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The Pulse Network, Inc.  (TPNI-OTCBB)        

Current Recommendation BUY

 

Prior Recommendation HOLD

 

Date of Last Change 12/13/2013

   

Current Price (12/12/13) $0.10

 

Target Price $0.54

     

OUTLOOK 

SUMMARY DATA  

Risk Level Above Average

 

Type of Stock Small-Growth

 

Industry Business Svcs

 

Zacks Rank in Industry N/A

                      

The Pulse Network operates in the rapidly growing 
digital market space. It is a cloud based platform 
focused on content marketing and event solutions 
designed to improve clients engagement with 
customers and generate leads for new opportunities. 
Secular trends are likely to be a positive tailwind for 
Pulse s growth, in our view, as the internet 
transforms the way buyers gather information and 
engage with vendors. The company recently 
announced that its flagship IMS event was so 
successful that Pulse would expand it to 10 cities in 
2014, which we believe will help to grow the brand 
and, in turn, boost revenue. 

52-Week High $0.60

 

52-Week Low $0.05

 

One-Year Return (%) N/A

 

Beta N/A

 

Average Daily Volume (sh) 170,420

   

Shares Outstanding (mil) 90.4

 

Market Capitalization ($mil) $9.0

 

Short Interest Ratio (days) 0.02

 

Institutional Ownership (%) N/A

 

Insider Ownership (%) 91%

   

Annual Cash Dividend  $0.00

 

Dividend Yield (%)  0.00

   

5-Yr. Historical Growth Rates 

 

    Sales (%) N/A

 

    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 N/A

   

Zacks Rank N/A

   

ZACKS ESTIMATES  

Revenue  
(in millions of $)  

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

2012             N/A

 

2013 1.0A

 

0.7A

 

1.0E

 

1.1E

 

3.8A

 

2014 0.9A

 

0.6A

 

1.0E

 

1.0E

 

3.6E

 

2015             4.1E

 

 FY ends March 31. 

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

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

2012

 

            N/A

 

2013

 

-$0.00A

 

-$0.00A

 

-$0.00E

 

-$0.01E

 

-$0.01A

 

2014

 

-$0.00A

 

-$0.01A

 

-$0.00E

 

-$0.00E

 

-$0.02E

 

2015

 

            -$0.02E

 

Disclosures begin on page 11  
Zacks Projected EPS Growth Rate - Next 5 Years % N/A

 

* Quarters may not = annual due to shr

 

count chgs /rounding
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TPNI: Company Well Positioned in Attractive 
Sector; Upgrading to a Buy. 
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      KEY POINTS   

 
We believe shares of The Pulse Network (OTC BB:TPNI) have been oversold. We are raising our 
rating to Buy, as several recent factors strengthen our confidence about the company s growth 
prospects within the digital marketing sector.  

 
These factors include: 1) the impressive roster of participants at several Pulse events over the past 
few months; 2) the company s plan to expand its flagship IMS event, which we believe enhances 
Pulse s growth prospects; 3) the improved cash position at September 2013; 4) management s 
ongoing commitment to Pulse, including extending loans and advances to the company.  

 

CEO Stephen Saber has more than 20 years of experience in this space. He has led predecessor 
companies that have provided similar services since 1992. His experience is critical to the 
company s prospects, in our view. We believe the company can leverage management s 
expertise to expand its presence and grow its revenue base. 

 

We are also enthusiastic about the outlook for the niche in which Pulse operates. We believe interest 
from potential clients likely will continue to rise, as the internet changes the way marketing is done 
and the way companies engage with potential customers. 

 

At the same time, there has been considerable industry consolidation as larger players seek entry 
into various aspects of digital marketing. Once Pulse gains greater scale, we believe it might be a 
beneficiary of such consolidation, as there are few independent players left. 

 

Pulse s cash balance was up sequentially to $266,008 at September 2013 from $14,232 at June 
2013. We believe this illustrates management s efforts to manage its cash balances while advancing 
the growth objectives.  

 

We also believe that management s ownership in TPNI shares and advances and loans to the 
company align their interests with those of public shareholders and create strong incentive for them 
to build the business and enhance shareholder value.     

