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 Helios Technologies : Unrealistic valuation, initiation at SELL 

 

Our valuation indicates a current discount to the company’s close slected peers and 

we believe a majority of our analysis yields the same downside risk. Management’s 

capability to drive higher return on capital employed through their aggressive   M&A activity 

instead on focusing on existing market opportunities in the company’s Electronics segment 

representing a 7.14x bigger market than its Hydraulics segment which contribute to 80% of 

the company’s current revenues shows weakness in the management’s choice of growth 

factors. 

While our multiple relative valuation suggests a higher IV/Share, we don’t find any 

strong argument to justify an in-line pricing to the company’s peers and even less about a 

premium valuation. Sell-side consensus implies a current approximate fair pricing of the 

company’s conmon equity but we believe the under-coverage of the company biases the 

current average target price. 

Management overview suggests a weak control of the company’s guidance and choice of 

capital allocation while management’s salaries have nearly doubled over the past three 

years. We don’t believe this is justified given the weaker margins and especially the weaker 

management of operating costs versus a strong stock price return in 2017 and 2018. Stock 

based compensation are not alarming but base salaries are still increasing although the 

company’s fundamental performance is not positive. 

The only upside we observed lied in the company’s current lower contributing segment 

(Electronics with 20% of revenues in 2018) with a TAM of $28.5b versus only $3.5b for its 

Hydraulics segment.  Given that, the company is still pursuing aggressive M&A activities in 

its Hydraulics segment (+120.20% YoY) while we see a positive upside and reasoning to 

execute such an aggressive activity towards its lower contributing but more promising 

Electronics segment. 

The company’s CCC reveals an above average metric versus its close peers group notably 

due to its above average account receivable conversion period. 

Finally, our DCF valuation implies a target price of $32.6 per share given neutral 

assumptions. We ran 100k monte carlo simulations on the stock price sensitivity to the 

company’s weighted average cost of capital and terminal growth rate and we concluded that 

the range of 32-33$ per share is still a reasonable intrinsinc valuation of the company’s 

share price. 
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I. Overview of the Company 

 

a. Description 

Helios Technologies develops and manufactures solutions for both the hydraulics 

and electronics markets, therefore they operate mainly in those  two business segments. The 

hydraulics segment of Helios Technologies acts as a leading manufacturer of high-

performance screw-in hydraulic cartridge valves, electro-hydraulics, manifolds, and 

integrated package solutions. There are three main company subsidiaries that operate within 

the hydraulics segment, under Helios Technologies, the global Sun Hydraulics companies, 

Faster, and Custom Fluidpower. Both Faster and Custom Fluidpower were acquired in 2018. 

These companies produce three key technologies including: cartridge valve technology 

(“CVT”), quick-release hydraulic couplings solutions (“QRC”), and hydraulic system design 

(“Systems”). The electronics segment of Helios Technologies is a leading producer of 

innovative electronic control, display and instrumentation solutions for both recreational and 

off-highway vehicles, and stationary and power generation equipment. Enovation Controls, 

LLC is a subsidiary that makes up the electronics segment of Helios Technologies and has 

driven the company to be a leading global provider of advanced electronic technologies. Prior 

to the acquisition of the Enovation Controls in April of 2018, Helios Technologies primarily 

operated in the hydraulics industry, but Enovation Controls allowed Helios to expand their 

presence in the electronics industry.  

 

The competitors for Helios Technologies are broken up based on the hydraulics and 

electronics markets. Within the hydraulics sector, Helios is competing with three different 

categories of competitors: full-line hydraulics system producers, component only producers 

of CVT or QRC products, and low-cost producers. Full-line hydraulics system producers are 

competitors to the hydraulics segment of Helios because they can provide a complete 

hydraulic system to their customers, which also includes the components that are produced by 

Helios’ hydraulics segment. The hydraulics segment also competes with other companies that 

produce only the CVT or QRC components of a hydraulics system. Finally, within the 

hydraulics segment, Helios’ subsidiaries must compete with low cost producers who typically 

work out of Asia and Eastern Europe. Their product ranges are limited and mainly copied 

from Helios Technologies and its competitors, but are produced at a lower cost. Due to their 

limited range in products, they aren’t strong competitors. Within the electronics segment, 

Helios Technologies faces a wide array of competitors ranging from large multinational 

companies that offer a full range of electronic products to small niche companies that focus 

mainly on one product type. Enovation Controls acts as a niche player and its able to compete 

successfully by being able to service mid-market niche markets that large competitors are not 

able to effectively serve.  *Information for these two questions was gathered from Helios 

