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Date of Last Change 09/25/2013

   

Current Price (09/25/13) $1.36

 

Six- Month Target Price $2.60

     

OUTLOOK 

SUMMARY DATA  

Risk Level Above Average

 

Type of Stock Small Growth

 

Industry Mach-Electrical

 

Zacks Rank in Industry N/A

                      

With more than $15 million in annual revenue, AVT 
has become a leading developer and supplier of 
innovative vending machines and services. AVT 
custom designs automated shops and has created 
systems that include the first automated cupcake 
dispenser, caviar store, prescription medicine 
vending system, Marley Coffee automated stores, 
Rug Doctor automated self- service rental centers, 
Quicksilver boutiques, and others. The company s 
automated micro-stores can sell almost anything and 
be installed almost anywhere, enabling retailers to 
grow sales while reducing costs.    

52-Week High $6.65

 

52-Week Low $0.75

 

One-Year Return (%) NA

 

Beta N/A

 

Average Daily Volume (sh) 15,734

   

Shares Outstanding (mil) 13.6

 

Market Capitalization ($mil) $19

 

Short Interest Ratio (days) 0.9

 

Institutional Ownership (%) N/A

 

Insider Ownership (%) 5.7%

   

Annual Cash Dividend  $0.00

 

Dividend Yield (%)  0.00

   

5-Yr. Historical Growth Rates 

 

    Sales (%) 46%

 

    Earnings Per Share (%) N/A

 

    Dividend (%)   N/A

   

P/E using TTM EPS N/A

 

P/E using 2013 Estimate N/A

 

P/E using 2014 Estimate 14.1

   

Zacks Rank N/A

   

ZACKS ESTIMATES  

Revenue  
(in millions of $)  

Q1 Q2 Q3 Q4 Year  
(Mar) (Jun) (Sep) (Dec) (Dec) 

2011             10.3A 
2012 3.4A   

 

3.6A 3.8A 4.3A 15.3A 
2013 1.4A 1.6E 4.5E 5.1E 12.7E 
2014             29.8E   

Earnings per Share 
 (EPS is operating earnings before non recurring items)  

Q1 Q2 Q3 Q4 Year  
(Mar) (Jun) (Sep) (Dec) (Dec) 

2011

 

            

 

$0.01A 
2012

 

$0.01A

 

$0.01A

 

$0.01A

 

$0.00A

  

$0.03A 
2013

 

-$0.02A

 

-$0.01E

 

$0.00E

 

$0.00E

 

-$0.02E 
2014

 

             $0.10E   

Zacks Projected EPS Growth Rate - Next 5 Years % N/A

 

Quarters may not add to annual due to share count changes 
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      KEY POINTS  

 
Originally founded as a vending route company, AVT (Automated Vending Technologies) has 
restructured to become a technology company focused on the automated retail industry. In 
2008 management launched a strategy to exploit the growth of automated retail. AVT assembled a 
team of experienced engineers and technicians to develop vending technologies for high-end 
systems. At the same time, in anticipation of strong revenue growth, the company expanded its 
Corona, California production facility from about 30,000 square feet to roughly 60,000.  

 
As a result of the new business model, AVT s revenue has grown from $2.3 million in 2007 to $15.3 
million in 2012. That equates to a CAGR of 46%. Management s goal is to reach $100 million in 
revenue by the end of 2015. Because it has already expanded its plant and added staff, we believe 
that AVT can achieve economies of scale as revenue ramps. 

 

Secular trends support robust growth, in our view. The self-service automated retail market in the 
U.S. is expected to grow from $740 billion in 2010 to more than $1.1 trillion in 2015, according to the 
IHL Group. Management also believes its VMS and TSv technologies will become the automated 
retailing industry standard because they enable retailers to increase customer convenience and sell 
more products, while reducing costs with improved inventory control. The company s automated 
micro-stores can sell almost anything and be installed almost anywhere.  

 

AVT is the exclusive domestic distributor of Marley Coffee branded kiosks and automated coffee 
stores, which is included in AVT s proprietary vending operations. The company intends to install 
about 2,000 company-owned units within the next two years. Management expects the Marley Cafes 
to generate more than $24 million in revenue by year-end 2014.  

 

We believe there will be strong consumer acceptance of the Marley Cafes, which management has 
indicated are outperforming expectations. First, domestic coffee consumption continues to rise. 
Second, with other companies targeting the gourmet coffee vending niche, consumers are becoming 
accustomed to purchasing premium coffee through this channel.  

 

We believe the addressable market for AVT s vending solutions is large and growing. AVT has 
created systems to vend a range of products and at the same time, consumers have increasingly 
embraced the automated retail channel for purchases of items that were traditionally sold only 
through bricks and mortar retailers.  

 

We believe risks include the company s dependence on key executives including the founder and 
that AVT is still in the early stages of its transition, among other risks.   

   
     OVERVIEW  

AVT (Automated Vending Technologies) is a technology company focused on the automated retail 
industry. The company shifted its focus about five years ago, as management launched a new strategy 
to exploit the growth of automated retail. Since then, AVT has transitioned to become a leading developer 
and supplier of web-backed, fully automated vending machines, products and services. AVT spent 
several years designing its own systems to improve its ability to operate units remotely and to enhance 
the customer experience shopping at an automated retail unit. The company has obtained patents on 
many of its systems. AVT offers wireless remote management of systems, touch screen displays and 
integrates digital signage linked to an advertising network into each machine.   

