Fourth Quarter report for Gentex

Date: 02/09/2024
Percentage change in Sales from year ago quarter:  19.3%

Percentage change in Earnings per Share from year ago quarter: 35.1%
YES
Percentage change in Earnings per Share YOY (2022-2023) 35%
Is the company meeting our target sales & earnings estimates? Yes
Pre-tax Profit on sales trend?   (up, even, down) up
Return on equity trends?  (up, even, down) up
Debt?  (up, even, down) None
Current PE is 19.2% Five-year Average PE is 19.0.
Where does it fall in my estimated High/low range of PE’s? Mid-Point
Club cost basis for this stock is $20.46. (AS of 01/29/2024).         Current price is $35.32(2/9/2024)

Current fair value:  
· Morningstar:  Fair value estimate remains at $38; has been raised from $35.  
Gentex’s stock rose by over 7% on Jan. 26 after the firm reported a 35.1% increase in fourth-quarter diluted earnings per share to $0.50, which beat the $0.44 Refinitiv consensus. We are not changing our fair value estimate but will review all modeling assumptions after we roll our model forward for the 10-K. With the auto industry recovering from the chip shortage and Gentex’s continued ability to grow revenue at a far higher rate than light-vehicle production in its core markets, we think the firm can reach its 2024 revenue guidance of $2.45 billion to $2.55 billion and its gross margin target of 35%-36% at the end of 2024. Guidance for 2025 is $2.7 billion at the midpoint.

Guidance for full-year 2024 gross margin is 34%-35%, while fourth-quarter 2023’s mark increased 330 basis points year over year to 34.5%. On the earnings call, management said the normal first-quarter gross margin pressure from 2%-3% annual customer pricing reductions will not be as severe in 2024 due to more concessions this time coming in late first quarter and second quarter. The end-of-year gross margin target is about 70% based on reducing bill of materials costs and the remaining 30% about evenly split from less scrap and overtime costs and higher volumes. Management, in our view, does a great job managing its supply chain and pricing terms with both customers and vendors, and material cost should get help starting around the second quarter as new contract terms with Gentex’s suppliers flow through the income statement.

The quarter saw a quarterly revenue record, with sales up 19% to $589.1 million, which included one-time cost recoveries of about $5 million and was a 13-percentage-point outperformance of combined vehicle production in North America, Europe, Japan, and Korea. Mirror volume rose by 12%, and the higher volume along with lower freight, less overtime, price increases, and purchasing reductions enabled the gross margin expansion as well as 41% operating income growth.

· CFRA:  12-mo. Target price $38 increased from $34. Recommends a BUY with a 4 star rating for the company. We expect revenue to rise by 9% in 2024 and 8% in 2025 after increasing 20% in 2023 and 11% in 2022, driven by higher price realizations and increased mirror sales in most markets. In 2023, GNTX’s mirror shipments were up 15%, up from 6% growth in 2022. GNTX’s 2023 mirror sales growth of 15% outperformed the 12% increase in global light vehicle production seen across its major markets of Europe, North America, Japan, and South Korea. 
· Value Line: 18-mo. Target price range is $22-$42, with a $32 mid-point.  Per Value Line: “The shares of GNTX are ranked to outperform the broader market averages for the next 6 to 12 months and which has a decent dividend, offers wide price appreciation potential over the broader market averages.”
SSG Total Return is 15.4% (with 1.7% yield). Projected Average Return is 13.0% With a 1.9% yield.

Future Growth: 
Chip Shortage Recovery Starting to Boost Result
Gentex is financially strong with a debt-free balance sheet. 

We expect GNTX’s gross margin to expand by 130 bps to 34.5% in 2024 from 33.2% in 2023 and 31.8% in 2022, due to lower fixed costs per unit due to higher production and an expected moderation of raw material costs. GNTX is a best of breed name in the U.S. auto supplier space.

In early 2020, GNTX suffered from lost sales due to pandemic related shutdowns, but results have rebounded sharply after that. 

We forecast adjusted EPS of $2.20 in 2024 and $2.45 in 2025, up from $1.84 in 2023 and $1.36 in 2022. 

Share repurchases should help boost the company’s EPS. GNTX repurchased approximately 4.9M shares for $29.61/share in 2023, 4.0M shares for $28.19/share in 2022, and 9.6M shares for $33.83/share in 2021. 

GNTX also has a steady history of steadily increasing dividends to the current level of $0.48/share annualized

GNTX is in the BUY range, at 6.8 to 1 U/D ratio. 
Recommend: Buy More _, Hold_X_,  Sell___
