
  

Generac Generates Significant Opportunity with Acquisitions 

 
 
 
 
  

Price $126.60  Growth Holding June 22, 2023 

 

• Increasing demand for uninterrupted power in the industrial space due to 
data requirements and increase in consumer demand due to the above-
average outage hours the US has experienced over the last 3 years. 

• 10GWh of currently installed capacity, with addressable market set to 
expand by 5x by FY25. 

• Aggressive M&A to penetrate new markets, with each 100 basis point 
increase in penetration equating to $3 billion in total addressable market. 

• Strong international growth should offset weakness in US domestic 
consumer market. 

Investment Thesis 
Generac Power Systems (GNRC) is a specialized industrial firm producing uninterrupted 
power supplies through battery storage and generators. GNRC stock has pulled back 
from its high of $282 in 2022 and $500 in 2021 as business has slowed after an 
unsustainable surge in 2022. Generac is well positioned to capitalize on the 
"Decarbonization, digitization, and decentralization" megatrend. Outage hours are 
steadily increasing as grid demand keeps up with extreme weather events and an 
increasingly connected society that requires uninterrupted data connectivity. We give 
GNRC a buy for the long-term investor hoping to capitalize on megatrends through a 
market leader. 

Estimated Fair Value 
EFV (Estimated Fair Value) = E24 EPS (Earnings Per Share) times PE (Price/EPS) 

EFV = E24 EPS X P/E = $7.60 X 18.0 = $138.60. 

 E2023 E2024 E2025 

Price-to-Sales 1.9 1.9 1.6 

Price-to-Earnings 20.5 15.5 13.7 
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Operations 
Generac derives 60% of its income from residential products, 31% from commercial 
products and 10% from value-added services such as monitoring. 84% of revenue 
originates from the United States. The total home ecosystem represents a $10 billion 
domestic opportunity by 2025, with industrials representing $5 billion by 2025.  

Current operations include 10GWh of capacity installed worldwide, with significantly 
more demand for demos compared to previous years. This is likely due to the uptick in 
major outage events beyond the expected baseline. 

 

 

The home EV charging station will be the most significant product launch in FY23. 
Already, the PWERcell system has a 33% increase in usable energy to the next closest 
competitor.  

GNRC plans to fully acquire Pramac, which it already owns a 20% share of. This will help 
bolster the footprint of GNRC globally, particularly in Europe where Pramac has a 
significant footprint. Though specifics are not yet announced, India's consumer and 
industrial segment is growing quickly. GNRC will likely acquire an Indian firm to enter 
the market some time in FY23. Internationally, GNRC has seen significant growth in 
1Q23, with shipments increasing 17% year over year, with power security concerns in 
Europe elevating demand.  

Catalyst 
Since IPO in 2010, GNRC has maintained a 16% revenue CAGR. The market for battery 
backup systems has grown significantly as grid disruptions and non-continuous power 
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sources like solar have become more common. Additionally, the critical nature of 5G and 
data center infrastructure has made uninterrupted power supplies a critical part of build-
out.  

5G has been a significant growth point for the industrial and commercial segments. By 
FY26 5G tower count will grow by 30%, with only 50% of sites considered "hardened" to 
resist outages and other interim events. By 2030, this will rise to 75%, representing a 
$2 billion opportunity. Already, GNRC has a 60% domestic market share for telecom 
hardening.  

"Decarbonization, digitization, and decentralization" are megatrends that GNRC hopes to 
harness. As many as 25% of Americans will be in an area under "high risk" for sustained 
power shortfalls during the 2023-2027 period, per NERC. 

GNRC has continuously built out its business through acquisitions. In 2018 GNRC 
embarked on a campaign to expand the total addressable market by 5x by 2025. 
Current market penetration is 5.75%, in the highest geographic areas penetration has 
reached 15-20%. Severe weather events, grid imbalance, and work from home have all 
contributed significantly to the uptick in the most penetrated areas. The areas with the 
largest addressable areas and most grid disruptions (Florida, Texas, and FL) are 
considered underpenetrated at only about 3.5%.
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While speaking in single percentage points seems small, each 100bps of penetration 
equates to approximately $3 billion in addressable market.  