In conjunction with its transition, the company expanded its Corona, California production facility, nearly 
doubling the size from about 30,000 square feet to about 60,000. Over the course of several years, AVT 
assembled a team of experienced engineers and technicians to develop vending solutions and 
technologies that the company could incorporate into a high-end line of self-service products. The 
company invested in research and development and successfully produced new, patented and patent-
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pending systems and technologies that have allowed AVT to compete with larger companies in the 
sector.  

AVT s engineers generate CAD drawings that its manufacturing partners then use to produce high end 
vending system components that the company assembles at its California plant. Because the assembly 
facility is located in California, management believes that ATV is the only vending company that can 
custom design, manufacture and deliver an automated retailing solution in just a few short weeks.   

AVT machines incorporate technology that enables cashless purchases so consumers can use their 
credit cards, high tech touch screens that frequently allow consumers to get a 360 degree view of the 
products and two-way Internet enabled communication between the machine and the operator. The 
machines can also display digital signage that streams advertising, adding a new revenue stream for 
AVT. Through a retrofit, AVT technology can add LCDs and PC technology into existing vending 
machines, as well. The company s technology enables operators to sell a greater variety of products and 
can also enhance the machine s marketing appeal. In addition, AVT technology enables the operator to 
log into the machine remotely to check inventory and keep track of sales and cash flow.    

AVT Design Highlights  

 

Caviar Store 

 

Prescription Medicine Vending System 

 

Marley Coffee Automated Stores 

 

Rug Doctor Automated Self-Service Rental Centers 

 

Quicksilver Boutiques 

 

Mountain Dew Plastic Bottle Redemption Rewards Center. 
Source: Company reports 

  

AVT Delivers Turnkey Automated Retail Unit 

  

In addition to its ability to deliver custom designed units in a short turnaround period, the company can 
also deliver turnkey automated retail units. AVT manages all aspects of the project, from developing the 
concept, to design and manufacturing, to installing the completed system and then managing it remotely. 
AVT has created systems to vend a range of products, including cupcakes, caviar, prescription medicine, 
cosmetics, coffee, swimsuits, clothing, sunglasses, propane tanks and electronics, among others.   

At its design studio, AVT works with its customers to design a machine specifically for their product and 
placement location. For example, AVT builds systems for publically traded Medbox (MDBX-nr), as well as 
for other companies in the medical and pharmaceutical industries.  AVT worked with MedBox to integrate 
biometric fingerprint recognition technology into an automated prescription medicine dispensing 
machine1. After designing the concept, AVT programs the machine, manufactures and installs the 
software and monitors the network. AVT can also place and merchandise the automated shop, as well as 
ship and replenish inventory.  

Another benefit of manufacturing on-site in California using components sourced from a variety of 
vendors is that it reduces AVT s manufacturing costs and allows AVT to incorporate its technology into 
the systems during the production process. The company sells systems directly to distributors, vending 
operators and end users located primarily throughout the U.S., Canada and Mexico.       

                                                

 

1 Vending Times, December 2011, AVT Expands Medbox Biometrics To High-End Venders 
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Five Focus Areas

 
AVT has five focus areas and each one provides a revenue stream.   

1. Automated Retailing design and development: The company uses its proprietary software to custom 
design and manufacture systems that meet almost any automated retailing need.  

2. Company owned systems: In addition to manufacturing systems for other operators, AVT continues 
to operate its own automated retail units. For example, AVT operates Marley coffee systems that it 
calls Marley Cafes. AVT plans to build and deploy more than 2,000 company owned machines within 
the next two years. The company expects this business unit is to generate recurring revenues and 
cash flows.   

3. Leasing and Financing: The company offers a leasing program for customers. This business unit 
allows AVT to use its cash balance to generate income.  

4. Licensing: AVT has a patent on the wireless control of vending and automated retailing systems. The 
company intends to monetize this patent for use in the machines that it manufactures for its 
customers and pursue potential patent infringers.   

5. Advertising: AVT can include ads on its systems and generally sells the advertising under a revenue 
share model with the system operator. For example, a machine installed in a hotel could advertise 
some of the items the machine dispenses and also advertise the hotel s other services. Customers 
can purchase advertising for a machine at a single location or for a chain of machines.   

AVT s Five Focus Revenue Streams  

 

Source: Company reports      
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As a result of the transition in its strategy and business model, AVT s revenue has grown from $2.3 
million in 2007 to $15.3 million in 2012. That equates to a CAGR of 46%. Management s goal is to reach 
$100 million in revenue by the end of 2015. Because it has already retooled and expanded its plant and 
added engineering and technical staff, we believe that AVT can achieve economies of scale as revenue 
ramps.    

Source: Company reports   

Secular trends support this anticipated robust growth, in our view. The self-service automated retail 
market in the U.S. is expected to grow from $740 billion in 2010 to more than $1.1 trillion in 2015, 
according to the IHL Group. Management also believes its VMS and TSv technologies will become the 
vending industry standard because they enable retailers to increase customer convenience, sell more 
products, reduce labor costs, cut theft, control inventory, and improve revenues. The company s 
automated micro-stores can sell almost anything and be installed almost anywhere, which enables 
retailers to boost sales while reducing costs.  

At the same time, operators are using 
vending machines to sell a broader range of 
products and more sophisticated items than 
the snack foods, beverages and cigarettes 
that were once the mainstay of the vending 
industry. One example of this is the machine 
AVT has developed to sell Kardashian 
cosmetics. It leverages AVT s touch screen 
technology in order to enhance the 
consumer s shopping experience.   

We believe the growth of automated retail 
suggests strong opportunities for AVT, which 
has designed machines to sell a wide array 
of products. Moreover, technology to enable 
cashless transactions has made it easier and 
more convenient for consumers to use 
vending machines and kiosks. Studies 
indicate that cashless technology has 
therefore had a positive impact on sales.       

