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Concept:
1. A shift from devices using alkaline batteries to those using rechargeable batteries in key
product categories could drive volume declines.
2. Price erosion seems likely due to channel shift to online sales.
3. ENR faces private-label pressure from retailers.
4. Price pressure and lower volumes are likely to more than offset any benefits from productivity
improvements. Free cash flow should decline with earnings.
5. Bulls expect ENR to generate revenue growth through acquisitions. ENR’s recent acquisition
history casts doubt on that strategy.

Summary: Energizer Holdings, Inc. (ENR) is a leading manufacturer of household
batteries, specialty batteries, lighting products, and a designer of automotive
appearance and fragrance products. ENR separated from Edgewell Personal Care
Company (which sells Schick razors, Banana Boat sunscreen and Playtex feminine
care products) via a tax-free spinoff in 2015.
ENR’s revenues result from sales of alkaline batteries (~63%), specialty and
lithium batteries (~27%), lighting products (~5%) and automotive fragrance and
appearance products (~5%). 60% of sales are from the Americas (50% US, 4%
Canada, 7% Latin America), ~23% from Europe Middle East and Africa (EMEA),
and the remaining 17% from Asia Pacific (APAC). The US and the APAC region
have the highest segment profit margins. Thus, ENR’s sales and profits are
significantly levered to US sales, and we estimate that the US accounts for 60% of
segment profits.
Industry participants, including ENR, note that devices, disasters and
demographics drive battery category volume. Since devices and demographics
have been unfavorable lately, as we discuss later, they project US battery category
volume to be flat to down low single-digits. ENR thinks that device miniaturization
and Internet of Things (iOT), such as smart home and smart health devices, may
mitigate these sluggish volume trends. The company hopes that it can move
consumers to its higher-priced premium batteries, and thus grow on a dollar basis
even while volume declines. Finally, it expects to continue to realize productivity
improvements and improving margins.
Our research suggests that these expectations may be difficult to meet. First,
more and more of the miniaturized and iOT devices use built-in rechargeable
battery technology or plug-in power because the price of Li-ion battery technology
has plummeted (down 80% since 2010). For instance, the new $100 7-inch
LeapPad Ultimate has a rechargeable Li-ion battery that lasts 5+ hours. The Nest
thermostats, the NestCam security cameras and the Logitech Circle security
cameras, among others, all use rechargeable batteries. The $49 Google Home Mini
and the $50 Amazon Echo Dot use plug-in power. Our research uncovered few
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miniaturized or iOT devices that require non-rechargeable batteries, as, for
example, did the original $85 Arlo outdoor wire-free camera, which requires four
lithium CR123 batteries. However, the newer $179 Arlo Pro and the $220 Arlo Pro
2 outdoor wire-free cameras have solar panel or rechargeable options. The same
pattern is true in the case of wearables. The Apple Watch and all Fitbit and Garmin
wearables that cost over $100 use rechargeable batteries.
Moreover, it appears that some of the categories ENR is counting on to
stabilize alkaline battery volumes are losing favor with customers. An example is
youth electronics, sales of which are down 8% Y/Y in 1H 17, according to NPD.
This is not surprising, given that the proportion of children ages 0-8 who have their
own tablet device is now a hefty 42%, up from less than 1% in 2011, according to
Common Sense Media's newest national "Media Use by Kids" census. Sales of
compact cameras are down 85% since 2010 as consumers shift to smartphones
with cameras of high quality. Most smart TV manufacturers and many set top box
makers have apps that allow consumers to control these devices with their
smartphones via WiFi (or via infra-red rays (IR), if the phone is so equipped).
ENR states that its direct-to-retail merchandising teams try to increase
display opportunities for its products in these brick-and-mortar locations, which
constitute 95% of battery sales today, and fill those displays. The company thinks
that these actions can influence the type of battery the consumer purchases and the
price (s)he pays for it. As a result, it hopes it can persuade consumers to buy pricier
batteries.
There may be a few problems with this strategy. First, regardless of the
company’s claims of innovating in the field, alkaline battery technology has been
essentially unchanged since the 1960s. Thus, the argument that technological
improvements will drive consumers to purchase branded alkaline batteries seems
dubious. For instance, in the case of its Energizer Max batteries, ENR claims that
its new Energizer Max batteries will last 30% longer than previous Energizer Max
versions in digital cameras (emphasis ours) As we noted earlier, digital cameras
are on the verge of extinction, and claiming superior performance over a previous
version for that particular use is grasping at straws.
Indeed, in many instances, battery companies with brands make private label
batteries for retailers. For instance, Duracell makes Costco’s Kirkland Signature
battery. Not surprisingly, in tests conducted a few years ago by a British industrial
design firm, BitBox, that compared a number of branded and private label
batteries, under light load conditions, the cost per Ampere-hour (Ah) of batteries
from Ikea, Kodak (licensed) and Costco (4-9 pence per Ah) proved to be 80%
lower than those of Energizer Ultra+ and Energizer HighTech (39-42 pence per
Ah). Under heavy load conditions, the cost advantage was similar for the private
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label batteries (8-18 pence per Ah) versus the Energizer products (70-75
pence/Ah).
We have anecdotal evidence of this as well. We spoke with several industry
participants from the mass merchandise segment regarding customers’ brand
perceptions. In conjunction with its improved performance claim for the Energizer
Max that we noted earlier, ENR raised prices for that product. In response to our
question as to whether consumers were attracted to this higher-priced product
