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Important Notices

This presentation is not intended as, and does not constitute, an offer to sell any securities or a 
solicitation of any person or any order to purchase any securities. This presentation is for 
informational purposes only and should not be construed as investment, legal, tax or other 
advice.

This confidential document has been prepared solely for the information of the person to 
whom it has been delivered and may not be reproduced or used for any other purpose.  This 
confidential document believed to be accurate as of its date, and no representation or warranty 
is made as to its accuracy after that date.

The securities identified do not represent all of the securities purchased, sold, or 
recommended for advisory clients.

Past performance does not guarantee future results.
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Best Ideas Prior Years’ Update
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Idea Presented Date Price Performance
6-Months

Performance
1-year

Performance (TR)
Since Inception or 
over life

2014: Myriad Genetics 
(MYGN)

1/8/14 $21.05 +58.5% +101.0% +90.8%1

2015: Ubiquiti 
Networks (UBNT)

1/12/15 $28.05 +18.3% +0.2% +258.3%2

2016: Ritchie Brothers 
(RBA)

1/12/16 $21.89 +60.5% NA +41.6%3

2017: Amerco
(UHAL)

1/10/17 $368.23 -3.8% +2.5% -4.9%4

2018: Diamond Hill
(DHIL)

1/12/18 $203.70 -9.3% NA -19.4%

2019: IPG Photonics
(IPGP)

1/10/19 126.27

1 MYGN Investment closed out early 2016 after reaching targeted fair value
2 UBNT  Investment closed out late 2018 after reaching targeted fair value
3 RBA Investment exited during 2016 after quickly reaching targeted fair value 
4 UHAL and DHIL Investments still open
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Ø Dominant #1 laser company with durable competitive advantages 

Ø Innovative company pursuing large long-term secular growth opportunities

Ø Superior owner-operator founder CEO with operational focus and shareholder orientation

Ø Stock out of favor recently (-50%+) due to fears over tariffs and an industrial slowdown

Ø Attractive 45% upside to our $182/share appraisal;  Fair value poised to grow over time

IPGP (NYSE--$126.27)
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What Are Industrial Lasers used For?
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IPG Products
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IPG In Every Laser Segment
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IPG Customer Base
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Customer Benefits
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IPG Global Footprint
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Growth Drivers
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Long runway for penetration of laser application and fiber laser conversion
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Laser Market Applications
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New Growth Markets
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Highes Scale/Lowest Cost Diode Producer
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IPG’s Durable franchise
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ØDominant 80% market share accumulated over many years

ØLow cost position versus competitors

ØFiber lasers 2-4x the speed and half the cost of CO2 lasers

ØAdvantage in diode production and other cost elements via experience curve & scale

Ø2-4 year Tech/R&D/Quality advantage; only viable supplier of QCW lasers

ØVertically integrated—make their own diodes so competitors can’t easily replicate/disrupt

Ø IP patent portfolio (240 patents/380 pending), Trade secrets and lots of manufacturing 

know-how

ØPowerful brand name with broad awareness and trust, supported by services organization 

and product warrantees

ØStrong balance sheet with no dependence on capital markets to fund business
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IPG’s Leadership

16CRAWFORD CAPITAL PARTNERS, LP

“My dream is to see lasers — like computers — become a tool of choice 
in mass production.”  -Valentin Gapontsev

Ø CEO Gapontsev: Owner-operator, founder, brilliant scientist, serious, dedicated, uncompromising on core principles

Ø Super lean management structure—barely any middle management—everyone expected to work long hours

Ø Hard-nosed skeptical managers who think and act long term

Ø Culture of as few meetings as possible so people don’t get bogged down in endless discussion/debate

Ø Reasonable compensation and low option issuance for senior management
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IPG’s Leadership
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IPGP Corporate Governance
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IPGP:  Core Investment Tenets
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Ø Substantial growth opportunity
Ø Rapidly expanding industrial applications for laser based systems—gaining share of $80 bil machine tool industry

Ø Fiber lasers gaining share from traditional lasers-driven by strong payback for customers