Kardashian Cosmetics Machine  

Source: Company reports
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     TECHNOLOGY HIGHLIGHTS  

AVT has proprietary technology that addresses current technological trends in the vending industry. 
Some of the highlights of the technology that AVT can include in its systems are presented below.    

Vending Management System (VMS)

  
AVT s VMS system allows system owners to 
view item information for each machine to 
help plan for daily inventory restocking, sales 
data and potential problems. The technology 
increases operational efficiency and helps 
manage and prevent inventory shrinkage. It 
leverages the internet, which management 
believes is a key differentiator relative to 
other machines.  

Automated Express Market

  

AVT s trademarked Automated Express 
Market (AEM ) system is PC based and 
designed for operators that cannot sell food, 
convenience items or higher priced items 
easily or during extended hours. 
Management believes smaller hotels, malls 
and retail stores, among other locations, 
could benefit from an AEM system. The 
system can dispense more than 72 items 
including snacks, hot meals, ice cream, 
alcoholic and non-alcoholic beverages, 
sunscreen, toothpaste, brushes and even 
high ticket items such as cell phones and 
digital cameras. A hotel guest can bill an 
item directly to the room through the touch 
screen vending technology (TSV ) and the 
machine also accepts credit cards and smart 
cards. AVT is exploring opportunities with 
many limited service hotel chains, as well as 
convenience stores, shopping malls and 
other potential venues.   

Media Advertising

  
Most AVT systems can add messaging using 
AVTi Media to allow the consumer to view 
an advertisement or hotel message while 
making a product selection through the 
Digital TV Message Board (DTVMB) 
technology.   

Vend Sensing System (VSS)

  

Once payment has been received and the 
system begins dispensing the item, the VSS 
can detect whether the product has actually 
been dispensed and dropped into the 
delivery bin using an auto-calibrated 
ultrasonic beam. If the VSS circuitry does not 
detect that an object has entered the 
customer delivery bin, it returns a no vend 
object detected

 

command signal to the 
control electronics.  

Next Gen 

  

AVT s next gen machines can be configured 
with an integrated PC that enables additional 
functions, including cashless vending, 
remote sales management and media 
advertising. This technology allows operators 
to plug the unit into a standard 120 VAC 
household power outlet instead of a 220 
VAC circuit. Management believes next gen 
machines can reduce machine acquisition 
cost by more than 50% and also reduce 
costs by eliminating the need to upgrade the 
power outlet.    



   

Zacks Investment Research                                          Page 7                                                            scr.zacks.com 

Marley Coffee

  
As part of its proprietary vending operations, AVT is the exclusive domestic distributor of Marley Coffee 
branded kiosks and automated coffee stores. The company intends to install about 2,000 company-
owned units within the next two years. Management expects the Marley machines or Marley Cafes to 
generate more than $24 million in revenue by year-end 2014. Marley Cafes can brew a cup of freshly 
ground coffee for significantly less than it costs bricks and mortar high-end coffee chains that employ 
baristas and pay store rent. Moreover, some Marley Cafes have nearby seating areas so that people can 
sit and relax over their coffee just as they do in the bricks and mortar locations.   

Hot Beverage Vending
2007 2008 2009 2010

Fresh-brew regular $483.80 $446.20 $432.20 $411.75
Fresh-brew decaf 42.9 38.8 43.25 40.5
Fresh-brew specialty/ flavored 110.5 101.85 66.66 59.25
Freeze-dried regular 43.3 40.2 44.72 23.25
Freeze-dried specialty 121.1 111.5 54.47 58.5
Tea 35.1 33.95 18.7 12.9
Hot chocolate 116.1 111.5 94.88 87.53
Soup 28.4 19.4 4.88 3.99
Other 64.7 65.46 52.44 50.63
Source: Automatic Merchandiser  

Hot beverage vending has not participated in the general growth in coffee consumption that the 
ubiquitous Starbucks (SBUX-nr) and other premium bricks and mortar venues have helped fuel. 
Importantly, overall consumption of gourmet coffee also continues to grow, advancing from 37% of all 
cups of coffee consumed in the U.S. in 2011 to 46% in 2012.  

We believe coffee vending has lagged in part because of the changing nature of the domestic economy. 
Specifically, hot beverage vending machines were generally concentrated in industrial, blue collar work 
areas like factories or construction sites. Vending operators have removed many hot beverage machines 
over the past few years, as the industrial manufacturing base has contracted. In addition, we believe 
sales have also been impacted by negative perceptions consumers have from the days when they could 
only purchase poor quality coffee through vending.   

Changing consumer perceptions

  

However, we believe there will be strong consumer acceptance for the Marley Cafes. First, domestic 
coffee consumption continues to rise, as noted. In 2012, daily coffee consumption increased by 5%, 
according to the National Coffee Association (NCA)2. The gain in coffee consumption is most significant 
in the 18 to 39 demo. This is key, we believe, as AVT intends to place several Marley Coffee machines 
on college campuses. AVT has already begun installing Marley Cafes on campuses, including at the 
Student Bookstore at South Carolina University, through its agreement with Neebo, one of the largest 
suppliers of textbooks in the country with more than 250 campus bookstores nationwide.   