because of the performance claims, these participants noted that this was not the
case, and that Duracell continued to be the top-selling branded product at their
stores.
Second, the explosive growth of online battery sales is likely to increase
price transparency and motivate consumers to shop on price. ENR minimizes the
threat of pricing pressure from Amazon and other ecommerce players because they
currently make up only 5% of battery sales. However, according to data analytics
company 1010data, online battery sales are growing 75% annually, albeit from a
small base, and represent $113M in annual sales. AmazonBasics has 31% market
share of the online battery market, compared to 21% for Duracell, 13% for
Panasonic, 12% for Energizer and 23% for others.
On its FQ3 17 call, ENR said that the typical pricing gap between ENR
batteries and private label batteries, regardless of whether it is brick-and-mortar or
online, is 40%-50%, which it considers manageable. However, on Amazon, the
per-unit price difference on AA alkaline batteries between AmazonBasics and
Energizer of 56% (25 cents per unit versus 57 cents) exceeds this range. It is likely
that this price difference is driving AmazonBasics’s rapid share gain, given the
lack of technological difference between branded and private label batteries.
On its FQ3 17 conference call in July, Spectrum Brands, maker of both
Rayovac-branded and private label batteries, noted that private label battery share
in the US, which is estimated to be around 13% today, is likely to increase due to
the growth of discounters such as Aldi in the US, just as occurred in Europe (~30%
private label today) as these discount chains expanded. Aldi offers only privatelabel products and no branded products. Its AA and AAA 8-pack alkaline batteries
sell for $1.99 per pack (25 cents per unit), versus $5.99 (or 75 cents per unit) for an
Energizer AA or AAA 8-pack at Market Basket, a chain famous for its low prices
in the New England area. The price gap here is 67%, well above what ENR
considers manageable. Other retailers such as CVS, appear to be exerting pricing
pressure on suppliers both by offering cheaper private-label options as well as by
restricting the number of branded suppliers (Duracell only).
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Because ENR relies on the brick-and-mortar retailers who account for 95%
of US battery sales, and since ENR’s online share of 12% is well below its share of
33% in the brick-and-mortar channel, the rapid pace of online sales growth
compared to sluggish overall category performance presents another problem.
Even assuming that online battery revenue growth rates slow from the current 75%
Y/Y growth level, we estimate that online battery sales could constitute 12% of US
battery sales by the end of FY 18. We estimate that the difference in growth rates
between online and brick-and-mortar battery sales alone could lower ENR’s sales
by 5% in FY 18 from FY 16 levels. Moreover, for every percentage point decline
in the overall category, ENR’s FY 18 sales are projected to be down by a further
percentage point Y/Y. For instance, if the overall US battery category sales decline
by 2% from 2016 to 2018, ENR’s US battery sales are likely to be down 7% Y/Y
(=5%+2%). Recent organic growth figures support the notion that it will be
difficult for ENR to overcome private label competition, pricing pressure, and
sluggish category volume trends. In the last couple of fiscal quarters, the company
posted negative organic sales growth in the Americas region: −3.6% in FQ3 17 and
−1.4% in FQ2 17.
Bulls think that the company could improve margins through productivity
gains. We note that ENR has been restructuring since 2013. It has halved the
number of manufacturing facilities from 14 to 7, and has reduced working capital
as a percentage of sales from 23% to 11%. These sizable improvements suggest
that future cost reduction opportunities may be limited. Price pressure and loss of
operating leverage resulting from market share loss could impede any future gains.
Adjusted EBIT margin declined by 160 basis points Y/Y in FY 16.
Some investors think that ENR could make attractive acquisitions that would
be accretive to earnings. These hoped for good acquisition results may be hard to
achieve, even if good candidates can be found. First, the acquisition history of
ENR since it separated from Edgewell is not reassuring. The company paid 2.7X
sales and 10.1X EBITDA for an automotive fragrance and appearance business,
Handstands, whose sales are already declining in the high single-digits. Second,
ENR’s debt to EBITDA is already 2.8X, which suggests that the company is not in
a position to make a large acquisition.
Despite two consecutive revenue misses, ENR’s shares carry ‘Buy’
recommendations from 60% of “street” analysts. Some “street” analysts have
target prices that are as much as 33% above current levels. The “street” assumes
that competitive effects from e-commerce and private-label impact will be benign,
and therefore expects ENR’s revenues and adjusted EPS to grow from an estimated
$1.73B and $2.91, respectively, in FY 17 (which ended on September 30) to
$1.74B and $3.03 in FY 18. We think revenues and adjusted EPS are more likely
5
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to decline Y/Y in FY 18, perhaps closer to $1.62B in revenues and $2.58 in
earnings, for reasons cited earlier.
ENR shares trade today at 9.5X FY 18 consensus EBITDA. We note that
Berkshire Hathaway bought Duracell in 2014 at a valuation of ~7X EBITDA, or
~9X if we consider the fact that P&G avoided taxes on the sale because it was an
asset swap. Our projected EBITDA for ENR in FY 18 is $316M. Given that
industry conditions have worsened in the four years since the Duracell acquisition,
we apply an 8.5X multiple to our FY 18 EBITDA projection, which yields a share
price of $31.83. Our $32 target implies roughly 30% downside from current levels.
ENR’s CFO, who had been with the company since 2008, resigned abruptly
on June 8, 2017, a month after the company reported disappointing FQ2 17 results.
On July 26, 2017, he joined TruGreen, a privately held lawn care company, as
CFO. TruGreen has annual revenues of about $1.3B, less than that of ENR. This
appears to be a less than lateral move, which the CFO may not have made unless
he was less than enthused about ENR’s prospects.
Share Borrow Information:
Total Supply
16M

