buying opportunity, assuming all assumptions hold.

Risks to Consider

While FCFE-based valuation provides useful insights, it relies on assumptions about growth rates,
required returns, and future cash flows. Changes in market conditions, interest rates, or company
performance can significantly impact these estimates.

Conclusion

Understanding SI International's FCFE of $122.1 million, its shares outstanding, and the company's
required return offers a comprehensive view of its valuation landscape. With approximately $9.83 in
FCFE per share and a potential intrinsic value far exceeding current market valuations, SI
International might present an attractive opportunity for investors willing to analyze and validate
the assumptions. However, prudent investors should consider broader market factors, company-
specific risks, and perform detailed due diligence before making investment decisions.

Final Thoughts

Financial metrics like FCFE and the required return are essential tools for valuation and investment
analysis. By thoroughly understanding these figures and their interplay, investors can better assess
whether a stock like SI International aligns with their investment goals and risk appetite. Continuous
monitoring of financial performance and market conditions will ensure that investment decisions are
based on the most accurate and current information.



Frequently Asked Questions

What was SI International's Free Cash Flow to Equity (FCFE)
last year?

SI International's FCFE last year was $122.1 million.

How many shares does SI International have outstanding?

SI International has 12.43 million shares outstanding.

How can I estimate SI International's stock value based on its
FCFE and shares outstanding?

You can estimate the stock value by calculating the per-share FCFE ($122.1M / 12.43M shares) and
applying an appropriate required return or valuation model like the FCFE model.

What is the significance of the required return when valuing
SI International's stock?

The required return reflects the investor’s desired rate of return considering the risk level; it is used
to discount future FCFE to determine the stock's intrinsic value.

How do changes in the required return affect SI
International's estimated stock value?

An increase in the required return typically decreases the present value of FCFE, leading to a lower
estimated stock price, while a decrease has the opposite effect.

What factors influence SI International's required return?

Factors include the company's risk profile, market conditions, interest rates, and investor
expectations.

Is SI International's FCFE of $122.1M considered strong
compared to industry standards?

The strength of SI International's FCFE depends on industry context; however, a high FCFE
generally indicates healthy cash generation for shareholders.

How can investors use SI International's FCFE and shares
outstanding to assess its valuation?

Investors can divide the FCFE by shares outstanding to find per-share FCFE and compare it to the
stock's price or apply valuation models using the required return to estimate intrinsic value.



Additional Resources
SI International: An In-Depth Analysis of Its FCFE, Shares Outstanding, and Required Return

In the constantly evolving landscape of investment opportunities, understanding a company's
financial health and valuation metrics is essential for making informed decisions. Today, we delve
into SI International, a company that has garnered attention due to its recent free cash flow to
equity (FCFE), share structure, and the implications of its required return. This comprehensive
review aims to unpack these key indicators, providing investors and analysts with a nuanced
understanding of SI International's financial standing and potential.

Understanding Key Financial Metrics: FCFE, Shares
Outstanding, and Required Return

Before diving into SI International's specifics, it’s crucial to define and contextualize the core
financial metrics under discussion:

What is Free Cash Flow to Equity (FCFE)?

FCFE represents the cash a company generates that is available to equity shareholders after
accounting for expenses, taxes, changes in working capital, and capital expenditures, including debt
repayments. It reflects the company's capacity to return value to shareholders through dividends or
share buybacks.

- Importance of FCFE:

- Provides insight into the company's profitability beyond accounting earnings.

- Serves as a foundation for valuation models, such as discounted cash flow (DCF).

- Helps assess whether the company is generating sufficient cash to support growth and shareholder
returns.

Shares Outstanding

Shares outstanding refers to the total number of shares a company has issued and is currently held
by shareholders, including institutional investors, insiders, and the public.

- Relevance:
- Affects earnings per share (EPS), dividend payments, and overall market capitalization.
- Changes in shares outstanding, due to buybacks or issuance, can influence valuation metrics.

Required Return

Required return is the minimum rate of return investors expect to earn from an investment,
considering the risk profile of the company and prevailing market conditions.

- Factors influencing required return:
- Risk-free rate (e.g., government bond yields).



- Market risk premium.
- Company-specific risk factors (industry, financial health, growth prospects).

Understanding how these metrics interplay provides a foundation for evaluating SI International's
recent financial performance and valuation prospects.

SI International's FCFE: A Closer Look

The Significance of a $122.1 Million FCFE

Last year, SI International reported a Free Cash Flow to Equity (FCFE) of $122.1 million. This figure
is more than just a number; it encapsulates the company's ability to generate cash that can be
returned to shareholders or reinvested for growth.

Implications of a $122.1M FCFE:

- Financial Strength: A positive and sizable FCFE indicates robust cash generation, suggesting
operational efficiency and effective management.

- Potential for Shareholder Returns: The company has significant cash available for dividends or
buybacks, which can enhance shareholder value.

- Growth Opportunities: Excess cash can be reinvested into the business for expansion, acquisitions,
or innovation.

Contextualizing FCFE in the Industry

While $122.1 million is a solid figure, it’s essential to compare it against:

- The company's revenue and net income.

- Historical FCFE trends.

- Industry averages to gauge relative performance.