RAISING RATING TO BUY  

We believe shares of The Pulse Network (OTC BB:TPNI) have been oversold. We are raising our rating 
to Buy, as several recent factors strengthen our confidence about the company s growth prospects within 
the digital marketing sector. These include: 1) the impressive roster of speakers and participants at 
several Pulse events over the past few months; 2) on the back of record attendance, the company s plan 
to take its flagship IMS event to ten major cities in 2014, a strategy that we believe will enhance Pulse s 
growth prospects; 3) the improved sequential cash position at September 2013; 4) management s loans 
and advances to Pulse, which we believe illustrate strong commitment to the company.   

Although the company is young and operates within a relatively nascent sector, Pulse has already 
developed a solid fiscal 2013 annual revenue base of $3.757 million. We believe this underscores the 
credibility management has with marketers. In other words, it reflects management s track record more 
so than the young company s track record at this early stage, in our view. We believe management s 
expertise will help the company develop its own track record. CEO Stephen Saber has more than 20 
years of experience in this space. He has led predecessor companies that have provided similar services 
since 1992. His experience is critical to the company s prospects, in our view. We believe it implies a 
solid understanding of digital and content marketing. In addition, we believe it also implies that he has 
developed a network of industry experts and potential clients. We believe the company can leverage 
management s expertise to expand its presence and grow its revenue base.   

Overall, we are enthusiastic about the outlook for the niche in which Pulse operates and believe that 
Pulse is well situated within it. We believe the company operates in a sector for which there is growing 
demand from potential clients as the internet changes the way marketing is done and companies engage 
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with potential customers. In addition, interest from larger players who want to participate in this sector, 
possibly through M&A, appears to be rising. This consolidation could create opportunities for Pulse down 
the road, once the company gains greater scale.  

When Pulse reported results for the quarter ended September 2013 (see highlights below), we were 
pleased to see the company s cash balance up sequentially to $266,008 from $14,232 at June 
2013. We believe this indicates that management strives to manage its cash balances even as it 
advances its growth objectives. Like many new and emerging companies, expenses have ramped up to 
develop the infrastructure to support growth and there is the risk that revenue growth could be slower 
than we expect. However, with a stronger balance sheet to help support growth and with an expanded 
schedule of events in 2014 to enhance the brand and fuel growth, we believe the shares offer an 
attractive opportunity at these levels.   

We also believe that management s ownership in TPNI shares aligns their interests with those of 
public shareholders and create strong incentive for them to build the business and enhance 
shareholder value. Insiders hold over 90% of the shares. CEO Stephen Saber owns just over 31 million 
common shares, while Nicholas and John Saber each own 21.998 million common shares. Their 
commitment to the company is also illustrated, we believe, by the interest-free advances they have made 
to the company. As of September 30, 2013, the CEO had advanced $309,675 to Pulse and Nicholas 
Saber had advanced $37,175. No repayment terms have been established for these advances and, as 
noted, they do not bear interest. In addition, on September 3, 2013, the company borrowed $110,100 
from an insurance trust whose primary beneficiaries are the three major shareholders. The loan is 
expected to be repaid on June 1, 2014 and bears interest of 8.6% per annum. We believe this is 
another metric that reflects management s confidence in the company s prospects and incentive 
to maximize those prospects.   

Strong Relationships Reflect Company s Growing Market Position

  

Impressive Roster of Participants at Pulse Events If the roster of speakers that participate at the 
company s events are an indication of its relationships and credibility within the marketing community 

 

as we believe they are  then Pulse has an extensive network. In turn, we believe as management 
leverages these relationships to expand its brand and to continue to co-brand with high profile 
companies, this will support the company s growth prospects. For example, this week Pulse hosted a 
seminar in cooperation with SAP (SAP-not rated). Pulse and SAP conducted the Customer Edge 
webisode focused on the adoption of customer experience technologies in the enterprise.   

The webisode had a panel of guests from major companies including SAP, Cemex (CX-not rated) and 
Accenture Interactive, among others. Other Pulse events have included participants from Cisco (CSCO-
not rated) and EMC (EMC-not rated), among other companies. We believe their participation creates a 
virtuous cycle that boosts the company s profile and credibility within the marketing community and, in 
turn, increases the opportunities with potential customers.     