Ø New products invented to attack new $4-$6 bil (and growing) market segments (medical, sensors, ultraviolet, ultrafast, projection, EVs)

Ø Dominant market position
Ø 80% market share--driven by technology leadership

Ø Low cost position driven by scale and vertical integration

Ø Alignment of interests/Governance
Ø CEO (and trusts) own 35% of the company; fair & reasonable comp

Ø Strong governance and shareholder orientation

Ø Excellent communicators who are honest, transparent, detail-oriented and proactively up front about challenges

Ø Superior business economics
Ø Strong and growing ROIC despite capital intensity of the business

Ø Most profitable laser company—allows self-funding of attractive internal reinvestment opportunities

Ø Attractive valuation across a variety of methods

Ø 1.2 bil in cash, no debt; can fully fund growth with no dependence on capital markets-history of using financial 

strength to continue investing during downturns when others cut back

Ø Attractive takeout for a large industrial conglomerate seeking growth—could pay high multiple in strategic deal

Ø Strong Governance/ESG platform—saves energy, eliminates materials waste, lower CO2
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IPGP:  Investment Risks/Concerns
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Ø Exposed to many global industrial end markets—not recession proof despite growth story

Ø Exposure to potential trade war with China--44% of sales—approx. 1/3 end market in China & 2/3 sold on externally

Ø Increasing competition at the low (commodity, pulsed laser) end of the market—many Chinese competitors appear to 

be selling below cost in the current market

Ø Risk of IP theft or copying—segregate manufacturing activities as one measure to protect-they are paranoid in a good 

way

Ø Heavy investment in working capital required due to vertical integration strategy—reflected in financial model

Ø Currency exposure to strengthening dollar with 80%+ of sales outside U.S.

Ø Exposure to Russia—only 5% of sales but valuable assets and mfg; has operated smoothly through decades of U.S.-

Russia relationship paradigms; declining Ruble lowers costs

Ø 3D printing market has not yet lived up to hype, but is a long-term opportunity

Ø CEO unjustifiably placed on “Russian Oligarch List”—seems to be well understood but could create headlines
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IPGP:  Valuation Summary
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Ø Our blended cases of three valuation methods suggests a fair value of:  $182/share

Ø Method 1: Blended DCF valuation with 3 scenarios yields appraisal of:  $183/share

Ø Base Case (60%): -8% Tariff dip in ‘19 followed by recovery and resumption of prior growth fade pattern; no further 

op margin scale; 7% terminal growth:  $189/share

Ø Upside Case (20%): -4% Tariff dip; growth extends 5 years before fading; op margin scales another 4 pts from growth 

before leveling off; CapEx higher to fuel growth; 9% terminal growth:  $230/share

Ø Downside Case (20%): -12% Tariff dip; slight recovery, fast fade to industry growth; op margin drops 4pts due to 

Chinese competition/commoditization; Working capital intensity increases; 4% terminal growth: $121/share

Ø Method 2: Apply ave 14.5x EV/EBITDA  x $650 mil TTM EBITDA plus excess cash gives: $193/share

Ø Method 3: Apply P/B of 3.0x (5 year average 20% ROE ) gives 3.0*$40.59 gives: $122/share

Ø Method 4: Holt Scenario with faded CFROI relative to market implied gives: $219/share

Weighted average of methods:  70% #1, 10% #2, 10% #3, 10% #4

Ø No credit for continued value-accretive tuck-in deals

Ø No credit for takeout optionality; large mature industrial conglomerate would potentially pay 

up for niche dominance and growth
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IPGP:  Valuation Historical Ranges
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Operating Margin: Stable and Gradual Scale
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Appendix1a: IPGP Base Case
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Appendix1b: IPGP Upside Case
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Appendix1c: IPGP Downside Case
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Appendix 2:  IPGP ROIC Components
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Source: Holt

Ø Op margin increase the primary driver of CFROI, asset turns erosion the primary offset; large spread to COC
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IPG Acquisition History
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