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iRobot Corporation

Symbol: IRBT

Analyst

Jacob Gebo

Buy below

$42.74

Sell above

$62.21

Probability of  Price Increase

64%

Last Price

$47.99

Intrinsic Value

$49.77

Target Dividends

$0.00

Target Price

$53.42

Sector Consumer Discretionary

Industry Household Durables

Last Guidance December 11, 2018

Next earnings date March 11, 2020

People

Angle, Colin, Co-Founder, Chairman & CEO

Dean, Alison, Executive VP, Treasurer & CFO

Weinstein, Glen, Executive VP, Chief Legal Officer & Secretary

Campanello, Russell, Executive Vice President of Human Resources & C

Caffrey, Elise, Senior Vice President of Investor Relations

Saeger, Timothy, Executive Vice President of Engineering

Top Competitors

-- --

Ecovacs Robotics Co., Ltd. --

Beijing Roborock Technology Co., Ltd. --

-- --

Midea Group Co., Ltd. --

Market Statistics Ownership

Market Capitalization (mil) $1,360.63 Shares outstanding (mil) 28.35

Last Price per share $47.99 Weighted Diluted shares outstanding (mil) 28.74

52 week high $132.88 Options and Warrants (Shares equivalent) 0.15

52-week low $42.41 % shares held by institutions 110%

"INPUT from BB"

Volatility 46.85% % shares held by investments Managers 91%

"INPUT from BB"

Daily volume (mil) 1.79 % shares held by hedge funds 8.15%

"INPUT from BB"

Short interest 58.74% % shares held by VC/PE firms 0.000%

"INPUT from BB"

Days to cover short interest 12.43 % shares held by insiders 1.61% 15.80%

Beta 0.41 Poison Pill and Type

Financials Quarterly Earning Surprises (Actual/Median Estimates)

Profitability IRBT (LTM) IRBT Historical Peers' Median (LTM) Revenue Last 5 quarters

Return on Capital 12.9% 12/29/2018 $1538.66 (1%)

Adjusted EBITDA Margin 11.0% 25.71% 28.90% 3/30/2019 $950.644 (-5.9%)

Return on Equity 15.1% 6/29/2019 $1040.688 (-2.9%)

Adjusted Net margin 12.8% 9/28/2019 $1157.596 (11.4%)

Invested Funds IRBT (LTM) IRBT Historical Peers' Median (LTM)

12/28/2019 $1707.112 (3%)

Cash/Capital

History: Last 10 years

NWC/Capital Mean Surprise 0.95%

Operating Assets/Capital 99th percentile "surprise" range -10% to 12%

Goodwill/Capital

EBITDA Last 5 quarters

Capital Structure IRBT (LTM) IRBT Historical Peers' Median (LTM)

12/29/2018 $152.644 (12.8%)

Total Debt/(Market Cap.+ Other Claims on Capital) 3/30/2019 $123.948 (-18.4%)

Minority Interest/(Market Cap.+ Other Claims on Capital) 6/29/2019 $57.724 (-3.8%)

Preferred Equity/(Market Cap.+ Other Claims on Capital) 9/28/2019 $209.576 (47.6%)

CGFS Credit Rating  F C 12/28/2019 $97.86 (-16.7%)

Credit Rating Model #VALUE! b+ to bb-

History: Last 10 years

Probability of Default Model b- to b b+ to bb- Mean Surprise -10.27%

Likely Current Cost of Debt 0.00% 5.01% 99th percentile "surprise" range -67% to 46%

Likely Current Cost of Equity (Cost of Debt + MRP) 5.50% 10.51%

Likely Current WACC #VALUE! #VALUE!

Sunday, March 1, 2020

Description



Yes: Preferred Stock Plan



iRobot Corporation designs, builds, and sells robots for the consumer market in the United 

States, Europe, the Middle East, Africa, and internationally.