RECENT NEWS  

Recent Results, 2Q13 Summary

  

Pulse recently reported results for its fiscal second quarter. Revenue came in at $624,917, which was 
down 3.9% year-over-year, primarily because one of the company s clients hosts an event every four 
years and that event fell in the second fiscal quarter last year, making comparisons difficult. Despite the 
decline in total revenue, revenue attributable to digital marketing programs more than doubled versus the 
same period of 2012 (up 106%). On lower direct costs to support events and reflecting  we estimate 

 

cost containment efforts, the company was able to produce a 384 basis point improvement in gross profit 
margin, which advanced to 68.7% from 64.8%. 
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Higher Selling, general & administrative expense, which increased to $886,398 from $703,402, led to a 
wider operating loss of ($457,247) versus ($281,668) registered in the second quarter of fiscal 2013. The 
increased expense partially reflects higher consulting fees, advertising and IT payroll expense. It also 
included $31,058 of stock based compensation expense, whereas the company recorded no stock based 
compensation expense in the prior year s period. We are not surprised to see expenses tracking up 
ahead of revenue. We believe this is often the trend with young companies that are building infrastructure 
to support expected growth. Our full year estimates for fiscal 2014 change by the variances from our 
second quarter forecast.   

Stronger Cash Position

  

The company s cash balance was up sequentially to $266,008 at September 2013 from $14,232 at 
June 2013. We believe this illustrates management s efforts to manage its cash balances while 
advancing the growth objectives. With a stronger balance sheet, we are more comfortable with the 
company s ability to support growth. Moreover, we also believe the expanded schedule of IMS events in 
2014 can enhance the brand and facilitate revenue growth. Importantly, in our view, Pulse also generated 
cash of $184,500 from operations in the first six months of fiscal 2014. By comparison, in last year s 
comparable period, the company used $407,765.   

As noted, on September 3, 2013, the company borrowed $110,100 from an insurance trust whose 
primary beneficiaries are the Sabers. The loan is due on June 1, 2014 and bears interest of 8.6% per 
annum. We believe this is another metric that reflects management s confidence in the company s 
prospects and incentive to maximize these prospects.   

Expanding IMS

  

In October, the company announced record metrics for its IMS Boston event, which management 
characterized as the largest IMS attendance since the event was first launched seven years ago. On the 
back of this record attendance, the company plans to expand the IMS event to ten major cities in 2014, a 
strategy that we believe will enhance Pulse s growth prospects. The cities are Atlanta, Austin, Boston, 
Chicago, Dallas, Kansas City, New York City, Philadelphia, San Francisco and Seattle. We believe this 
will enable the company to engage with marketers and companies that have not been able to attend the 
event before, thereby increasing the pool of potential customers.   

   
     OVERVIEW   

Founded by brothers Stephen, Nicholas and John Saber, The Pulse Network operates in the rapidly 
growing digital market space. It is a cloud based platform focused on content marketing and event 
solutions to improve clients  engagement with existing and prospective customers and generate leads for 
new opportunities. As noted, CEO Stephen Saber has more than 20 years of experience in this space, 
although Pulse itself was incorporated in March of 2011 and came public through a reverse acquisition in 
March, 2013. To help clients leverage social media to improve their marketing efforts, build community 
and generate leads, Pulse assists them with developing relevant content that their targeted 
audiences want to consume.   

Content Marketing is Key Pulse believes content drives engagement. Using relevant content in order to 
attract and retain customers and impact buying decisions is not a new concept. In fact, marketing experts 
point to John Deere s 1895 launch of the magazine Furrow, Michelin s 1900 Michelin Guide and the 1904 
Jell-O Cookbook as early examples of companies using relevant content to engage existing and potential 
customers. What is new, however, is the ease with which consumers and business decision makers can 
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research products and services online, as well as the bombardment of communications that they receive 
from prospective vendors while conducting their research.   

