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Price Target: $12.75 (22% upside)                                                                         April 2nd, 2018 
 

Business Overview 
Celestica Inc. is an electronic manufacturing services provider that offers a range of 
services, including design and development, engineering, supply chain management, 
and electronics manufacturing. The company serves customers in the aerospace and 
defense, industrial, smart energy, healthcare, semiconductor equipment, consumer, 
communications, and enterprise end markets. Celestica Inc. was incorporated in 1996 
and is headquartered in Toronto, Canada, and the majority voting shares of the 
company is owned by private equity firm Onex. The company’s revenue breakdown is 
32% from advanced technology solutions, 43% from communications and 25% from 
enterprise. 

Investment Thesis 

 Fundamentally a better business than consensus  
Traditional the EMS industry is considered a terrible business due to low 
growth, low operating margin, pricing pressure from customers and 
suppliers, and short term contacts. However, we believe there is actually a 
distinction business quality amongst EMS companies depending on the end 
market that they serve, as A&D, industrial, and medical are all high quality 
end market. Celestica currently has 32% of its revenue from the higher quality 
end markets and continue to improve its business mix both organically and 
through accretive acquisitions, with the most recent one being Atrenee in 
January Additionally, Celestica actually has a disciplined ROIC-centric 
culture that evaluates all projects based on ROIC. As a result the company, has 
an average ROIC of 13% since 2013, which is consistently higher than their 
WACC. 

 Buying a dollar for fifty cents 
Celestica is a bargain on both an absolute and relative basis. The company 
trades at 4.8x EV/EBITDA. We believe this is very cheap for a company with 
mid teen ROIC, and high quality portion of its business growing at double 
digits CAGR. On a relative basis, Celestica is cheapest amongst its competitors 
SANN/JBL/PLXS/FLEX which had an average 7.5x.  The company also has 
a strong balance sheet with a net cash of 401 million and hidden assets a 
corporate headquarter in Toronto worth $95 mn, solar assets for sale 24mn. 
Finally, due to the headwind of component shortage, the company currently 
has historically high days inventory outstanding. With normalized inventory 
levels, the company can expect to release $100 mn in net working capital.  

 Alignment with long-term focused majority shareholder 
Onex, a Canada private equity firm with a great track record, has owned 80% 
of the voting shares and 20% of the common shares since 1994. The owner has 
worked together with management to instill financial discipline to focus on 
ROIC as well as return money to shareholders through a total of $1 billion in 
buybacks since 2012. We believe Onex is a capable owner with incentives 
aligned with the minority shareholder and we believe Onex has demonstrated 
its commitment to the long term value.  
 
 
 
 
 
 
 
 

Key Ratios and Statistics: 
 

 

Price Target $12.75 

Upside 22% 
Share Price (4/1/2018) $10.06 

Market Cap 
Enterprise Value 

$1458.2 
$1147.2 

52-Week Low $9.79 

52-Week High $14.74 
 
Figure 1 – Backlog breakdown 
 

 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2 - Patents 
 

 
 
 

 
 

 
 

 
 
 

 
 

 
 

 
 
 

 

 
 



 
Valuation Appendix 
 
 
 
   
 

Valuation

Good Business Bad Business

ATS 1,955.36    4,155

EBITDA Margins 7% 136.88       3% 124.6542

EV/EBITDA Multiple 7.00 3.30

Enterprise Value 958.13       411.35886

Enterprise Value 1,369.49    

Corp HQ 81.2 15% discount

Solar Assets 24.3 15% discount

WC Normalization 104.8 Assume 57.5 days normalized

Cash 515

Debt 204

Legacy WC 381.6 Assume 60% of WC in legacy business adjusted for 105 normalization

Market Cap 1,749.58    

Price 12.32         

Shares out 142 (0.88)         

Current Market Cap 14582.26

Current Share Price 10.06

Upside 22%

Company Name TEV/EBITDA LTM

NTM 

TEV/Forward 

EBITDA

NTM Forward 

P/E 
MCAp ND/EBITDA LTM Net Debt LTM EBITDA 

Sanmina Corporation 

(NasdaqGS:SANM)
6.2x 5.9x 11.5x 1,863.10 0.5x 156.7x 328.3

Jabil Inc. (NYSE:JBL) 4.9x 4.2x 10.8x 5,034.50 1.0x 1267.8x 1297.6

Plexus Corp. 

(NasdaqGS:PLXS)
9.9x 9.3x 17.6x 2,012.30 -1.7x -300.8x 173.4

Flex Ltd. 

