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Freshpet, Inc.

Symbol: FRPT

Analyst

Jake Pollicino 

Buy below

$64.88

Sell above

$92.89

Probability of  Price Increase

48%

Last Price

$72.39

Intrinsic Value

$74.31

Target Dividends

$0.00

Target Price

$81.10

Sector Consumer Staples

Industry Food Products

Last Guidance December 11, 2018

Next earnings date February 25, 2020

People

#NAME?

#NAME?

#NAME?

#NAME?

#NAME?

#NAME?

Top Competitors

Beyond Meat, Inc. --

-- The Simply Good Foods Company

-- Hostess Brands, Inc.

-- --

-- The Hain Celestial Group, Inc.

Market Statistics Ownership

Market Capitalization (mil) $2,612.56 Shares outstanding (mil) 36.09

Last Price per share $72.39 Weighted Diluted shares outstanding (mil) 35.81

52 week high $73.17 Options and Warrants (Shares equivalent) 1.51

52-week low $35.95 % shares held by institutions 99%

"INPUT from BB"

Volatility 47.17% % shares held by investments Managers 89%

"INPUT from BB"

Daily volume (mil) 0.31 % shares held by hedge funds 5.86%

"INPUT from BB"

Short interest 7.51% % shares held by VC/PE firms 0.132%

"INPUT from BB"

Days to cover short interest 9.85 % shares held by insiders 4.78% -8.65%

Beta -0.35 Poison Pill and Type

Financials Quarterly Earning Surprises (Actual/Median Estimates)

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

Return on Capital 3.9% 1.14% 3.89% 9/30/2018 $203.1984 (-0.1%)

Adjusted EBITDA Margin 8.6% -0.09% 10.41% 12/31/2018 $206.5732 (2.7%)

Return on Equity -1.6% 3.9% 3/31/2019 $219.1688 (0.7%)

Adjusted Net margin -0.8% 5.1% 6/30/2019 $240.20872 (0.6%)

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

9/30/2019 $261.0636 (1.5%)

Cash/Capital 6.5% 4.7% 6.9%

History: Last 5 years

NWC/Capital 7.5% 4.5% 8.0% Mean Surprise 0.16%

Operating Assets/Capital 86.0% 90.7% 50.3% 99th percentile "surprise" range -4% to 4%

Goodwill/Capital 0.0% 0.0% 27.5%

EBITDA Last 5 quarters

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

9/30/2018 $15.14612 (-45.6%)

Total Debt/(Market Cap.+ Other Claims on Capital) 0.03 0.00 0.19 12/31/2018 $22.16056 (-38.4%)

Minority Interest/(Market Cap.+ Other Claims on Capital) 0.0% 0.0% 0.0% 3/31/2019 $1.61128 (-84.1%)

Preferred Equity/(Market Cap.+ Other Claims on Capital) 15.0% 0.0% 0.0% 6/30/2019 $-5.68936 (-137.4%)

CGFS Credit Rating  B C 9/30/2019 $30.39388 (-26.9%)

Credit Rating Model b- to b b+ to bb-

History: Last 5 years

Probability of Default Model aa to aa+ bb to bb+ Mean Surprise

Likely Current Cost of Debt 3.06% #DIV/0! 99th percentile "surprise" range #VALUE!

Likely Current Cost of Equity (Cost of Debt + MRP) 8.26% #DIV/0!

Likely Current WACC 8.12% #DIV/0!

Monday, February 17, 2020

Description



NONE



Freshpet, Inc. manufactures and markets natural fresh products, refrigerated meals, and treats 

for dogs and cats in the United States, Canada, and the United Kingdom.



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

Price

Share Price Performance

Volume FRPT Consumer Staples

Investment Thesis

LONG-TERM GROWTH PROSPECTS AND EXPANSION 

I am initiating coverage of Freshpet with a LIMITBUY at $72.39 and a $81.08 price target. I view FRPT as a top

manufacturer of fresh dog and cat food that has termendous growth potential due to the growing demand of fresh and 

organic pet food to help pets live a long and healthy life. Due to consistant growth in revenue and planned expansions,

FRPT is still in its earlier stages in life with lots of room to grow.As a result, FRPT has the abilityto expand its 

operationsleading to acontinuing growth in reveneus do to its consistant growth in revenues and developing brand 

recognition.

