
 

SMTC Corporation (SMTX)  

B. Riley FBR 20th Annual Investor Conference  

May 22, 2019 

 

This transcript includes statements about expected future events and financial results that are forward-looking in 

nature and subject to risks and uncertainties. The company cautions that actual performance will be affected by a 

number of factors, many of which are beyond the company's control, and that future events and results may vary 

substantially from what the company currently foresees. Discussion of the various factors that may affect future results 

is contained in the company's various SEC filings, including its annual report on Form 10-K, Form 10-Q and on 

subsequent reports on Form 8-K. Except as required by law, SMTC Corporation does not intend to update this 

information. 

 

This transcript has been posted on SMTC Corporation’s website for the reader’s convenience and prepared by third 

parties. Readers should refer to the audio replays, when available, on SMTC Corporation’s website at www.smtc.com 

for clarification and accuracy. 

 

The slides referenced in this presentation can be found on the company’s website at https://ir.smtc.com/ir-

calendar/detail/3700/b-riley-fbr-annual-investor-conference 

 

Mike Crawford, Analyst, B. Riley FBR, Inc. 

 

All right, we are getting started with the next presentation. And with us today we have 

SMTC Corporation, ticker is SMTX and CEO, Eddie Smith. 

 

Edward Smith, President and Chief Executive Officer, and Director 

 

Thanks, Mike. I appreciate that. It's been a busy year for sure. And last year we were 

here, and we appreciate being invited back.  

 

And before we go too far, we just put out an 8-K and we're doing an offering $15 million 

– up to $15 million offering. So, I'll get that out, because that was a big question when we 

filed our S-3, how much would it be? I'll talk a little bit about why and what we're going 

to use the proceeds for.  

 

[Slide 3] I'll just give you a quick overview, who we are. We are Tier 3 EMS provider 

and we've been growing at a rate that sometime next year we will move into the Tier 2 

space. So interesting enough. 

 

We build everything from PCBAs, all the way to box build, to finish goods for our 

customers.  

 

Probably the most important part last year and continues to be pretty important part for us 

is our supply chain services. And so, we'll continue to do that.  
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We now start Q1 and our revenue is up 177% year-on-year, but pro forma it was up 

45.2%. And if you think about an industry that's a pretty old industry and it doesn't grow 

very often, more than single digits, that was a pretty good revenue growth. 

 

Probably most important about that revenue growth as we had just completed an 

acquisition. So even with doubling our size through an acquisition, we were still able to 

grow year-on-year 45%. So, we have clearly moved into what I would call a growth stage 

for the company.  

 

Our industry recognition, we won a couple awards on our quality, our growth and then 

clearly our value. And then last but not least, we continue to add a different lifecycle 

products. We're able to not only build product for our customers, we repair products for 

our customers and then at the end of their life get rid of those things. 

 

November 9, we did an acquisition of a company called MC Assembly and Test, it was a 

private company out of Melbourne, Florida. And they were about $150 million 

acquisition. Probably the funniest part of that acquisition is when we started talking to 

them. We were smaller than them. We were about $135 million, $140 million and by the 

time we closed the transaction, nine months later, we were on a run rate to $200-some 

million. And so, we wound up being bigger than them. 

 

[Slide 4] So why would you invest in us? What's different than us than many others in 

this space?  

 

One is, we clearly have ways to go to get all our synergies and operating efficiencies 

from the acquisition. When we announced our Q1 numbers, we had not gotten all our 

synergies and we still grew our EBITDA and EBITDA percent. I think, Mike who 

introduced me, he's done a good job of putting a model together, if you don't have it, you 

should get it from Mike. Done a good job there. 

 

We're targeting to lower our debt cost. So, we announced that offering of $15 million to 

take out our Term B (loan). But more importantly in terms of taking out our Term B, it 

will allow us to restructure all our debt because our debt leverage ratio will be – okay, 

we're good. It's going to allow our debt to leverage ratio to be under 3 and with it being 

under 3 on a trailing 12, we'll be able to go to an ABL (Asset Base Line of Credit), much 

bigger ABL and a much smaller term overall. It'll give us flexibility in terms of growth 

because I should know with an ABL as we grow our assets, we'll be able to grow the 

company. It'll also lower our borrowing costs, about 40%. We're getting rid of our high 

interest expense of debt. So that's pretty exciting. 