(NasdaqGS:FLEX)
9.0x 7.3x 12.1x 8,616.80 1.5x 1653.5x 1143.4

Benchmark Electronics, 

Inc. (NYSE:BHE)
6.9x 0.0x 17.4x 1,454.60 -4.0x -530.9x 134

SMTC Corporation 

(NasdaqGM:SMTX)
112.1x 0.0x 0.0x 38.80 29.8x 14.9x 0.5

IEC Electronics Corp. 

(AMEX:IEC)
22.5x 9.7x 12.1x 45.90 6.9x 20.6x 3

Nortech Systems 

Incorporated 

(NasdaqCM:NSYS)

12.3x 0.0x 0.0x 8.10 8.3x 14.9x 1.8

Celestica Inc. (TSX:CLS) 4.8x 4.1x 9.2x 1,468.10 -1.2x -310.8x 250.6

High 112.1x 9.7x 17.6x 8,616.80 29.8x 1653.5x 1297.6

Low 4.8x 0.0x 0.0x 8.10 -4.0x -530.9x 0.5

Mean 21.0x 4.5x 10.1x 2,282.47 4.5x 220.7x 370.3

Median 9.0x 4.2x 11.5x 1,468.10 1.0x 14.9x 173.4

ROIC 2010 2011 2012 2013 2014 2015 2016 Avg
Benchmark 1.7% 5.2% 9.6% 7.3% 9.6% 7.1% 6.9% 6.8%

Flextronics 23.3% 19.3% 14.2% 13.5% 19.7% 11.9% 10.6% 16.1%

Jabil 13.7% 19.9% 16.5% 12.4% 5.4% 17.1% 11.6% 13.8%

Plexus 12.7% 12.6% 11.8% 10.4% 9.8% 10.8% 9.3% 11.1%

Farbrinet 33.8% 14.5% 19.6% 20.6% 16.9% 19.5% 20.8%

Celestica 13.5% 19.4% 10.8% 12.2% 11.5% 11.2% 13.3% 13.1%

Median 13.5% 19.4% 13.0% 12.3% 10.7% 11.6% 11.1% 13.5%

Mean 13.0% 18.4% 12.9% 12.6% 12.8% 12.5% 11.9% 13.6%
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We recommend maintaining the current position for several reasons. The 
$300mm capital injection along with $100mm of annual FCF available for debt 
pay-down will help the Company reach a leverage of ~3.2x within a year. As SSS 
and EBITA margins stabilize and potentially show minor improvements, there 
will be opportunities for a multiple re-rate over the next 12 months. We believe 
that the market is also largely overlooking the potential value that the JV can 
generate. Although it is hard to put an exact number on the value of this “start-
up” business, with GNC’s brand value, we don’t think it is aggressive to think that 
GNC’s 35% ownership stake would be worth ~$50mm 3 years from now. 
 
Key Developments: 

 Hayao/CITIC Capital Transaction: Hayao will invest approximately $300 
million in GNC in the form of newly issued convertible perpetual preferred 
shares with a conversion price of $5.35 and a 6.5% annual coupon payable in 
cash or in kind. The investment is expected to be used by GNC to, among 
other things, repay outstanding debt and for general corporate purposes, 
further enhancing GNC’s capital position. 

 Same Store Sales – Key Performance Metric: The past Q4 17 experienced 
the strongest YoY SSS growth largely contributed by increased number of 
transactions as well as strong performance from GNC.com. Based on the past 
sequential performances over the last 4 quarters. Q4 16 can be viewed as the 
type of “worst-case” scenario going forward. With this trend continuing we can 
expect 2018 SSS to stabilize around -1% - 1% YoY, which begs the question, is 
the current valuation attractive. 

 Pro-Forma Capital Structure & EBITDA:  Looking at the EBITDA & 
Gross Margin trends from 2013-2017, gross margin has declined by 460 bps 
and SM&A has increased by 460 bps, collectively bring down the EBITDA 
margin by 920 bps. In Q4 2017, GNC posted the first Gross Margin YoY 
improvement – 200 bps as well as a reduced SM&A of 60 bps. Collectively, 
EBITDA margin was up 210 bps. Post the restructuring of the Term Loan B as 
well as the potential closing of the $300mm Convertible Preferred investment, 
GNC will incur about ~130mm of interest expenses annually. Of which, 
~$110mm will be required to be paid in cash. Assuming that EBITDA will 
stay constant – with no further Gross Margin/SM&A margin 
improvement, the $274mm in EBITDA would equate to ~$110mm of 
FCF available for debt pay down. This also represents a 34% yield on the 
common equity. 