Moreover, with other companies targeting the automated retail gourmet coffee niche, we believe 
consumers are becoming accustomed to purchasing gourmet coffee through this channel. For example, 
Outerwall (OUTR-nr) is deploying Seattle's Best coffee vending machines in high-traffic public locations 

                                                

 

2 NCA s National Coffee Drinking Trends study engaged a nationally representative sample of 2,955 people 18 and older, which NCA 
believes ensures that the data is accurate plus or minus 1.9% 19 times out of 20.    
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primarily in grocery, drug and mass merchant retail channels. While Outerwall  and potentially others 

 
engaged in the gourmet coffee vending niche implies competition for AVT, we believe the addressable 
market is large enough to accommodate several players. Moreover, AVT has early mover advantage, in 
our view, and along with other early entrants, can help change consumers perception of coffee 
purchased through vending machines. As upscale coffee brands such as Marley s and Seattle's Best 
expand in this channel, we believe that consumers will respond positively.   

Negative perceptions are also likely to change, in our opinion, as the venues themselves change. In the 
past, prime locations for vending food and coffee have often been large factories, hospitals, college 
dormitories and other places where people could not leave easily and generally needed to purchase food 
and coffee quickly. Vending was a good solution because it was always available and could be placed 
near workstations, study desks, hospital waiting rooms, etc

 

so that people could grab something 
quickly on the go. Often this also meant that the quality of the food and coffee the machine dispensed 
was inferior.   

At times, certain trade groups tried to change both the quality of coffee delivered through vending 
machines and consumer perception about it. For example, in the 1980s the CDG (Coffee Development 
Group) tried to boost coffee consumption using taskforces that targeted different population segments. 
One taskforce was responsible for installing machines on campuses. It worked with local specialty 
roasters to introduce college students to gourmet coffee. These taskforces ended when the 1983 
International Coffee Agreement lapsed in 1989.   

However, as part of this project, the CDG conducted studies about coffee consumption that had positive 
implications for vending. The studies indicated that consumers were willing to pay a premium for 
premium coffees that were vended through a dual-grinder machine. Studies also found that consumers 
liked vended coffee, but had two objections. First, the cup did not provide sufficient insulation and 
second, there was no real dairy creamer. Technology has enabled solutions to both of these problems.    

Moreover, AVT s Marley Coffee micro-stores and self-service centers feature a variety of premium 
gourmet blends. The Marley brand itself is about quality, sustainability, ethical farming, and organic 
artisan roasts. Thus, with improvements in the coffee itself and better placement to capture a broader 
range of patrons, we believe this is a likely growth channel.   

Addressable Market

  

We believe the addressable market for Marley Cafes, as well as for other items dispensed through AVT 
machines, is large. According to Vending Times magazine, an estimated 1.4 million vending sites are 
located nationwide in manufacturing plants, factories, offices, government buildings, schools, colleges, 
hospitals and other public locations. They are served by approximately 9,000 vending operators. In 
addition, there are approximately 52,000 hotels nationwide, according to the American Hotel & Lodging 
Association, including roughly 6,000 business-oriented hotels with more than 150 rooms, and 
approximately 14,000 hotels with 75 to 150 rooms. Many of these smaller hotels cannot afford to provide 
24-7 room service or gift shops that operate around the clock. Automated retail is a good solution that is 
available at any time.   

For Marley Cafes, AVT targets college campuses, traditional retail locations, high- traffic venues such as 
theaters and hotels and traditional foodservice vendors. In May, the company announced an agreement 
with Cupful, Inc. for 300 Marley units that Cupful will place in the Las Vegas market. The company 
expects the deal to generate $2.5 million is sales revenue. AVT also recently announced that it had 
awarded an exclusive distributorship of Marley Coffee Automated Stores in the Tri-County area of South 
Florida. The company estimates that this franchise can generate more than $3.5 million in revenues for 
AVT. Miami-Dade, Broward and Palm Beach are Florida's three most populous counties. With over 5.5 
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million people3, the Miami metropolitan area is Florida s most densely populated city. The company also 
announced last week that it had installed a Marley Café in the Westwood Pavilion in Las Angeles.  

The location will be a key driver of per unit sales, in our view. The economics on the Marley units placed 
in high traffic locations are attractive, in our view. The machines cost about $8,500 to purchase and the 
company estimates that units can generate monthly net revenue of $1,500 to $2,000. This implies a 
payback on the initial investment within the first year of operation.   

Marley Coffee Kiosk Unit Economics ($ 000s)

Unit purchase price $8,500

Monthly Gross / machine $1,500 $2,000

Other potential 
estimated monthly costs

$500 $500

Avg payback period Year 1 Year 1

Source: Company reports

  

Discontinued operations

  

In April 2008, the Company acquired 100% of the outstanding common shares of AC Mexican Food, Inc., 
which operated Jalapeno s Mexican food restaurant. AVT sold this investment in 2012.     

     INDUSTRY OUTLOOK    

Vending History  

Vending has a history that dates back to ancient times. In fact, there are indications that the first known 
vending device was invented in roughly 215 BC by Hero of Alexandria, a Greek engineer and 
mathematician. Early machines  were placed in temples and dispensed holy water once coins were 
inserted. It was in the early 1880s that the first commercial coin-operated vending machines were 
introduced. They were installed in London and sold post cards. At about the same time, an English 
publisher and bookshop owner named Richard Carlisle invented a vending machine that dispensed 
books.  

In 1888, vending machines were introduced in the U.S. when the Thomas Adams Gum Company 
installed Tutti-Frutti gum machines on New York City subway platforms. In 1897, the Pulver 
Manufacturing Company added animated figures to vending machines. Once coins were deposited, the 
figures moved to amuse the customer. Machines that dispensed a wide variety of products including 
cigars, postcards and stamps soon followed. In 1902, the famous Horn & Hardart Automat restaurant 
opened. It was completely coin-operated and remained in business until 1962.  

