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Henry Capellan: This is the second day of our 14th annual industrial conference.  My name is 
Henry Capellan, I'm the Equity Product Manager here at Oppenheimer.  It's my pleasure to 
introduce Helios Technologies.  We have the CEO, Wolfgang Dangel, here as well as the CFO, 
Tricia Fulton.  And so let me just turn it over to Wolfgang. 

Wolfgang Dangel:  Thank you very much.  Good morning, everyone.  Thanks for showing an 
interest in Helios Technologies.  Before I get started it, I want to mention that we may make some 
forward-looking statements during our presentation this morning so please be aware of our Safe 
Harbor Statement.   

Just a brief snapshot of the company here.  So we are a small-cap diversified industrial 
manufacturer, focusing on two business segments, namely hydraulics and electronics.  The 
company got established, founded in 1970, and the IPO was 22 years ago, listed on the NASDAQ.  
32 million common shares are outstanding and you see 89% held by institutional investors, 10% by 
insiders, and there is a little bit of retail here. 

About four or five years ago, we did an in-depth analysis of technology and company positioning 
and the outcome of that process was pretty much the Vision statement for 2025.  And you see it 
reflected on the chart here.  So the goal is by 2025 to establish ourselves as a technology leader in 
the industrial goods sector, exceeding critical mass with sales of a billion dollars.  At the time when 
we did this we were about $200 million or slightly below $200 million in revenue.  And we don't 
want to grow just for the sake of growing.  We want to do that while we maintain superior 
profitability and financial strength. 

So if you look at the financial profile of the company, our target KPI would be an adjusted EBITDA 
margin of higher than 24%.  And it's pretty much what we have done historically, so at the end of 
the day it means growing the company substantially while maintaining this high superior profitability 
level. 

On the very bottom of the chart is an important statement because, as you will see later on, we 
have a well-defined transformation in process, basically transforming ourselves from not just being 
a best-in-class component provider but also establishing ourselves as a manufacturer and 
designer of intelligent systems and controls.   

This is a good snapshot of the company describing the scope of the business and what we stand 
for.  So the claim is basically providing smart solutions for demanding applications, to a wide 
variety of diverse end markets.  And I'll talk about that in a minute. 

So 2019 expected revenue, based on guidance previously provided, is for the Hydraulics segment 
to contribute about 78% of total revenue, somewhere in the range of $464 million to $469 million, 
and then Electronics contributing about 22% of total revenue with a revenue range of $116 million 
to $121 million.  The adjusted EBITDA margin is north of 24% so we guide at 24% to 24.5%.  

Underneath you see the brands, high premium brands, and you see the key technologies.  And let 
me elaborate a little bit on that.  So the strategy is pretty much to invest only in niche technologies 
where we have an exceptional brand positioning, and where we occupy one of the top three 
positions in a designated technology.  So, Sun Hydraulics, stands for the design and 
manufacturing of screw-in hydraulic cartridges.  We are the number two player in the world in this 
market sector.  Faster is the number two player in the world for quick-release hydraulic coupling 
solutions.  And pretty much the same methodology applies to the electronic controls business, 
where we're in a very defined niche market, and I'll talk about that in a minute.  Also, we occupy 
one of the top three positions. 
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We serve a variety of end markets, and you will see the clusters in a minute but it's mainly mobile 
and industrial as well as agricultural markets on the Hydraulics side, and then mobile, industrial 
and recreational applications on the Electronics side of the business. 

Next is a good snapshot of our strategic execution.  I already talked about the defined 
transformation of the company.  I’ll start on the left-hand side of the chart.  If you look at the X axis, 
that's the path of migration, and on the Y axis you see the degree of sophistication.  Degree of 
sophistication would translate into more productive, more efficient sophistication of machinery and 
vehicles that we supply our products and services to. 

So the beginning of our companies is we are all best-in-class traditional component suppliers.  
Mainly focusing on high-precision engineering and high-precision manufacturing, we pride 
ourselves on keeping both in-house.  We focus on the design and engineering of those products as 
well as the in-house capability to manufacture these products ourselves.  Because we strongly 
believe that's a foundation to establish superior growth margins. 