 

And the leadership team that we have has done a great job. We'll talk a little bit about 

them in a minute. But they've been able to grow the company, even in the midst of a 

supply chain tighten market.  

 

[Slide 5] Why we bought the MC and where we are? We want to expand our customer 

base with no significant customer concentration. We have one customer over 10%, the 
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rest are 6% or less. So, we're pretty excited about that when we look to make 

acquisitions. That's where we were looking for. 

 

We focused on attractive end markets, we've got us into the defense aero market, which is 

higher margin, longer-term business. We strategically place global footprint. and 

interesting enough, we already had a plant in Mexico, but we wanted another plant in 

Mexico, so we can continue to grow. Our President, every time he tweets helps my 

Mexican plants out by moving things from Asia back into the Mexico theater. 

 

Our industry trends are pretty favorable in terms of performance free cash flow. So, we 

do a pretty good job there. And then it's (the acquisition) accretive to where our 

profitability. If you think on the day of closing, our EBITDA percent was about 3.5%, 

and in Q1, our EBITDA percent was over 5%. That as we get synergies and operational 

efficiencies will continue to increase through the year. I'm pretty excited about that.  

 

So, with that our guidance is between $393 million to $408 million on the top line, which 

is 15%-plus growth year-on-year. And our adjusted EBITDA would be about $28 

million, which is about 7%. Why is that number so important? Because when you look at 

the rest of the Tier 3 EMS providers, we will be either number one or number two in 

terms of EBITDA dollars and percent in our market space. So that's pretty exciting to go 

from $18 million in 2018 to $28 million in 2019. So, I think that's a pretty exciting time. 

 

The rationale, putting two big companies together, getting the synergies out, increase the 

EBITDA by 25% the rest being efficiencies and growth. We enhanced our end market 

diversification. So, more defense, aero, a little more medical and a little less on the 

industrial space in terms of percent. Stronger customer base, when you look at our 

customers, Tier 1 customers across the board, combination of two good companies, 

manufacturing footprint, we needed to more space in Mexico. They had a capacity in 

Mexico. If we didn't do the acquisition, we would have wound up having to build a 

building or buy a building down in Mexico and increase our plants. Now we don't have to 

do that. And in cost synergies, we are finally at the end of the cost synergies in Q2. We 

took about 500 people out and all the way from the executive suite where we took the 

former CEO and CFO out all the way down to direct labor in our plants. 

 

[Slide 6] Who are our customers? If you look at that middle box, you're looking at Power 

customers. And Power is pretty interesting because we play in a Smart Power. So, when 

people talk about IoT and where that is, we do a lot of power for data centers and it's 

really Smart Power, moving power to less servers or burning the power moving around. 

We're in the Telecom space, Industrial space. MC was in the defense and aerospace. So 

now we're in that Clean Technology being water meters and the moving water around 

and testing measurements. 

 

Our growth last quarter, interestingly enough, somebody asked me, so you guys grew 

really well, quarter-on-quarter from Q4 to Q1. What was that driven by? And we build a 

lot of Tests and Measurements products in two spaces. One is the 5G networks. So, for 

Asia that's really booming, the 5G networks. And the second one is machine vision. And 



I don't have to tell you what all this artificial intelligence, all this AI stuff, vision for 

machines will become more and more important and we build quite a bit of stuff there. 

 

So, what we want to be? As you see on the bottom, as we want to be a Tier 1 in Supply 

Chain, Manufacturing and Test capabilities, but we want to look like a Tier 3 in terms of 

flexibility and customer service. Interesting enough, when we did the acquisition and 

when I first came into SMTC, our net score was negative and -7, -10 depending on the 

company. Today our net score is 50 points. And that's a pretty dramatic change from 

what your customers think of you. 

 

[Slide 7] So when people say, how are we growing at the rates were growing, if you took 

that 40% number and split it in half, half is from our existing customers liking to do more 

business with us and half is from new customers that we're able to obtain.  