 China Opportunity: In FY 2017, GNC generated about $117mm from 
international operations. We estimate that less than $5mm is coming from 
China. GNC’s China operation is mainly their TMall store (on Taobao). After 
looking at the transaction histories, we estimate since the establishment of this 
online retail store, the total revenue that has been recorded is ~$16mm. Given 
that this platform is at least ~3-5 years old, we think the annual contribution is 
minimal. Furthermore, there are only 30 SKUs being imported and sold. Due 
to the rigorous approval regulation for supplements in China, GNC would have 
never been able to tap into the full potential of this market. Establishing this 
partnership with Hayao and CITIC Capital is the most ideal way to penetrating 
this market. 

 

Key Ratios and Statistics: 

 
Share Price (3/30/18) $3.86 
Market Cap $322.9M  
52-Week Low $3.13 
52-Week High $10.95 

 
 

Financials 2014 2015 2016 2017 

Revenue 2655 2683.3 2540 2453 
EBIT 492.4 479.2 294.4 (249) 
EBITDA 548.8 536.4 354.5 (192) 
EV/EBITDA 12.1 10.0 10.9 NEG 

 
 
Timeline 

 Sep. 7, 2017: First round bid submitted to 
Goldman Sachs by CITIC Capital on Hayao’s 
behalf 

 Oct. 19, 2017: Hayao filed to the Chinese SEC 
to suspend trading as it contemplates to invest 4 
– 5 billion RMB into GNC for a controlled 
investment 

 Nov. 8 – 10, 2017: GNC’s management team 
met with Hayao in China for due diligence 

 Dec. 13, 2017: Hayao and CITIC Capital 
submitted the second round bid 

 Feb. 11, 2017 – Both parties agreed on the 
$300mm Convertible Preferred equity 
investment 
 

We believe the management / board will never agree 
to a controlled equity investment / buy-out at a 
share price under $20 dollars, so the failed attempt 
of a controlled investment is not surprising. Given 
that most of the debt on the balance sheet were 
accumulated due to aggressive share buy-backs at 
$30+ per share, this investment structure is an ideal 
scenario. 
 



 

GNC Holdings, Inc. (GNC) 
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Same-Store Sales Growth 
 

 
2016  2017  

 

Q1 3/31  Q2 6/30  Q3 9/30  Q4 12/31  
 

Q1 3/31  Q2 6/30  Q3 9/30  Q4 12/31  
 

           Drivers of same store sales: 
          Number of transactions  (4.1)%  (5.5)%  (6.6)%  (6.5)% 

 
 9.3%   12.3%   12.4%   11.7%  

 Average transaction amount  1.8%   1.7%   (2.2)%  (5.2)% 
 

 (12.1)%  (11.8)%  (9.9)%  (5.4)% 
 

           Contribution to same store sales: 
         Domestic retail same store 

sales  (1.9)%  (3.4)%  (6.5)%  (6.6)% 
 

 (3.6)%  (0.5)%  (1.2)%  0.2%  
 GNC.com contribution to SSS  (0.4)%  (0.5)%  (2.1)%  (4.7)% 

 
 (0.3)%  (0.4)%  2.5%   5.5%  

 
           Total same store sales  (2.3)%  (3.9)%  (8.6)%  (11.3)% 

 
 (3.9)%  (0.9)%  1.3%   5.7%  

  
 
Pro-Forma Capital Structure and EBITDA 
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We recommend maintaining the current position for several reasons and advise 
against increasing our current position.  

 We believe today’s valuation for PRGO is quite rich and is trading close 
to consumer staples comps. A multiple expansion from current level is 
unlikely.  

 Margin / topline expansion likely in the long-term, but it will take a 
while for the new CEO to implement these growth initiatives. 

 Other opportunities still exist for us to deploy capital that can generate 
50%+ in the next 12 months. 

 
Key Developments: 

 New CEO: On Jan. 8, 2018, Perrigo appointed its new CEO, Uwe Rohrhoff, 
who was previous the CEO of Gerresheimer AG, a German drug 
manufacturer. Uwe is definitely an industry veteran. However, based on his 
track record, we don’t believe that he will be the CEO that can “knock it out of 
the park” over the next 12 – 36 months. Uwe’s track record is definitely 
impressive, but his success is built via a much longer duration. During his 7-
year tenure at Gerresheimer, he was able to generate a 225% collective return 
but only increased the firm’s EBITDA margin by 230 bps. In our view, he is 
the right person to bring stability and implement a gradual growth plan for the 
Company.  

