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Acquisition of Wink will give Flex a strategic
position for the upcoming Internet of Things
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Company Description:
Flextronics International Ltd. provides electronics manufacturing services. The Company's customers include original
equipment manufacturers in the telecommunications, networking, computer, consumer electronics, and medical device
industries.
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Thesis
Flextronics is currently the 2nd largest producer of
electronics manufacturing systems. This is a shrinking
industry as revenues have slowing been decreasing
since 2011; so innovation is key to future growth and
success. Flextronics is working towards becoming a
big player in the Internet of Things through solutions
and sales of sensors. The acquisition of Wink will be
strategic for the expansion into the Internet of Things.
It is also important to note that focus on capital
allocation as well as a recent partnership with Nike
will help create long term shareholder value.

Industry Outlook
The Internet of Things is happening and it is important
to understand the magnitude and potential effects on
the future market that exist. The increase of machine to
machine devices is only part of the equation. Sensors
are going to be incorporated in order to gather the data
that will exist and make these machines more
intelligent. The amount of data that will exist because
of the Internet of Things is enormous. Cisco estimates
there will be 50 billion connected devices by 2020. The
technology sector must adapt accordingly to take
advantage of this opportunity.
The Internet of Things will ultimately make the
marketplace faster which will increase efficiency
substantially through innovation. These devices will be
able to pick up on trends and stop problems before
they even occur. The goal is for everything to be
connected to the internet. This brings up the potential
for smart cities. Through the Internet of Things;
devices and sensors will be able to do more than ever
imagined. This includes smart traffic control which is
exactly what it sounds like. Traffic lights will be able to
detect when accidents occur transmit the data to a
processor which will immediately be sent to people’s
GPS’s and reroute them around the accident. Other
problems that the Internet of Things will be able to pick
up on include air pollution levels, forest fires,
electromagnetic levels, water leakages and even item
location. In the future if someone misplaces their keys
and these keys are connected to the IoT; one can simply
ask google where they are. That’s innovation. Imagine
the amount of time that will be saved.
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The forecasts for Internet of Things are just as big as
the hype. Janus Bryzek who is a VP at Fairchild
semiconductor and known as “the father of sensors”;
estimates that the Internet of Things will be responsible
for the largest growth in the history of humans. GE
even estimates that the IoT has the potential to add $10
to $15 trillion to global GDP over the next 20 years.
Cisco believes that there will be $19 trillion of
economic value created by 2020.
This potential trillion dollar market is impossible to
overlook as IoT product and service suppliers as
projected to generate incremental revenue of over $300
Billion in 2020. The amount of devices will continue to
increase at exponential rates.

Wink Acquisition
Wink is a smart home platform that enables smart
products to work together, and connect and
communicate globally. This acquisition will drive
Flextronics to become a top player in the Internet of
Things. Flextronics already acted as a partner for
Wink as their primary supplier.
This acquisition came about after the parent company
of Wink filed for bankruptcy in September. This
allowed Flextronics to acquire Wink at a discount of
$15 million.
Flextronics prides themselves in their Sketch to Scale
platform. This platform allows customers to purchase
solutions specifically tailored to their needs. This
includes solutions which are not readily available.
Flextronics has the capabilities to develop
technologies to each specific need. The acquisition of
Wink will improve Flex’s ability to design and build
devices with integrated connected intelligence. This
will also provide customers to very intelligent cloudbased home automation platform. This acquisition will
ultimately help Flex achieve their mission of making
the smart home available to everyone.
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Capital Allocation

Competitive Advantage

In Flextronics most recent earnings call Flextronics
announced that they will continue capital allocation to
create shareholder value with a long-term
commitment. This is directly correlated with their
objective of returning over 50% of free cash flow to
shareholder returns. Higher margins as well as mergers
and acquisitions have also been noted in the past year
and continue to generate value for the company.

Flex’s main competitors for the Electronic
Manufacturing services industry include Avnet and
Jabil Circuit. Jabil’s main source of revenue and
value is based on Apple’s success as they are
Apple’s supplier for the iPhone casings. Jabil
currently does work with other large name
companies; however they do not have contracts
with these companies and base their future growth
on speculation that Apple will continue to use Jabil
as their supplier. Jabil has not shown any signs of
expanding into the Internet of Things which leaves
a big piece of the market open for Flex.

With decreasing revenues due to the current market
for OEM Flex has been able to cut costs faster in
order to boost margins which is shown especially with
the EBITDA margin growth year over year.
By allocating funds into various projects; Flex has
been able to increase profitability as a result which is
shown below.

Avnet also provides solutions but is not expanding
into the IoT market at the moment. The problem
with these companies avoiding this market
opportunity is that technology becomes cheaper
every year which is demonstrated in decreasing
revenues as the competition increases which drives
prices down. Innovation is Flex’s competitive
advantage and this innovation will be demonstrated
through inorganic and organic growth allowing Flex
to become a conglomerate with a large growth and
market opportunity.
Companies are going to have to work together to
fully conquer the Internet of Things and get it
installed in devices around the world.

Conclusion
Partnership with Nike
Nike and Flex recently partnered to boost innovation.
Flex will now be Nike’s manufacturing partner for the
future. Flex has the ability to provide solutions which
will increase product efficiency and bring products to
customers at a much faster pace. This also grants Nike
the possibility of bringing their products to the Internet
of Things. This partnership is very strategic for both
parties as Flex will be able to immediately boost
revenues with an opportunity for an increased share of
the Internet of Things market when it really begins to
take off within the next 5 years.

I recommend a buy on Flextronics. This is due to the
extensive market opportunity that exists in the Internet
of Things. The macroeconomic factors demonstrate
significant growth potential for companies that are
attempting to capitalize on this market. As Flextronics
is more than capable of becoming one of the big players
for the Internet of Things; it is a no brainer that this
stock has a bullish future.
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