
 
    

 

Company Description: 
 
Lear Corporation (Lear), incorporated on January 13, 1987, is a supplier to the global automotive industry. The 

Company is engaged in supplying seating, electrical distribution systems and electronic modules, as well as 

related sub-systems, components and software, to automotive manufacturers. The Company's segments include 

Seating and E-Systems. The Company serves the automotive and light truck market. As of December 31, 2016, 

the Company had 243 manufacturing, engineering and administrative locations in 37 countries. 

 

 

BUY 
Current Price: $181.37 
Target Price: $222.56 
Market Cap: $12.04B 
Gross Profit Margin: 8.0% 
EBITA Margin:10.4% 
ROIC:  18.1% 
WACC: 9.9% 

 

Catalysts: 
 Short Term (within the year):  Increase of 

SUV and Crossover global production will 
lead to an increase in demand for intelligent 
seating systems, resulting in a revenue 
growth. 

 Mid Term (1-2 years): increase in demand 
for luxury vehicles will favor E-systems 
demand, making the company more 
diversified and cost efficient. 

 Long Term (3+):  Increase in China 
automobile manufacturing will lead to an 
increase of demand the LEA products all 
around. 
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Thesis:  

Lear Corporation (LEA) is the leading global supplier 

of automotive seating and electrical systems to 

automakers around the world. The company's was able 

to expand its at a CAGR of 8.8% between 2010-2015, 

while the global vehicle production grew by a nominal 

rate of 4% during the same period. Lear's revenue 

growth has continued outpaced the global vehicle 

production due to its well-diversified portfolio of 

customers around different markets around the globe 

and for its ability to increase revenue per unit vehicle across both of its operating segments,  seating and 

electrical systems.  

Lately, the company has managed to integrating its production and growing faster than the global vehicle 

production, and they will continue to gain market share across all major car manufacturers. Strong financial 

performance, benefits from share repurchase program, lower tax rates and consistent annual growth in both 

segments have influenced the increase of 24% in Q3’s EPS compared to the previous year.  

 3rd Quarter Earnings Performance: 

Lear Cooperation presented their last “best ever 

third quarter results” according to Matt Simoncini, Lear's 

president and chief executive officer. Strong Q3 results are 

associated with record sales, earnings and free cash flow. 

Such high performance had enabled Lear to increase their 

financial outlook for the full year, catching the eyes of 

many investors. An improved cost structured company 

alongside vertically integrated segments allow LEA to 

convert cash at a high level, promoting future operating 

costs and profitability.  

In the quarter, LEA total sales was $5.0 billion, up 10% from a year the previous year, while the Net 

income of $295 million, increased by 38% in comparison to 2016. This increase reflects the addition of new 

business in both product segments and the acquisition of Grupo Antolin's seating business, partially offset by 

lower production volumes on key Lear platforms, primarily in North America. Core operating earnings of 

$408 million, increased by 12% from a 

year ago as well as its margin mainly due 

to the increase in sales. Earnings per 

share of $3.96 increased a surprisingly 

33% from a year ago, reflecting the 

improved operating earnings, a reduced 

share count and a lower effective tax 

rate. Free cash flow increased to $183 



 
    

 

million, an increase of 16% in comparison to the previous year.  

 

Business Model:  

Lear Corporation has 243 manufacturing, engineering and administrative locations in 37 countries and 

are continuing to grow the business in all automotive producing regions of the world, both organically and 

through complementary acquisitions. LEA’s manufacturing footprint reflects more than 143 facilities in 22 

low cost countries. The business is organized under two reporting segments: Seating and E-Systems (formerly 

Electrical). Each of these segments has a varied product range across a number of component categories:  

Seating Segment — It consists of the design, development, 

engineering, and delivery of complete seat systems, as well as the 

design, development, engineering and manufacture of all major seat 

components, including seat covers and surface materials such as 

leather and fabric, seat structures and mechanisms, seat foam and 

headrests. Over the last five years, Lear has taken significant steps to 

expand our seating innovation and it is one of the most advanced 

companies in its industries, due to the amount of new capabilities 

added every year.  

The next generation of intelligent seating will advance these 

products into a complete system that includes electrification, 

drawing on our capabilities and expertise in E-Systems. Lear is the most vertically integrated seat supplier in 

the industry. Lear has an unmatched position in service materials that will soon enable to decrease production 

costs and efficiency, driving profitability higher than ever before.  Since 2012, Lear has delivered seating sales 

growth 5 percentage point above the industry and has become the fastest growing and most profitable 

automotive seating. They have achieved market share gains by leveraging both our superior product 

capabilities and our industry leading cost structure and it is expected to become more and more profitable as 

the years go by.  

