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  Mergers and Acquisitions 

 New revenue stream from new business or 

clients 

 Q4 2016 earnings announcement 

 
Company Description: 

  

Sensata Technologies Holdings is a technology company that develops, manufactures, and sells sensors and controls, used 

in the automotive and electronic industries. Market-leading products include pressure sensors, speed and position sensors, 

temperature sensors, pressure switches, as well as, bimetal electromechanical controls, thermal and magnetic-hydraulic 

circuit breakers, and industrial sensors. Sensata markets its products worldwide, especially in the United States, Europe 

including the Netherlands, China, Korea and Japan. Sensata is a holdings company with less than 10 companies, each 

specialized in different segments of the business, which allows Sensata to gain exposure to many parts of the technology 

industry. 
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Thesis 

 Sensata is a growth company with leadership 
positions in automotive sensors, which is a 
growing market. It has been delivering strong 
constant growth and has the ability to make more 
acquisitions to bring more growth.  

 There are increasing regulations relating to safety 
and emissions that drive the demand for energy 
efficient electronic products. 

 Sensata focuses on R&D to develop complex 
products with applications to the automotive 
industry. 

 Unappreciated earnings will increase when the 
company achieves its long-term targets.  

 

Industry Outlook 

Sensata provides technical instruments products mainly 

used in the automotive and electrical industries. Because 

its stock price depends on revenues, it also depends on 

the demand for automotive products i.e. cars. Looking at 

2016, the number of vehicles sold in China, Europe and 

the United States, will keep increasing, and will allow 

Sensata to sell more of its products worldwide.  

 
As for the electronic industry, there is an increasing 

demand for electric vehicles and for hydraulic circuits that 

Sensata can take advantage of. As well, worldwide vehicles 

are changing as manufacturers are trying to meet 

government regulations and improvements regarding 

safety, carbon-monoxide emissions, and fuel efficiency. 

This change in the industry will impact Sensata’s product 

offerings and will differentiate its products from its 

competitors’. 

 

Acquisitions & Their Impact on Sensata 

In the past 10 years, Sensata has bought 9 companies in 

order to develop its range of products and applications. 

Each acquisition allows the company to expand its reach 

geographically and to become more and more present in 

the sensing business.  

The company’s last acquisition was in December 2015. 

The acquired company, CST, is a technology company 

with sensing content used beyond the automotive 

industry, which will expand and double Sensata’s reach 

into the aerospace business. CST also has products that 

will be incorporated into each of Sensata’s segments.  

Each acquisition increases the company’s debt and 

impacts its margins. In fact, these acquisitions initially 

reduce the company’s margins due to their lower 

profitability and because of the interest burden the new 

debt brings. But these acquisitions also bring new 

revenues. For example, the last three acquisitions 

(DeltaTech, Schrader, and CST) have brought at least 

$1.05 B of acquired revenue. CST is also expected to bring 

new revenue stream in aerospace within the next year. 

These acquisitions make Sensata a highly levered 

company, with new debt issued for most acquisitions, the 

last debt issuance being for CST in December 2015. From 

then, the company has been rapidly paying its debt thanks 

to its strong free cash flow. Sensata is expected to increase 

its FCF by 29.3% for FY 2016, considering the 11% year-

on-year increase for Q3 2016. The increase in FCF is due 

to strong adjusted net income and to low capital 

expenditures. The company forecasted a decrease in its 

leverage ratio to below 3.8 by the end of the year 2016, to 

become a less risky company, and be more attractive to 

investors.  
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Assuming the company will not buy other companies 

before Q4 2017, it will be able to reduce its leverage ratio 

to 3.0 times and become a much less risky company. 

 

Segments Wins & Future Revenues 

Through its acquisitions, Sensata has been able to develop 

two main segments: performance sensing and sensing 

solutions. Performance sensing includes applications in 

automotive and in heavy vehicle & off-road business 

(HVOR), with a goal of improving performance, safety, 

and efficiency. The company has been a market leader in 

this segment for 25 years, with 9 global automotive OEM 

manufacturers as their clients, such as Volkswagen. As for 

the sensing solutions segment, it includes applications in 

the automotive industry as well but with a goal of 

preventing damage from heat and fire for vehicles, with 

electrical protection products. 

For those segments, Sensata also has products in 

development focusing on next generation electric cars. In 

Q3 2016, Sensata won a large order with one of the 

leading electric vehicle manufacturers, with its just 

developed sensor for complex thermal management 

systems. This new contract will bring its first revenues to 

the company beginning next year. It also has other sensors 

in development in electrification and the company is 

expected to increase its investments in those types of 

sensors, since the products have an increasing popularity 

and demand.  

