
 
    

 

 

Company Description:  Fabrinet provides precision optical, electro-mechanical and electronic 
manufacturing services to companies for both production and design consulting. They offer space for 
customers to develop their own products or develop it themselves using their cutting edge technology. 

 

BUY/HOLD/SELL 
Current Price:  $31.30 
Target Price:  $36.44 
Market Cap:  1.2B 
ROE: 11.9% 
Ke: 7% 
 

 

 

 
 

Thesis: Fabrinet is currently in a growing industry that 

will become even more heated in the following years. 
Fabrinet is prepared and willing financially to begin 
expansion both organically and inorganically to capture the 
future market share created in America, Europe, and 
emerging markets.  
 
 
 
 
 

Catalysts:  
 Short Term(within the year): Appreciating 

dollar versus the Thai Baht 

 Mid Term(1-2 years): Growing international 
optics market 

 Long Term (3+): China’s optics market is 
expected to become 30% of the 
international market by 2022. 
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Current Price: $31.30 
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Optics Industry: 
 

The optics industry has become crucial over the past decade due to its usage for technology, internet, and data 

storage. The transfer of information through light is becoming central to all industries, as it can drastically 

reduce time lags and improve communications between all parties. More than ever, the optics industry is 

becoming hotter due to the economies of scale and cost cutting that new technologies in the field can provide. 

 
Within the US alone, the fiber optics market size is expected to increase from $5.41 M to $8.20 M within the 

next decade, an increase of 52%. Given the current bullish market, companies are more than ever investing in 

R&D to improve their technology to improve speed and precision. Laser innovations, in particular, are growing 

in demand for its applications in semiconductor processing for the biotech industry. Improved precision is 

needed in the automotive, medical, and industrial end markets, which reduce the amount of defects, boosts the 

production cycle and reduce costs of production. As it stands, with low interests and a bullish market, 

companies of all industries are more willing than ever to invest in the optics industry for their own operations. 

Additionally, as interest rates increase and the labor market heats up, such investments seem attractive, as they 

would drive down costs that offset this likely future cost increases. Fabrinet works as an electronic 

manufacturing company, but 52% of its manufacturing is in the optics industry, making this expected growth 

great for their future revenue.  

 

Revenue & Operating Income: 

Fabrinet’s revenue is particular for a variety of reasons. Their services for patent development and 

manufacturing can go from creating a prototype for a company to manufacturing the company’s product as a 

contractor. Regardless of their function, Fabrinet’s revenue comes from a small number of customers. So 

much that one customer accounted 20% of their revenue in 2017. Having few customers is a liability due to 



 
    

 

the potential loss from losing a few customers. However, with the acquisition of Global CEM Solutions LTD, 

Fabrinet has been able to expand its reach and has boosted its revenue significantly. 

 

Fabrinet has stated its desire to pursue acquisitions and joint ventures to diversify markets and customer base 

as well as accelerate entrance into other markets. With Global CEM’s acquisition, Fabrinet not only boosted 

its revenue but also penetrated the European EMS (Electronics Manufacturing Services). Since Global CEM’s 

operations are 80% in Europe, Fabrinet has been able to begin its expansion towards the international scene. 

It also has stated its desire to expand its client base in Asia-Pacific and Eastern Europe. Additionally, it wants 

to offer advanced manufacturing services in emerging markets, given how they usually lag behind in 

manufacturing technology. Fabrinet is not simply dreaming of going international. Even if most of their 

revenue is from US companies, most of their production is in Thailand. Thus, expanding to any market is a 

simple logistics problem, as they already specialize in exporting their goods. It is hard to quantify Fabrinet’s 

goals. However, given how much the company emphasizes growth either organically or through acquisitions 

and joint ventures, it seems Fabrinet will be focused on aggressive revenue growth for the foreseeable future. 

  

Peer Analysis: 

It is not surprising that Fabrinet focuses on growth instead of value creation. Currently, its profitability 

outperforms the industry. Both its EBITDA margin and operating margin demonstrate Fabrinet’s ability to 

exploit business opportunities, or at least more than its peers do. This is crucial given how willing Fabrinet 

has been to seek aggressive expansion for the past three years. Even if they wish to expand, they will only 

pursue high-yielding ventures, something that is evident given their balance sheet status (discussed later).  

 



 
    

 

 

Growth and debt (BS):  

One would assume Fabrinet’s outstanding growth was being boosted by debt financing, but it is not. It has 

access to $150 M worth of debt as a revolving credit facility, as well as an additional $50 M in the form of 

delayed draw term-loan. Of the revolving credit facility alone, it still has 63% available for use. 

 

Fabrinet mostly uses this credit facility to finance short-term liabilities. It avoids long-term debt for the most 

part, as it can be seen below. Its capital structure is mostly debt, and that is why for the purposes of this 

analysis, ROE and Ke were used to gauge value creation.  