Technologies' 10-K  
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b. Sales repartition and global market share for selected peers  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Helios’ revenues rely on two major segments : Hydraulics and Electronics. The Hydraulics 

segment contributed to 80% of the total sales in 2018 while the Electronics one contributed 

only 20%. As shown in the previous exhibit, the Hydraulics segment has experienced a 

significant growth YoY due to the integration of Faster and Custom Fluidpower who 

contributed to the +120% growth in the Hydraulics segment in 2018. The geographic 

repartition of the company’s sales are situated   in majority in the Americas, accounting for 

51% of total revenues in 2018. There was a net progression in the geographic repartition for 

the Europe, Middle East and Africa regions that went from a 22% contribution in FY17 to 

28% in FY18.  
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The total addressable market (TAM) highlighted by the company in its September 2018 

investor presentations underline a $3.5b TAM in the Hydraulics segment and a $25bbb TAM 

in the Electronics segment. Having noticed that the net contribution to revenues in 2018 from 

the Electronics segment was 20%, and as this market is seen by the management as the wider 

one, i.e 7.14x times the Hydraulics TAM, we can expect Helios Technologies to focus on an 

expansion in this underlying market going forward.  

We broke down the closest peers and attributed a market share in function of the TAM 

combined for both Hydraulics and Electronics. The TAM represents $28.5b and according to 

our estimates Helios is positioned as the 4th to last player in its close peer according to its 

revenues to the TAM volume with a 1.78% market share. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

c. Present Enterprise Value and quick multiple relative valuation  

  

 

We found out that on a pure equity multiple relative approach, Helios yields undervaluation 

signal for 4 out of 5 mutliple selected for this quick relative valuation. The current EV 

calculated of $1.5b for a per share price of $45.84 falls short of its relative   selected peers 

average for the EV/EBITDA, EV/EBIT and EV/Revenue multiples. Given our choice to   

value the company via a DCF approach, we do not believe that Helios deserve a fair relative 

pricing nor a premium to its close peers, given our extensive analysis of the company’s 

fundamentals in the following parts.  
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d. Sellside consensus 

 

 

 

 

 

 

 

 

 

Bloomberg consensus estimates underlines an average target price of $43.50 per share, 

underlining a downside from the current price of $47.07. There is currently only 1 buy signal 

against 6 holds which is in line with our estimates and we are carrying a SELL signal with a 

target price of $32.96. 

 

e. Competitive advantage 

 

Helios Technologies has approximately 150 patents and trademarks on their products 

and services. They do not rely solely on their patents and trademarks to drive their growth and 

outperform competitors, but they do believe that these protections on their intellectual 

property are crucial to protect against exploitation from competitors who have exploited their 

product development that is not legally protected. Helios Technologies needs to utilize patents 

in order to protect their trade secrets and intellectual property so that the company can continue 

to increase their sales and profitability. Their main focus for growing their business is to 

ensure that they are working as hard as possible to maintain a good relationship with the 

marketplace as well as continuing to improve their quality and functional performance. While 

it is important for the company to focus on improving the quality of their products, it is 

necessary for them to utilize patents and trademarks to ensure these improvements are 

protected.     
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II. Quality Check 

 

a. Management overview 

 

 

 

 

 

 

 

 

 

 

 

 We conducted an analysis of the management’s background 

and concluded that the overall leadership team has a cohesive 

background and shows strong education background. Moreover, 

the average duration at Helios is 8.58 years which is for 3 out of 5 

members of the leadership team above their average time per 

company in their professionalll background. 

 

 

 

 

Salary. They pay competitive cash salaries, with no guaranteed annual raises. All raises are 

done on an individual basis, and are tied to individual performance, and the financial 

performance of the overall company. 

 

Stock-Based Compensation. The company provides partial compensation in the form of 

company stock. The exact amount varies from year to year, and is split up on an individual 

basis, based on performance. This is to encourage both short term performance incentives, as 

well as a long term investment in the company from their high-level management. The CEO 

makes recommendations on awards for high-ranking members of the company. These 

recommendations are then reviewed, and either approved or edited by the committee that 

oversees executive compensation. The CEO does not determine his own equity compensation, 

this is done by the committee, and is largely based on company performance. 