Change in Ownership (over the past "Number" months)
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Volume (in millions)

Price

Share Price Performance

Volume IRBT Consumer Discretionary

Investment Thesis

TARIFF BEATDOWN PROVIDES OPPROTUNITY FOR STRONG RETURNS

I am initiating coverage of iRobot Corporation with a Limit Buy at $48 and a $54 one-year price target. IRBT has 

struggled in the past year dropping from a high of $132.88 per share down to its current price of $47.99 per share, 

largely in part due to tariffs from the U.S.-China trade war. This drastic move was understandable as large portions of 

IRBT’s products are being produced in China and the company has had to pay $8 million due to the tariffs on imports 

from China that began in September 2019. However, I believe that market may have overcorrected leaving us with a 

great opportunity to receive a 12.5% return.

iRobot dominates in the robotic vacuum cleaner industry, maintaining approximately 70% of the global retail shares 

worldwide. The company has taken strong measures to combat the tariffs that plagued them in 2019 including shifting 

significant portions of manufacturing to Malaysia and diversifying their product portfolio. The company grew its revenue 

by 10% in 2019 and analysts expect similar growth for the next two years with only a slight decrease in their EBITDA 

margin.

For the long: 

1. Strong Earnings:

IRBT released strong earnings for the fourth quarter of 2019. The recent earnings continue a trend of the company 

meeting or surpassing analysts' eps expectations for the previous 20 quarters. IRBT also reported revenue of 

$426.78M, representing a 10.95% growth YoY and beating expectations by $11.26M.

2. New Products: 

IRBT had success with their new mopping product, the Braava jet Robot Mop, in 2019. The mopping robot generated 

approximately $100M in revenue in 2019 after being introduced in May. IRBT anticipated continued success with this 

product going forward. Additionally, the company has been conducting beta tests for their lawn-mowing product, the 

Terra robot mower. The company plans to release this product with limited online sales in 2020 and a large-scale 

commercial launch in 2021.

3. Valuable Patents

IEEE.org's 2017 top 20 patent powerhouses list has iRobot Corp. ranked 5th among electronics company with the most 

valuable patents. IRBT's patents allow the company to exclusively import and sell robotic vacuum products in the United 

States, preventing competitors such as bObsweep, Hoover, and Shenzhen Silver Star Intelligent Technology from 

competing with IRBT in the space.

4. Digital Features

iRobot is working on digital features to increase the ease of use of their robots. Some of these features include 

automation from the users' phones, smart home connections, and mapping & navigation features. The features will 

enhance the use experience and could position iRobot products as essentials in a growing smart home industry.

For the short:

1. Tariffs: 

Tariffs on imports from China are expected to increase to 25% in May of this year. These tariffs were initially 

expected to come into effect at the beginning of 2020 before being delayed, so the market has already adjusted 

accordingly and IRBT has made to minimize the impact. However, these tariffs will still have an impact on the company, 

which could negatively impact the stock price.

2. Short Interest: 

IRBT has an unprecedented short interest of 58.74% that could be a major concern. This is likely because of the 

success shorts have had with the stock over the past year and are looking to continue with these returns. The stock 

price has been stable for the past four months and with the adjustments iRobot has made to combat tariffs, I would be 

surprised to see a strong move downward. With iRobot's strong balance sheet and pattern of beating earnings, I believe 

the short interest will steadily decline as the company has success.

Key Catalysts for price change

• Tariffs -A significant portion of IRBT's production is still from China. Any unexpected developments in the U.S.-China 

trade situation could affect IRBT's business.

• New Products -iRobot attributed their revenue growth in 2019 to their newly released products. With continuing 

development of new Roomba products as well as other household robotic products being released in the coming years 

there is a strong opportunity for growth.

Valuation

My $54 price target is derived from Discounted Levered Free Cash Flow estimates. 
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iRobot Corporation

Symbol: IRBT Cost of Capital Estimates

Analyst

Jacob Gebo CGFS Credit Rating  Credit Rating Model Probability of Default ModelModel