Pulse s goal is to help companies cut through that clutter to reach their targeted audience more 
effectively. For example, one topic at Pulse s IMS was Be Heard in a Crowd: How the Right Content and 
Social Strategy Will Drive Sales. Studies indicate that a consumer s buying experience begins way before 
the consumer reaches the actual sales decision. In fact, according to Sirius Decisions, some 70% of the 
buying experience occurs before a salesperson even gets involved, as the consumer researches a 
product or service online and through social media. Pulse helps clients reach the consumer at an early 
stage in the process by creating relevant digital content and delivering it to targeted sites where 
prospective buyers are conducting their research. By creating content that is delivered across digital, 
social media and offline venues, The Pulse Network works to help marketers improve their engagement 
with clients, employees, customers and others and, in turn, to drive leads.  

Content is an important driver whether clients are developing their own communities on social media 
sites such as Facebook or destination, members-only sites, according to management. Statistics support 
this concept, as well. For example, according to a MarketingProfs study, roughly 84% of people attending 
virtual events take some action, including visiting a vendor s site. Pulse helps businesses create and 
integrate content to form a community and marketplace through social media and multichannel delivery. 
Recent examples of platforms that Pulse has created for B2B and consumer brands include those for 
The National Fire Protection Agency and SAP (Customeredge.tv).   

Pulse Networking Events and Conferences

  

As noted, Pulse also hosts several annual conferences to provide educational and networking 
opportunities for existing and prospective clients. Management believes that Pulse is a leader in 
producing events and conferences around three areas: business technology for mid-sized enterprises, 
executive-level summits in high-growth industries and for marketers and media professionals. The 
company s flagship event, the Inbound Marketing Summit (IMS), attracted more than 1,000 attendees to 
Boston in 2012 and the 2013 event drew record attendance.  

Management believes these events and conferences give Pulse high visibility among marketing decision 
makers, many of whom use the company to create an integrated content / marketing platform. Pulse also 
recently partnered with the Aberdeen Group to launch the CMO Pulse Symposium for senior marketing 
leaders in Boston this past October. We believe these events create networking opportunities for both 
attendees, as well as for Pulse. The company helps defray the cost of hosting the events with 
sponsorship funding. The company also leverages the services of several advisors who are known in the 
marketing space.    

   
     INDUSTRY OUTLOOK   

We believe Pulse has substantial growth opportunities, as a number of secular trends drive overall 
demand for content marketing. The outlook for digital marketing in general is robust, in our view. The 
Internet has changed the way consumers and business decision makers educate themselves in order to 
make decisions about which products and services to purchase. We believe the economic recession has 
also changed the way that companies approach lead generation and measurement.  

As a result, marketers spending has shifted from traditional media such as broadcast and print to 
interactive channels, including online, email, mobile and social media sites. Forrester Research predicts 
that domestic spending on interactive marketing will reach $76.6 billion in 2016. This equates to an 
estimated 26% of total U.S. marketing spend and represents a 122% increase from $34.5 billion spent in 
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2011.1 Forrester estimates that spending on email, mobile and social media marketing will grow from 
$4.8 billion in 2011 to $15.7 billion in 2016, which equates to a CAGR of 27%.  

At the same time, enterprise spending on automating, analyzing and optimizing marketing and sales is 
also projected to grow. IDC predicts that the marketing automation market will grow from $3.7 billion in 
2011 to $5.5 billion in 2016. IDC also predicts that the CRM analytics market, which includes marketing 
and sales analytics, will grow from $2.2 billion in 2010 to $3.4 billion in 2015.   

Expected Growth of Interactive Marketing Spending  

Source: Forrester Research     

COMPETITION AND CONSOLIDATION  

There has been significant consolidation in the digital content marketing sector as in recent months. 
Many of the leading players have been acquired by larger firms. Eloqua was one of the pioneers. It was 
founded in 1999 to leverage social media in order to improve lead generation and provide demand 
management services. It is now a subsidiary of Oracle (ORCL-not rated).  