Risk 
The largest risk facing GNRC is the large increase in debt. Debt on the balance sheet has 
doubled since FY21, with free cash flow dropping from $305 million in FY21, to negative 
$24.1 million in FY22. While much of GNRC's debt is interest rate swap protected, the 
average loan interest rate was about 6.27%.  

This is slightly concerning, given GNRC intends to repurchase 63 million shares. 
Management expects a significant recovery in free cash conversion and a slight recovery 
in EBITDA margin. However, we think this is something to monitor given how heavily 
acquisition-based GNRC's growth internationally has been. 

Outlook  
As GNRC attempts to penetrate more markets, the debt has increased to 2.3x as of 
1Q23, which has pushed the EBITDA margin down to 17%. Additionally, as previously 
discussed, cash flow is down.  

The decrease year over year in sales by 22% to $888 million was attributed to 
residential product sales decreasing by 46%. Largely, management attributes this to 
clearing the backlog and decreasing consumer demand caused by economic conditions. 
Offsetting at least part of this, was a record quarter for commercial and industrial 
customers, increasing 30% year over year – a quarterly record. For FY23, a net revenue 
decrease of 6-10% is expected. However, the margin is expected to stay stable and free 
cash flow is expected to recover to have a conversion rate of "well over 100%".  

Though FY23 results are depressed compared to FY22, already in 1Q23 US power 
interruption activity is well above the long-term average, causing a spike in in-home 
consultations 4x higher than FY19. Additionally, international sales are still strong in the 
industrial and consumer sectors. Generac is well positioned to capitalize on the 
"Decarbonization, digitization, and decentralization" megatrend.  
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Peer Comparisons 
 

 
Generac 
(GNRC) 

Bloom 
Energy (BE) 

Plug 
Power 
(PLUG) 

Tesla (TSLA) 
nVent Electric 

(NVT) 

Price-to-Earnings 
(FWD) 20.47 NM NM 78.13 16.93 

Price-to-Sales 
(TTM) 1.87 2.56 7.54 10.03 2.68 

Price-to-Cash Flow 
(TTM) 159.98 NM NM 65.69 17.28 

EV-to-EBITDA 
(FWD) 

13.70 63.84 NM 47.74 12.51 

Return on Total 
Capital 

7.43% -6.19% -8.89% 16.39% 8.92% 
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Disclaimer and Related Information 
 

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that 
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr. 
Halliburton is the founder and owner of Tradition Investment Management, LLC which 
has applied to be an RIA (Registered Investment Adviser). Until registration is complete, 
Tradition is operating as a private family office. Tradition is paying Building Benjamins 
LLC to publish this information and run the website. All material on the website should 
be considered paid advertising by Tradition. 

This article is a financial publication and is provided for educational purposes only. It is 
not an investment recommendation nor investment advice. It does not take into 
account your personal circumstance and whether this investment is appropriate for you, 
your objectives, or your risk tolerance. Under no circumstance is Building Benjamins LLC 
or Tradition Investment Management LLC responsible for any actions that you may take 
after reading this educational information. Nothing from Building Benjamins LLC should 
be considered personal investment advice. Building Benjamins LLC, the website, emails, 
interviews, social media pages, and other materials are published by Building Benjamins 
LLC and do not necessarily match the opinions of the individuals or companies published 
or quoted herein. Investing, and in particular, stock or ETF investing, is risky and may 
result in losses and sometimes loss of your entire investment. Stock investing has 
company-specific operational risks like demand, competition, legal and regulatory, as 
well as broader financial market risks like liquidity, economic cycle, and government 
policy. You may lose money in any stock investment or other investments that you 
make, and you are solely responsible for those decisions. 

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site 
may or may not have positions in the securities discussed in this educational report. The 
information herein is shared as an educational endeavor.  Mr. Halliburton, Tradition 
Investment Management LLC, and/or the authors on this site may transact in the 
security discussed at a later date prior to or without notification in this format. This is 
not investment advice but only a discussion of select investments.  

Building Benjamins is an investment website, blog, or newsletter, and the information 
contained cannot be reproduced, copied, or redistributed without the prior written 
authorization of Building Benjamins LLC. US copyright laws apply. We rely on 
information from sources we believe to be reliable, including the companies themselves, 
but cannot guarantee the accuracy of the information that we provide. You rely on this 
information at your own risk and are responsible for the verification of the data. 

 


