
 

PLEASE SEE IMPORTANT DISCLOSURES STARTING ON PAGE 4 

 

 

 April 27, 2007 
 

Applix, Inc.  

Rating: Buy 

Estimate Bias: Up 

Price Target: $16.00 

Risk Rank: High 

APLX: Initial Take on 1Q07; License Upside a Way of Life  
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Estimate and Price Target Change  

Summary 
License Momentum Continues.  Applix reported its 1Q07 financial results after the close yesterday with the company 
beating our estimates on both the top and bottom line.  License revenue for the quarter was $7.1 million, representing 61% 
growth year over year and about $1 million above our estimate of $6.2 million.  Total revenue was equally impressive in 
the quarter at $13.9 million, representing 55% growth year over year and more than $1 million upside to our estimate of 
$12.8 million.  The company experienced some operating leverage finishing the quarter with a 13.9% adjusted operating 
margin resulting in $0.08 adjusted EPS which was $0.02 above our estimate of $0.06. 
Metrics Tell the Tale.  Operating metrics in the quarter were solid with the company closing 12 deals over $100,000 
which was 33% more than the same period last year.  In addition, ASPs for transactions over $20,000 continue their 
upward trend and now range from $60,000 to $65,000.  We feel that the solid metrics combined with the excellent top and 
bottom line performance reflect continued benefits from a greater emphasis on sales and marketing begun last year. 
Guidance Unchanged; Estimates Moving Higher.  The company reiterated its full year guidance for license revenue, 
total revenue and earnings on a GAAP and non-GAAP basis.  We are moving our estimates slightly higher based on the 
strong 1Q07 performance.  Our license revenue estimate for 2Q07 is unchanged but is $500,000 higher for the full year.  
Total revenue is now $16.5 million and $68.1 million for 2Q07 and the full year, respectively.  We expect the company to 
continue creating better leverage in the operating model with margin expansion in 2007.  Adjusted EPS estimates are also 
moving higher in 2007 by $0.01 from $0.51 to $0.52, reflecting continued positive momentum in the license business. 
Reiterate Buy.  While the company still has more work to do in order to gain greater scale, there is no question the 
company's product story is gaining lots of traction and thus we believe license growth is likely to continue significantly 
outpacing the broader performance management market’s rate of growth.  We have raised our PT from $14 to $16 by 
applying a 26x P/E multiple against our slightly higher revised 2008 non-GAAP EPS estimate of $0.61. 

 

Fundamentals FYE - Dec 2006 2007E  2008E 

Price (Apr 26, 2007) $13.30 EPS Actual Old New Old New 

52-Week Range $13.98-$6.65 1Q $0.04A $0.06E $0.08A NA NA 

Mkt. Cap. (mil.) $238.7 2Q $0.17A $0.14E $0.14E NA NA 

Shares Out. (mil.) 18.0 3Q $0.11A $0.12E $0.12E NA NA 

Float (mil.) 13.3 4Q $0.17A $0.19E $0.19E NA NA 

Avg. Daily Trading Vol. (000) 60 Year $0.49A $0.51E $0.52E $0.60E $0.61E 

Book Value/Share  $2.21 P/E 27.1x  25.6x  21.8x 

Dividend/Yield $0.00/Nil EV/EBITDA 23.7x  18.6x  15.6x 

ROE  27.9% Revenue (mil.) $52.2 $67.2 $68.1 $48.7 $84.3 

Cash & Equiv (mil.) $33.51 Operating Margin 16.3% 18.7% 19.2% 18.4% 18.4% 

Debt/Cap.  11.9% Mean EPS $0.49 $0.50 $0.50 $0.59 $0.59 

Est. 5-Year EPS Growth 20% Short Interest (000) Estimate Changes 2007 2008 

Convertible No 4/07 49  02/09/07 $0.51    

Major Index Membership    3/07 60  01/12/07    $0.60 

  2/07 49  10/30/06 $0.56    

  1/07 40  07/28/06 $0.50    
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Comments  
 
Figure 1 

Actuals vs. STRH Estimates 

($ in thousands except per share data) 
 

Reported Estimate Last Qtr. Yr. Ago
Software License $7,105 $6,182 $9,629 $4,427
  Yr./Yr. Growth SMKRB PVKSB QRKMB OUKQB
  Q/Q Growth JOSKOB JPRKUB OOKSB JPPKPB
Total Revenue 13,895 12,806 16,035 8,993