Short Interest
8.6M

Available to Borrow
10.4M

Date:
10.27.17

OWS Estimates/Prime Brokers

Background:
Energizer Holdings, Inc. (ENR), based in St. Louis, Missouri, traces its
history back to 1898 when Conrad Hubert invented the first handheld flashlight.
Today, the company makes lithium, alkaline, carbon zinc, nickel metal hydride,
zinc air, and silver oxide batteries under the Energizer and Eveready brands. ENR
also makes lighting products that include flashlights, headlights, lanterns, kid’s
lights and area lights. The company’s lighting brands include Energizer, Eveready,
Hard Case, Dolphin, and WeatherReady. In 2016, ENR acquired HandStands
Holdings Corp., which markets automotive fragrance and appearance products
under the Refresh Your Car!, California Scents, Driven, Bahama & Co., LEXOL
and Eagle One brands.
Table 1 shows the revenue contribution by geography in recent years. Note
that US contribution to ENR’s sales has increased in recent years and reached 50%
in FY 16. Also note that HandStands was acquired on July 1, 2016 and contributed
to only the fourth quarter results in FY 16. Because more than 80% of
6
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HandStands’s revenues result from US sales, we estimate that the proportion of
revenues from the US now is above 50%.
Table 1: ENR sales by geography
(Amounts in $M)
US
Canada
Latin America
EMEA
APAC
Total
% of sales
US
Canada
Latin America
EMEA
APAC
Total
Source: Company reports

FY 14
822.0
87.2
162.1
419.1
350.0
1,840.4

FY 15
767.6
63.7
125.1
370.4
304.8
1,631.6

FY 16
824.1
67.3
110.6
353.8
278.4
1,634.2

45%
5%
9%
23%
19%
100%

47%
4%
8%
23%
19%
100%

50%
4%
7%
22%
17%
100%

Tables 2a and 2b present segment profit contributions and segment profit
margins by geography. Note that the contribution of North American segment
profits has grown, and that this is the most profitable segment. ENR does not
disclose US segment profits. However, because more than 80% of North American
sales are from the US, we estimate that the US constitutes a similar portion of
North American profits, which implies that that US contributes more than 50% of
total segment profits.
Table 2a: ENR segment profits by geography
(Amounts in $M)
North America
Latin America
EMEA
APAC
Total
% of segment profits
North America
Latin America
EMEA
APAC
Total
Source: Company reports
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FY 14
263.9
26.4
61.4
97.1
448.8

FY 15
234.6
20.7
58.3
77.9
391.5

FY 16
247.6
18.9
51.6
70.1
388.2

59%
6%
14%
22%
100%

60%
5%
15%
20%
100%

64%
5%
13%
18%
100%
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Table 2b: ENR segment profit margins by geography
FY 14
North America
29.0%
Latin America
16.3%
EMEA
14.7%
APAC
27.7%
Total
24.4%
Company reports

FY 15
28.2%
16.5%
15.7%
25.6%
24.0%

FY 16
27.8%
17.1%
14.6%
25.2%
23.8%

Until FQ3 16, ENR reported sales by the following categories: (1) alkaline
batteries, and (2) other batteries & lighting products. In FQ4 16, it changed the
classifications to (1) batteries and (2) other products. By analyzing the historical
data (Table 3), we conclude that sales today probably consist of alkaline batteries
(~63%), specialty and lithium batteries (~27%), lighting products (~5%) and
automotive fragrance and appearance products (~5%).
Table 3: Analysis of ENR sales by category
(Amounts in $M)
Batteries
Other
Total net sales

FQ115 FQ215 FQ315 FQ415 FQ116 FQ216 FQ316 FQ416 FQ117 FQ217 FQ317
371.1 473.5 311.1 338.3 375.0 503.1 309.9 325.8
28.0 33.3 22.9 22.7 57.4 56.5 49.1 46.2
399.1 506.8 334.0 361.0 432.4 559.6 359.0 372.0

Alkaline batteries
Other batteries &
lighting products
Total

327.9

224.4

233.9

258.7

341.0

199.2

228.6

173.4
501.3

132.5
356.9

140.4
374.3

140.4
399.1

165.8
506.8

134.8
334.0

132.4
361.0

65%

63%

62%

65%

67%

60%

63%

93%

93%

93%

94%

28.0
7%

33.3
7%

22.9
7%

22.7
6%

112.4
28%

132.5
26%

111.9
34%

109.7
30%

Alkaline batteries
% of sales
Batteries % of
sales
Lighting products
% of sales
Other batteries
% of sales