 



 
    

 

 

 

On the asset side, it is hard to tell that this is one of the most profitable companies in its industry. Over 77% 

of total assets are current assets, of which cash and STI compose 36%. The rest are mostly accounts 

receivables and inventory. However, these numbers are actually strong indicators of Fabrinet’s performance. 

Contractually, Fabrinet’s customers are required to purchase their finished goods. Its customers sign a 

contract of up to three years depending on whether Fabrinet is required to create and produce or simply 

manufacture goods. Therefore, unless Fabrinet’s goods are defective, their inventory is as good as revenue. 

Additionally, given how Fabrinet has a small number of customers who place large orders, its accounts 

receivable account is not really too much of a concern. The interesting part is actually cash and STI. It is an 

indicator of two factors. First, Fabrinet’s management is very vocal regarding their desire to acquire 

companies or create joint ventures, and they seem to be saving money to do exactly that, just as they did for 

Global GEM. Additionally, it once again proves that Fabrinet is not rash in its pursuit of additional growth, 

since it seems to only take profitable projects and clients. As the economy and the industry continues to grow, 

Fabrinet not only has the liquidity to quickly enter into production, it has access to large amount of debt 

financing if the demand is ridiculously high. Fabrinet is a company that flourishes on its own, but has the 

capability and intent to grow aggressively and strategically in an industry that is expected to grow significantly 

in the future.  

 



 
    

 

 

Future Growth: 

How realizable is this potential growth? In August of 2017, China’s Ministry of Commerce conduced a 

yearlong expiry review on optical fiber imports. It imposed tariffs and restrictions on imports from the US 

and Japan, which send companies’ stock such as Fabrinet plummeting. Fabrinet was particularly hurt given 

how much business it had in China. However, China’s new five-year plan seeks to promote the domestic 

industry, aiming to become 30% of the global market by 2022. Given how China has always lagged in terms 

of high-end processors and memory chips, it is expected that the demand China will create will lead to a 

shortage of supply. Since Fabrinet already has operations set within China, this expected growth is more than 

likely to benefit Fabrinet. This does not even take into account the expected growth in usage of fiber-optic 

networks, data centers and cloud computing services. As the economy continues to rely more and more on 

computers and optics communications, Fabrinet’s expected revenue growth is not a crazy idea, and 

management’s desire to expand now just shows how much they understand the potential market share they 

will be able to gain. 

 

Cash Flow Analysis: 

 

It is important to mention Fabrinet’s operating cash flow, even if only briefly. Operating cash flows indicate 

long-term sustainability, and Fabrinet’s cash flows show that its business is not only profitable, but also 

sustainable. Another interesting factor that is seen in the cash flow analysis is the stock-based compensation. 

The dilution from stock-based compensation is so significant that diluted earnings per share are preferred to 

gauge return on equity. 

 

 

 



 
    

 

 

 

Dupont Analysis: 

 

While Fabrinet is not targeting value creation currently, it is important to mention the possibility of further 

value creation since Fabrinet outperforms its rivals already. Fabrinet’s improved ROE (GAAP) is mostly due 

to its operating margins and asset turnover, indicating that the positive effect of financial leverage is possible 

in the future if the industry starts to heat. Operating margins seem to be able to increase even further, given 

how in 2014 it was at 11.37% and it is currently at 7.55%. Fabrinet is currently seeking to expand its facilities, 

given how they believe economies of scale are possible as they scale up their customer orders in terms of size. 

Interestingly, asset turnover improved significantly, but it may be able to increase even further. TAT has a 

major flaw; it fails to account employees’ value. In an industry where the workers’ expertise is valued even 

more than fixed assets, it seems imprudent to believe the current TAT shows the real current and potential 

value creation from Fabrinet’s assets. It is still possible for the company to improve its TAT, and through 

that, its ROE. Overall, it seems Fabrinet is still capable of increasing its value creation, a positive sign for the 

company. 

 

Conclusion: 

The world economy is currently roaring as companies seek to expand their operations and are currently 

investing in technology to improve their revenue and reduce their costs. Fabrinet provides a great service by 

serving as a consultant, creator or even manufacturer for these companies. As the optics industry continues to 

become more central to all businesses and governments in order to communicate, companies that specialize 

in these fields will benefit the most. Fabrinet has been able to diversify itself through the acquisition of  

Global CEM solutions and now expanding both in terms of products and services it provides and 

geographical reach. Fabrinet not only beats its peers in terms of growth, but also value creation, and is able to 

improve both. Its lack of debt and large liquidity shows they are ready to jump as soon as supply cannot catch 

up to the growing demand, especially given China’s new five-year plan that boosts optics and other electronic 

manufacturing production.  Currently, it is slightly underpriced since its discounted cash flows have slighter 

than appropriate WACC (debt premium should be lower). Added to that, the potential in the next year of 

revenue growth from industry demand and acquisitions is almost impossible to calculate, but Fabrinet’s 

management seems to be ready to scale up as soon as the opportunity presents itself. With that being said, 

Fabrinet’s stock is undervalued for what its worth. 



 
    

 

 


