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Disclaimer & Disclosures
RGA Investment Advisors LLC (hereinafter “RGAIA”) is registered as an investment advisor in the state of New
York. Jason Gilbert and Elliot Turner are both managing members of RGAIA and receive compensation directly by
RGAIA. As of the publication date of this report, RGAIA, the principals of RGAIA, the clients of RGIAA, and others
that we have shared our research with (collectively, the “Authors”) have long positions in and may own options
on the stock of the company covered herein (ENV) and stand to realize gains in the event that the price of the
stock increases. Following publication of the report, the Authors may transact in the securities of the company
covered herein.
Investing involves substantial risk. The Authors make no guarantees or other promises as to any results
that may be obtained from the substance of this report. No reader of this report should make any investment
decision without first consulting his or her own personal financial advisor and conducting his or her own research
and due diligence, including carefully reviewing the prospectus and other public filings of the issuer (ENV). To the
maximum extent permitted by law, we and our respective affiliates disclaim any and all liability in the event any
information, commentary, analysis, opinions, advice and/or recommendations in this report prove to be
inaccurate, incomplete or unreliable, or result in any investment or other losses. This report is not a solicitation
or offers to buy or sell any securities.
The subject matter of this report, commentary, analysis, opinions, advice and recommendations herein represent
the personal and subjective views of the editorial group, and are subject to change at any time without notice.
The information provided in this report is obtained from sources which the Authors believe to be reliable.
However, neither the Authors nor RGAIA has independently verified or otherwise investigated all such
information. Neither the Authors, RGAIA, nor any of their respective affiliates guarantees the accuracy or
completeness of any such information. Neither the Authors nor RGAIA, nor any of their respective affiliates is
responsible for any errors or omissions. Such information is presented “as is”, without warranty of any kind –
whether express or implied.
RGAIA, its clients, its principles, and the Authors may purchase and sell these securities without notice to
readers of this report and may take a position that is inconsistent with the recommendations herein.
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Firm Overview
We’re an RIA and
invest client assets
with a Growth at a
Reasonable Price
(GARP) bias, with
rigorous research
into the
fundamental drivers
of a business.
We take a long-term focus
to investing and aim to
maximize after-tax
returns. Our target timeframe is 3-5 years though
we aim for the “over” and
hope for more.

In diversification, our
primary aim is to expose
portfolios to as many
disparate factors of both
risk and reward as
possible.

Our equity portfolio
consists of approximately
25 positions, with higher
conviction ideas given 5%
allocations, average
positions 3% and more
volatile ones 2%. Cash is
typically our largest one
holding.
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Envestnet
empowers
financial
advisors
and
enterprises to deliver better outcomes for their
clients. Given our market leadership, evidenced by
thousands of clients, tens of thousands of advisors,
hundreds of billions of advisor-supported assets,
trillions in aggregated transactions and the power of
our leading data aggregation and analytics capability,
we believe we are uniquely positioned to support our
advisors and enterprises in providing better outcomes
for their clients. We enable investors to interact with
their advisors in the way that they choose, face-toface or increasingly via leveraging the digital
interactions we provide as well.
-Jud Bergman Q1 2016 Conference Call
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The Post-Hype Sleeper
(written up as a post on Beyond Proxy)

A concept borrowed from fantasy baseball about companies
performance, expectations and pricing reflect the following:

i.
ii.
iii.

iv.
v.
vi.

vii.

whose

A stock with a big following and a lot of momentum based on what could be
in the future.
The internal metrics of the company’s performance all continue moving in a
positive direction.
Despite intrinsic value rising, the pace of advance is slower than what
investors were looking for.
Momentum quickly evaporates and leads to a sharp, rapid plunge in the
company’s share price.
The momentum overshoots to the downside, while business performance
continues moving forward.
The stock is not cheap enough to be a deep value investment, and it too
recently burnt momentum/growth investors to attract their interest.
The stock’s price has leveled off into a range of apathy for an extended
period of time.
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Why Envestnet is perfectly setup as a PostHype Sleeper
• When markets decline as they did starting last summer, it is a headwind to
Envestnet achieving its growth targets.
• Most consequentially, Envestnet announced it will be acquiring Yodlee, a
financial account aggregation and data service.
• Alongside the acquisition, Envestnet indicated that organic growth would
not reach the 20% annualized top line the company had hoped for, but
rather settle in the high teens.