87%

90%

86%

88%

Source: Company reports

ENR’s primary competitors include Duracell (part of Berkshire Hathaway),
Spectrum Brands, Panasonic and private-label brands, which have a third of the
European market. Based on the latest Nielsen scanner data, in the US, Duracell has
45% share, followed by ENR (33%), Spectrum (9%), and private-label and others
(13%). Wal-Mart accounts for just over 10% of ENR’s sales.
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Discussion:
1. ENR’s optimism regarding market growth for primary batteries from
miniaturized and iOT devices is likely to go unfulfilled. Plummeting costs for
rechargeable Lithium-ion batteries have made it the default power option for all
but the cheapest devices. Shift in preferences with regard to technology options
appears to be another significant headwind to non-rechargeable battery usage.
Lithium-ion battery costs have come down dramatically in the past few years
due to higher production volumes and technological innovation. According to the
US Department of Energy, Li-ion cells cost over $1,000 per kilowatt-hour in 2010.
Now, they cost less than $200 per kilowatt-hour. (A Li-ion battery [pack] consists
of a number of cells with a central protective circuit that prevents overcharges and
balances loads.) Battery energy density has doubled from 100 watt-hours per liter
in 2010 to 200 watt-hours per liter today. Industry experts say that innovations in
the choice of electrolytes and the use of sophisticated nanotechnology for metallic
cathodes have substantially improved manufacturability. Capacity growth and
technological advances are expected to continue.
According to Bloomberg, global lithium-ion battery manufacturing capacity
is expected to more than double over the next four years, from an estimated 120
gigawatt-hours in 2017 to 280 gigawatt-hours in 2021. While electric vehicles are
expected to be the primary driver of this expansion, the benefits of lower Li-ion
cell costs should accrue to all applications.
ENR itself recognizes this trend. It notes in its FY 16 10-K:
“We believe an increasing number of devices are using built-in battery systems,
particularly in developed markets, leading to a declining volume trend in the battery category,
which we expect will continue. This has and will likely continue to have a negative impact on the
demand for primary batteries. This trend has and will continue to put additional pressure on
results going forward, both directly through reduced consumption and indirectly as
manufacturers aggressively price and promote their products to seek to retain market share or
gain battery shelf space. Development and commercialization of new battery or device
technologies not available to us could also negatively impact our results and prospects.”

A second major headwind for ENR is shift in consumer preferences.
According to a 2015 ENR presentation, a few devices accounted for 55% of
battery consumption at the time. Table 4 lists these devices. In that presentation,
ENR claimed that the average US household owned 3X more primary battery
devices (i.e., where the batteries needed to be replaced) than devices with
rechargeable batteries.

9
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Table 4: Primary battery consumption by category in 2015
Device
Toys, games
Remote controls
Flashlights
Smoke alarms, clocks
Digital cameras
Wireless mice
Health (hearing aids, electronic toothbrushes)
Radio
Total
Source: Company reports

% of battery consumption
18%
13%
7%
5%
4%
3%
3%
2%
55%

Clearly, since that time, consumers have been moving to devices that use
rechargeable batteries (smartphones, tablets, smart home devices), and away from
devices using primary batteries (kids’ toys and games, clocks, digital cameras,
replacement-battery toothbrushes and radios). For instance, based on NPD data,
sales of youth electronics, which use batteries, were down 8% Y/Y in 1H 2017.
The corresponding Y/Y changes for 2016 and 2015 were 3% and −1%,
respectively.
Sven Skafisk, a photography researcher, created the chart of camera sales
from 1933 to 2016 shown below using production data released by Camera &
Imaging Products Association (CIPA), which represents all major camera
manufacturers. According to him, 98.4% of cameras sold in 2016 were built into
smartphones. With respect to standalone camera sales by category, compact
cameras represented 0.8%, DSLRs 0.5%, and mirrorless cameras, 0.2%. As can be
seen below, sales of compact cameras, which are the likely candidates for using
lithium batteries if not rechargeable, have plummeted by 85% since 2010.
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Source: Sven Skafisk

2. Online sales growth of batteries threatens ENR because ENR’s share of online
sales is well below its share of brick-and-mortar sales.
According to 1010data, a data management firm, $113M of batteries were
sold online between September 2015 and August 2016. 94% of these sales were
through Amazon or its affiliates. AmazonBasics (Amazon’s private-label brand)
had the highest share of online sales at 31%, followed by Duracell with 21%,
Panasonic with 13%, and Energizer with 12%. All other brands together accounted
for 23%. We note that the ENR’s online share is well below that of its 33% offline
share.
Online conversion rates (defined as units sold divided by product views
across all online retailers) for AmazonBasics were 17.7% versus 8.0% for ENR.
This is not surprising, given that AmazonBasics sells AA batteries for $11.87 (or
25 cents per unit) in a 48-pack or $8.54 (or 43 cents per unit) in a 20-pack. The
corresponding per unit prices for Energizer batteries on Amazon.com are 67 cents
(16-pack), 55 cents (24-pack) and 57 cents (40-pack).
1010data estimated that the online battery category grew 75% Y/Y to
$113M during the measurement period, versus flattish sales for the brick-andmortar battery category. ENR’s US sales in FY 16 were $824M. $30M of sales
was due to the HandStands acquisition, 80% of which was from the US. We
estimate that lighting product sales generated ~$25M of revenues. Therefore, sales
of batteries in the US for ENR totaled ~$770M. Since ENR has a US online market
share of 12% and the US online market was estimated to be $113M last year, we
11
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estimate that ENR derived $14M of online US battery revenues. Thus, brick-andmortar US battery revenues were $756M. Given that ENR has 33% of the US
brick-and-mortar battery market, we project the brick-and-mortar US battery
market to be about $2.29B. Thus, the total us battery market in 2016 was $2.403B
($2.29B + $113M). Given that online sales represent ~5% of the market, the
figures appear to be consistent ($113M/$2.4B = 4.7%).
If we assume that the online battery category grows by 65% Y/Y and 50%
Y/Y in 2017 and 2018, respectively, we estimate that battery sales could total
$280M by 2018 end. Even if we assume that the total battery market is flat, which
is a generous estimate, given the preceding discussion, online battery sales would
constitute $270M, or 12% of US battery sales, by 2018 end. If we assume that
ENR maintains its brick-and-mortar share of 33% and its online share of 12%
through 2018, we estimate that ENR sales in 2018 would total ~$734M
(12%*$280M + 33%*[$2,400M-$280M]). The estimated 2018 figure constitutes a
5% decline in US battery sales for ENR (scenario 2018C).
Note that we have made two assumptions that seem generous to ENR. First,
we have assumed that total category sales will be stable. Second, we have assumed
that ENR will retain brick-and-mortar share. This is likely an optimistic
assumption, as we discuss later. If we adopt a more realistic assumption that US
battery sales decline 2% because of the reasons discussed earlier, ENR’s sales
would be down 10% from 2016 levels (scenario 2018R). We show our calculations
in a tabular format in Table 5. From a sensitivity standpoint, ENR’s FY 18 US
sales decline by an additional percentage point from FY 16 levels for every
additional percentage point of category sales decline.
Table 5: ENR sales scenario under conservative and realistic assumptions
(Amounts in $M)
2016
US total battery market size
2,403.0
US online battery market size
113.0
Online battery market as % of total US battery market
4.7%
US brick-and-mortar battery market size
2,290.0
ENR US brick-and-mortar market share
33%
ENR US brick-and-mortar sales
755.7
ENR US online market share
12%
ENR US online sales
13.6
Total ENR US sales
769.3
Change in ENR sales from 2016
Source: OWS estimates, Company reports, 1010data