E-Systems —The E-Systems segment consists of the design, development, engineering and 

manufacture of complete electrical distribution systems that route electrical signals and manage electrical 

power within the vehicle for traditional vehicle 

architectures, as well as high power and hybrid electric 

systems. Key components in the electrical distribution 

system include wiring harnesses, terminals and 

connectors and junction boxes, including components 

for high power and hybrid electric systems. Lear 

Corporation is expect electrical content per vehicle to 

increase by approximately 3% to 5% per year on their 

traditional products, driven by growing consumer demand for additional features in the vehicle that require 

power and signal management. Industry penetration rates over the next 10 years are estimated to reach 75% 

or more for connected vehicles, and approximately 40% for electrified vehicles. These two trends followed by 

the trend of autonomy represent a significant content growth opportunity for Lear across their 35 vehicle 

nameplates with six customers serving three continents.  



 
    

 

 

Industry Position and Outlook: 
Based on independent market studies and management estimates, we believe that LEA holds the #2 

position in seat systems assembly globally on the basis of revenue with strong positions in all major markets. 

LEA management team estimates the global seat systems market at more than $64 billion in 2016. We believe 

that they are also among the leading suppliers of various components produced for complete seat systems. 

They also estimate the global target market for our E-Systems business to be over $70 billion, representing 

nearly 20% of Lear’s total income. In terms of competitors, Ford and General Motors, two of the largest 

automotive and light truck manufacturers in the world, each accounted for 21% of LEA’s net sales. In 

addition, BMW accounted for approximately 10% of net sales. Lear has a global market share of ~22% in 

seating assembly, which is valued at around $64 billion currently. Global vehicle production is sestimated to 

grow at a CAGR of 3% between 2016-2021. According to the Q3 earning call, LEA estimates its own market 

share in the automotive seating industry to rise to ~27% by 2021.  Lear is well positioned for future growth 

on the back of strong presence in growing markets such as China, and a leading position in categories such as 

luxury seating and SUV/Crossover seating, which are fast-growing categories in the seat assembly market. 

 

Luxury Seating and Seating in SUVs/Crossovers Opportunity: 

 Customers are opting for SUVs and Crossovers, which combines the looks of a car with the 

functionality of a utility vehicle, increasing the demand for the large cars. Crossover and sport utility vehicle 

production has grown to approximately 30% of total vehicle production in 2016, up from 17% of total 

vehicle production five years ago. China has been a major driver of this trend, where crossover and sport 

utility vehicle production now comprises approximately 35% of total vehicle production, up from 11% of 

total vehicle production on five years ago.  

This is a great opportunity to Lear because these types 

of vehicles usually bring more revenue per unit to Lear in 

comparison to other vehicle types. An increase of SUVs and 

Crossover global production in the next year will ensure Lear 

to continue to grow above industry average.  

Premium vehicle sales is also outpacing the overall 

automobile industry, in which current represents 20% of the 

market. Lear has an expertise in this market due to one of its 

subsidiaries Eagle Ottawa, the world’s largest supplier of 

automotive premium leather. Eagle Ottawa only helps with the 

vertical integration of seating parts but also increases Lear’s 

total share on luxury cars. An increase of global luxury vehicle 

production would certainly boost Lear’s revenue as the seating segments represents nearly 80% of their total 

revenue. Moreover, LEA’s E-Systems segment has the highest EBITDA margin within the company, and an 

increase in luxury cars global production would make Lear corporation more diversified and more profitable. 

Growth in these segments would ensure growth in Lear's seating market share, as well as content per vehicle 

going forward.  



 
    

 

 

 

 

Geographic Segments: 

Over the years, Lear have increased its 

global presence to other parts of the globe in order 

to diversify income streams and generate profit 

from markets that are manufacturing cars at higher 

rates. LEA is the #1 seat Assembly Company in 

South America (39% market share) and India (34% 

of market share). In other markets, such as Europe, 

North America and China, LEA has 26%, 27% and 

21% of market share in each market respectively.  

As mentioned before, Crossover and sport 

utility vehicle production has grown and China has 

been a major driver of this trend. Currently, Lear Cooperation has a moderate presence in China, but these 

numbers are changing and Lear is taking advantage of the Chinese automotive manufacturing market growth. 