Buy below

$42.74

Implied Cost of Borrowing (IRBT) 9.5% 5.8%

Sell above

$62.21

Implied Cost of Borrowing (Peers) 5.8% 5.2% 5.1%

Probability of  Price Increase

64% Base Year Explicit Period (15 years) Continuing Period

Last Price

$47.99

Cost of New Debt Estimate 5.57% 5.57% 5.57%

Intrinsic Value

$49.77

Country Risk Premium Estimate 5.50% 5.50% 5.50%

Target Dividends

$0.00

Cost of Equity Estimate 11.07% 11.07% 11.07%

Target Price

$53.42

WACC Estimate 10.77% 10.77% 10.77%

Forecast Assumptions

Fiscal Year

Revenue Growth

EBITDA Margin

CAPEX/Revenue DPR/CAPEX

Base Year (Actual) 10.46%

11.1%

2.9% 1.01 SBC/Revenue 1.96%

year 1 9.20%

7.2%

3.0% 0.78 Constant/same as LTM

year 2 9.00%

8.6%

2.9% 0.83 Lease term 10

year 3 9.00%

8.7%

2.7% 0.85 Rent Expense/Revenue 0.97%

year 4 9.00%

8.8%

2.6% 0.86 Tappers off to historical average

year 5 8.42%

8.9%

2.4% 0.87 R&D life 10

year 6 7.83%

9.0%

2.2% 0.88 R&D Expense/Revenue 11.96%

year 7 7.25%

9.1%

2.0% 0.89 Constant/same as LTM

year 8 6.67%

9.2%

1.9% 0.90 LIFO Reserve Tappers off to zero

year 9 6.08%

9.3%

1.7% 0.92 Non-operating pension costs Tappers off to zero

year 10 5.50%

9.4%

1.5% 0.93 Net financing pensions costs  Tappers off to zero

year 11 4.92%

9.5%

1.4% 0.94 Overfunded pension plans Tappers off to zero

year 12 4.33%

9.6%

1.2% 0.95 Capitalized interests Constant/same as LTM

year 13 3.75%

9.7%

1.0% 0.96 Dividends/Revenue 3.10%

year 14 3.17%

9.8%

0.8% 0.98 Tax Rate 25.00%

year 15 2.58%

10.0%

0.7% 0.99

Continuing Period 2.00%

10.0%

1% 1.00

Simulation Assumptions

Random Variables Distribution Assumption MAX Likelly MIN

Deviations in annual Revenue Growth--Expl. Per. Triangular 41.27% 0% -1.17%

Deviations in annual Revenue Growth --Cont. Per. Normal 1.39% 0% -1.39%

Deviations from EBITDA Margin base annual estimates Triangular 1.50% 0% -1.25%

Deviations from CAPEX/Revenue base annual estimates Triangular 2.61% 0% 0.49%

Deviations from Kd base annual estimates Triangular 9.67% 0% -5.57%

Deviations from CRP base annual estimates Triangular 1.82% 0% -1.92%

Deviations from TEV/Revenue base estimate Triangular 3.45 0% -0.91

Deviations from TEV/Revenue base estimate Triangular 3.51 0% -11.13

Change in P/BV (TTM) Triangular 25.70 0% -1.53

Change in P/E (FW) Triangular 0.86 0% -17.08

Recovery Rate Triangular 10.00% 0% -10%

Valuation

DCF Valuation

Base Explicit Period (Average) Continuing Period

Revenues

$1,214.01 $2,195.41 $3,150.44

Net Margin

13% 10% 10%

LFCF

$107.21 $143.89 $242.62

Ke 11.07% 11.07% 11.07%

ROE 15.05% 12.99% 12.34%

Relative Valuation

Median Justified Multiple Basis Implied Equity Value

EV/Rev (FW) 2.1x $1,350.25 $3,014.71

EV/EBITDA (FW) 22.2x $100.77 $2,391.05

P/BV (TTM) 5.3x $1,307.57 $6,868.82

P/E (FW) 30.1x $132.15 $3,974.58

Asset Based Valuation Valuation Summary

Intrinsic Value Target Price Model Weight

Recovery Rate 60%

DCF Valuation

51.01 $                            54.67 $                                        100%

Capital

$2,070.89

EV/Rev (FW)

104.37 $                          115.61 $                                       0%

Intangibles

$131.08

EV/EBITDA (FW)

82.78 $                           91.69 $                                        0%

Claims

$144.46

P/BV (TTM)

237.80 $                         263.41 $                                      0%

Implied Equity Value

$1,019.43

P/E (FW)

137.60 $                          152.42 $                                      0%

Asset Based Valuation

35.29 $                           39.09 $                                        0%

Price per Share

51.01 $                            54.67 $                                        100%

Other
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Intrinsic Value Distribution--Probability (Upside)=64.4%

0.00%

0.00%

0.00%

0.00%

0.00%

6.71%

47.31%

38.12%

2.35%

Asset Recovery Rate

P/E

P/BV

TEV/EBITDA

TEV/Rev

Discount Rate

CAPEX/Rev

EBITDA Margin

Revenue growth

Sensitivity: Price Variance Attribution Analysis