  Yr./Yr. Growth RQKRB QOKQB QQKTB NTKSB
  Q/Q Growth JNPKPB JOMKNB NSKMB JNUKVB
Gross Margin 88.5% 88.3% 90.1% 88.4%

Operating Margin 13.9% 9.3% 17.5% 6.0%

Adjusted Earnings 1,447 963 2,987 582

Shares (mm) 17.950        17.228        17.632        16.467        

Adjusted EPS 0.08$        0.06$        0.17$        0.04$         
 
Source: Company Reports and STRH Estimates 
 
Figure 2 

Model Revisions 

($ in thousands except per share data) 
 

Before After Before After Before After
2Q07E 2Q07E 2007E 2007E 2008E 2008E

Software Licenses $9,480 $9,485 $39,118 $39,479 $48,746 $49,164

==vLv=B=dêçïíÜ NRKTB NRKUB OVKVB PNKNB OQKSB OQKRB
==nLn=B=dêçïíÜ RPKQB PPKRB k^ k^ k^ k^

Total Revenue $16,374 $16,531 $67,152 $68,141 $83,095 $84,272

==vLv=B=dêçïíÜ OOKVB OQKNB OUKTB PMKSB OPKTB OPKTB
==nLn=B=dêçïíÜ OTKVB NVKMB k^ k^ k^ k^

Gross Margin 90.1% 90.0% 90.6% 90.5% 90.7% 90.7%

Oper. Margin 21.1% 20.8% 18.7% 19.2% 18.4% 18.4%

Adjusted EPS $0.14 $0.14 $0.51 $0.52 $0.60 $0.61  
 
Source: STRH Estimates 
 
Valuation 
 
We reiterate our Buy rating and are raising our 12-month price target from $14.00 to $16.00.  We arrive at our existing 
price target by applying a 26x forward P/E multiple to our 2008 non-GAAP EPS estimate of $0.61.  This is higher than 
its historical forward price-to-earnings multiple of 20x, and in our view, justified given the company’s strong top-line 
growth outlook and benefits still accruing from the company’s more aggressive sales and marketing stance.  On an 
EV/sales basis, our price target reflects 3.0x our 2008 revenue estimate.  This is at the low end of a typical 3x-4x range 
that software companies often fetch in takeout situations, but still cheap after considering the company’s strong growth 
characteristics. 
 
Risks 

 
Aside from the obvious impact of volatile macroeconomic conditions and reduction in capital spending, some of the 
more relevant downside risk factors to our rating and price target include: 
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• Small-company status, managing rapid growth and need to invest aggressively in building out its 
operational infrastructure, competitive pressures, increased volatility around larger deal opportunities, 
international exposure and potential indemnification expenses related to former employees that are party 
to an SEC suit in relation to past financial restatements. 

 

Applix, Inc. Income Statement 9,136           

($ in thousands, except per share data; fiscal year ends December)

FYE FYE FYE 1Q06 2Q06 3Q06 4Q06 FYE 1Q07 2Q07E 3Q07E 4Q07E FYE FYE
2003 2004 2005 Mar-06 Jun-06 Sep-06 Dec-06 2006 Mar-07 Jun-07 Sep-07 Dec-07 2007E 2008E

Revenue: 30,105$     39,479$      49,164$      

  Software License 13,222$      16,228$     19,488$     4,427$       8,192$       7,857$       9,629$       30,105$     7,105$        9,485$       9,248$       13,641$     39,479$      49,164$      
     Y/Y % Change -17.6% 22.7% 20.1% 28.4% 63.0% 79.7% 45.0% 54.5% 60.5% 15.8% 17.7% 41.7% 31.1% 24.5%

    Q/Q % Change -33.3% 85.0% -4.1% 22.6% -26.2% 33.5% -2.5% 47.5%

  Maintenance 11,096        13,274       15,458       4,026         4,540         5,335         5,706         19,607       6,063          6,287         6,539         6,748         25,637        31,400        
     Y/Y % Change -24.4% 19.6% 16.5% 7.8% 17.6% 36.2% 44.7% 26.8% 50.6% 38.5% 22.6% 18.3% 30.8% 22.5%

    Q/Q % Change 2.1% 12.8% 17.5% 7.0% 6.3% 3.7% 4.0% 3.2%

  Professional Services 3,037          1,413         2,032         540            588            633            700            2,461         727             758            766            774            3,025          3,709          
     Y/Y % Change -48.3% -53.5% 43.8% 15.9% 8.1% 20.8% 40.6% 21.1% 34.6% 29.0% 21.0% 10.5% 22.9% 22.6%