 

Our vision where we're going, we want to continue to achieve double digit growth 

through our existing customers. We want to increase our customers where they use 

multiple EMS providers. We want to become the provider of choice with new customers. 

And then we want to drive value through M&A, expand our mix, increase our TAM with 

supply chain synergies and gain scale. 

 

Many people asked me on the M&A front, are we going to do a deal soon because we 

filed S-3? And so many people ask that question. I would tell you there's nothing 

imminent and nothing even medium term. Because I think we still need to wring out a lot 

of synergies and operational efficiencies between the two companies and putting them 

together. 

 

[Slide 8] So, this is the slide that I consider the most important slide for me. This is really 

our report card and how we're doing versus our competitors. And as you could see, about 

two years ago when I started, we were not a very good in many of these slides. We're 

number three in gross profit margin trailing 12 (months). And I would hope by the end of 

the year, we're number two. Adjusted EBITDA trailing 12 (months), right now, we're 

number two. I expect by the end of the year for us to be number one. And net income, 

we're number two, and we'll probably be closer to number one, but clearly with our debt 

structure right now, the way we look, net income will probably still be number two for 

us. Most importantly in our industry is really adjusted EBITDA. And if we can become 

the number one in adjusted EBITDA, the company is more valuable. So that was pretty 

important. 

 

[Slide 9] The leadership team. So I'll tell you a little bit about my background. I came 

from Avnet. I was the President of Avnet for almost eight years. I was also the Global 

President for their Embedded Business, which was a pretty exciting business. If you think 

about the IoT, selling Dell and Novo worldwide and systems for IoT was pretty exciting. 

And then I retired, wrote a book, what CEO doesn't think he's smarter than everybody 

else. So you write a book trying to pass that along. And then SMTC called me and I said, 

the book can wait a little bit and came here. 

 



And all those other gentleman to the right, Rich, Steve, Terry and Phil everybody goes, 

hey, a lot of them came from Avnet. And I would tell you the interesting thing about that 

is, that is true. But before Avnet, every one of those were a customer. And many of 

people who are my customers, when I'm looking for somebody, I think about the people 

I've met who can do the job or have done a good job and all of these gentlemen I know 

for 20-plus-years and they were either a customer or somebody else that we did business 

with that we then hired for these jobs. 

 

[Slide 10] Our footprint, even though we're a Tier 3, we look like a Tier 1. When you 

think about where we are, we have a three manufacturing plants in the U.S. We're in 

Fremont, California, it's very exciting street because if you go a little further down the 

street, you'll see the Tesla plant. We're in Melbourne, Florida, which they called Space 

Coast. So, the hotel we stay when we're in Melbourne is actually on Apollo way. 

 

So, every street has some way to hook to NASA. MC started their history office being a 

test business for NASA, for the shuttle, the space shuttle. And I think there’s big 

opportunity down there for us and we’re going to focus on that, but when you look down 

in Melbourne, you have probably every major contractor, Raytheon, Lockheed, Harris, 

L3, I can go on and on from there Telus and from there. Billerica is – those a lot of our 

medical product up in Massachusetts. And then we have two in Mexico, Chihuahua, 

Mexico, which is just south of Juárez and they would call that maquiladora and then 

we’re in Zacatecas, which is the exact center of Mexico geographically. And then the last 

plant is Dongguan, China. So we do a lot of work through Hong Kong, but in Dongguan 

is where we’re physically located.  

 

[Slide 11] The markets we serve. So, as you can see the slide is kind of interesting how 

we put SMTC and MC together. We both had some Medical customers. We had 

Semiconductor Equipment, they had none. We had Payment Systems, they had none. 

Test and Measurement, they had a little bit, we had a lot. And in Industrial Power, they 

had a lot and we had little. Telecom, Networking, both of us were pretty mediocre there. 

And Defense Aero business, they had quite a few names of customers, not a lot of 

dollars, big opportunity defense arrow. In my previous history, I used to do about $1.5 

billion a year in defense aerospace and we’ll go leverage that to increase that spend. 