2018C
2,403.0
280.0
11.7%
2,123.0
33%
700.6
12%
33.6
734.2
-5%

2018R
2,354.9
280.0
11.9%
2,074.9
33%
684.7
12%
33.6
718.3
-7%

Industry participants have told us that fewer than 10 retailers generate as
much as 90% of US battery sales. CVS (with 9,700 stores) and Walgreen’s (with
8,175 stores) have announced plans to close 70 and 260 stores, respectively.
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Staples was planning to close 70 of its 1,255 US stores before its recent buyout.
Given these retail store closures, we think online battery sales may grow much
faster than we have forecast above.
The entry of Aldi and Lidl, which we discuss later, may cause additional
distress in the supermarket channel, which is already reeling from deflation and
price competition from Amazon. If grocery chains, which are an important outlet
for ENR, shut down partially or fully, that could significantly impact ENR’s sales,
given its heavy dependence on the brick-and-mortar channel.
3. Spectrum Brands, as noted below, sees higher private-label penetration of
batteries in the US, driven by Amazon and the entry of discounters from Europe.
Private label share of the alkaline battery business in the US is only 13% versus
~30% in Europe. If US private label share rises, as Spectrum Brands expects, it
would raise pricing pressure on ENR and lead to further loss of share.
In its FQ3 17 call in July, Spectrum Brands was asked about its private-label
business in a couple of instances. The company responded frankly that it was
encountering private-label competition in all categories, and that it expected
private-label share of batteries in the US to increase, driven by discounters.
<Q – “Street” analyst 1>: Okay. And then the second question, and then I'll hop off. I guess when you think about a
lot of the talk in the industry right now is about the growth of private label, push of Amazon out there, Aldi coming
to America. I guess when you think about the Spectrum value proposition, which has been very successful in the
past just because of the excellent quality, lower price point success that you've had, can you talk maybe about what
categories, what you're seeing out there in terms of that could impact that strategy going forward?
I know last quarter, Walmart had some opening price point stuff that you saw they you should start to lap.
So just wondering, maybe contextually, if you could talk about some of the other players out there that are kind of
pushing into, I guess, the lower end of the spectrum? No pun intended.
<A – Spectrum Brands CEO>: Yes. I think if you take a look at private label, in all fairness, all categories are
affected by that. I mentioned earlier Hardware & Home Improvement. All the big retailers, the home improvement
centers are also competing <with> their offering on the private label side. So I think this is something, a trend,
which we have to accept is going to be a global long-term trend.
<Q – “Street” analyst 2>: Okay. And have you ever broken out how much of your business today is private label;
not in Pet, but overall?
<A – Spectrum Brands CEO>: No. And it is really category by category very different. So really the biggest
category of private label is in batteries. That's pretty much driven by Europe. We see that trend coming also
here to the U.S. It was mentioned earlier the growth of the discounters here in the U.S.

Aldi, which current has 1,600 stores in 35 states, announced in June that it
would open an additional 900 stores in the next five years. Aldi, whose stores
typically have a selling area of 12k square feet, does not stock any branded goods.
Instead, it offers rock-bottom prices on private-label products. The first photo
below shows the private-label alkaline battery offering at Aldi. Note that the
batteries are priced at 25 cents per unit for the private-label 8-pack, which is 70%
13
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less than the 87 cents per unit that Energizer 8-pack sells for at Wal-Mart in the
second photo below. Note also that in Wal-Mart, a Rayovac 8-pack sells for $4.97
or 62 cents per unit, or 30% below Energizer’s price.
Aldi’s German competitor, Lidl, also plans to begin a US expansion by
opening 100 stores over the next year. Lidl current has 10 stores in North Carolina,
10 in Virginia and 8 in South Carolina. Dollar stores are another private-label only
discount channel, and they are growing their store count as well. Dollar General
thinks it can double its 13.5k store count and Dollar Tree thinks it can grow its
14.5k store base by 80%. These expansions should accelerate the pace of privatelabel battery penetration in the US.
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Industry participants note that private label battery sales are growing. This is
supported by Nielsen scanner data, at least in the case of supermarkets. According
to Nielsen data collated by the Private Label Marketing Association, in
supermarkets, the top dollar gainers were predominantly non-food sections:
Seasonal General Merchandise; Candles, Incense & Accessories; Women's
Fragrances; Fresheners & Deodorizers; Batteries, Flashlights & Chargers; Baby
Food; Spices, Seasoning & Extracts; Total Grooming Aids; Buckets, Bins & Bath
Accessories and Bottled Water. In units, many of the categories appeared
again: Candles, Incense & Accessories; Baby Food; Bottled Water; Coffee;
Vitamins; Gloves; Batteries, Flashlights & Chargers; Refrigerated Dough
Products; Spices, Seasoning & Extracts, and Fresh Eggs.
4. Besides emphasizing private-label offerings, retailers appear to be exercising
pricing pressure by choosing only one brand to be distributed in their stores. For
instance, Staples only stocks Duracell batteries, while CVS and Rite-Aid display
primarily Duracell and their own private-label offerings, with a couple of
Energizer Lithium SKUs at the bottom of the display. The CVS battery display is
shown below.
15
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Duracell is the only brand sold at Costco and BJ’s, both of which
significantly emphasize their own private-label Kirkland Signature and Berkley &
Jensen batteries, respectively.
5. While bulls are hopeful that ENR can make accretive acquisitions, the one it has
made since separating from Edgewell appears to be a declining business that is
losing share. Moreover, we think that ENR is unlikely to be able to make a
meaningfully accretive acquisition, given its levered balance sheet.
On July 1, 2016, ENR acquired HandStands, an automotive fragrance and
appearance business. When the acquisition was announced, ENR noted that
16
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HandStands had annual revenues of $128M and annual EBITDA of $34M. ENR
paid $344M, or 2.7X sales and 10.1X EBITDA.
Based on pro forma information included in the company’s FY 16 10-K, it
appears that HandStands business was declining at the time of the acquisition
(Table 6). ENR acquired HandStands at the beginning of its FQ4 16. HandStands
generated $32.3M of revenues in FQ4 16.
Table 6: HandStands pro forma revenue analysis
(Amounts in $M)
Pro forma revenues
Reported revenues
Handstands revenues prior to ENR acquisition
Handstands revenues included in ENR results
Total HandStands revenues
Y/Y change
Source: Company reports