For the long: 

1. Growingtrends related to pet ownership:

Accordingto the American pet Products Association there are currently 84.6 million pet-owning households, that means 

68% of households own pets in the United States. Out of of these pets 95% of U.S pet owners view their pets as 

members of their family according to Packaged Facts. As a result, FRPTis positioned tobe a primary benefitof these 

statistics, with alarge amount of pet ownership already established and the vast majority of these pet owners see their 

pets as a part of their family, they will not take costs into consideration for thier loved ones. Freshpets already has 

establishes fridges which draw attention to thier products in many large retailors accross the country which will result 

in brand recognition, leading to brand loyalty.   

2. E-commerce opportunity: 

E-commerce representsaround 2.2% of all FRPT'S total sales andresulted in buisness growth of 107% in Q1 of 2019. 

Its e-commerce buisness includes curbside programs, home delivery services and other well known e-commerce like 

AmazonFresh and FreshDirect (seeking alpha).I believe there is still greatgrowth potential in ecommerce sales while 

more and more consumers are starting to use and prefer e-commerce.  

3. Investing in structural expansion: 

With revenueson the rise and little total debt on the balance sheet, FRPT has the ability to reinvest in the company by 

opening up more Frespet fridges in major retailors accross North America. There are currently 19,500 Freshpet 

fridges locates in North America with the ability to install at least 30,000 fridges across North America. Freshpets 

also anticipates that the renovation of a 50,000 square foot building and a 90,000 square foot addition will result in 

massive growth to net sales.   

For the short:

1. Spiking growth in fresh pet food: 

Injust three short years from 2015-2018 fresh pet food sales jumped by 70% in retailors in the United States 

(nielsen). With such a substancial growth in such a short period of time, I beleive this trend will continue throughout 

the upcoming quarters, leading to a consistant growth in FRPT's short term revenues. 

2. Decline in macroeconomicstance: 

If the countriesmacroeconomic stance were to decline substancially in the future, consumers may consider cheaper pet 

food options to cut expenses. If this were to happen Freshpet would see a decline in growth.

Key Catalysts for price change

• New refrigerators added into retailors

• Continuinggrowth in the market for fresh pet food.

• Expandingmanufacturing plant leading to revenue growth.

Valuation

My $81.08price target is derived from Discounted Unlevered Free Cash Flow estimates
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Freshpet, Inc.

Symbol: FRPT Cost of Capital Estimates

Analyst

Jake Pollicino  CGFS Credit Rating  Credit Rating Model Probability of Default ModelModel

Buy below

$64.88

Implied Cost of Borrowing (FRPT) 4.5% 5.9% 2.9%

Sell above

$92.89

Implied Cost of Borrowing (Peers) 5.9% 5.5% 5.0%

Probability of  Price Increase

48% Base Year Explicit Period (15 years) Continuing Period

Last Price

$72.39

Cost of New Debt Estimate 3.06% 3.80% 3.80%

Intrinsic Value

$74.31

Country Risk Premium Estimate 5.20% 5.20% 5.20%

Target Dividends

$0.00

Cost of Equity Estimate 8.26% 9.00% 9.00%

Target Price

$81.10

WACC Estimate 8.17% 8.90% 8.90%

Forecast Assumptions

Fiscal Year

Revenue Growth

EBITDA Margin

CAPEX/Revenue DPR/CAPEX

Base Year (Actual) 22.44%

8.3%

8.4% 0.86 SBC/Revenue 3.60%

year 1 35.00%

15.0%

8.0% 0.70 Constant/same as LTM

year 2 35.00%

17.2%

8.0% 0.70 Lease term #REF!