Following World War II, the vending industry grew at roughly twice the pace of GNP. This growth was 
driven primarily by three things: 1) rising labor costs made machines an attractive alternative to hiring 
workers; 2) technological advances in food preservation and dispensing equipment enabled machines to 
dispense hot meals, sandwiches, coffee, and soft drinks; and 3) technological advances in money-
changing equipment allowed machines to dispense products at various price points. Vendors targeted 

                                                

 

3 As of the 2010 Census. 
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locations where people had limited time for lunch breaks such as factories, offices, schools, hospitals and 
other institutions. By 1960, the vending industry had reached $2.5 billion in annual sales.  

Vending sales of food and beverages (F&B) reached $22.05 billion in 2008. However, vending is not 
immune to economic cycles. In 2009, sales of food and beverages from vending machines fell 10% to 
$19.85 billion from 2008 s above noted $22.05 billion, according to Automatic Merchandiser magazine. 
This decline is primarily attributed to high unemployment levels and general consumer belt tightening. 
Overall, the F&B vending industry remained under pressure for four years.   

Finally in fiscal 2012, a recovering economy and rising consumer confidence combined to produce a 
1.9% year-over-year increase to $19.31 billion. This metric was up from $18.96 billion in 2011, but it was 
still below the 10-year high of $23.21 billion the industry recorded in 2007 and it fell short of the 4.5% 
growth registered by bricks and mortar restaurants and bars.4 Moreover, the 2012 growth stemmed 
partially from overall price increases, as 83% of vending operators raised prices to offset rising product 
and operating costs. Nevertheless, this uptick does indicate that the F&B segment of the automated retail 
industry has turned the corner, in our view.   

Food and Beverage Vending Sales ($ Billions)

Source: Automatic Merchandiser
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Technology was another factor contributing to growth in 2012, as well. We believe this bodes well for 
AVT. Specifically, vending operators installed a broader range of payment options in 2012, including 
cashless. Research suggests that cashless machines fuel higher vending sales. Remote machine 
monitoring (RMM) or wireless technology also increased 8% in 2012, another positive trend for AVT, in 
our view.  

DVDs: Growth of the Automated Retail Channel  

The overall domestic self-service automated retail market, which includes micro-stores that sell a variety 
of non-F&B products, is expected to expand from $740 billion in 2010 to more than $1.1 trillion in 2015, 
according to the IHL Group. Technology has enabled vending to become more sophisticated and 
dispense a broader range of products. AVT has manufactured machines to sell a wide variety of items, 
as noted, and we believe people are becoming more accustomed to purchasing high-end items through 
automated retail. For example, in international markets, consumers already purchase underwear, 
eyewear, perfume, shoes and lingerie. There are even high end vending machines to rent a Bentley or 
Rolls Royce.5    

                                                

 

4 According to food research firm Technomic. 
5 Luxury Launches, Morgans Hotel s Vending Machine Throws Out Exclusive Items, March 7, 2009 
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The DVD market offers proof of concept for the growth prospects of automated retail, in our view. In 
2004, McDonald s (MCD-nr) launched a pilot program for DVD rentals, installing several DVD rental 
kiosks in its fast food restaurants. That successful beta test eventually led to the network of DVD rental 
kiosks operated by Redbox, now a subsidiary of Outerwall and one of the leading players in the DVD 
rental industry today. In total, kiosks represented 46% of total physical DVD rentals in 2012, according to 
NPD Group, up from 38% in 2011 and only 2% just a few short years ago in 2007. The growth of the 
kiosk channel has come at the expense of bricks and mortar DVD retailers, which NPD s date indicates 
now account for only 22% of total DVD rentals, down from a commanding 71% in 2008, and subscription 
services.   

Kiosks: Growing Percent of Physical DVD Rentals, 2007-2012  

    Source: NPD  

We believe the DVD example also highlights an important risk inherent in automated vending, as it is for 
retail in general: that location is a critical determinant of success. Redbox expanded its kiosk network and 
competes successfully in the DVD rental market, as noted. By comparison, through a licensing 
agreement with Blockbuster, then the still dominant player in the DVD rental sector, NCR (NCR-nr) 
began installing a network of DVD rental kiosks that we believe did not achieve the same level of success 
as the Redbox units. We believe a significant difference between the two initiatives was the placement of 
kiosks. Just as in bricks and mortar retail, we believe that placement  or location  is key in driving 
revenue for micro-stores and kiosks.    

           INDUSTRY POSITION  

Companies such as Flextronics (FLEX-nr) incorporate many of the same vending technologies as AVT 
but rely primarily on offshore manufacturers. By contrast, AVT assembles the components at its own 
facility in California. In fact, management believes that ATV can provide one of the fastest turnaround 
times in the industry, from the conception of a retail idea, to developing the design with the customer and 
then building and delivering the completed machine.   

Moreover, AVT has patents and patents pending on several technologies, including wireless 
management of remote vending and interactive advertising. Management believes its patent portfolio 
provides a competitive edge over many other companies in the space. For example, when the U.S. 
Patent Office granted AVT a patent relating to a wireless system designed to manage a network of 
remote vending machines, AVT began to explore opportunities to enforce the patent. AVT's Patent No. 
8,191,779 covers 19 uses, including cashless transactions conducted by a vending machine through a 
wireless system.  
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According to Vending Times magazine, AVT has struck deals with several sizable customers as 
licensees of its patented wireless vending control system. In addition, the company has begun the 
process of trying to bring others into compliance. AVT management believes there could be as many as 
200,000 machines that are infringing on its patent, based on the estimated domestic installed base of 
vending machines and the percent that have technology to support cashless transactions. AVT hopes to 
bring most of these into compliance and earlier this week, retained a leading patent litigation firm to help 
with this initiative.     