FY 15
1,759.9
1,631.6
128.3
128.3

FY 16
1,719.6
1,634.2
85.4
32.3
117.7
-8%

According to the most recent Nielsen scanner data, ENR’s auto fragrance
sales were down 4.6% Y/Y for the 52 weeks that ended on October 7, 2017. The
company lost 20 basis points of share over the last 52 weeks.
The following photograph shows the auto fragrance section at a Wal-Mart
supercenter. The category appears to be quite competitive. Refresh is ENR’s brand.
Febreze is marketed by P&G, Glade by SC Johnson, and Yankee Candle by
Newell Brands.
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Today, according to the company, total debt of $1.1B equates to 2.8X
EBITDA. While ENR has $400M in cash and equivalents, most of this cash is
based overseas. Thus, we think it would be difficult for ENR to make another
meaningful acquisition that is accretive.
6. Recent scanner data confirms the sluggishness in the alkaline battery category
and suggest that ENR has recently lost share to competitors.
For the most recent period (4 weeks ended 10/7/17), Nielsen scanner data,
which account for about 40% of US retail sales, suggest that ENR alkaline battery
dollar sales were down 1.4% Y/Y. The category was up 0.3% Y/Y, which implies
that ENR lost share. ENR appears to have lost share in the most recent 4-week
period in both alkaline batteries (−50 bps) and lithium batteries (−157 bps) to
Spectrum Brands’ Rayovac brand.
ENR will lap battery distribution wins from last year in coming months.
Thus, comps should be difficult in FY 18.
Sales for the overall alkaline battery category in the prior 4 weeks were up
25.6% Y/Y due to hurricane-related demand from Harvey and Irma. While this
likely boosted ENR’s FQ4 17 results, we think investors have anticipated the
benefit.
7. Recent results.
ENR reported FQ3 17 results on August 2. The company missed consensus
revenue expectations and registered a low-quality EPS beat thanks to a lower-thanexpected tax rate. Shares were down nearly 9% as investors were unnerved that the
company was dropping prices of lithium batteries in an attempt to get consumers to
trade up. We note that lithium batteries constitute perhaps 5% of sales. By focusing
on such a small segment, ENR appears to be conceding that the alkaline segment
(63% of revenues) will be under pressure.
Days of inventory were 127 days at the end of FQ3 17, up by a substantial
27 days Y/Y. ENR noted that it had built up high-cost lithium battery inventory as
part of its trade-up push. If this effort is unsuccessful, as we suspect it will be, the
company could be forced to write down excess inventories.
DSO was 42 days, up 6 days Y/Y. At the end of the quarter, ENR had cash
of $404M, mostly outside the US, and debt of $1.09B. Book value was $1.39 and
tangible book was −$5.88.
18
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Note that ENR’s revenues are expected to grow by ~$100M, or 6% Y/Y in
FY 17. FY 17 EPS is expected to grow by 60 cents per share Y/Y, or by 25% Y/Y,
from $2.31 to $2.91. These Y/Y growth figures, especially on EPS, do not appear
to reflect a declining business. However, these increases are explainable, and the
numbers actually do not reflect a growing business. The revenue growth includes
$83M of revenue benefit from the Handstands acquisition. It also includes
distribution gains achieved primarily in FQ1 17 by increasing the number of
displays at certain retailers, which ENR estimated to be $15M. Finally, because of
earlier sell-through in the holiday season, order replenishment occurred prior to the
end of December 2017, boosting FQ1 17 revenues. ENR estimated the boost from
this earlier replenishment to be $15M. We note that increasing displays leads to
inventory loading to first stock those displays, and this effect should reverse, as it
appears to have in FQ2 17 and FQ3 17. The order replenishment was just a shift of
timing. Thus, if we exclude the acquisition, inventory loading and post-holiday
replenishment impacts, revenue is expected to decline Y/Y in FY 17.
Regarding EPS, ENR receives a benefit of 8 cents in FY 17 from a lower tax
rate, and 17 cents of accretion from HandStands. ENR also got a 31-cents boost
from gross profit increase in FQ1 17 due to productivity improvements and higher
volumes due to inventory loading. In FQ2 17, ENR got a 22-cent boost from gross
profit increase in FQ2 17 due to productivity improvements, favorable commodity
prices and lapping charges related to productivity improvement. While ENR thinks
margins should continue to benefit from improving productivity, many of these
improvements appear to be one-time in nature. The EPS impact of the lower tax
rate, HandStands, and gross margin improvements total 78 cents. Absent most of
these one-time benefits, EPS would be flat to down in FY 17.
8. Cash flow.
Table 7 shows ENR’s cash flow generation history. To date in FY 17, the
company has sold $27M worth of real estate assets. Excluding these proceeds,
which we consider one-time, FCF was $128M in the first three quarters of FY 17,
or $2.04 per share. ENR forecast that FCF in FY 17 would exceed $190M
(including the $27M in real estate asset sales). If we exclude the asset sales, FCF in
FY 17 is projected to be $2.60, which translates to 5.8% free cash flow yield at the
current price.
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Table 7: ENR’s free cash flow trend
(Amounts in $M)
Adjusted net income
D&A
Share based payments
Other items
CFFO
Capex
Proceeds from sale
FCF
FCF per share
Acquisitions
Source: Company reports