In the middle section of the chart, as we embark on this path of migration from the left to the right 
you see a lot of development and a lot of R&D spend going into smart components here.  As a 
company, we invest about 6% of total sales into R&D for the design and development of new 
products, and the majority of the 6% of sales is right now going into this category of smart 
components.  What we do here to a very high degree is we are marrying the two technologies.  We 
are marrying the high precision mechanical expertise that we have, with the electrification 
competence that we have in-house as well.  And then last but not least, on the right-hand side, 
moving along this path of migration we want to establish ourselves by 2025, in alignment with the 
vision statement, as a designer and manufacturer of intelligent control systems.  If you look at the 
individual group companies, they pretty much have different positioning along that path nowadays.  
Enovation Controls is pretty much playing in this arena already of being an intelligent controls and 
systems provider.  But some of the more mechanical oriented businesses such as Faster and Sun 
Hydraulics are still more in the center of this chart on this migration path. 

These are the end markets that we are servicing, where you see mainly four main clusters.  About 
30% of total revenue is tied to industrial end markets, and we just illustrate here a couple of 
examples.  Renewable energy, that will be mainly solar and wind energy, but we also do a lot of 
work in factory automation, process related industries such as food and packaging, power 
generation, other sectors that come into mind here would be machine tools, presses, things like 
that where you need high force for your actuation where hydraulics and electro-hydraulics play a 
major role.  So the industrial market contributes 30% of our sales as you can see and the small pie 
chart here illustrates which of the group companies is contributing how much revenue for that 
sector. 

Underneath industrial you see the key applications under mobile.  Approximately 40% of revenue 
is tied to mobile applications.  Classic examples here are construction machinery equipment and 
material handling.  But we serve also a wide variety of other sectors such as forestry equipment, 
specialized vehicles and so forth.  So that's 40% of revenue and you see Sun Hydraulics is 
contributing the majority of that revenue. 

On the right-hand side you see two additional clusters.  These clusters came primarily from the 
acquisitions that we have made over the last three years so the agriculture cluster comes through 
the acquisition of Faster.  Faster is around $150 million revenue business and about two-thirds of 
the business comes through sales out of the ag market, mainly tractors, combines, seeders and 
balers as you see here.  So in total, that contributes about 20% to total revenue.  And then through 
the acquisition of Enovation Controls, as we wanted to bring in that electrification competence, we 
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also got access to some recreational markets here.  Those are more consumer-driven markets 
such as recreational, marine, motorcycles, off-road vehicles and snowmobiles, high-end consumer. 

So the message of the chart is we have vastly diversified from a company four years ago that had 
about 80% of revenue tied to construction machinery, material handling, and power generation, to 
basically serving all of these clusters today and our intention is to further diversify as we move 
forward from here. 

Our intention is to build a larger and more diversified technology platform and you see a pretty 
good comparison here of 2016 versus 2018.  From a segment perspective, three years ago we 
were a 96% Hydraulics company and we had very little Electronics content.  We’d like to see that 
move probably towards a ratio of ideally 50/50 by 2025.  If you can see here in 2018, Electronics 
contributed already 22% to total revenue. 

But we also want to diversify from a geographic perspective so if you see here the broader 
geographic reach, business overseas has grown here and will continue to grow.  The Americas last 
year contributed 47% to total revenue and by 2025 that portion of revenue is further expected to go 
down from a percentage standpoint; in absolute numbers we expect it will continue to go up.  But 
we intend to globalize the company and generate more revenue in Europe and in the Asia-Pacific 
region. 

And on the right-hand side we pay a lot of attention to the channels to market so you see your 
illustration of the greater access to OEMs.  We are basically transitioning from an 80% channel 
business to a 50/50 split.  We believe that's the perfect ratio to serve this market because we want 
to pay attention on one hand that we cover all geographies adequately, but at the same time we 
also want to pay attention to the margin profile and we still want to maintain a 50% access to the 
market through the channel because we believe that will help us to substantiate the superior 
profitability profile that we want to retain through 2025 as well. 

The 50% OEM access is also important because we want to be tied directly to the trend setters in 
those different end markets I showed you a minute ago.  We want to be tied to small, medium but 
also larger OEMs that are the trend setters in a designated industry because they will push us hard 
from a technology perspective to come up continuously with state-of-the-art new innovations to 
serve their purpose. 

Let's take a closer look at the two segments.  If you look at the hydraulics market as a whole, we 
believe it's around about $25 billion, maybe $28 billion in size.  We do every four or five years a 
more in-depth analysis of the market itself.  The $25 billion would encompass the entire product 
portfolio that the full liners carry.  That means you go from pumps and motors, through valves and 
controls, all the way to actuators, cylinders, and some of the other accessories that you have.  
Then about a third of the total market is in the hydraulic valves market, so that's about $8 billion.  
And out of the $8 billion, about $2 billion is the niche that we are focusing on.  We are focusing on 
compact or cartridge valve technology, so that's around about a $2 billion marketplace. 