     VALUATION   

We believe that AVT shares present one of the only pure play ways to gain exposure to the growing 
automated retail sector. AVT s revenue has grown from $2.3 million in 2007 to $15.3 million in 2012, as 
noted. That implies that the company s shares trade at a multiple of roughly 1X on a market cap to TTM 
revenue basis, which in our view does not mirror AVT s expected growth. 

Although we conservatively project revenue slightly down in 2013, we believe our forecast could prove to 
be too low if revenue from initiatives such as Marley Cafes and Utique ramp faster than our forecast 
reflects. We expect the company s results in 2014 to be significantly stronger, mirroring the timing of 
developing and delivering new machines and as the Marley footprint grows and the Utique and other new 
businesses expand. The shares trade at only 0.5X our 2014E projected revenue of $29.8 million.   

Although companies such as Flextronics, NCR and Outerwall are engaged in automated retail, we 
believe none provides a direct comp for AVT shares. We note, however, that our $2.60 price target 
implies a multiple of 1.2X on our 2014 revenue forecast, which would put the shares roughly in-line with 
those of NCR.   

Industry Comparables

Price Market
Company Ticker 09/25/13 High Low Cap ($M) 13E 14E
Flextronics* FLEX $9.27 $9.71 $5.47 $5,670 $24,970 $26,550
Outerwall OUTR $49.00 $65.60 $40.50 $1,340 $2,320 $2,470
NCR NCR $39.61 $39.84 $20.92 $6,580 $6,320 $6,730
USA Technologies** USAT $1.76 $2.75 $1.16 $58 $36 $44

AVT, Inc. AVTC $1.36 $6.65 $0.75 $15 $13 $30

13E 14E 13E 14E 13E 14E
Flextronics* FLEX 0.2x            0.2x                 $0.84 $1.05 11.0x              8.8x                
Outerwall OUTR 0.6x            0.5x                 $4.93 $5.39 9.9x                9.1x                
NCR NCR 1.0x            1.0x                 $2.75 $3.09 14.4x              12.8x             
USA Technologies** USAT 1.6x            1.3x                 ($0.03) $0.04 NM 44.0x             

AVT, Inc. AVTC 1.2x            0.5x                 ($0.02) $0.10 NM 13.0x             

*FY ends March       **FY ends June
Source: Yahoo Finance

52 Week

P/E

Revenue ($M)

EPS Market Cap/Rev
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     MANAGEMENT   

Founder and Chairman AVT s Chairman Shannon Illingworth founded the company. Earlier in his 
career, he played in the NFL for the Los Angeles Rams. Immediately after leaving the NFL and prior to 
launching AVT, he was VP of Sales for a sizable reseller of wireless services. We believe he has been a 
key proponent and driver of AVT s decision to reposition itself as a technology company focused on 
automated retail.  

CEO The company s CEO, James Winsor, heads AVT s manufacturing operations and R&D. He has 
more than 20 years of experience in engineering, manufacturing and project management. He joined 
AVT in 2006 and has been with the company throughout this transition. Prior to joining AVT, he was with 
privately held Pixel Touch Inc., which manufactures kiosks and other self-service machines. He was at 
Pixel Touch from February 2003 until joining AVT in April 2006.  

Chief Marketing Officer The company s Chief Marketing Officer, Mike Kiser, also has substantial 
industry experience. Before he joined AVT, he served as the CEO for a large vending, dining and office 
coffee company. His experience is critical, we believe, to the company s Marley Coffee initiative.     

     FINANCIAL HISTORY   

Last week AVT reported results for the quarter ended March 31, 2013. Not surprisingly given how back-
end weighted management expects 2013 to be, total revenue of $1,395,307 was down versus 
$3,449,200 registered in the quarter ended March 31, 2012. The decrease was largely attributable to 
lower manufacturing sales. Reflecting the fairly long build cycle on custom built kiosks, we believe AVT s 
revenue stream may be lumpy for the next several quarters. As recurring revenue grows  from Marley 
Cafes and management and software fees, among other revenue streams  we believe that will help 
smooth out the quarterly variances in manufacturing revenue. We expect higher manufacturing revenue 
in the second half of 2013 as the company ramps up the Utique initiative.   

Because direct costs declined along with revenue, the company s gross profit margin came in at 47.0% 
compared to 45.8% in the 2012 quarter. Operating expenses declined as well to $1,044,176 from 
$1,324,115. Nevertheless, on the lower revenue base, the company reported a net loss of ($417,244) 
compared to income of $225,152 registered in the 2012 quarter.    

     RECENT NEWS  

Earlier this week, AVT announced that it had retained patent litigation firm One LLP to assist in the 
enforcement of AVT s patent on the wireless control of multiple vending machines. The company 
believes that the enforcement of this patent could become a significant revenue stream over the next 
couple of years.   

In April at the NAMA (North American Merchandising Association) One trade show, AVT displayed two 
new vending machine interfaces. One was for Marley Coffee; the other was for the Kardashian Cosmetic 
Center, an AVT-designed system that allows customers to browse a selection of cosmetics. To help 
visualize how the color palette will look, the customer can use the touch screen to select a color and 
electronically apply the make-up to one of the Kardashian sisters to see how it looks.    
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In July, AVT announced that it would launch a pilot for UShops. AVT has an exclusive license for use of 
the Utique technologies and will market the Utique Shops, or UShops, nationwide, as well as operate 
Utique automated stores. Utique operates automated machines that dispense luxury items and are 
generally installed in high traffic venues such as airports, malls and hotels. The initial Utique machine 
debuted in 2009 and the UShop footprint has expanded subsequently. The company also announced last 
month that along with Medbox, it had designed a new system that will enhance the process of storing and 
dispensing drug samples in doctors offices called the Medbox Sample Safe.    