Through its vertical integration and production efficiency, Lear increased revenue coming from China by 55% 

over the last 5 years. An increase of market share in China will allow success in the near future by revenue 

increase and content by vehicle content.  

 

 

Geographic Segment 
% of Total 

Revenue 
2012 2013 2014 2015 2016

5YR 

Growth

Unit % USD USD USD USD USD %

Revenues

United States 22.6% 2,891.40 3,046.00 3,708.40 4,252.30 4,186.00 45%

Mexico 14.5% 1,991.80 2,225.90 2,373.90 2,777.30 2,684.40 35%

China 12.3% 1,467.60 1,842.90 2,092.90 2,141.90 2,277.60 55%

Germany 11.2% 2,142.40 2,204.60 2,327.70 1,987.30 2,076.00 -3%

Other Countries 39.5% 6,073.80 6,914.60 7,224.40 7,052.60 7,333.60 21%

Total Revenues 100.0% 14,567.00 16,234.00 17,727.30 18,211.40 18,557.60 27%



 
    

 

Ownership and Short Interest Facts:  

 

The ownership type chart is shown above. Investment Advisors hold the majority of LEA’s shares 

outstanding at 75.59% and Hedge Fund Managers at 8.18%. In the past year there has been a decrease in the 

Investment Advisor’s ownership by 5.27%, while Hedge Fund ownership slightly increased by 0.81%. I 

believe that the slight increase of Hedge Hund ownership over the past year shows that the market is 

recognizing the opportunity that China’s SUV production is offering to Lear, while recent acquisitions will 

continue to decrease operating costs over time. The chart below shows short interest in the company. 

Currently Lear Corporation has an average SI of 4.8%, while it is relatively low compared to the rest of its 

industry.  

Sensitivity Forecast  

The LEA’s stock price is very sensitive to changes of operating costs, followed by changes on 

revenues. I made a couple scenarios that picture a different outcome compared to my expected prediction. 

My realistic scenario I assumed that with an increase of SUV and Crossover global production, Lear would 

increase market share into growing markets, such as China, increasing revenue by 4% and tappering down to 

2% in 2016. Addionally, a vertically integrated company would produce more efficeinetly over time. I 

assuused that there would be a decrease in operating costs by 88.5% over time, a 1% decrease from current 

prices. This would result in a 1-year target price of $222.56, nearly a 23% change from current price of 

$181.37. 

  

According to my bearish assumption, I assumed that there would be operational change that would 

result in a 0.5% increase in operating cost compared to my realistic assumption. Additionally, I assumed that 

the company face a slowdown in SUV and Crossover global production, resulting in a 2% increase in revenue 

year after year. In this bearish scenario, I assumed that would be a decrease of 1% in total revenue and an 

increase of 3% operating costs. This would bring the stock value down to $144.63, a 17.71% decrease from 

the current price of $175.76.  



 
    

 

 

On the other hand, assuming that the company would be able to integrate s-systems with seating, 

scaling the business with an increase in market share in the Chinese market they would be able to reduce 

production costs even more than what was expected in my realistic scenario. Moreover, if luxury vehicle 

production continues to grow over time, there would be an increase of s-system share of total revenue. E-

Systems segment is more profitable than the seating business segment, and a more diversified company would 

result in a decrease of total operating costs. My bullish assumption adopts an decrease of 2.6% in operating 

costs over the course of 10 years, remaining revenue growth the same as my expected values. My bullish 

scenario would result in an increase of the stock price from $1811.37 to $225.04, generating a potential 

income of 40.03% over the course of one-year target.  

  

 

Conclusion: 

In summary, I believe LEA has a bright future ahead of them. The increase of automobile production 

in China, specially for the SUV’s, Crossovers and luxury brands will allow Lear Corporation to expand its 

market share and continue to increase revenue over the next few years. Additionally, vertical integration and 

joint ventures from their Seating and E–systems will allow the company to have a higher EBITDA margin 

and become more profitable. Economies of scale will allow the company to decrease operation costs and 

drive price higher than ever before. Strong financial performance and lower tax rates will continue to increase 

EPS over time. I am long LEA, expecting a 1-year target of $222.56 in my assumptions.  