Within the past 18 months, in addition to Oracle s purchase of Eloqua at an estimated 8x TTM revenue, 
Silverpop acquired CoreMotives, Manticore Technology merged with Sales Engine International, Aprimo 
acquired eCircle, LoopFuse merged with Nearstream, ExactTarget acquired Pardot and was 
subsequently acquired by Salesforce.com (CRM-not rated) and Adobe (ADBE-not rated) announced in 
June that it will acquire privately held Neolane for approximately $600 million. Consolidation continues. 
Just this week Marketo (MKTO-not rated) announced a definitive agreement to acquire privately-
held Insightera.  

We believe this consolidation has positive implications for the remaining independent companies. In our 
view, it indicates that interest from larger companies that want to participate in this sector, possibly 
through M&A, appears to be rising. Moreover, there are not many public companies remaining in the 
sector. The few that are still independent include Pulse, Marketo and Responsys (MKTG-not rated).    

                                                

 

1 That metric represented 16% of total spend. 
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Recent Consolidation Among Digital Marketing Enablers

Acquisition
Acquiror Target Date Price Paid ($M)
Salesforce.com Radian6 Mar-11 $340
Silverpop CoreMotives Apr-12 NA
Teradata / Aprimo eCircle May-12 NA
Manticore Technology* Sales Engine Inter'l Jun-12 NM
ExactTarget Pardot Oct-12 $95.5
Oracle Eloqua Dec-12 $871
LoopFuse* Nearstream Jan-13 NM
Salesforce.com ExactTarget Jun-13 $2,500
Adobe Neolane Jul-13 $600
Marketo Insightera Dec-13 NA

* Merger  
Source: Company reports, WSJ, TechCrunch    

VALUATION   

Because the company has not yet attained positive net income and because recent acquisitions in the 
sector generally have been valued on a multiple of revenue basis, our valuation methodology is based on 
market capitalization-to-revenue. It appears that many of the transactions in the sector were done at over 
8x revenue. Determining Pulse s revenue growth level is somewhat challenging at this early stage of the 
company s development, as: 1) Pulse has not have a long history as a public company and 2) Pulse has 
also transitioned its business model to software based online video development and related corporate 
marketing,  

Pulse recorded total revenue of $3.8 million in fiscal 2013.2 This represented a decline of 9.6%, primarily 
because of cancelled programs. To-date in fiscal 2014, the revenue decline of 5.7% has been much less 
steep than the above-noted 9.6% drop in fiscal 2013. As the company s transition continues and as Pulse 
continues to roll-out the IMS events, we believe revenue will begin to rise. The company s growth 
strategy includes acquiring new customers either organically or through integration with other players. If 
management can execute this strategy successfully, we anticipate solid revenue growth. We believe the 
expansion of the IMS event in 2014 supports our revenue forecast of $4.1 million for fiscal 2015.   

At its current valuation, Pulse shares trade at only 2.2x on a market capitalization-to-revenue basis, 
based on our 2015 forecast. Our price target of $0.54 implies a multiple of about 11.8x on this metric. 
While higher than the 8+ takeout multiple, we also believe that Pulse s growth opportunities are likely to 
exceed the industry growth at this early stage.           

                                                

 

2 Pulse s fiscal year ends on March 31. 
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RISKS   

 
Revenue could take longer than we expect to ramp, the expansion of the IMS events 
notwithstanding.   

 
The company is highly dependent on founder and CEO Stephen Saber.   

 
Given the early stage of the company s development, there may be continued revenue lumpiness 
from quarter to quarter.   

 

The Pulse Network is under-capitalized and may require additional funding during this early growth 
stage. In fact, management has indicated its plans to seek additional capital through private 
placements and public offerings of its common stock.   

 

Competition could increase. Although expertise and experience within the digital marketing sector 
are likely drivers of success, in our view, we believe barriers to entry are low.    

 

The shares are illiquid and controlled largely by insiders.   

 

Insiders own series B preferred shares that are each convertible into five common shares, which 
could be dilutive. However, insiders own the majority of shares at this point and would be diluted, as 
well.    