FY 14
207.9
42.2
13.2
(43.4)
219.9
(28.4)
5.6
197.1
3.17
-

FY 15
177.3
41.8
13.5
(70.8)
161.8
(40.4)
13.7
135.1
2.17
(12.1)

FY 16
144.6
34.3
20.4
(5.4)
193.9
(28.7)
1.5
166.7
2.67
(344.0)

FQ1-3 17
153.2
38.3
17.8
(63.7)
145.6
(17.5)
27.2
155.3
2.47
-

However, ENR’s free cash flow should decline meaningfully in future years,
as earnings decline, if we are right about the company’s prospects.
9. Financial assumptions.
a. Revenues.
In the Americas, which is mostly US, we assume organic revenue decline of
2% Y/Y in FQ4 17. In FQ4 16, ENR organic sales benefited by almost 3% Y/Y
from distribution and space gains in North America, the effects of which will
anniversary in FQ4 17. Moreover, the decline in youth electronics could affect
demand for batteries in the holiday season. Offsetting these weaknesses, battery
sales may have benefited in the quarter from Hurricanes Harvey and Irma. We
estimate that the effects even out and forecast flat Y/Y sales in the Americas in
FQ4 17.
In FY 18, we forecast a decline of 8% Y/Y in the Americas segment, due to
secular consumer shifts, channel shift to online sales, and pricing pressure, as
discussed earlier. While we model flat Handstands sales Y/Y in FQ4 17 and in FY
18, this may be generous to the company given the organic sales decline we
illustrated previously. The “street” appears to be forecasting slight Y/Y growth in
Americas sales in FY 18.
EMEA organic sales, on a constant currency basis, have been flat Y/Y for a
few quarters now. We project continuation of this trend for FQ4 17 and in FY 18.
APAC organic sales, on a constant currency basis, have been declining about 2%
Y/Y annually, and we project similar levels of declines in FQ4 17 and in FY 18.
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b. Segment profits.
We forecast Americas profit margin to be flat Y/Y in FQ4 17. Because we
expect lower volumes, channel shift to cheaper online batteries, and pricing
pressure from private label, we forecast 200 basis points of segment margin decline
in the Americas in FY 18.
In EMEA, ENR faces tough margin comparison in FQ4 17 because FQ4 16
segment margins were up 740 basis points Y/Y due to price hikes. Thus, we
project segment margin to decline by 140 basis points Y/Y in FQ4 17. In FY 18,
we expect segment profit margin to decline by 30 basis points Y/Y due to volume
declines.
We forecast APAC profit margin to be flat Y/Y in FQ4 17. ENR has
experienced unfavorable mix in Australia. Because of that and our expectation of
lower volumes, we forecast 40 basis points of segment margin decline in the
APAC in FY 18.
c. Other items.
On its FQ3 17 call, ENR said that it planned to spend more on advertising
and promotion (A&P) in FQ4 17 to support its effort get consumers to buy higher
priced batteries such as ENR’s lithium batteries. Therefore, we project global
marketing expense of $10M in FQ4 17 versus $8.7M in FQ4 16. In FY 18, we
expect global marketing expense of $20M, down from $22M in FY 17.
ENR’s R&D expense has been declining, and the company attributes it to
restructuring and productivity improvements. We forecast R&D expense of $6M in
FQ4 17, versus $7.5M in FQ1 16. In FY 18, we project R&D expense of $21M,
down from $22M in FY 17.
Our EBIT margin estimate in FY 18 is 16.7%, versus consensus
expectations of about 18%. We think there are two reasons for the difference, First,
the “street” has higher revenue expectations. Second, the “street” has a more
benign view of pricing pressure, and therefore does not appear to be expecting
margin pressure.
Our interest expense estimate is $13.3M in FQ4 17 and $53.2M in FY 18, in
line with “street” estimates. We forecast non-GAAP tax rate of 28% in FQ4 17, in
accordance with management guidance, and 27% in FY 18. The “street” assumes
tax rate of 29% in FY 18. Share count is expected to be 62.8M in FQ4 17 and
62.7M in FY 18, in line with the “street”.
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10. Valuation & risks.
Our revenue and EPS expectations, along with those of the “street”, are
shown in Table 8. As noted earlier, the primary causes for the difference between
our estimates and “street” estimates are revenue differences and the impact of
pricing pressure on margins.
Table 8: Comparison of OWS estimates and “street” estimates for ENR
OWS estimates
FQ4 17 revenues ($M)
433.2
FQ4 17 EPS
0.50
FY 18 revenues ($M)
1,630.1
FY 18 EPS
2.53
Source: OWS estimates, “street” reports