    Q/Q % Change 8.4% 8.9% 7.7% 10.6% 3.9% 4.3% 1.0% 1.0%

Total Revenue 27,355        30,915       36,978       8,993         13,320       13,825       16,035       52,173       13,895        16,531       16,553       21,162       68,141        84,272        
     Y/Y % Change -25.3% 13.0% 19.6% 17.6% 41.2% 56.9% 44.7% 41.1% 54.5% 24.1% 19.7% 32.0% 30.6% 23.7%

    Q/Q % Change -18.9% 48.1% 3.8% 16.0% -13.3% 19.0% 0.1% 27.8%

  Cost of Software License 1,850          427            314            44              131            71              64              310            106             142            102            136            486             535             
      Gross Margin 86.0% 97.4% 98.4% 99.0% 98.4% 99.1% 99.3% 99.0% 98.5% 98.5% 98.9% 99.0% 98.8% 98.9%

  Cost of Maint./Professional Svcs. 5,270          3,612         3,691         1,000         1,130         1,214         1,521         4,865         1,489          1,508         1,497         1,523         6,017          7,336          
      Gross Margin 62.7% 75.4% 78.9% 78.1% 78.0% 79.7% 76.3% 78.0% 78.1% 78.6% 79.5% 79.8% 79.0% 79.1%

Cost Of Revenues 7,120          4,039         4,005         1,044         1,261         1,285         1,585         5,175         1,595          1,650         1,599         1,660         6,504          7,871          

Gross Profit 20,235        26,876       32,973       7,949         12,059       12,540       14,450       46,998       12,300        14,881       14,954       19,503       61,637        76,401        
  Total Gross Margin 74.0% 86.9% 89.2% 88.4% 90.5% 90.7% 90.1% 90.1% 88.5% 90.0% 90.3% 92.2% 90.5% 90.7%

  Sales and Marketing 10,747        10,588       15,337       4,405         5,506         6,352         7,718         23,981       6,279          7,274         7,697         9,904         31,154        39,396        
      % of Revenues 39.3% 34.2% 41.5% 49.0% 41.3% 45.9% 48.1% 46.0% 45.2% 44.0% 46.5% 46.8% 45.7% 46.7%

  Product Development 5,512          4,785         5,114         1,448         1,597         1,810         1,924         6,779         2,093          2,050         2,177         2,264         8,584          10,597        
      % of Revenues 20.1% 15.5% 13.8% 16.1% 12.0% 13.1% 12.0% 13.0% 15.1% 12.4% 13.2% 10.7% 12.6% 12.6%

  General and Administrative 7,385          6,157         5,035         1,553         2,017         2,146         2,001         7,717         2,002          2,121         2,218         2,497         8,838          10,910        
      % of Revenues 27.0% 19.9% 13.6% 17.3% 15.1% 15.5% 12.5% 14.8% 14.4% 12.8% 13.4% 11.8% 13.0% 12.9%

Total Operating Expenses 23,644        21,530       25,486       7,406         9,120         10,308       11,643       38,477       10,374        11,444       12,092       14,666       48,576        60,903        

Operating Income (Adj.) (3,409)         5,346         7,487         543            2,939         2,232         2,807         8,521         1,926          3,436         2,862         4,837         13,062        15,498        
      Operating Margin -12.5% 17.3% 20.2% 6.0% 22.1% 16.1% 17.5% 16.3% 13.9% 20.8% 17.3% 22.9% 19.2% 18.4%

  Amortization Expense 250             250            250            63              62              287            255            667            255             255            255            255            1,020          1,020          
  Other Non-Operating Items (3,821)         386            215            475            550            594            989            2,608         850             850            850            850            3,400          3,400          

Operating Income (GAAP) 162             4,710         7,022         5                2,327         1,351         1,563         5,246         821             2,331         1,757         3,732         8,642          11,078        

  Other Income (Expense) 769             323            173            126            349            -                 413            888            335             407            465            499            1,705          2,986          

 Pre-Tax Income (Adj.) (2,640)         5,669         7,660         669            3,288         2,232         3,220         9,409         2,261          3,843         3,326         5,336         14,767        18,484        
  Reported Pre-Tax Income 931             5,033         7,195         131            2,676         1,351         1,976         6,134         1,156          2,738         2,221         4,231         10,347        14,064        

 Taxes 764             225            357            87              427            293            233            1,040         814             1,384         1,198         1,921         5,316          7,394          
      Tax Rate -28.9% 4.0% 4.7% 13.0% 13.0% 13.0% 13.0% 11.1% 36.0% 36.0% 36.0% 36.0% 36.0% 40.0%

