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GOING PUBLIC: Satellite Image Co. DigitalGlobe Plans IPO 

By Lynn Cowan
DigitalGlobe Inc. is marketing its space-age view of the world to attract the attention of investors here on earth.

The Longmont, Colo., Company, perhaps best known by the average consumer for its ability to provide street-level satellite images of homes and businesses through Google Inc.'s (GOOG) maps feature and Microsoft Corp.'s (MSFT) Virtual Earth, has registered to sell at least $250 million of stock through an initial public offering. The actual amount sold can vary widely from the amount a company registers; DigitalGlobe has not yet set a share size, sale date or stock price for the offering, which plans to list on the New York Stock Exchange under the symbol DGI.

The company specializes in high-resolution images of Earth that are used by everyone from U.S. intelligence agencies searching out potential weapon sites to nosey neighbors peeking at new home additions. Its images, beamed down daily via two high-resolution satellites, are analyzed by oil and gas exploration companies, telecommunications firms and the National Geospatial-Intelligence Agency.

Combined, the two satellites can clearly show structures at a resolution of better than one meter; DigitalGlobe claims it collects four times the number of images of its closest competitor, GeoEye Inc. (GEOY). However, GeoEye plans to launch a new satellite in August that will provide be able to pinpoint objects of 41 centimeters, eclipsing DigitalGlobe's resolution capabilities. DigitalGlobe, in turn, plans to launch a third satellite next year that is expected to both expand the amount of images it collects and increase the updates to existing images, so that users can revisit a location and see changes made to it intraday.

"It's sort of like Lockheed Martin's and Boeing's relationship as government contractors. They toggle back and forth" in terms of dominance in their military contracts, says Matt O'Connell, chief executive of GeoEye, about competition between his company and DigitalGlobe.

 

Missile Sites, Underground Submarines 
Although most people know DigitalGlobe for its ability to show a vivid photo of homes or businesses, the company has been in the news recently for the military intelligence its images are capable of rendering. In one case, its satellite captured an image of a site where Iran is suspected of developing long-range ballistic missiles; in another, images indicated a secret underground Chinese nuclear submarine base with cave openings. Both stories were broken by Jane's Information Group, a London-based publisher specializing in military and intelligence data, and later picked up by mainstream media outlets.

Jane's began having discussions last summer with DigitalGlobe about a formal partnership contract, and since the start of 2008, has actively been using DigitalGlobe images to illustrate its stories, says Jonathan Green, a regional sales manager in London. Jane's has also used GeoEye images in its research, but its only formal contractual agreement with a satellite company is with DigitalGlobe.

"It's a mutual partnering agreement that's been beneficial to both organizations. DigitalGlobe supplies us with imagery, and Jane's gives DigitalGlobe tremendous press coverage," says Green, who expects the publisher's use of satellite imagery will grow. "It's allowed Jane's to do some impressive editorial work using their images. After all, a picture tells a thousand words."

DigitalGlobe plans to expand the uses of its satellite images on personal navigation devices and Internet portals like Google, and to allow some customers to directly access the satellites and receive data directly into their processing facilities. In addition, rapidly developing countries such as China and India increasingly use the images for environmental and infrastructure planning.

The company first became profitable in 2006 after 12 years in operation. In 2007, DigitalGlobe reported revenue rose 42% to $152 million, and its net income reached $96 million, compared to net income of $9 million in 2006. In the first quarter of 2008, revenue more than doubled to $69 million, and net income more than tripled to $14 million.

Nearly 58% of its revenue in 2007 and 76% of revenue in the first quarter of 2008 came from the U.S. National Geospatial-Intelligence agency. Although that government agency will probably remain DigitalGlobe's dominant customer for some years, the biggest opportunity for growth is likely to come from commercial users, such as energy companies and personal navigation devices, from whom about 15% of its revenue is currently derived, says Edward Jurkevics, principal analyst at Chesapeake Analytics.

"I think at some point in the future, its commercial segment will become 30% to 40% of its revenue," says Jurkevics.

Failure To Launch, Price Competition 
One of the risks DigitalGlobe cites in its prospectus is the possibility of a launch failure for its next satellite. The company has launched four satellites since it was incorporated in 1994, one of which had a power failure four days after orbit and the second of which never achieved orbit. Satellites can take four years to construct and, if they fail to launch or are delayed, represent significant capital costs and lost potential revenue. Of the company's two orbiting satellites, one has a life expectancy until 2010 while the other should operate until 2018. But launch failure is something that Jurkevics says is overemphasized by the public.

"The industry had a string of bad luck back in the 1990s where every launch failure happened to have imaging-satellites capabilities. The industry couldn't shoot straight. So people now have this sense of the industry being riskier than really is. Launch risk is really just a few percentage points, and they are insured at that amount," he says. "But the delays to revenue from a failed satellite make investors grumpy. No doubt, if GeoEye's launch in August were to fail, their stock would get beaten."

Another risk is the effect competition could have on sales. The company says it has also faced price competition from competitors from time to time, and warns its average sales prices for various products could erode in the future.

O'Connell, the CEO of GeoEye, says in the short term he doesn't anticipate much pricing pressure now for satellite imagery, but it could occur in five to 10 years, as more private companies and countries improve on their satellite capabilities. He says his company plans to increase its focus on products and services tied to its imaging data, such as an airport mapping database that it has created, so that in three to four years it will be investing as much on developing products as it does on generating satellite images. In its prospectus, DigitalGlobe says it is collaborating with personal navigation device manufacturers and internet portals to develop consumer products and applications that use it images.

DigitalGlobe will use the proceeds from the IPO to launch its third satellite next year, and to repay $40 million in debt, half of which will go to an affiliate of Morgan Stanley (MS), co-lead underwriter with Lehman Brothers Holdings Inc. (LEH) on the offering.
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