Pretty much the same applies to the quick release couplings that we sell through Faster, so that's 
about a $4 billion total market, the addressable portion for us as is about half of that.  We are a 
niche player in the hydraulics market and, as I pointed out earlier on, we want to stay in that niche.  
There is no intention to develop into a small full liner.  We don't want to compete with the large 
players in this marketplace because we believe in the niche, in combination of highly-sophisticated 
design engineering and in-house manufacturing capabilities we can generate those superior 
margins, and still grow faster than probably the average player in the hydraulics industry.  So our 
claim is to grow about twice as fast as the market, and I'll talk about that in a minute. 
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On the bottom of this chart you see the addressable markets that I pointed out earlier on.  I think 
there is no need to talk more about the end markets again so I will move on. 

Pretty much the same methodology here applies to the electronic controls business, and here you 
see first of all a nice overlap with hydraulics where we serve pretty much the same end markets on 
the right-hand side, agriculture, construction, specialized vehicles, forestry, material handling.  But 
then you also see the recreational markets here again, the off-road vehicles, military, motorcycles, 
and recreational marine – nice adjacencies to the core business that the company used to have 
before the acquisition of Enovation Controls. 

Moving on, the electronic controls industry is a huge market, estimated to be about $3.5 billion.  
About half of that is automotive.  We try to stay as far away from automotive as we can.  So the 
remaining $1.6 billion is in diversified industrial industries.  As you can see, relevant for us is about 
two-thirds of that market, so our addressable market is roughly about $1 billion here.  So again, 
niche technology for a niche market. 

So how are we moving forward from here?  How are we going to achieve the Vision 2025?  We put 
in here a pathway, how we are moving from 2018 where we had about $577 million of revenue on 
a pro forma basis for the acquisitions, and here you see the breakdown, $126 million in Electronics 
and $451 million in Hydraulics.  Then you can see how we move from $577 million to the $1 billion.  
Let me start on the left-hand side of the chart and just refresh memories for those of you who are 
not very familiar with the history and the story here. 

So back in 2005, we were a very small niche technology, best-in-class component manufacturer, 
generating $117 million in cartridge valve technology revenue.  We have grown since 2005 at the 
CAGR rate of about 13%.  This includes two acquisitions, but if you break it down to organic 
growth, the organic growth is about 7% to 8%.  And that's exactly the organic growth that we see 
moving forward from here, so we see 7% CAGR rate for the Hydraulics business that would bring 
us from $451 million to $730 million by 2025 and we also see a 7% CAGR rate for Electronics to 
bring that business to $200 million or above. 

That leaves a small incremental gap of $70 million to get to $1 billion in revenue which we plan to 
close with external growth through acquisition.  And, between 2005 and 2018, we added about 500 
basis points to profitability.  We moved from 16% adjusted operating margin to 21% adjusted 
operating margin.  On the very bottom you see the floors that we put in place from a KPI 
perspective.  So again, a billion dollars in revenue is the goal.  Higher than 20% adjusted operating 
margin and exceeding 24% EBITDA.  We feel, based on the track record that we have put in place, 
we feel pretty comfortable at accomplishing the goals set forth for 2025. 

Let's break this down into the segments and go into some more of the details.  So where is the 
growth coming from?  So first of all, the methodology of this charge is relatively simple to explain.  
We expect existing market growth in Hydraulics of about global GDP, so around about 3% will 
come from existing market growth.  Because of the efforts we are making on the innovation side of 
the business and introducing new products, we believe about 1.5 percentage points of growth will 
come through the introduction of new products.  

Yesterday, we had our earnings call and we announced also that we launched just recently at the 
beginning of the month another 16 electrohydraulic valves that are state-of-the-art, very 
competitive.  We expanded the electrohydraulic product offering as a result of the joint 
development activities between the two business segments that we are serving, the Hydraulics and 
Electronics. 
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So we feel very comfortable that we can grow 1.5% from new products and then we count on 
about 2.5 percentage points from increased market share.  And that's nothing more than covering 
geographies better, by adding channel partners in geographies where we have white spots 
nowadays.  There are still many regions in the world where we have no or very little coverage, we 
just scratch the surface, so to say.  And we have put ourselves into a good position to deepen the 
wallet share with existing customers because we now have a broader product portfolio on hand.  
So we're also counting on that to help us to gain new customers around the world. 