"Street" estimates
450.0
0.47
1,740.0
3.03

ENR shares trade today at 9.5X FY 18 consensus EBITDA of $370M. We
note that in 2014, Berkshire Hathaway paid 9X EBITDA for Duracell on a post-tax
basis. Given that the battery sector is more challenged now, and because Duracell
has higher share than ENR, we apply a multiple of 8.5X to our FY 18 EBITDA
estimate of $316M to obtain our target price of $32. This is roughly 30% below the
current share price.
The primary risks to our thesis are that ENR is acquired or makes a highly
accretive acquisition. Given the market shares of the participants, we don’t think
further consolidation in batteries involving ENR is likely. For a company that does
not participate in batteries today, to pay up to acquire a declining business also
does not seem likely. While we can’t completely rule out the possibility of ENR
making an attractive acquisition, we note that the core business is declining, the
acquisition that it has made is also declining, and the balance sheet is levered,
which constrains the types of acquisitions NER can make. Thus, we think the
likelihood to ENR making a meaningful, attractive acquisition is minimal.
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11. Financial projections.
a. Quarterly projections.

Revenue
Segment EBIT
Pretax earnings
Income taxes
Net income
Diluted shares
Diluted EPS

FQ1 17 FQ2 17 FQ3 17 FQ4 17e FQ1 18e FQ2 18e FQ3 18e FQ4 18e
559.6 359.0 372.0 433.2
540.5
339.5
347.0
403.0
173.9 93.8
79.3
101.0
152.9
85.5
72.0
89.9
133.6 43.3
35.5
43.9
113.3
36.4
31.4
36.8
38.5
11.9
8.8
12.4
30.4
10.0
8.7
10.1
95.1
31.4
26.7
31.5
82.9
26.3
22.8
26.7
62.9
62.8
62.8
62.8
62.7
62.7
62.6
62.6
1.51
0.50
0.43
0.50
1.32
0.42
0.36
0.43

Y/Y change
Revenue
Segment EBIT
Pretax earnings
Income taxes
Net income
Diluted shares
Diluted EPS

FQ1 17 FQ2 17 FQ3 17 FQ4 17e FQ1 18e FQ2 18e FQ3 18e FQ4 18e
10%
7%
3%
0%
-3%
-5%
-7%
-7%
23%
37%
6%
-3%
-12%
-9%
-9%
-11%
28%
77%
16%
-5%
-15%
-16%
-12%
-16%
19% 102% -17%
-2%
-21%
-16%
-2%
-18%
32%
70%
33%
-7%
-13%
-16%
-15%
-15%
1%
1%
0%
0%
0%
0%
0%
0%
30%
68%
33%
-7%
-13%
-16%
-15%
-15%

As % of sales
Revenue
Segment EBIT
Pretax earnings
Income taxes
Net income

FQ1 17 FQ2 17 FQ3 17 FQ4 17e FQ1 18e FQ2 18e FQ3 18e FQ4 18e
100% 100% 100% 100%
100%
100%
100%
100%
31%
26%
21%
23%
28%
25%
21%
22%
24%
12%
10%
10%
21%
11%
9%
9%
7%
3%
2%
3%
6%
3%
2%
3%
17%
9%
7%
7%
15%
8%
7%
7%

b. Annual projections.

Revenue
Segment EBIT
Earnings before taxes
Income taxes
Net income
Diluted shares
Diluted EPS

FY 14
1,840.4
448.8
286.9
79.0
207.9
62.2
3.34

FY 15
1,631.6
391.5
243.0
65.7
177.3
62.4
2.84
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FY 16
1,634.2
388.2
206.1
61.5
144.6
62.5
2.31

FY 17e
1,723.8
448.0
256.3
71.6
184.7
62.8
2.94

FY 18e
1,630.1
400.2
217.8
59.2
158.6
62.7
2.53
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Y/Y change
FY 15
-11%
-13%
-15%
-17%
-15%
0%
-15%

Revenue
Segment EBIT
Earnings before taxes
Income taxes
Net income
Diluted shares
Diluted EPS

FY 16
0%
-1%
-15%
-6%
-18%
0%
-19%

FY 17e
5%
15%
24%
16%
28%
0%
27%

FY 18e
-5%
-11%
-15%
-17%
-14%
0%
-14%

As % of sales
Revenue
Segment EBIT
Earnings before taxes
Income taxes
Net income

FY 14
100%
24%
16%
4%
11%

FY 15
100%
24%
15%
4%
11%

FY 16
100%
24%
13%
4%
9%

FY 17e
100%
26%
15%
4%
11%

FY 18e
100%
25%
13%
4%
10%

c. Financial metrics.
(Amounts in $M, except per share amounts)
Debt
Equity
Tangible book ($)
Market value
Cash

1,092
87
(5.88)
2,808
404

DSO
DIO

42
127

EBIT (adjusted)
EBITDA
Free cash flow
Surplus cash flow (NI+D&A-capex)
Capex
EV/EBITDA
EV/(EBITDA-capex)
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FY 16
280
314
167
152
27

FY 17e
309
354
197
197
33

FY 18e
271
316
171
171
33

11.1
10.2

9.9
9.0

11.1
10.0
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