 

Bonuses. Bonuses are done on a performance basis. They are tied to both individual 

performance, and the overall financial performance of the company. This is done to drive the 

financial performance of the company, so they will range based on how the company does 

overall. Structure for Pay Increases. (See below chart) 
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Management seems to have specific short and long-term performance metrics they 

must hit for their SBC to vest. They do not provide specifics on how much SBC we can expect 

to see into the future. However, if we use the past as our guide, we can see that it should fall 

somewhere in the $4 to $5 million range. More specific information about their executive 

compensation (and the huge jumps in executive pay) can be found below. 
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Executive pay has skyrocketed over the past three fiscal years. This is troubling, given the fact 

that they have, over that same time, been burning through cash, taking on large amounts of 

debt, and running overall narrow profit margins. Pay for every executive listed has doubled 

or more over this timeframe. 

Stock-Based Compensation Peer Analysis : 

 

As demonstrated in the chart above, the SBC for Helios appears to be within reasonable levels 

as compared to their peer group listed in the DEF 14A. They fall below both peer averages 

and medians, leading to the conclusion that their SBC is within a reasonable range, when 

compared to their direct competitors. 

Individual Stock-Based Compensation Analysis : 

 

 

SBC appears to be level, relative to growth in cash from operations. It appears that 

they would plan on keeping their level of SBC stable for the foreseeable future. If they haven’t 

raised it with the explosion in CFFO, it wouldn’t make sense that there should be an 

unreasonable spike in SBC anytime soon. 

 

 

When you take a look at how SBC effects their overall net changes in cash, it does not appear 

that SBC has made any major differences in the cash balances Helios is carrying. Since their 

SBC is relatively small when compared to their peers, it would be wise to look into other areas 

to fix their current cash problems (i.e., their overall consistent burning of cash year over year). 

It would make more sense for them to look into how much they’re burning to refinance their 

long-term debt, accounts receivables, and inventory to fix their current cash problems (and, if 

history is a guide, it doesn’t seem like they have or will be doing this). 
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b. Margins Evolution 

 

 

 

 

 

 

 

 

 

Helios margins have been decreasing for all but the gross margins. The EBITDA margin as 

well as the EBIT and Net margin are all showing signs of downtrend for the past 5 years 

underlying a cost management issue from the company’s management. As gross margins grew 

in 2017, it was nonetheless not followed by mid and bottomline profitability margins which 

underlines a constant issue in managing operating costs. 

 

b. ROTCE and management capital allocation metrics 

 

 

 

 

 

 

 

 

 

 

 Our analysis showed that Helios has been altering 

negatively its return on capital employed as highlighted on 

the left chart. The RoICE pre-tax shows positive growth 

from 2016 to 2018, but the RoTCE pre-tax does not follow  

the trend. This is due to the ineffective management of the 

company’s Total Capital Employed versus a positive 

management of the Industrial Capital Employed as 

graphically shown. We believe that Helios’ management 

should immediately take action to increase its RoTCE pre-

tax given the obvious appearance of a mismanagement of 

the latest return on capital employed for acquisitions under 

the Goodwill and Intangible lines that do not yield a 

sufficient return as compared to its RoICE pre-tax for the 

last three fiscal years. 
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In order to emphasize on our latest argument supporting the negative trend in RoTCE pre-tax 

of Helios, we decided to conduct a peer analysis of the EVA spread given companies’ specific   

weighted average cost of capital and return on invested capital. The table and the 

accompanying chart below supports that Helios, from its close peers group selected, yields 

second in term of EVA spread by largest to lowest out of 9 peers and has generated in 2018 

$12.05m in EVA versus an average of -$19.21m. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

c. Board of Directors overview 

 

The board is independent and qualified for their positions. Per a review of 

independence in March of 2018, it was determined that there were no transactions or 

relationships between any of the Directors or any member of the Director’s immediate family 

and the Company and its 7 subsidiaries and affiliates. As a note, it may be mindful to keep an 

eye on their CEO, as he is currently the president, CEO, and director of the board for the 

company. Typically, it would be best to see these roles divided up, however Wolfgang Dangel 

holds all three titles. It is not currently a high-level of concern, but it is something to keep note 

of and pay a mindful eye to anytime governance may change, or new board elections happen. 

 

All members of the board have served previously in high-level leadership roles, 

whether it has been within Helios, with an acquired subsidiary, or with an independent firm, 

the members of the board are qualified and seem to all have several years of various forms of 

management experience under their belts. As an example, the President, CEO, and Director 

of the Board, Wolfgang Dangel, served previously in high-capacity roles with Schaeffer 

Automotive Global. He served as President of their Asia/Pacific group from 2007 to 2011, 

President and member of the Executive Board from 2011 to 2013, and was a consultant to the 

firm from 2014 to 2016, before joining Helios in April of 2016. 
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d. Historic use of cash per selected segments 

 

 

As per the following graph underlying the different utilization of cash, we can observe that 

acquisitions have been the main use of cash in the last 6 years. Dividend payment has been 

consistent around the $10m level except for FY12 and FY14. 