For instance, if SI International's revenue last year was $1 billion, a FCFE of 12.21% of revenue
demonstrates healthy cash flow efficiency. Conversely, if the industry average FCFE margin is
significantly higher or lower, it indicates relative operational strengths or weaknesses.
Calculating FCFE in Practice

The formula for FCFE is typically:

"FCFE = Net Income + Depreciation & Amortization - Capital Expenditures - Changes in Working
Capital + Net Borrowing

While exact figures for each component are necessary for detailed analysis, the reported $122.1
million suggests that SI International's management is effectively converting earnings into cash
available to shareholders.



Shares Outstanding: Analyzing the Capital Structure

The 12.43 Million Shares Outstanding

SI International has 12.43 million shares outstanding, a relatively modest number that can influence
its market dynamics.

Key considerations:

- Market Capitalization: With a share price (not specified here), the total market cap is calculated as:
"Market Cap = Shares Outstanding x Share Price’

This figure reflects the company's size and investor perception.

- Earnings Per Share (EPS): A lower number of shares can amplify EPS, making the company appear
more profitable on a per-share basis.

- Shareholder Dilution: Any future issuance of additional shares (e.g., via stock options or convertible
securities) can dilute existing shareholders' ownership and earnings.

Impact of Share Structure on Valuation

The number of shares outstanding directly influences valuation multiples such as Price-to-Earnings
(P/E) and Price-to-Book (P/B). For example:

- High Shares Outstanding: Could indicate a mature company with stable dividends but may also
dilute earnings growth.

- Low Shares Outstanding: Often associated with smaller or growth-oriented firms, potentially
offering higher growth potential but also higher volatility.

Potential for Share Buybacks

Given SI International’s cash generation capacity (as indicated by FCFE), the company might
consider share repurchase programs to:

- Increase EPS.

- Support share price.
- Return cash to shareholders without diluting ownership.

Estimating SI International's Required Return

The Role of Required Return in Valuation

Determining the required return is pivotal for valuation models like the Discounted Cash Flow
(DCF). It serves as the discount rate to translate future cash flows into present value.



Factors Influencing SI International's Required Return

- Risk-Free Rate: Typically derived from government bond yields; for example, the 10-year U.S.
Treasury rate.

- Market Risk Premium: An additional percentage to compensate for market risk; historically around
5-7%.

- Beta Coefficient: Measures the stock's volatility relative to the market.

- Company-Specific Risks: Including industry stability, financial leverage, and growth prospects.

Calculating the Required Return

A common approach is the Capital Asset Pricing Model (CAPM):

"Required Return (Ke) = Risk-Free Rate + Beta x Market Risk Premium’

Suppose:

- Risk-Free Rate = 3%

- Beta = 1.2 (indicating slightly higher volatility than the market)

- Market Risk Premium = 6%

Then:

‘Ke=3%+1.2%x 6% =3%+ 7.2% =10.2%"

This 10.2% becomes the hurdle rate for discounting SI International’s future FCFE.

Why the Required Return Matters

- Valuation: Higher required returns lower the present value of future cash flows, potentially
reducing the company's valuation.

- Investment Decisions: Investors compare the expected return (based on FCFE and growth

assumptions) against this required return to determine if the investment offers adequate
compensation for risk.

Integrating the Metrics: A Holistic View of SI
International

Valuation Perspective

Using the FCFE and an estimated required return, analysts can project the company's intrinsic
value:

1. Estimate Future FCFE Growth: Based on historical trends, industry outlook, and management
guidance.
2. Apply Discount Rate: Use the required return (e.g., ~10%) to discount future FCFE.



3. Calculate Present Value: Sum discounted cash flows to arrive at an intrinsic valuation.
Sample Simplified Valuation:

- Assume SI International's FCFE grows at 5% annually.
- Use a required return of 10.2% (from the CAPM example).
- Calculate Terminal Value and Discounted Cash Flows accordingly.

Shareholder Implications

Given the 12.43 million shares outstanding, the valuation per share can be derived from the total
enterprise value, adjusting for net debt and other factors.

Strategic Considerations

- Cash Management: Maintaining or increasing FCFE supports stock buybacks, dividends, or
reinvestment.

- Capital Structure: The balance between debt and equity affects the required return and risk profile.
- Growth Opportunities: Sustainable growth in FCFE enhances shareholder value and influences
valuation multiples.

Conclusion: The Future Outlook for SI International

In summary, SI International's reported FCFE of $122.1 million, combined with a relatively modest
share count of 12.43 million, positions it favorably in terms of cash generation and market
capitalization potential. When considering the required return—estimated here around
10.2%—investors can gauge whether the company's current valuation reflects its intrinsic worth and
growth prospects.

Key takeaways:

- A strong FCFE indicates operational efficiency and cash-generating prowess.

- The share structure influences earnings metrics and investor perception.

- The required return, shaped by market conditions and company risk, guides valuation and
investment decisions.

For investors and analysts, ongoing monitoring of these metrics, alongside industry trends and
company strategy, remains vital. SI International’s ability to sustain or grow its FCFE, manage its
capital structure, and deliver returns aligned with or exceeding its required rate will ultimately
determine its attractiveness as an investment. As always, comprehensive due diligence and
consideration of qualitative factors should complement quantitative analysis to form a well-rounded
view of SI International’s future potential.
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