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Pacific Insight Electronics Corp. (“PIH”) is a Nelson, BC 

based designer and manufacturer of electronics and 

related products for vehicles. It started operations in 1984 

and was initially focused on daytime running lights. PIH 

now supplies vehicle manufacturers (aka Original 

Equipment Manufacturers (“OEMs”)) and suppliers to 

OEMs with LED lighting (73% of 2016 revenue), 

electronic controls (21%) and wire harnesses (6%).  

 

Pros: Good Price, LED Tailwind and Booked Sales 

PIH could easily have a 20% upside even if its revenue 

were to stay flat going forward. This may be considered a 

conservative assumption given that while PIH’s revenue 

growth over the 6 months ending Dec 31 was -1%, its 

growth over the last 3, 5 and 10 fiscal years (which end 

on June 30) has been 33%, 31% and 12% per year. PIH’s 

growth rate outstripped the overall growth of new vehicle 

unit sales in the US, which was 5%, 7% and 0.4% per year 

over the same 3, 5 and 10 year periods. When a 

manufacturer/supplier outperforms its industry by a wide 

margin, it could be due to many specific factors, but we 

will focus on the following possibilities: a) overly 

aggressive sales practices; b) greater capital usage; c) 

favourable trends and/or superior products; and d) great 

management. We will touch upon d) later and we will go 

over the other three possibilities next.  

 

Overly aggressive sales practices may involve selling at 

unfavourable margins and/or offering looser payment 

terms, which can juice sales at the expense of profitability 

and cash flow.  Selling at unfavourable margins doesn’t 

seem to be of concern as margins (gross and operating) 

have expanded over the last 3 years. There is some 

evidence of looser terms being offered but this evidence 

is countered by indications of stricter terms1, so this risk 

also doesn’t seem to be a concern. In the case of 

possibility b), simply more capital being used to generate 

revenue, PIH’s sales to invested capital ratio has been 

increasing and PIH’s ROIC is a very strong 24%, 

indicating that the company isn’t wastefully throwing 

money to grow revenue and profit at low rates of return. 

Moving on to c), PIH’s growth does seem to be fuelled by 

the favourable trends in its LED lighting business, which 

manufactures interior ambient lighting systems for 

vehicles. PIH’s LED lighting product revenue grew at 

32%, 61% and 75% in fiscal 2014, 2015 and 2016 due to 

new business wins. 

 

What’s so great about ambient lighting? A study by a 

German University and BMW found that ambient 

lighting improves drivers’ perception of the quality and 

the spaciousness of a vehicle’s interior and makes them 

feel safer, with minimal to non-existent distraction when 

brightness is kept below certain levels. These benefits, in 

addition to the power efficiency of LEDs, seem to have 

been noticed by other OEMs as according to various 

research reports (Technavio, Credence), the ambient 

vehicle lighting market is expected to grow ~5% over the 

next 5-7 years, which would be a tailwind that PIH could 

ride. If we were to assume that PIH’s LED lighting 

revenue were to grow at 5% over the next 5 years and then 

go back to a 0% growth rate going forward, PIH should 

currently be worth 40% more. 

 

PIH’s second fastest growing product line is electronic 

controls, which supplies displays and controls for seats, 

steering, windshield wipers, etc. Electronic control sales 

grew at 10%, 37% and 24% in 2014, 2015 and 2016, also 

beating the industry and seemingly benefiting from 

controls related to lighting. PIH’s wire harness product 

line is perhaps the most mature and has experienced poor 

growth of -29%, -28% and -5% in 2014, 2015 and 2016.  

 

While PIH’s LED business may provide a tailwind to its 

growth going forward, what about the cyclicality of the 

car business? With US new vehicle sales starting to 

decline from highs, a downturn could pose a significant 

threat to revenue growth and perhaps this is why PIH 

seems cheap. However, I believe PIH’s exposure to 

cyclicality is mitigated because PIH claims that its has 

been awarded business in excess of $100M (all amounts 

in this report are in CAD, unless otherwise stated) per 

year for the next several years and since this is in the range 

of its 2016 revenue of $127M, I believe assuming flat 

revenue growth is reasonable. 

 

Cons: Mediocre Advantages, Concentration and BAT 

It is very difficult for me to determine whether or not an 

OEM supplier, such as PIH, possesses long-term 

competitive advantages. PIH doesn’t seem to have the 

most obvious advantages such as low cost production or 

superior supply chain capabilities so I cannot confidently 

claim that it will maintain/expand its business in the long 

run, but it does have some protection from competition 

due to its customer relationships and niche specialization.  

1. ~2% of receivables were >90 days past due at the end of fiscal 2014 vs. ~3% in 2016, but receivables were collected within 79 days in 2014 vs. 

