
 
  

  

 
Business Description: 
BAM is a global alternative asset manager which has consistently over the past two 

decades provided shareholders and clients excellent returns in real estate and other asset 

classes. Its business model follows a simple and scalable approach: (1) raise pools of 

capital from itself and clients that target attractive investment strategies (2) utilize its 

global reach to identify and acquire high quality assets at favourable valuations, (3) finance 

them on a long-term basis, (4) enhance the cash flows and values of these assets through its 

operating platforms to earn reliable, attractive long-term total returns, and (5) realize 

capital from asset sales or refinancing when opportunities arise. 

 
BAM has a unique operating structure. Through the use of Limited Partnerships, it has 

created subsidiaries that handle the operation of assets. With the parent company BAM 

managing the investments and earning fees. Its operations can be broken down into four 

main segments including property, renewable energy, infrastructure, and private equity. 

 

Investment Thesis:  
There is significant future growth for BAM through both its asset management business 

and internal capital invested into projects. The company has significant tail winds for the 

growth of its asset management business due to the need of cash flows from investments. 

Real estate combines steady cash flows with the opportunity to invest large sums of capital, 

making it ideal for institutional investors. The allocation to hard assets classes is increasing 

and BAM is perfectly positioned through leading operational and investment capabilities 

that are reflected in their top quartile fund performances. The company also has a strong 

management team that has shown a track record of prudent risk management and multiple 

opportune acquisitions and investments over the past two decades. As such we believe 

BAM provides a strong opportunity for a long term investment that can compound at a low 

teens rate.  

 

Valuation: 
Using a sum of the parts method, we have derived the intrinsic value of BAM to be above 

its current share price. We believe the shares of the company have an intrinsic value of 

$65.43 but they currently trade at $60.85 per share as of January 9th. This difference to 

intrinsic value implies a discount of ~7.5% from the days close. This valuation shows a 

discount to intrinsic value based upon combining the invested capital, base management 

fees, incentive distribution rights, and carry generated on its funds. While there is a smaller 

margin of safety in the investment, it is made up by the compounding nature of BAM 

which is well positioned to continue in the low teens. 

 

Catalysts: 
Fee-based earnings and invested capital growth will be the key measures driving this 

investment going forward. These metrics will be achieved through continued expansion of 

fee bearing capital, increased incentive distribution rights, growing carried interest, and 

corresponding returns earned on co-invested capital. The strategy and alignment allow for 

BAM to provide comfort to its clients and provides room for strong upside for BAM when 

achieving high returns on its funds.  
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Market Profile 

52-Week Range: $40.16 - $60.85 

Market Cap ($mm) $38.3 

Shares Out  (mm) 613 

Average Daily Vol (Yr) 592,826 

Fiscal Year-End 31-Dec 

Yield 1.18% 

Beta 0.8 

Net Debt  ($mm) $50.3 

Security Type Common 

Exchange TSX/Composite 

 

Return on Investment 

Current Price  $60.85 

Theoretical Price  $65.43 

Discount to Intrinsic 11.64% 

Dividend Yield  1.22% 

Expected ROI  12.86% 

Profitability 2013 

Tax Rate  18.50% 

Net Margin  12.84% 

ROE  15.00% 

Capital Structure 

Current Ratio  1.82 

Quick Ratio  1.40 

Debt/Equity   268.00% 

Current Valuation 

P/FFO   12.5x 

P/B  1.7x 

P/CF   14.7x 
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Invested Capital:  

The first driver of returns for BAM is its invested capital. Currently, there is $28 billion 

($29.62/ share) of invested capital from BAM’s balance sheet, over 80% of which is directly 

invested in the LP subsidiaries. These assets are then co-invested alongside its clients’ 

capital, creating alignment with its clients. These investments also create over $1 billion of 

distributions annually that flow back up to the parent company. Additionally, BAM has 

incentive distribution rights that provide $50 million in cash flow, but if the distribution 

growth of the LP’s exceeds its hurdle rates they can receive between $180 million and $315 

million by 2019 at no additional costs. Historically it has compounded invested capital 

between 12%-15% and is on track to continue doing so. 

   
Asset Management: 

The second driver of BAM’s earnings is the asset management fees generated through 

investing the capital. The company has $84.3 billion of fee bearing capital, a 14% increase 

since the same time last year. This significant increase of assets under management (AUM) 

has led to $346 million of base management fee earnings for the last twelve months (LTM), 

a 20% increase from the previous year. BAM is in the process of raising another $20 billion 

of capital and is on track to hit $200 billion over the next ten years. The second avenue BAM 

earns a return on the asset management business is through the carry generated by achieving 

high performance on its funds. Over the past twelve months, a total of $566 million of net 

carry was achieved by BAM. However carry is far lumpier leaving it more difficult to know 

the timing of, but assuming fund growth continues carry should increase correspondingly. 

Over the coming years, BAM’s global platform will be fully leveraged and should provide 

margin expansion as AUM rises allowing for the potential of mid-teens growth of earnings. 

 
Management:  
The history of BAM’s current management stems from the Brascan era when it was 

controlled by Jack Cockwell. In the 1980’s, it was a sprawling conglomerate with interests 

in real estate, power, mining, brewing, forest products, and insurance. During early 1990’s, 

turmoil occurred forcing many of its assets to be sold off to ensure the survival of Brascan. 

During this time, the soon to be CEO Bruce Flatt who began working there in 1990’s 

experienced all the drama created by being in these cyclical businesses. Over the 1990’s, the 

business was reduced, many crown assets including John Labatt, London Life, and Royal 

Trust Co. were sold off. These events caused Bruce Flatt to become very familiar with the 

risks associated with managing the business. In 2001 when Bruce Flatt became CEO, he 

further reduced the cyclical businesses, focusing the company ever more on properties, 

infrastructure, energy, and asset management.  Insider ownership within BAM has reached 

20% of outstanding class A shares which provides alignment with minority shareholders. 

Part of management’s key method to mitigate risks is to ensure there is liquidity available 

on the balance sheet through cash reserves, undrawn credit, and client capital totaling $13 

billion. Finally, BAM’s management team are true bargain hunters and typically do not 

overpay on investments. Past successes include General Growth Properties, Babcock & 

Browne, and Olympia & York. 

 

Summary: 
BAM is a great company that has a high probability of being a successful investment 

continuing into the future. The characteristics of the business that make it ideal is the lower 

beta, inflation protection, growing asset management business, strong management team 

that understands the business risks, and a diversified portfolio of properties spanning the 

globe. Going forward we believe these characteristics will hold up allowing them to 

continue earning its excess return on capital for a prolonged period of time. Additionally it 

has the balance sheet capacity to deploy large sums of their capital into opportunities at 

incrementally strong returns creating the possibility for the company to continue 

outperforming the Canadian benchmark for years to come.  
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