 

Since FY2016, Helios has seen a negative net change in cash every year. There have been a 

few key constituencies that have contributed to this burning of cash. Since net cash went 

negative, change in accounts receivables and inventory have both been negative. They have 

also increased their dividend payout from $9.7MM in 2016, to $11.5MM LTM 2019. The 

burning of cash in these fundamental areas cannot be sustainable. If they’re ripping through 

cash every year, how can they justify raising their dividend, losing money to accounts 

receivables, and burning through inventory at the expense of cash? 

 

Additionally, some big picture items have caused them to ramp up the rate at which they are 

churning through cash. They made a sizable acquisition in 2018, expending $565.5MM in 

cash. Since, they have also repaid $150.7MM and $152.0MM in long-term debt in 2018 and 

LTM 2019, respectively. This expense of cash in large sums has put downward pressure on 

their ability to retain cash. In fact, they burned through over 4x as much cash in 2017 as they 

did in 2018 at a negative flow of a whopping $40.4MM. 
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f. Inventory analysis 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Our inventory analysis   that we conducted in order to get a cash conversion cycle for all 

Helios’ close peers shows that Helios currently holds the third to first place in term of CCC 

period, highly impacted by their inventory turnover ratio which is the highest of the peers’ 

group. Its payables period ratio is also above average versus the selected peer group and shows 

a weakness in the company’s ability to convert its sales and inventory to cash versus its peers. 

 

g. Multiples 
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III. Metrics 

 

We conducted an in-depth metrics analysis in order to sort the company’s solvency, 

profitability, growth and asset/capital structure. 
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Primary drivers of change for the Income Statement : 

 

Helios Technologies introduced their Vision 2025 in 2016 with a goal in mind to try and 

achieve $1billion in sales by the year 2025. In order to try and make their goal a reality, Helios 

has been targeting organic sales within their Hydraulics segment and Electronics segment. 

They have also engaged in a large number of acquisitions that have significantly impacted 

their revenue. The company has been focused on product development from both a Hydraulic 

and Electronic segment stand point. In terms of acquisitions, Helios would like to focus on 

improving their operating performance of their recently acquired businesses, but would also 

like to continue to build relationships with potential acquisition targets that could advance 

their technology capabilities. Each of the acquisitions that have taken place since 2016 has 

improved and expanded their technology, and has put them one step closer to achieving their 

vision. A major cost that was incurred was due to a restructructing that took place in 2017. 

They merged two operations of two subsidiaries within their Electronics segment, with costs 

for the restructuring totaling $1.4million. Demand for their goods has remained positive and 

stable, which has driven sales growth to continue to increase. Interest expenses increase from 

2017 to 2018 because Helios Technologies drew more on their line of credit in order to fund 

acquisition activities in the year 2018. Helios technologies acquired three companies during 

2018, so this contributed significantly to changes in the income statement. Not only did these 

acquisitions contribute to an increase in costs, it also contributed to a growth in sales.  

 

Primary comments about the Balance Sheet : 

In the past, management has not utilized much debt in order to fund operations. In fact, until 

2018, Helios Technologies had not utilized any debt, but rather was able to cover costs through 

internal financing. 

In the year 2018, Helios Technologies became more reliant on debt in order to fund several 

acquisitions. These acquisition included obtaining Faster, Custom Fluidpower, and Enovation 

Controls.   

There is not a specific target level of debt stated, but it was made clear by management that 

within the coming years, they would like to pay down their debt. There isn’t a desire to take 

on more debt, because debt has mainly been utilized for large acquisitions, and management 

does not see any major acquisitions taking place in the near future.  
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IV. Valuation 

 

We valued Helios Technologies using a simple DCF with additional sensitivity tables and 

conducted 100,000 monte carlo simulations to the share price sensitivity to changes in the 

weighted average cost of capital and terminal growth rate. 

Our conclusion and the final distribution of probabilities to the sensitivity of the share price to 

TG and WACC confirms a valuation at an intrinsinc value per share of $32.99 given a simple 

capital gain yield and a target intrinsinc value per share of $33.22 given the inclusion of the 

company current dividend yield of 0.79%. Our DCF implied target intrinsinc value per share 

of $32.96 given simple capital gain yield underlines a SELL initiation with a downside of 

28.10% from the current price per share of $45.84. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