RISKS   

 

AVT is still in the early stages of its transition and has several new business initiatives such as 
Marley coffee kiosks. The company s need to reinvest in its business could translate into negative 
cash flow for the foreseeable future.   

 

Competition could increase and AVT could lose market share.    

 

AVT has articulated a strategy of pursuing operators whose machines infringe its patents. This may 
be a longer than expected process that ends up costing AVT more than originally anticipated.   

 

Two large customers have driven AVT s revenue for the last few quarters. This does not surprise us, 
as we believe that at this stage in the company s transition, many initiatives are still in the pilot stage. 
We also believe that management expects most will likely generate significant revenue over time.   

 

AVT essentially has a controlling shareholder in Worth, Inc., a company that is owned by the father 
of AVT s founder and Chairman.   

 

We believe a risk for automated vending, as it is for retail in general, is that location is a critical 
determinant of success.     

     INSIDER TRADING AND OWNERSHIP   

The company s majority shareholder is Worth, Inc., as noted, which is owned by Jon Illingworth. Worth, 
Inc. holds 12,762 AVT shares, which equates to less than 1% of the total shares outstanding. However, 
Worth also holds 2.5 million AVT convertible preferred shares, which are each convertible into six AVT 
ordinary shares. Separately, the company s directors and executives hold a combined 5.7% of AVT 
shares.                 
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       PROJECTED INCOME STATEMENT & BALANCE SHEET  

AVT, Inc. Income Statement & Projections ($)

1Q12 2Q12 3Q12 4Q12 2012* 1Q13A 2Q13E 3Q13E 4Q13E 2013E 2014E
Revenues:
Vending Route $395,331 $263,494 $267,624 $125,845 $1,052,294 $244,467 $237,145 $281,005 $151,014 $913,631 $1,598,854
Manufacturing Machine Sales 3,053,869 3,288,304 3,546,134 4,206,918 14,095,225 1,150,840 1,370,718 $4,255,361 $4,964,163 $11,741,082 $28,178,597
Non-vending -               

 
-               

 
-               

 
-               

 
194,085 -                

 
-                

 
-                

 
-                

 
-                

 
-                

 
Total revenues 3,449,200 3,551,798 3,813,758 4,332,763 15,341,604 1,395,307 1,607,863 $4,536,366 $5,115,177 $12,654,713 $29,777,451

Cost of Vending Products 198,630 233,345 88,535 51,149 571,659 71,404 68,772           $81,492 $43,794 $265,462 $463,668
Cost of Manufacturing 1,669,464 1,327,635 1,599,955 2,537,395 7,134,449 667,890 781,309        $2,383,002 $2,779,931 $6,612,133 $14,793,764
Cost of Non-vending -               

 

-               

 

-               

 

-               

 

114,764 -                

 

-                

 

-                

 

-                

 

-                

 

-                

 

Total Cost of Sales 1,868,094 1,560,980 1,688,490 2,588,544 7,820,872 739,294 850,081 $2,464,494 $2,823,725 $6,877,594 $15,257,431

Gross Profit $1,581,106 $1,990,818 $2,125,268 $1,744,219 $7,520,732 $656,013 $757,781 $2,071,872 $2,291,452 $5,777,119 $14,520,020
Gross Profit Margin 45.8% 56.7% 55.7% 40.3% 49.0% 47.0% 47.1% 45.7% 44.8% 45.7% 48.8%

Operating Expenses:
General and Administrative 1,099,163 1,396,962 1,721,861 1,359,943 5,577,929 969,760 838,177 $1,950,637 $2,175,909 $5,934,483 $10,682,070
Depreciation and Amortization 224,952 224,952 224,952 224,952 899,808 74,416 74,416 74,416           77,393           300,641        601,281        
Total Operating Expenses 1,324,115 1,621,914 1,946,813 1,584,895 6,477,737 1,044,176 912,593 $2,025,053 $2,253,301 $6,235,124 $11,283,351

Operating income 256,991       368,904       178,455       159,324       1,042,995     (388,163)       (154,812)       $46,819 $38,150 ($458,005) $3,236,669

Interest Expense 31,839 34,749 43,142 53,132 162,862 29,081 31,739 $30,000 $30,000 $120,820 $155,000
Loss on Sale of Restaurant 54,513
Other -               

 

-               

 

-               

 

-               

 

-                

 

-                

 

-                

 

-                

 

-                

 

-                

 

90,000          

 

Total Other Income (Expense) 31,839 34,749 43,142 53,132 217,375 29,081 31,739 $30,000 $30,000 $120,820 $245,000

Net Income $225,152 $334,155 $135,313 $106,192 $825,620 ($417,244) ($186,551) $16,819 $8,150 ($578,825) $2,991,669

EPS or LPS (FD) $0.01 $0.01 $0.01 $0.00 $0.03 ($0.02) ($0.01) $0.00 $0.00 ($0.02) $0.10
Weighted avg shares out (Mns) 25.1              27.1              27.0              27.0              27.0               27.0               27.0               27.0               27.0               27.0               27.0               

*Quarterly results do not include divested restaurant business
Source: Company reports, Zacks SCR estimates                      
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AVT, Inc. Consolidated Balance Sheets
2011 2Q12 3Q12 4Q12 1Q13A 2Q13E 3Q13E 4Q13E 2014E