  Taxes (reported basis) 764             225            357            12              323            204            (4,021)        (3,482)        372             1,095         889            1,692         4,048          5,626          
      Tax Rate 82.1% 4.5% 5.0% 9.2% 12.1% 15.1% -203.5% -56.8% 32.2% 40.0% 40.0% 40.0% 39.1% 40.0%

Net Income (Adj.) (3,404)         5,444         7,303         582            2,861         1,939         2,987         8,369         1,447          2,460         2,129         3,415         9,450          11,090        
      Net Margin -12.4% 17.6% 19.8% 6.5% 21.5% 14.0% 18.6% 16.0% 10.4% 14.9% 12.9% 16.1% 13.9% 13.2%

Net Income Continued Ops. 167             4,808         6,838         119            2,353         1,147         5,997         9,616         784             1,643         1,333         2,539         6,298          8,438          

  Discontinued Operations (177)            (106)           (100)           (22)             (26)             -                 (25)             (73)             (25)              (25)             (25)             (25)             (100)            -            

Reported Net Income (10)              4,702         6,738         97              2,327         1,147         5,972         9,543         759             1,618         1,308         2,514         6,198          8,438          

Diluted Shares 12.702        15.479       16.438       16.467       16.702       17.073       17.632       16.969       17.950        18.013       18.213       18.413       18.147        18.053        

Adjusted EPS - Diluted (0.27)$         0.35$         0.44$         0.04$         0.17$         0.11$         0.17$         0.49$      0.08$          0.14$         0.12$         0.19$         0.52$          0.61$          
Reported EPS - Diluted 0.01$          0.31$         0.42$         0.01$         0.14$         0.07$         0.34$         0.57$         0.04$          0.09$         0.07$         0.14$         0.35$          0.47$          

0.25$         11.72$       25% 10.42$        12.29$        
15$            0.06$          18%

Source: Company reports and STRH estimates. Price on: 4/26/2007 $13.30

See last page for footnotes and disclaimers

Terry Tillman

404-926-5159
terry_tillman@rhco.com

Last revised: 4/26/07

 
 

Company Description 
Applix, Inc. (APLX) is a leading provider of analytics software whose anchor product is TM1, an OnLine Analytical 
Processing (OLAP) engine that allows for the consolidation, analyzing and editing of vast amounts of multidimensional 
data found in various data sources.  The company positions itself as a provider of business performance management 
(BPM) solutions, helping companies build analytical applications focused in the areas of financial and operational 
analytics.  Over 2,000 Global 2000 and mid-market companies use Applix’ TM1 to build planning and budgeting 
applications, financial consolidation and reporting tools and operational analytics solutions.  The company reported 
2004 license revenue, total revenue and GAAP earnings of $16.2 million, $30.9 million and $4.8 million, respectively. 
 
Applix was founded in 1983 and had focused on a number of disparate product initiatives including office automation 
tools, CRM software suite and business analytics, which the company gained exposure to with the acquisition of an 
OLAP engine in 1996.  As of early 2003, the company jettisoned its office automation and CRM initiatives to focus 
solely on the analytics market.  The company is headquartered in Westborough, MA with additional offices in 
Australia, Germany and the U.K.  Headcount stands at 137.  The company went public in 1994 at a split-adjusted price 
of $5.00 and is traded on the Nasdaq National Market. 
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Analyst Certification 
I, Terry Tillman, hereby certify that the views expressed in this research report accurately reflect my personal views 
about the subject company(ies) and its (their) securities. I also certify that I have not been, am not, and will not be 
receiving direct or indirect compensation in exchange for expressing the specific recommendation(s) in this report. 
 

Important Disclosures 
• SunTrust Capital Markets, Inc. makes a market in the following companies at the time of this report:  Applix, Inc. 

 
 

Analyst compensation is based upon stock price performance, quality of analysis, communication skills, and the overall 
revenue and profitability of the firm, including investment banking revenue. 
 
As a matter of policy and practice, the firm prohibits the offering of favorable research or a specific research rating as 
consideration or inducement for the receipt of business or compensation.  In addition, analysts and associated persons 
preparing research reports are prohibited from owning securities in the subject companies. 
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Rating And Price Target History (APLX)   

  Date Rating Target Closing         

  10/10/2005 Buy $9.00 $6.28         

  02/01/2006  $10.00 $8.50         

  10/30/2006  $12.50 $10.56         

  02/09/2007  $14.00 $10.89         

 
On February 27, 2004, STRH implemented its current rating system (defined below).  On that date we also reinstated 
the use of price targets that had been discontinued on December 3, 2002. 
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Definition of Ratings 

SunTrust Robinson Humphrey assigns one of three ratings to stocks covered by our Research Department:   Buy, 

Neutral, Reduce. 