As for HVOR growth, there are currently greenhouse gas 

regulations in development and Sensata is already looking 

at solutions for those through R&D. There is also an 

interest in tire pressure sensing for the heavy vehicle 

market, which would bring new revenues for the company 

within a couple years. 

As well, for its performance sensing business, Sensata 

won two key gas direct injection (GDI) contracts against 

competitors which will bring $10M per year in new 

revenues beginning next year. 

Overall, Sensata invests more and more in R&D 

because of the beneficial effects it has on its revenues and 

on its stock price. The company invest 9% of its revenues 

in R&D to create future value, an increasing amount year 

to year to support new technology developments in 

acquired and existing business, in order to drive future 

revenue growth. 

 

Value Creation for Investors 

Sensata has been focusing on creating value for its 

investors. To do so, they continue to invest in long-term 

growth by gaining contracts towards energy efficiency and 

a clean environment, like the previously mentioned new 

contract for electric cars. 

To increase profitability, Sensata is also going through a 

restructuration of the companies it bought, in order to 

remove the inefficient parts of the companies. To do so, 

the company is in the process of closing two production 

facilities brought on by the CST acquisition with a focus 

on improving margins to elevate the profitability of the 

acquired businesses. 

Another growth opportunity for Sensata is the Tire 

Pressure Monitoring Sensors (TPMS) leadership 

opportunities in China. TPMS is expected to be adopted 

in Chinese regulations next year, because of the important 

mandate just passed in China in Q3 2016. This will allow 

the company to move its business in China and will bring 

new revenues and allow for further growth in Asia. 

Considering the outlook on the automotive business, 

revenue growth will be driven by China, and Asia in 

general. 

Looking at the longer term, this year, Sensata created a 

partnership with Quanergy to create sensors to be used in 

the autonomous driving market. Research is going 

smoothly and both companies are expecting the final 

product delivered by 2020, which would be revolutionary 

to the industry and would bring new revenues to both 

companies.  
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Overall, Sensata is committed to create value for its 

shareholders through acquisitions, long-term revenue and 

earnings growth, strong cash generation, and increasing 

margins in growth markets.  

  

Financials 

As previously stated, Sensata is a highly levered company 

with a D/E ratio of 198. This high debt gives them 

exposure to changes in interest rates. Though its current 

tax rate is around 6%, it is expected to remain between 

6% and 7% next year, lowering the risk of increasing 

interest expenses. Since the company has made a 

commitment to rapidly pay back its debt in order to 

become a less risky company for investors, this exposure 

should decrease within the next year. 

Looking at the company’s revenues, they increased by 9% 

from 2014 to 2015 and are expected to grow at a faster 

pace in the coming years. For its Q3 2016 earnings, the 

company reported an organic revenue growth of +1.7% 

and a net margin of 16%. The company also has a long-

term net margin target of 20-23%. The reason why this 

was never achieved is because of the lower margins on 

acquisitions, as seen in the below graph. 

 

 

As for ROIC/WACC, Sensata is at 1.35 compared to 1.30 

for its competitors, showing invested capital is being used 

effectively. 

  

 

 

 

 

Looking at the segments, performance sensing is expected 

to see its revenues increase from $585 M in Q3 2016 to 

$785 M in Q4 2016. Its organic revenue growth is at 

+1.5%. The automotive market for both segments is the 

largest market for the company and is expected to have 

am organic revenue growth of 5% for 2016. 

The company is financially healthy, except for its high 

amount of debt, which should be remedied by end of next 

year. 

 

Risks 

There are always risks involving when investing in a 

technology company. But for Sensata, the main risks 

surround new acquisitions and currency transactions. In 

fact, in the past, Sensata has seen its stock price drop 

because of new acquisitions. The uncertainty of the 

outcome scares investors and the price drops. As for the 

currency transaction risk, Sensata has seen a slight 

decrease in revenues last year because of the euro 

devaluation against the dollar, which also scared investors. 

But looking at organic EPS growth, excluding acquisitions 

and currency effects, it was at 11% last year and should 

keep growing. 

 

Important Dates and Catalysts 

Important events to look at and to consider as catalysts 

for the stock price would be potential new acquisitions, 

though none are expected before end of 2017. 

As well, new revenues and contracts would drive the price 

of the stock up and would reassure investors as to the 

future of the company. 

 

Summary 

Sensata is a BUY because it delivers strong organic EPS 

growth and makes good progress on its margin 

expansions and the integration of its acquisitions. With a 

focus on paying its debt and strengthening its balance 

sheet, the company is on the path of becoming a less risky 

company for investors. It is also on track to deliver the FY 

2016 earnings guidance which would drive the price up.  

Sensata has a long period of potential growth ahead of 

them and is currently undervalued because of the risk it 

currently represents.
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