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BEA Systems (BEAS)
Quick Visit to BEA

Rating NEUTRAL Mkt. Cap. ($Mil) $5,615
Price Target $12.00 Avg. Vol.(000s) 10,376
Current Price $13.41 Dividend Yld. 0.00%
FY ends 1/31 FYO7E FYO8E
Sales ($ mil) $1,402.3 Sales ($ mil) $1,496.2

Pro Forma EPS $0.50 Pro Forma EPS $0.49

Source: MKM Partners, Bloomberg, Company Reports
Note: BEA has not reported financial results due to its ongoing restatement, and therefore EPS
and market capitalization are estimates.

SUMMARY AND INVESTMENT CONCLUSION

After visiting BEA Systems yesterday, we remain confident that cash flow and maintenance
renewals are stable. We nonetheless believe that ongoing changes within the sales
organization—both domestic and international—present near-term resistance to significant share
price appreciation. Takeout speculation notwithstanding, we believe the firm is fairly valued
around $12.

VALUATION

We are maintaining our projections and 12-month price target of $12 at this time. We value the
company based on price/cash flow, price/sales, and P/E. Our $12 target price corresponds to 3.0
times projected fiscal year (January 31) 2009 revenue, which is consistent with our comparable
group comprised of SOA/infrastructure-oriented companies. The associated P/E is 22 times pro
forma 2009 EPS estimate of $0.54, versus the prevailing peer group average of 24 and median of
21 forward earnings. We project operating cash flow to grow 3% this fiscal year, so our $12 price
target equates to a multiple of 16.0. The peer group price/operating cash flow mean has
stabilized around 18. We assigned a slightly lower multiple to reflect 1) uncertainty created by the
changes in the sales organization, and 2) the lack of detailed financial results with BEA's ongoing
restatement.

KEY POINTS

e Maintenance and Cash Flow. BEA’s maintenance renewals remain at historical norms,
and consequently cash flow appears generally stable. We understand operating cash
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flow may receive a slight boost with lower cash payment of taxes after the loss on BEA's
recent land sale, and possibly due to higher stock option expense (once its restatement is
completed). We view these as exogenous factors and do not expect them to have a
material impact on BEA's valuation as a stand-alone public company. It may, however,
prove more valuable if a private equity deal were to emerge.

e License Revenue. With a growing number of products sold to different buyers, we
understand BEA is still evaluating various sales strategies. In the US, the company is
trying to determine the most effective approach to target different constituencies within its
customer base. For example, BEA sells its SOA products to CIOs, its WebLogic
products to application developers, and its Guardian software to systems administrators.
On the international front, it appears efforts are underway to build a reseller channel in
Europe and to rebuild distribution relationships that soured in Japan. In short, there are
too many moving parts within the sales unit to reasonably expect year-over-year quarterly
license revenue growth this fiscal year.

MODEL

We have maintained our revenue and EPS projections as highlighted in Figure 1. We remain
concerned about variability in license revenue and see our $122.6 million estimate for the July

quarter and $533.7 million projection for the current fiscal year as attainable, but not necessarily
conservative.

Figure 1. Projections

($in thousands, except EPS) BEAS

Jul-07E FY08 FYQ9
Revenue $ 358,602 $1,496,207 $1,627,268
Gross Margin NA NA NA
PF Op Margin 19.5% 19.8% 19.9%
PF EPS $ 012 $ 049 $ 0.54
Source: MKM Partners
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TECHNICAL REVIEW

BEAS broke out above its 40-week
(200-day) moving average this month
on positive momentum. Key support at
last summers low was tested
successfully in March and May, which
gave way to the current rally. The
MACD indicator is pointing higher in
support of upside follow-through, and
the nearest resistance is at $14.19
based on a gap on the chart (not
visible on the accompanying picture).
From a technical standpoint, we expect
a pullback to emerge after a test of
resistance given the steep nature of
the upmove. Relative strength appears
to be improving for BEAS versus the
Nasdaq Composite Index (COMP),
which  bodes well for further
outperformance.

We use technical analysis as a way to
manage risk and time entries within the
scope of our fundamental ratings. We
are maintaining our NEUTRAL
fundamental rating on BEAS shares with
a 12-month target price of $12.
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Important Disclosures

MKM Partners LLC certifies that the views expressed in this research report accurately reflect the
Analyst(s) personal views and the Firm’s views about the subject company and their securities.
MKM Partners LLC does also certify that the Analyst(s) and the Firm who prepared this report have
not been, are not, and will not be receiving direct or indirect compensation from this company for
expressing the specific recommendation(s) or view(s) in this report.

This report has been prepared by MKM Partners LLC. Its employees, officers, directors, individual
shareholders, consultants, affiliates and/or their families (together “the Firm”) do not have positions and deal
as principal in transactions in securities referred to herein (or other instruments related thereto) including
positions and transactions contrary to any recommendations contained herein. The Firm has not engaged in
transactions with issuers identified in the report. MKM Partners LLC does not make a market in the subject
company(s). The subject company(s) is/are not currently, nor for the past twelve months have they been,
clients of the Firm. The research analyst(s) does/do not serve as an officer, director, or advisory board
member of this company, and receives no compensation from it.

This publication does not constitute an offer or solicitation of any transaction in any securities referred to
herein. Any recommendation contained in this report may not be suitable for all investors. Although the
information contained herein has been obtained from recognized services, issuer reports or
communications, or other services and sources believed to be reliable, its accuracy or completeness cannot
be guaranteed. Any opinions, estimates or projections expressed herein may assume some economic,
industry and political considerations and constitute current opinions, at the time of issuance, which are
subject to change. Any quoted price is as of the last trading session unless otherwise noted.

This information is being furnished to you for informational purposes only, and on the condition that it will not
form a primary basis for any investment decision. Investors must make their own determination of the
appropriateness of an investment in any securities referred to herein based on the legal, tax, and accounting
considerations applicable to such investors and their own investment strategy. By virtue of this publication,
neither the Firm nor any of its employees shall be responsible for any investment decision.

This communication may involve technical analysis. Technical analysis is a discipline that solely examines
the past trading history of a security to arrive at anticipated market fluctuations. Technical analysis does not
consider the fundamentals of an underlying security, and therefore offers an incomplete picture of the value
or potential value of a security. A customer should not rely on technical analysis alone in making an
investment decision, but should review all publicly available information regarding the security in question,
including, but not limited to, the fundamentals of the underlying security and other information provided in
any filings with the Securities and Exchange Commission (SEC). MKM Partners LLC has multiple analysts
and from time to time their views may differ. We encourage readers to call with any questions.

Additional information on all of our research calls is available upon request.

Ratings for Stocks: As of May 7, 2007, the Firm revised its ratings, which comprise the following:

“Buy” Security is expected to appreciate 15% or more on an absolute basis over the next 12 months.

“Neutral”  Security is not expected to significantly appreciate or depreciate in value over the next 12
months.

“Sell” Security is expected to depreciate 15% or more on an absolute basis over the next 12 months.

Distribution of Ratings for Reports Issued by MKM Partners LLC as of June 28, 2007:
Buy 58%; Neutral 42%; Sell 0%.

Risks: Investment risks associated with the achievement of revenue and earnings projections include, but
are not limited to unforeseen macroeconomic and/or industry events that adversely impact demand for the
subject company’s products or services, product obsolescence, changes in investor sentiment regarding the
specific company or industry, the company’s ability to retain or recruit competent personnel, and market
conditions. For a complete discussion of risk factors that could affect the market price of the company’s
shares, refer to the most recent 10-Q or 10-K filed with the SEC.
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