• Envestnet made the acquisition in-part with stock, thus incentivizing
merger arb funds to sell Envestnet while buying Yodlee.
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Envestnet short interest over time

• In the two week period from 11/13/2015 to 11/30/2015 the short interest
dropped by 1.33 million shares. The Yodlee acquisition closed on November
19th.
• At the time of the acquisition announcement on August 10, 2015, ENV
averaged less than 1 million shares traded per day. That day the stock
traded over 5 million shares. We suspect that the 1.33 million shares that
were short and covered around the closing period were sold into the falling
stock, agnostic to the fundamentals, but focused on locking in the YDLE
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conversion value as of that date.

ENV’s Businesses
• AUM and AUM/A – this is the largest segment, and the historical core
to the company. It includes the TAMP as well as a two-sided network
which connects financial advisor/asset allocators to asset managers.
• Envestnet Tamarac - A practice management and reporting software
for advisors that includes reporting, billing & rebalancing among other
practical needs. A growing segment that directly benefits from the
“going independent” trend.
• Envestnet Yodlee – A financial data aggregation platform which
features direct pipes into data at many large financial institutions.
Financial institutions are increasingly locking-down third-party access
to financial data, making “direct-pipe” access the future standard for
financial data aggregation.
Note: collectively, Envestnet Tamarac and Envestnet Yodlee are now segmented together as “licensing” for the
purposes of company reporting. In 2015, AUM/A business accounted for 79% of revenues, Licensing + Professional
Services was 21%. In 2016 we forecast the split to be 56% and 44% respectively.
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Why we love the AUM/A business
1. The AUM/A business tend to be very sticky and benefits from inertia.
People don’t frequently change advisor affiliation unless something goes
very wrong.
2. The allocation of Envestnet’s AUM/A is by nature very diverse. Considering
much of these assets are in traditional “wealth management” the AUM/A
viewed as a portfolio most closely approximates a 60/40 allocation
between stocks and bonds. Plus there should be portfolio inflows equal to
the average household savings rate. Taken together, as the company has
explained, the growth in AUM/A should be approximately three times the
rate of inflation. Note that this is purely the intrinsic (in contrast to
organic) growth of the asset business itself, not the growth that Envestnet
can tap into from expanding the number of advisors who use its platform.
3. In aggregate, the AUM/A is stylistically agnostic. It doesn’t matter whether
passive or active is more in favor. There are all kinds of managers on
Envestnet. Even within active, if a style like “momentum” is replaced with
“value” in popularity, Envestnet will capture this transition.
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Growth levers
There are three main levers to all of Envestnet’s businesses that flow
through clearly in the economics of the AUM/A segment:
1. Growth in advisors on the Envestnet platform
2. Growth in accounts per advisor
3. Growth in dollar value per account
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The two-sided network within the AUM/A business
Murray Stahl on the FRMO Corp Q2 2014 gave investors a glimpse into how
Horizon Kinetics is building out new strategies. The answer reveals the
power of the Envestnet two-sided network:

“It’s also worthy of note that there is another $5 million of assets
you really can’t see in the Virtus Wealth Masters Fund, because
the Wealth Index is on a platform called Envestnet. Envestnet is a
model platform. Essentially, you deliver your model, which is a
list of securities and weights, and people are free to invest in
that model or not, and if they choose to invest in that model
Envestnet, automatically puts you in. We don’t really engage in
marketing in the sense of business development; people just have
to find it, and about $5 million dollars’ worth have found it.”
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Envestnet Tamarac’s overlooked, understated value
In addition to fee-based revenue, Envestnet also sells a software platform
called Envestnet Tamarac. We think Tamarac is an outstanding product,
which benefits from its own kind of stickiness and a long runway of growth.

Advent, the parent company of Black Diamond, recently sold for 18x
EV/2015 estimated EBITDA. This juicy multiple is reflective of the high
margin nature of these businesses, the extended pipeline of growth, and the
stickiness of existing customers.
Envestnet bought Tamarac in 2012 for
$54 million. At the time Tamarac was
generating $9.6m in revenue.

In 2015, Tamarac earned $63.7m in
revenue. ENV accelerated Tamarac’s
growth from ~50% to 87% annualized
with the business continuing to grow at
a healthy clip.
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The Yodlee Question Mark?
Investor’s questioned Envestnet’s purchase of Yodlee and entry into the data aggregation
business. Shortly after the deal, much ink was spilled on the idea that banks were cutting
data aggregation platforms off from information. This issue caused the stock some pain;
however, it actually highlights the company’s competitive advantage, per Yodlee founder
Anil Arora:

“this is an area of very significant competitive advantage for Yodlee. Because the
way we gather our data a little over 75% and increasing of all the data in our
system is gathered through direct connectivity, direct pipes, if you may, that we
have built into the majority of large financial institutions. And so there is a
very significant structural difference in how we gather data at least in terms of
the majority of our data, particularly with large FIs....
Our competitive advantages in the marketplace continued to grow as we have
industry-leading distribution, scale, and state-of-the-art technologies including
our next generation aggregation technology, which we rolled out in the past few
months. Importantly, Yodlee uniquely has a proprietary data network where
we connect directly into large banks for over 75% of all the data we
aggregate. For data gathering, Yodlee partners and works collaboratively
with the majority of its large financial institutions most of whom are our
customers.”
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The Great Financial Crisis, fiduciary standard and a
changing landscape
The Great Financial Crisis and changing regulatory landscape have helped
accelerate the investment management industry’s transformation from the
broker / dealer (b/d) model that made money off of commissions to the
fee-based, independent model that makes money off of a small percentage
of assets under management.
The pivot from the b/d model to the RIA platform has also come with the
growth of a fiduciary standard, whereby managers must put themselves in
the shoes of their clients when making decisions.
RIAs experienced the strongest growth among the independent channels.
According to Cerulli, the channel increased 17.1% in 2013 to $1.67 trillion
in total assets and expanded its asset marketshare from 9.2% in 2007 to
11.9% in 2013, which equates to a compound annual growth rate of 8.3%
and a $600 billion boost in assets on a base of $1 trillion. This has
continued apace today.
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A strong management team led by the
company’s visionary founder
Founder and CEO Jud Bergman owns $23m
worth of stock (as of this writing)

• Bergman conceived of the idea behind Envestnet’s AUM/A business while
an MD at Nuveen in 1999. Nuveen didn’t want to take a stake in the
business because they sell their products through the wirehouses and this
was seen as disrupting their own business. Bergman persisted nonetheless.
• Bergman’s knowledge of the existing infrastructure as a practitioner gave
him a unique advantage over the other players trying to innovate on the
software side.
• Envestnet started with a vision for how software could impact the
advisory and investment management landscape and Bergman & his team
have made smart strategic acquisitions along the way to enhance the
platform.
• CFO Peter D’Arrigo helped Bergman write the business model while at
Nuveen in 1999, but only joined more recently. A real sharp team who
understand all sides of the existing16asset management landscape.

Sources of Moat
1. Network effects:
i. advisors who use asset managers through the two-sided network.
ii. Particularly important re: Fidelity relationship b/c while Fidelity
formerly accounted for over 10% of revenues, in reality this is
fragmented at the advisor level and even were Fidelity to suspend
its relationship, advisors would have to affirmatively switch their
own allocations to change the ENV revenue picture.
2. Switching Costs:
i. Advisors build their workflow around the platform. A lot of time goes
into this. Client-facing software white-labels the Tamarac suite. As a
result, retention rates are between 97-98% per the co.
ii. Advisors on the platform grow AUM at 2x the rate of “advisors”
generally.
3. Virtuous Cycle:
i. Advisors who use one of Envestnet’s solutions are likely to explore
their other offerings.
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All are scalable business lines that have operating
leverage as they grow, which strengthens the moat
• Per conversation with CFO Peter D’Arrigo: “EBITDA in steady-state will
grow faster than revenue. Target 20% rev growth, 25% EBITDA growth.
5% spread in growth rate is what’s going to affect margin. Just below
18% in adjusted EBITDA margin. If you play this out for 5 years, get to
the low to mid 20s [EBITDA margins]”

Each of the lines of business are capital lean. They require little
incremental CAPEX and actual lead to cash generation from working
capital via float.
• Envestnet bills in advance of paying advisors and gets to scale current
liabilities faster than its current assets.
The minimal incremental need for capital has enabled the company to
pursue both vertical and horizontal acquisitions that accelerate growth
and expand the company’s TAM.
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Revenue Drivers
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Quantifying the Envestnet’s investment potential
1. For the next 5 years we estimate top line growth rates from the high teens
slowing to the mid-teens. We also imply margin improvement over the next 5
years with 2020s EBIT margin reaching 18.5%. We thereafter assume no margin
improvement other than the declining impact the amortization of the Yodlee
deal will have as revenues scale.
2. Using those assumptions, to back into today's stock price, the top line would
then have to grow at 6% per year for the next 5 years, before going to a 3%
terminal rate thereafter.
3. Terminal growth is normally tied to GDP growth; however, Envestnet is
uniquely positioned to outpace this hurdle. The company's growth in the
AUM/A business is tied to the performance of the 60/40 portfolio (the average
allocation of the pool of assets) and the household savings rate. Per
management's studies and our own analysis, the long-term average of growth
here is around 3x the inflation rate.
4. With more reasonable assumptions (that are still below the Street consensus)
we get a price target in the upper-mid $40s. Not bad upside for a company
that can compound at a double-digit rate for the foreseeable future!
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