72 days in 2016 



PIH has a ~20 year relationship with Ford and PIH’s other 

customers include Harley Davidson, Tesla, GM and many 

other suppliers to OEMs. These relationships provide 

protection from smaller competitors and have allowed 

PIH to introduce new products, enabling it to transition 

away successfully from its original daytime headlight 

product line. A related issue that PIH faces is customer 

concentration as its biggest customer, Ford, made up 14% 

of fiscal 2016 revenue and its next 3 largest customers 

made up 13%, 10% and 7%. This concentration is 

undesirable, but I estimate that even if PIH loses Ford, we 

would have a downside of 10% everything else equal, and 

in a terrible scenario where PIH loses its top two 

customers, we would have a downside of about 30%.  

 

Another concern of PIH is its size, which may hurt its 

ability to obtain the same economies of scale as other auto 

parts suppliers. PIH’s closest public North American 

competitor seems to be Lear Corporation, which supplies 

OEMs with electrical controls for LED systems, but 

seemingly not the LEDs themselves. Lear’s 2016 revenue 

from its segment that sells these electrical lighting 

controls, amongst other products, was 4.2B USD, likely 

giving it a stronger position in this area. 

 

While I do believe PIH’s size is a disadvantage, the 

counterpoints would be that i) PIH can likely implement 

changes quicker than competitors, ii) PIH has room to 

grow as it has only ~3% of the global automotive ambient 

lighting market2 and iii) PIH’s niche, yet growing, 

position combined with its relatively small enterprise 

value (value of equity and net debt) of $72M makes it an 

easy acquisition target. A bigger picture note: I do not 

believe that it is prudent to make an investment based on 

a stock being acquired and I merely point this out in the 

context of PIH to address the positives alongside the 

negatives of it being a small firm.  

 

A significant but tough-to-model risk arises from the 

Trump administration proposing a Border Adjustment 

Tax (“BAT”), which, from the initial look of it, would 

essentially tax US imports. All of PIH’s owned property 

and equipment is outside of the US (33% of it is in Mexico 

and 67% is in Canada), indicating that if a BAT were 

implemented, PIH would have to adjust its US pricing to 

take an additional layer of tax into account, which could 

make PIH less competitive vs. domestic US producers 

and/or hurt PIH’s profitability. This is significant because 

US based customers generate 74% of sales (9% of sales 

come from Canada, the rest come from other regions). 

Theoretically, the value of the USD should rise if such a 

tax was implemented, thereby cancelling out the negative 

impact of the tax, but the actual impact on PIH could be 

vastly different and is hard for me to predict. 

Management: A Founder CEO, Large Insider Ownership 

Stuart D. Ross is a founder of PIH and prior to becoming 

the CEO in 2008, he was the CFO. If the CEO wasn’t an 

experienced PIH employee, I would be somewhat 

concerned with the team as the COO (Chief Operating 

Officer) of 9 years left in 2015 and the current CFO joined 

in 2014. Turnover is not necessarily a negative if a 

company is performing poorly, but PIH has a strong track 

record of adapting and maintaining growth. Also, the 

current CFO and Chairman of the Board seem to be more 

experienced in other industries than PIH’s, so it is good 

to see that the CEO has strong industry and company 

specific experience. 

 

The CEO is also the biggest shareholder, with a 16% stake 

as of Oct 2016 and the Chairman is the second biggest 

with a 12% stake. As of Nov 2016, insiders owned 29% 

and about 2/3s of this stake was obtained via a private 

placement, which is an investment in a public company 

that bypasses public markets. The concern with insiders 

investing this way is that they could get too much relative 

to what they pay, effectively taking value from other 

shareholders. However, after analyzing the private 

placement, it seems as if the terms were reasonable. And 

even if one were to consider the terms slightly unfair, I 

believe the extent of the unfairness would not negate the 

resulting benefit of large insider ownership, which better 

aligns the interests of management and shareholders.  

 

Recommendation 

The returns of the scenarios described, namely a 20% 

upside if revenue stays flat, a 40% upside if LED lighting 

revenue grows at projected market rates, a 10% downside 

if Ford is lost as a customer and a 30% downside if PIH’s 

2 largest customers are lost, indicates that PIH’s return 

profile is asymmetric to the upside. I believe the case for 

the positive scenarios is stronger than that of the negative 

scenarios due to PIH’s booked business, track record of 

growth, adaptability and wise capital deployment. 

 

But to be clear, PIH does not seem to possess a strong 

long term competitive advantage and because of this, it 

could suffer market share declines and a large allocation 

would not be wise. In addition, due to the uncertainty 

surrounding a BAT, I believe we should leave enough 

room to double our position when there is more clarity on 

the impact of such a tax on PIH. I recommend an initial 

position of 3.5%. 

 

I, Ashvin Moorjani, am long PIH. 

 

2. According to Credence Research 
 