 2018 Guidance: Perrigo provided EPS guidance of $5.25 ($5.05-$5.45 range) 
on midpoint sales of $5.05bn ($5.0 - $5.1bn range) with the company’s 
midpoint sales and EPS guidance implying ~2.5% and ~6.5% growth, 
respectively. Overall, the guidance range suggests fairly solid fundamentals for 
PRGO in 2018.  

 EBITDA Valuation:  In our view, Perrigo’s valuation seems a little bit full. 
Close consumer staples comparables are trading around 13 – 14x. For example, 
Proctor & Gamble is trading at 13.4x 2018E EBITDA. We do believe that 
there is additional upside to be captured at the current price (see DCF valuation 
in the appendix). We think at the very least (bear case scenario) the stock 
should trade around 13x – implying around mid-teens upside from today’s 
price point.  

 What We Need to Believe to Double Down: Bulls can potentially argue that 
PRGO deserves to trade at a premium on EBITDA to some of the U.S. 
comparables given the tax rate advantages. The stock can potentially rebound 
and trade to 19x P/E (a 20% appreciation from the current level and in-line 
with consumer staples comps). Furthermore, on top of this multiple expansion, 
we would also need to believe that the new management will be able to achieve 
high-single digit EPS growth (2018 guidance may be a little sandbagged). 
However, it would still be a stretch for us to see a 30-40% upside from today’s 
share price. 

 
 
 
 
 
 

 

Key Ratios and Statistics: 

 
Share Price (3/30/18) $83.34 
Market Cap $12.0B  
52-Week Low $63.68 
52-Week High $95.93 

 
 

Financials 2017 2018E 2019E 2020E 

Revenue 4,926 5,039 5,173 5,173 
EBIT 1,010 1,064 1,120 1,126 
EBITDA 1,105 1,164 1,224 1,229 
EV/EBITDA 12.4 11.7 10.5 9.7 
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DCF Valuation (Conservative Case) 
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Business Overview 
Purple Innovation (www.purple.com) is a consumer products company based in Utah 
that sells mattresses and accessories, known for its quirky viral marketing videos (which 
have over 1 billion collective views). Purple went public via a reverse-merger on 
February 2, 2018.   

Investment Thesis 

 The company is at the very beginning stages of growth from: 

1. Natural market growth from increased online penetration (only 7% 
penetrated in 2017E) 

2. Significant rollout of offline retail distribution at Mattress Firm and 
other partners 

3. New product launches and innovation 

 Purple has an awesome product that customers love; they have best-
in-class in viral marketing and are building a brand 

 The company has profitable economics and high returns with potential for 
improvement 

 Absolute and relatively cheap valuation provides downside protection 

 Interests aligned with 82% insider ownership 
 

Valuation 

 Base Case: 25% CAGR for direct-to-consumer (premium to online 

market growth), $450mm in sales at retail (the company believes that 

simply Mattress Firm alone is a $1bn opportunity) and 

international/other at 20% of US DTC (lower than traditional US 

mattress comps), driving 34% overall growth (below management’s 3-

5 year outlook for 35-50%+ growth) 

 Bear Case: 15% overall revenue CAGR, starting from the low end of 

management guidance 

 Bull Case: premium to the Base Case, within management’s 3-5 year 

growth outlook 

What is the Market Missing? 
             

 When private, Purple had received multiple private equity offers, 

which it turned down due to corporate governance and control. The 

company was too early to go IPO and had a need for growth capital 

when it decided to go with this SPAC in July 2017 (the founders are 

also 61 and 68, respectively, and wanted some liquidity). At the time, 

the valuation was set at $900mm (2.1x 2018E revenue); however, 

Purple mis-forecast Q4 numbers, resulting in a very slight, non-

economic miss6. This miss nevertheless spooked investors (many of 

whom are loathe to invest in a SPAC to begin with), and resulted in the 

significant reduction in the purchase price to $500mm in the second 

week of January. Furthermore, this is not a typical company for SPACs 

(most of which are shorter-term investors). All this led to a need for 

capital to support the deal.    

Key Ratios and Statistics: 
 

 

Current Price  
Price Target 

                        $8.22 
                        $12.45 

Upside (Downside)            52% 

Market Cap                    $441.9M 

52-Week Low         $8.22 

52-Week High         $13.90 

Avg Daily Volume (90d)       60k 
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