Cash & equivalents $177,400 877,988 728,118 1,059,707 727,464 737,648 747,976 758,447 769,065
Accounts Receivable 4,048,946 2,289,180 2,067,774 1,901,442 1,944,104 1,971,321 1,998,920 2,026,905 2,055,282
Inventory 3,441,386 6,402,120 7,088,779 5,864,835 6,244,533 6,331,956 6,420,604 6,510,492 6,601,639
Other Current Assets 14,718 14,718 14,718 28,546 28,546 28,946 29,351 29,762 30,178
Total Current Assets $7,682,450 $9,584,006 $9,899,389 $8,854,530 $8,944,647 $9,069,872 $9,196,850 $9,325,606 $9,456,165

P,P&E net 3,580,819 4,035,034 3,085,656 5,385,409 5,360,404 5,435,450 5,511,546 5,588,708 5,666,950
Net intangibles 9,352,467 9,136,960 9,029,206 8,887,535 8,851,617 8,975,540 9,101,197 9,228,614 9,357,815
Goodwill 1,048,865 1,048,865 1,048,865 1,048,865 1,048,865 1,063,549 1,078,439 1,093,537 1,108,846
Other -886,396
Total Assets $21,664,601 $22,918,469 $23,063,116 $24,176,339 $24,205,533 $24,544,410 $24,888,032 $25,236,465 $25,589,775

Accounts Payable $782,617 1,298,090 828,547 696,733 293,455 297,563 301,729 305,953 310,237
Related Party Payable 62,239 154,770 129,093 650,900 660,013 669,253 678,622 688,123
Shareholder Notes 545,000 781,000 645,000 746,251 756,699 767,292 778,034 788,927
Capital Leases 146,628 110,000 435 -                   -                   -                   -                   -                   
Other Current Liabilities 14,173 810,792 30,206 91,658 136,207 138,114 140,047 142,008 143,996
Total Current Liabilities $1,550,657 $2,108,882 $1,904,523 $1,562,919 $1,826,813 $1,852,388 $1,878,322 $1,904,618 $1,931,283

Capital Leases 97,036 171,723 257,808 314,136 318,534 322,993 327,515 332,100
Note Payable or long term debt -                   783,402 -                   689,186          385,228          390,621          396,090          401,635          407,258          
Shareholder Notes 713,506 0 552,000 704,000 1,061,678 1,076,541 1,091,613 1,106,896 1,122,392
Total Long-term Liabilities $810,542 $783,402 $723,723 $1,650,994 $1,761,042 $1,785,697 $1,810,696 $1,836,046 $1,861,751

Total Liabilities $2,361,199 $2,892,284 $2,628,246 $3,213,913 $3,587,855 $3,638,085 $3,689,018 $3,740,664 $3,793,034

Total Shareholders' Equity $19,303,402 20,026,185 $20,434,870 $20,962,426 $20,617,678 $20,906,325 $21,199,014 $21,495,800 $21,796,741

Total Liabilities and Shareholders' Equity$21,664,601 $22,918,469 $23,063,116 $24,176,339 $24,205,533 $24,544,410 $24,888,032 $25,236,465 $25,589,775

Source: Company reports, Zacks SCR estimates                        
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     HISTORICAL ZACKS RECOMMENDATIONS    

      

      DISCLOSURES  

The following disclosures relate to relationships between Zacks Investment Research ( ZIR ), Zacks & Company (ZCO ) and Zacks Small-Cap 
Research ( Zacks SCR ) and the issuers covered by the Zacks SCR analysts in the Small-Cap Universe. 

ZIR or Zacks SCR Analysts do not hold or trade securities in the issuers which they cover. Each analyst has full discretion on the rating and price 
target based on their own due diligence. Analysts are paid in part based on the overall profitability of Zacks SCR.  Such profitability is derived 
from a variety of sources and includes payments received from issuers of securities covered by Zacks SCR for non-investment banking services. 
No part of analyst compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in any report 
or blog. 

ZIR and Zacks SCR do not make a market in any security nor do they act as dealers in securities.  Zacks SCR has never received compensation 
for investment banking services on the small-cap universe. Zacks SCR does not expect received compensation for investment banking services 
on the small-cap universe. Zacks SCR has received compensation for non-investment banking services on the small-cap universe, and expects 
to receive additional compensation for non-investment banking services on the small-cap universe, paid by issuers of securities covered by 
Zacks SCR.  Non-investment banking services include investor relations services and software, financial database analysis, advertising services, 
brokerage services, advisory services, investment research, and investment management.  

Additional information is available upon request. Zacks SCR reports are based on data obtained from sources we believe to be reliable, but is 
not guaranteed as to accuracy and does not purport to be complete. Because of individual objectives, the report should not be construed as 
advice designed to meet the particular investment needs of any investor. Any opinions expressed by Zacks SCR Analysts are subject to change. 
Reports are not to be construed as an offer or the solicitation of an offer to buy or sell the securities herein mentioned.   

ZCO and Zacks SCR are separate legal entities. ZCO is U.S. broker-dealer registered with the U.S. Securities and Exchange Commission and a 
member of the Financial Industry Regulatory Authority and the Securities Investor Protection Corp. This report is for your information only and is 
not an offer to sell, or a solicitation of an offer to buy, the securities or instruments through ZCO. 
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Zacks SCR uses the following rating system for the securities it covers. Buy/Outperform: The analyst expects that the subject company will 
outperform the broader U.S. equity market over the next one to two quarters. Hold/Neutral: The analyst expects that the company will perform in 
line with the broader U.S. equity market over the next one to two quarters. Sell/Underperform: The analyst expects the company will 
underperform the broader U.S. Equity market over the next one to two quarters. 

The current distribution of Zacks Ratings is as follows on the  1013 companies covered: Buy/Outperform- 14.5%, Hold/Neutral- 79.1%, 
Sell/Underperform  5.5%. Data is as of midnight on the business day immediately prior to this publication.   