 

 

 

 



 
    

  

Analysis by MARCO  Current Price: $181.37  Intrinsic Value $197.50 Target 1 year Return: 23.77%

12/1/2017  Divident Yield: 1.1%  Target Price $222.56 Probability of  Price Increase: 92.29%

Market Capitalization $12,100.13

Daily volume (mil) 0.28 #

Shares outstanding (mil) 67.56

Diluted shares outstanding (mil) 69.92

% shares held by institutions 116%

% shares held by investments Managers 80%

Sector Consumer Discretionary % shares held by hedge funds 6%

Industry Auto Components % shares held by insiders 0.22%

Last Guidance November 3, 2015 Short interest 4.08%

Next earnings date January 26, 2018 Days to cover short interest 4.52

Estimated Country  Risk Premium 7.04% 52 week high $180.11

Effective Tax rate 26% 52-week low $129.84

Effective Operating Tax rate 26% Volatility 22.81%

Peers

Quarter ending Revenue EBITDA Delphi Automotive PLC

10/1/2016 1.28% 0.05% Adient plc

12/31/2016 -1.83% -6.44% BorgWarner Inc.

4/1/2017 1.32% 0.61% Autoliv, Inc.

7/1/2017 4.33% 0.15% Tenneco Inc.

9/30/2017 2.92% -0.35% Visteon Corporation

Mean 1.61% -1.20%

Standard error 1.0% 1.3%

Management Position Total compensations growth Total return to shareholders

Simoncini, Matthew CEO, President & Director 36.95% per annum over 5y -1.88% per annum over 5y

Vanneste, Jeffrey Senior VP & CFO 1.12% per annum over 3y 29.36% per annum over 3y

Larkin, Terrence Executive Vice President of 10.4% per annum over 5y -1.88% per annum over 5y

Scott, Raymond Executive Vice President and 9.6% per annum over 5y -1.88% per annum over 5y

Orsini, Frank Senior Vice President and Pr 3.52% per annum over 1y 26.25% per annum over 1y

Doyle, Amy Principal Accounting Officer N/M N/M

Profitability LEA (LTM) LEA (5 years historical average) Peers' Median (LTM)

Return on Capital (GAAP) 20.2% 22.16% 13.46%

Operating Margin 5% 3.16% 5.01%

Revenue/Capital (GAAP) 3.93 7.01 2.69

ROE (GAAP) 30.6% 26.2% 17.9%

Net margin 5.6% 3.9% 6.3%

Revenue/Book Value (GAAP) 5.50 6.68 2.84

Invested Funds LEA (LTM) LEA (5 years historical average) Peers' Median (LTM)

Cash/Capital 16.7% 35.2% 20.5%

NWC/Capital 2.9% 3.5% 2.0%

Operating Assets/Capital 61.3% 43.5% 65.0%

Goodwill/Capital 19.2% 17.8% 12.5%

Capital Structure LEA (LTM) LEA (5 years historical average) Peers' Median (LTM)

Total Debt/Market Capitalization 0.34 0.36 0.31

Cost of Existing Debt 4.3% 6.3% 3.6%

CGFS Rating (F-score, Z-score, and default Probability) A A A

WACC 9.9% 12.3% 9.5%

Period Revenue Growth Forecast NOPAT Margin Forecast Revenue to Capital Forecast

Base Year 6% 7.1% 3.35

9/30/2018 4% 5.4% 2.84

9/30/2019 6% 5.5% 2.56

9/30/2020 4% 5.4% 2.32

9/30/2021 3% 5.3% 2.11

9/30/2022 2% 6.4% 1.93

9/30/2023 2% 6.5% 1.75

9/30/2024 2% 6.5% 1.60

9/30/2025 2% 6.6% 1.48

9/30/2026 2% 6.7% 1.37

9/30/2027 2% 6.8% 1.28

Continuing Period 2% 6.8% 1.21

Period Return on Capital Forecast WACC Forecast Price per share Forecast

Base Year 23.8% 9.9% $196.23

9/30/2018 15.4% 9.9% $221.66

9/30/2019 14.1% 10.0% $246.55

9/30/2020 12.5% 10.0% $272.14

9/30/2021 11.2% 10.0% $298.29

9/30/2022 12.5% 10.0% $325.04

9/30/2023 11.4% 10.0% $352.29

9/30/2024 10.5% 10.0% $380.06

9/30/2025 9.8% 10.0% $408.37

9/30/2026 9.2% 10.0% $437.16

9/30/2027 8.7% 10.0% $466.49

Continuing Period 8.2% 10.0%

CENTER FOR GLOBAL FINANCIAL STUDIES BULLISH

Lear Corporation designs, develops, engineers, manufactures, assembles, and supplies 

automotive seating, electrical distribution systems, and related components primarily to 

automotive original equipment manufacturers worldwide.
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