 

[Slide 12] So. you can kind of see our Q1. One of the things that I like about the markets 

we serve and the customers we serve, we have no detrimental reliance on any particular 

market. So, when you hear about semiconductor equipment guys, right now, that markets 

it’s flat to down, it’s not a very exciting market in the semiconductor equipment space. 

But for us, it went from 15% down to 7.1%, so not a big killer. But the reality is, it’s less 

of a spent for us. So, no one market drives our business. So you can kind of see that the 

biggest market, we have is test and measurement and that’s 31%, everybody else being 

20% or less. 

 

[Slide 13] I’ll just put this off real quick. In terms of ISO, FDA, we have almost every 

type of certification you need and kind of an interesting one. I’ll give you a story about 

this whole building of stuff we brought our medical customer on. When I came to SMTC, 



people ask me always, how quickly can you bring a customer on, and I always say, it’s 

really up to the customer. But we brought a medical customer and got our FDA 

certification, got our FDA number, and we did that in less than seven weeks. Normally, it 

takes about six months to get it up and running that customers in our top five customers 

now. 

 

[Slide 14] And then the financials, our long-term model is to continue to grow between 

15% and 20% year-on-year. Lot of people think that’s a pretty aggressive, we’ve been 

able to do that the last 2.5 years. So I think that’s a doable. We need to get our gross 

margin up to 12.5% to 14%. You see that Q1 8.4% of the gross margin. If you add back 

in the intangible amortization from the acquisition, it’s 10.2%, so much more reasonable 

and doable number. Our Adjusted EBITDA, we think long term that’ll be in the 5% to 

10% range. We’re already over 5%. So we’re moving towards a 10% range. 

 

As you can see by our forward guidance, we’re saying seven (percent) for this year as a 

whole year. So just to get there, you know that our Q3 and Q4 need to be 7% or 8% or 

above. And then earnings per share, I won’t waste too much time there. Our 

capitalization, we have 24.5 million shares. We’re going to do this $15 million around the 

funding at $3.14 a share. We should have about $29 million fully diluted, 20 million 

shares fully diluted by the time we’re done. But most important is when you look at our 

net debt of being $79 million, we’re going to pay off $15 million and we’re going to 

convert to an ABL. We’re going to lower our interest rate significantly and that clearly 

will help the net income. 

 

[Slide 15] Our income statement, I won’t bore you too much with this.  

 

[Slide 16] But clearly, if you followed our stock, you can kind of see where we are with 

what – the reason I put this up is, this is kind of the guidance we put out plus the two 

companies combined. As you can see, the two companies are going to jump up from $18 

million combined in 2018 to $28 million number. So if you think about it through growth 

and synergies and operational efficiencies, we’re going to grow our EBITDA $10 

million, which was a pretty monumental task, almost 50% year-on-year. 

 

[Slide 17] And then balance sheet. I think we’re pretty efficient on our balance sheet, our 

cash-to-cash being 66 or 67 days. In our industry, that would be in a top couple. So we’d 

like it to be closer to 60 but 67 is pretty good. Our inventory turns 4.5 by year end. We’ll 

have that up 5.5 to 6 and then obviously the debt, which I just talked about and how 

we’re going to clean that up and restructure that. 

 

[Slide 18] So with that, I think we’ve put two companies together, we’ve made them 

quite a bit stronger. We’ll be world class in all our financial metrics when we’re done 

with this by the end of the year. We’re getting to be number one or number two already, 

but by the end of the year will be number one in many of the categories if not all. We’re 

driven by our customers. Clearly, we’re going to be operationally effective. And if you 

have ever seen my presentations, normally I pull out my phone and I show you that we 

are real time data on our phones, both on time delivery and quality at everyone of our 



factories and I get that a real time, and then our shared vision to form one strong 

customer-driven management team. 

 

So with that, I will take any questions that you may have. 

 

Q&A [Please note the conference provider did not have microphones for the audience 

asking questions which caused the questions to be inaudible and not transcribed.] 

 

Question: [Question Inaudible] 

 

Edward Smith, President and Chief Executive Officer, and Director: The rate on 

Term B is 10+ LIBOR. 