If you look at the Electronics segment, the market growth will be a little bit higher than in 
Hydraulics, around about 3.5% there.  We invest about 8% to 9% of sales for R&D in the 
Electronics segment so the new products will contribute about 2 percentage points of additional 
revenue, and then about 1.5% will come through increased market share.  Here, we have a lot of 
opportunities.  The business has been very US-centric.  We can leverage the acquisition of Faster 
into European customers, and we can leverage the more global approach of Sun Hydraulics to 
help the Electronics piece of the business, also to get access to Asian customers. 

I talked about the incremental gap to get to a billion dollars of revenue by 2025 and I just want to 
highlight here the acquisition strategy.  So the acquisition strategy differentiates itself from what 
you typically see in the general marketplace.  And if you compare ourselves with competition.  So 
we are only looking at businesses that have a similar profitability profile, very successful on a 
standalone basis.  They have strong management teams in place that have a very similar culture 
as our approach to business, namely innovative, highly-engineered and customized with the in-
house capability of manufacturing their products. 

We expect we always will retain the acquired brands.  Nearly all the synergies are based on 
revenue synergies.  We are not specifically looking for any cost synergies at all.  Every acquisition 
we have made over the last three years, so in all three cases, we paid a lot of attention so that 
nobody's losing their job because we acquired these companies, because of this very specific 
DNA.  And we strongly believe we don't want to justify an acquisition based on cost synergies and 
dismantle the DNA of companies by laying off people and basically amalgamating operations and 
activities.  That's not our intention.  So we differ vastly from the approach that most other 
companies are taking here. 

And again as I pointed out before, it's got to be niche because we will want to broaden the 
technology offering.  It's got to occupy one of the top three positions in a designated technology.  
Those are the prime criteria for pursuing acquisitions from a Helios Technologies perspective. 

And as I also pointed out before, hopefully on top of everything else, it will help us on the path of 
migration where we continuously move towards a more solution-based approach and offering and 
hopefully it will help us to further diversify the existing end market exposure that we have in place. 

On the bottom you see basically a roadmap as we intend to move forward from here.  On the left-
hand side you see the existing Hydraulics business.  On the right-hand side you see the existing 
Electronics business.  So our near-term focus is still on these two segments from an acquisition 
perspective, but overall in the middle we are aligning ourselves with where technology is going.  So 
we are also pursuing what we refer to as linked technologies, which could be something in the 
electromechanical actuation part of businesses, software-related, IoT-related.  This is something 
that feeds both business segments, Hydraulics as well as Electronics, but at the same time has a 
very strong position on a standalone basis. 

So, mid- and long-term we want to add a third leg to the stool, so to say. 

So that, in a nutshell, describes the disciplined acquisitions strategy that we are pursuing. 
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Looking back in history and where we stand today, and this is looking at pro forma sales and pro 
forma profitability in 2017 and 2018, you see a pretty impressive track record in place here.  And 
the transformation of the company, we feel, has gone exceptionally well.  We were stagnant 
between 2011 and 2016 because we were only tied to two or three markets in cartridge valve 
technology; until four years ago, our revenue was pretty stagnant.  You see we were hovering 
around the $200 million revenue mark for pretty much almost a decade, until we amended the 
strategy and came out with the Vision 2025 statement, brought electrification into this business 
which really accelerated growth, while we were still maintaining very superior profitability margins 
here as you can see. 

Capital allocation, so we’re still focused on profitable growth.  We have a term loan in place that 
has $100 million drawn.  We have a revolving credit facility in place of $400 million,  
$238 million of which was drawn at March 30, 2019.  So if you add up the $238 million and the 
$100 million that brings you to the total debt of $338 million.  With a little bit of cash, that equates to 
a net debt to adjusted EBITDA ratio of about 2.3x, so the leverage ratio is very healthy.  We 
generate about 15% operating cash flow and our goal is always, if you look at CapEx of 5% to 6%, 
our goal is to generate 10% free cash flow relative to sales.  So the cash flow generation puts us in 
a great position to further reduce the net debt-to-EBITDA ratio, and our goal is to be sometime 
early next year 2x or below 2x. 

So there is some room here.  You see the available liquidity is about $179 million.  And the 
utilization on the allocation of cash is for the organic growth initiatives that we have in place.  I 
pointed out historically and moving forward from here, we pride ourselves by outgrowing the 
market by a factor of 2.  So we are growing twice the pace of the market.  And some allocation of 
the funds will also be utilized to close that incremental gap from an acquisition perspective and will 
continue to pay quarterly cash dividend to our shareholders. 