year 3 30.00%

18.3%

8.0% 0.70 Rent Expense/Revenue #REF!

year 4 30.00%

18.6%

8.0% 0.70 Tappers off to historical average

year 5 26.00%

19.6%

8.0% 0.70 R&D life 10

year 6 25.00%

20.7%

8.0% 0.70 R&D Expense/Revenue 0.25%

year 7 25.00%

21.9%

8.0% 0.70 Constant/same as LTM

year 8 22.50%

21.5%

8.0% 0.73 LIFO Reserve Tappers off to zero

year 9 20.00%

21.1%

8.0% 0.77 Non-operating pension costs Tappers off to zero

year 10 17.50%

20.7%

8.1% 0.80 Net financing pensions costs  Tappers off to zero

year 11 15.00%

20.3%

8.1% 0.83 Overfunded pension plans Tappers off to zero

year 12 12.50%

19.9%

8.1% 0.87 Capitalized interests Constant/same as LTM

year 13 10.00%

19.5%

8.2% 0.90 Dividends/Revenue 0.00%

year 14 7.50%

19.1%

8.2% 0.93 Tax Rate 18.65%

year 15 5.00%

18.3%

8.3% 0.97

Continuing Period 2.50%

18.3%

8% 1.00

Simulation Assumptions

Random Variables Distribution Assumption MAX Likelly MIN

Deviations in annual Revenue Growth--Expl. Per. Triangular 0.39% 0% -0.46%

Deviations in annual Revenue Growth --Cont. Per. Normal 1.41% 0% -1.41%

Deviations from EBITDA Margin base annual estimates Triangular 2.09% 0% -1.00%

Deviations from CAPEX/Revenue base annual estimates Triangular 0.18% 0% -1.88%

Deviations from Kd base annual estimates Triangular 3.13% 0% -1.17%

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

Deviations from TEV/Revenue base estimate Triangular 14.32 0% -1.60

Deviations from TEV/Revenue base estimate Triangular 158.07 0% -3.83

Change in P/BV (TTM) Triangular 16.77 0% -0.80

Change in P/E (FW) Triangular 7.07 0% -6.94

Recovery Rate Triangular 10.00% 0% -10%

Valuation

DCF Valuation

Base Explicit Period (Average) Continuing Period

Revenues

$231.75 $1,804.51 $3,996.60

EBITDA Margin

9% 19% 18%

UFCF

-$14.51 $210.70 $287.11

WACC 8.17% 8.90% 8.90%

ROIC 3.88% 65.37% 8.90%

Relative Valuation

Median Justified Multiple Basis Implied Equity Value

EV/Rev (FW) 3.2x $355.73 $1,098.83

EV/EBITDA (FW) 16.9x $56.88 $933.27

P/BV (TTM) 1.9x $134.16 $255.63

P/E (FW) 26.0x $25.89 $672.17

Asset Based Valuation Valuation Summary

Intrinsic Value Target Price Model Weight

Recovery Rate 60%

DCF Valuation

78.32 $                           85.11 $                                         100%

Capital

$1,844.18

EV/Rev (FW)

29.45 $                           31.86 $                                        0%

Intangibles

$0.00

EV/EBITDA (FW)

25.01 $                            27.06 $                                        0%

Claims

$45.24

P/BV (TTM)

6.85 $                             7.41 $                                          0%

Implied Equity Value

$1,061.27

P/E (FW)

18.02 $                            19.49 $                                        0%

Asset Based Valuation

28.44 $                           30.77 $                                        0%

Price per Share

78.32 $                           85.11 $                                         100%

Other
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Intrinsic Value Distribution--Probability (Upside)=48%

0.00%

0.00%

0.00%

0.00%

0.00%

19.96%

34.98%

27.58%

12.94%

Asset Recovery Rate

P/E

P/BV

TEV/EBITDA

TEV/Rev

Discount Rate

CAPEX/Rev

EBITDA Margin

Revenue growth

Sensitivity: Price Variance Attribution Analysis