 

Question: [Question Inaudible] 

 

Edward Smith, President and Chief Executive Officer, and Director: A blended is a 

little bit over 8. And the Term B is interesting. If we don’t take it out before November, 

we have to pay. So first of all, we’ve got to give him more warrants in November then we 

will have to pay a penalty, if we do it before November. No warrants, no penalty. So a lot 

of people ask me why the timing? The other reason why the timing is when our stock 

went over $4.70, we were no longer kept by the baby, baby shelf rules. Hey, let’s get that 

– I’m going to hire you. See, I always tell you the people end up with jobs for me when 

they do that type of stuff. The baby shelf rules, so it allowed us to not have to go through 

the whole process that we would have had to go. 

 

Question: [Question Inaudible] 

 

Edward Smith, President and Chief Executive Officer, and Director: So we’ll put out 

a press release later this week. But we’ll have it done close before the end of the quarter. 

So it’s important for us to restructure our debt. First, we’ll raise the money. Take the debt 

down a little bit and then we’ll restructure the debt. We’re pretty far along in that process. 

I almost started that the first day that we bought the company knowing what we had to go 

do. So Steve’s done a good job. And after we finished the offering, it’d all be a week or 

two before we finished the debt restructure. So it’d be a pretty quick. 

 

Question: [Question Inaudible] 

 

Edward Smith, President and Chief Executive Officer, and Director: Well, that’s a 

great question. So a year ago, back in 2017, it was 75% existing customers, 25% new 

customers because our financials didn’t look very good and trying to get a new customer 

who is very difficult. Last year that went to about 50-50, but now we’re starting to run 

out of new skews from get from our existing customers. And I would expect the growth 

for next year is going to have to be driven probably more 75% or 80% by new customers. 

Because eventually, your existing customers only have so much they can give you and 

then you have to go move on and find new customers. 

 



Question: [Question Inaudible] 

 

Edward Smith, President and Chief Executive Officer, and Director: I’d love to split 

my face into two. The happy face and the sad face, tariff helps us down in Mexico and it 

helps drive stuff back from Asia, believe it or not. I think it has a pretty good effect on us. 

That’s why our Mexican plants last year grew very well. But it doesn’t affect our 

American customers pretty significantly and some of their products are not viable at 25% 

more. And so, I think it’s hurting our U.S. plants and helping our Mexico plants. So it all 

depends. Now when we started the first tariffs, it was about a $13 million issue for our 

customers and we were able to use our supply chain expertise or Mexicans entities or 

Chinese entities and move that down from $13 million to about $800,000 worth of 

additional costs for our customers. And they were pretty happy with that. 

 

If they go across the board to the next $200 billion, I think it becomes much more 

difficult for U.S. companies to avoid the tariffs. But it’s opportunity for us because some 

of our customers will come back from Asia, who built with our competitors over in Asia. 

Many of the Asian EMS providers do not have a footprint in Mexico. And so that will be 

upside for us. But I will tell you, it does put a risk in our U.S. plants and it’s not like we 

haven’t drawn out on a truck board and prepared for it. If too many of our U.S. 

customers’ move to Mexico, then we’ll go take those three plants and make it two or 

make it one, whatever the right appropriate number is to be efficient. 

 

< Question: [Question Inaudible] 

 

<A – Edward Smith>: We love that. The President came in and offered everybody 25% 

rise. And so we’ve had a union for 31 years in our one plant and it was pretty easy to 

negotiate that down to eight point something. So we’ve worked through our plant pretty 

easily. We have a big union there. We have a good relationship with them. We’ve been 

with them for 31 years. So no big issue. Our Zacatecas plant little bit different because 

it’s a plant that doesn’t have a strong union. They haven’t been around as long. And right 

now we are in the process of changing unions and that’ll be probably wind up in the same 

space, I think about 8%. So it really hasn’t been that bigger deal. But clearly, it was a lot 

of offers made that so far have not come to fruition, but so far so good. But I was very 

nervous when I hear people talk about, hey, we’re going to give every worker 25% more, 

and then the reality was it was less, so that it made me feel lot better. 

 

Edward Smith, President and Chief Executive Officer, and Director: So, with that, 

thank you for having me. Appreciate it. 