The final chart is a summary.  I think there's a strong commitment in place to shareholder value 
and shareholder value creation.  So again, a leading position in fast-growing niche industrial 
sectors within the technology fields of hydraulics or electronics, or intelligent controls.  A portfolio of 
premium brands, highly engineered and customized product design combined with in-house 
manufacturing capability.  I think if you look at the track record we have a proven growth strategy in 
place and have executed quite professionally on the three acquisitions that we have made.  So 
there is a proven growth strategy covering both organic growth as well as external growth.  There 
is upside from future acquisitions that is articulated in the Vision 2025 statement, and again, 
everything would evolve around technology leadership, exceeding or at least meeting that  
$1 billion in revenue, and maintaining a superior profitability profile.  You saw the floors that we put 
in place and we are very committed and very confident that we can meet those KPIs. 

Best-in-class financial profile and discipline is in place, so at the end of the day, I mean, this 
translates to high organic growth, high margins, and high external growth.  And last but not least, I 
think we have a pretty proven track record in place that we can deliver these results. 

With that, are there any questions that I may answer?  Yes, sir? 

Question:  Just two quick ones.  How much of your sales are aftermarket versus everything new?  
And then on the Electronics business, why was revenue down in the first quarter; what happened 
there? 

Wolfgang Dangel:  Yes.  Let me start with the second question first, sir.  So we acquired the 
Electronics business in the last quarter of 2016.  That business has grown 50% organically over 
the last two years.  The business was down in the first quarter by about 12% compared to Q1 in 
2018, for mainly two reasons.  We see some softening in those recreational markets I was referring 
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to, so basically marine, snowmobiles motorcycles, and off-road vehicles.  And the second reason is 
we took a deliberate shift to resolve a couple of contractual constraints we had in place from an 
exclusivity perspective, in order to open our portfolio up to a broader array of customers and end 
markets.  That was something we came across during the due diligence process.  From a Helios 
perspective, we have the philosophy in place that we don't want to have more than 5% to 6% of 
revenue of one specific customer tied to us.  So we want to make our products and portfolio 
available for the broader market and most importantly for the global market. 

So basically in collaboration with a customer, we dissolved those contractual obligations that we 
had.  We still continue doing business with that customer in other areas of the portfolio but we 
wanted to make these products available to other global customers because we have already 
about a handful of concrete projects on hand that call for an SOP in 2020 and 2025. 

So you might say we took a short-term hit for the mid- and long-term benefit of the company.  So 
those are the two main reasons that saw the softer Q1 revenue that you are referring to. 

Question:  The aftermarket versus… 

Wolfgang Dangel:  The aftermarket.  So as I’ve pointed out, so these are premium products.  
Unfortunately they don't break often enough, so there is not a lot of opportunity for aftermarket 
business.  It's very difficult for us to say because, as you saw, 50% is going through the channel.  
So we do not always have accurate point-of-sale information.  I would say 90% is first market, is 
OEM, and about 10% is aftermarket.  That's probably a good ratio. 

Are there any other questions?  Yes, sir? 

Question:  Do you have a list of companies that you would like to see become part of Helios? Can 
you just run over, like, what's your evaluation framework?  How you get comfortable with valuations? 

Wolfgang Dangel:  Yeah.  So as I pointed out we are looking for companies.  So first of all, the 
technology fit's got to be in place.  And if you look at the chart we have some very clearly defined 
criteria.  We are not looking for companies that have average profitability that we would have to 
come in and increase profitability by fixing company.  That's not our intention because we look for 
companies that have technologies that fit with our technology profile and have existing 
management teams in place that can run the company well also in the future. 

So, from a valuation perspective if you look at the two -- the most significant acquisitions that we've 
made over the last two years, so that's Enovation Controls on the Electronics side, we paid about a 
12 times EBITDA multiple before synergies.  You might recall I pointed out synergies are mostly 
revenue-related.  We go in with a very conservative approach with regard to defining synergies.  If 
you apply that, it brings the multiple down to about a 10 times EBITDA multiple. 

And it was pretty much the same multiple for the Faster acquisition that we made in Europe at the 
beginning of last year.  So 12 times EBITDA before synergies, about 10 times EBITDA after 
synergies, with a very conservative approach on the synergies, mostly tied to revenue synergies.  
And the revenue synergies would derive mainly from two areas.  The first one is, pulling these 
companies into existing accounts, with a pull-through effect generating revenue.  Secondly, 
revenue that derives from joint product development activities between the acquired company and 
our Electronics business that we have in place. 

Very good.  If there are no further questions then I want to thank you for the time and your interest 
in Helios.  Thanks a lot. 

 