 
In addition, we assign a risk rank to each stock based on a combination of fundamental and stock volatility factors: 
Low = Low stock price volatility reflected by high predictability of financial results. 
Moderate = Moderate stock price volatility reflected by medium predictability of financial results. 
High = High stock price volatility reflected by inconsistent predictability of financial results. 
Speculative = Greatest stock price volatility reflected by low predictability of financial results. 
Venture = Recommended only for maximum risk oriented and well-diversified portfolios. 
 
Our ratings are a function of the risk ranking (higher return expectations for higher risk) and the absolute expected total 
return (price appreciation plus dividends) that result in our estimated 12-month price target. Please refer to the grid 
below for additional detail. 
 

Performance Definition Scale 

qçí~ä=êÉíìêå=EÅ~éáí~ä=Ö~áåLäçëë=H=ÇáîáÇÉåÇëF=ÉñéÉÅíÉÇ=çîÉê=íÜÉ=åÉñí=NO=ãçåíÜë=

Rating Low Risk Moderate Risk High Risk Speculative 
Buy Over 10% Over 15% Over 20% Over 25% 

Neutral -5% to 10% -5% to 15% -5% to 20% -5% to 25% 

Reduce -5% or Worse -5% or Worse -10% or Worse -10% or Worse 

 
Deviations from expected price ranges/targets due to price movement and/or volatility will be reviewed by the analyst 
and research management on a timely basis.  Price targets are only required on Buy rated stocks;  The analyst may 
choose to have price targets on Neutral or Reduce rated stocks, but it is not required.  Action taken by an investor 
should be based upon their personal investment objectives and risk tolerance compared to a stock’s expected 
performance and risk ranking. 
 
Estimate Bias: While current annual estimates are our best judgment at this time, we assign an "Up", "Neutral"  or 
"Down" bias based on our expectation for fundamental changes over the next 12 months. 
 
SunTrust Robinson Humphrey ratings distribution as of  4/27/2007: 

 
Coverage Universe  Investment Banking Clients Past 12 months 
Rating Count Percent  Rating Count Percent* 
Buy 177 55%  Buy 29 16% 
Neutral 141 44%  Neutral 17 12% 
Sell/Reduce 5 2%  Sell/Reduce 0 0% 

 
*Percentage of Investment Banking clients in Coverage Universe by rating 
 
 

Other Disclosures 

Information contained herein has been derived from sources believed to be reliable but is not guaranteed as to accuracy 
and does not purport to be a complete analysis of the security, company or industry involved.  This report is not to be 
construed as an offer to sell or a solicitation of an offer to buy any security.  SunTrust Capital Markets, Inc. and/or its 
officers or employees may have positions in any securities, options, rights or warrants.  The firm and/or associated 
persons may sell to or buy from customers on a principal basis.  Investors may be prohibited in certain states from 
purchasing some over-the-counter securities mentioned herein.  Opinions expressed are subject to change without 
notice.  The information herein is for persons residing in the United States only and is not intended for any person in 
any other jurisdiction. 
 
SunTrust Capital Markets, Inc. is a registered broker-dealer.  It is owned by SunTrust Banks, Inc. (“SunTrust”) and 
affiliated with SunTrust Investment Securities, Inc.  SunTrust Robinson Humphrey is a service mark of SunTrust 
Capital Markets, Inc.  Despite this affiliation, securities recommended, offered, sold by, or held at SunTrust Capital 
Markets, Inc. and at SunTrust Investment Securities, Inc. (i) are not insured by the Federal Deposit Insurance 
Corporation; (ii) are not deposits or other obligations of any insured depository institution (including SunTrust); and 
(iii) are subject to investment risks, including the possible loss of the principal amount invested.  SunTrust may have a 
lending relationship with companies mentioned herein. 
 



  

  6 

© SunTrust Capital Markets, Inc. 2007.  All rights reserved.  Reproduction or quotation in whole or part without 
permission is forbidden. 
 

ADDITIONAL INFORMATION IS AVAILABLE at our website, www.suntrustrh.com, or by writing to: 
SunTrust Robinson Humphrey, Research Department, 3333 Peachtree Road N.E., Atlanta, GA 30326-1070  