       PROJECTED INCOME STATEMENT & BALANCE SHEET   

The Pulse Network Income Statement and Projections ($)
Fiscal year ends March 31 Jun-12 Sep-12 Dec-12 Mar-13 Jun-13 Sep-13 Dec-13 Mar-14

1Q13A 2Q13A 3Q13E 4Q13E FY2013A 1Q14A 2Q14A 3Q14E 4Q14E FY2014E FY2015E

Revenue $1,045,694 $650,457 $1,056,141 $1,005,180 $3,757,471 $934,222 $624,917 $1,033,708 $1,003,708 $3,596,554 $4,142,612

Cost of sales 549,483 228,723 346,624 271,591 1,396,421 228,982 195,766 452,420 412,420 1,289,588 1,532,223

Gross profit 496,211 421,734 709,517 733,589 2,361,050 705,240 429,151 581,288 591,288 2,306,966 2,610,389
Gross profit margin 47.5% 64.8% 67.2% 73.0% 62.8% 75.5% 68.7% 56.2% 58.9% 64.1% 63.0%

Selling expenses 134,941 109,786 99,173 112,216 456,115 121,186 181,148 122,545 119,245 544,124 495,204
G&A 589,235 593,616 666,392 1,278,408 3,127,651 698,101 705,250 865,278 861,978 3,130,606 3,448,235

Operating loss (227,965) (281,668) (56,048) (657,035) (1,222,716) (114,047) (457,247) (406,535) (389,935) (1,367,764) (1,333,050)

Interest expense 2,591 2,875 2,013 50,228 57,706 19,288 32,271 13,768 13,768 79,095 61,803

Net loss (230,556) (284,543) (58,061) (707,263) (1,280,422) (133,335) (489,518) (420,303) (403,703) (1,446,858) (1,394,854)

LPS ($0.00) ($0.00) ($0.00) ($0.01) ($0.01) ($0.00) ($0.01) ($0.00) ($0.00) ($0.02) ($0.02)

Weighted avg shares out 90,000,000 90,000,000 90,000,000 90,000,000 90,000,000 90,114,286 90,436,667 90,400,000 90,400,000 90,337,738 90,400,000

Source: Company reports, Zacks SCR estimates  
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The Pulse Network Balance Sheet ($)
March March June Sept.

Fiscal year ends March 31 2012 2013 2013 2013
Cash $10,727 $31,670 $14,232 $266,008
Accounts receivable 253,362             298,840             258,187             232,392             
Prepaid expenses and deposits 70,230              

 
26,038              

 
21,038              

 
31,557              

 
Total current assets 334,319             356,548             293,457             529,957             

Property & equipment 231,307             179,525             158,694             149,420             

Due from stockholder 47,808               
Due from affiliates 84,531               
Other assets 29,273              

 

27,823              

 

27,521              

 

27,521              

 

Total assets $727,238 $563,896 $479,672 $706,898

Note payable - bank -                      130,000             150,000             100,000             
Note payable - other 50,000               
Note payable - stockholders 103,789             
Accounts payable 418,702             247,756             426,675             388,312             
Accrued compensation 239,087             446,641             726,897             
Accrued expenses -                      62,269               32,371               28,581               
Current portion of long-term debt -                      116,667             116,667             116,667             
Current portion of capital lease obligations 10,614               18,337               18,772               20,949               
Current portion of note payable related party -                      24,808               24,997               25,188               
Deferred revenue 826,006             823,277             454,397             827,611             
Advances from stockholders 10,044               426,883             409,850             346,850             
Due to affiliates 10,131               91,497               121,500             116,500             
Deferred compensation 54,183              

 

56,958              

 

57,674              

 

58,399              

 

Total current liabilities 1,329,680         2,237,539         2,259,544         2,909,743         

Deferred compensation 913,169             865,354             852,986             838,112             
Long term debt -                      223,611             194,444             165,277             
Capital lease obligations 22,759               37,077               32,040               29,480               
Note payable related party -                     

 

19,107              

 

12,786              

 

6,417                 

 

Total liabilities $2,265,608 $3,382,688 $3,351,800 $3,949,029

Total stockholders' deficit (1,538,370)        (2,818,792)        (2,872,128)        (3,242,131)        

Liabilities & Shareholder's deficit $727,238 $563,896 $479,672 $706,898

Source: Company reports
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     HISTORICAL ZACKS RECOMMENDATIONS     
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