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Company Profile
Etalon Capital, founded in 2012, provides independent research with a focus on
event-driven value equities to institutional investors. Events include mergers and
acquisitions, spin-offs, activist investors, IPOs, SPACs, share buybacks, significant
corporate transactions, and special situations. These are diversified by risk/return
profiles, with an emphasis on value investing principles
We generate an edge with a unique research process, combining value, focus on
corporate events and story investing principles.

Unique Perspective
After many years of focus on event-driven equity investments, firm’s founder, Alex
Gavrish, has developed his own investment philosophy that proposes to look at
companies and their stocks as stories:
 Best investments are just like good stories or movies: with three-part
structure, important turning points, intrigue, drama, and surprises
 Investors need a dynamic, not only static perspective
 Narrative adds the required “art” part to investing equation: imagination,
structure, surprises, emotions, characters
 Narrative mode of research complements analytical one
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Past stock recommendations
Recent stock recommendations included such big winners as:
 TeamViewer AG IPO (+95%, Oct-2019)
 Carrier Global Corp spin-off (+132%, Apr-2020)
 Otis Worldwide Corp spin-off (+43%. Apr-2020)
 Big Lots activist investors (+20%, Jun-2020-closed)
In the past, recommendations included Bioverativ (acquired by Sanofi), Bats Global
Markets IPO (acquired by CBOE), Baxter/Baxalta spin-off and activist, Nomad Foods
SPAC, Terex Corp Konecranes transaction, PayPal spin-off from eBay, Activision
Vivendi buyback, SAIC Corp spin-off, Murphy USA spin-off, Shire plc, Travelport
Worldwide, Atkore International buyback

The Service
We currently focus on US and European equities, mostly mid and large caps,
offering 25-50 ideas per year, plus updates on previous research if relevant.
Research is provided in the form of short desk notes (2-4 pages).
Recently we added to our research product insights based on the analysis of hedge
funds and institutional investors holdings. Utilizing our in-depth knowledge of
many hedge funds in the market we aim to provide investors with valuable insights
that are unavailable in data-only products.
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In addition, we started to provide additional research coverage focused specifically
on the Japanese market. Implementing the same research principles and expertise
developed over many years of focus on the event-driven space, we aim to provide
investors with actionable investment ideas comparable to US/European situations
despite different culture and market specifics of the region
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PQ Group Holdings (NYSE: PQG)
Company Profile
PQ Group Holdings is a leading integrated and innovative global provider of specialty catalysts, materials,
chemicals and services. Company has four specialty businesses: Refining Services provides sulfuric acid
recycling to the North American refining industry; Catalysts serves the packaging and engineering plastics
and the global refining, petrochemical and emissions control industries; Performance Materials produces
transportation reflective safety markings for roads and airports; and Performance Chemicals supplies diverse
product end uses, including personal and industrial cleaning products, fuel efficient tires, surface coatings,
and food and beverage products.
Sale of Performance Materials business
On October 16th 2020, PQ Group announced sale of Performance Materials business for $650 million to an
affiliate of The Jordan Company, L.P., a U.S. middle-market private equity firm
Company plans to use the proceeds for debt reduction in the amount of approximately $400 million and
distribute $250 million as a special dividend of $1.84 per share.
In addition, PQ Group launched strategic alternatives review process for Performance Chemicals segment.
Performance Chemicals segment generated Adj EBITDA of $154 million in FY 2019 and assuming it will be
sold for a similar valuation multiple as Performance Materials, its sale can bring in $1,300 million
Current valuation
Market Price

12.21

Shares Out (mil)

136

Market Cap (mil)

1,661

Net Debt

(1,676)

EV

3,337

PQ Group is currently valued at an EV/EBITDA multiple of x7.03 based on FY 2019 results
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Valuation adjusted for Performance Materials and Performance Chemicals sales and special dividend
Market Price

10.37

Shares Out (mil)

136

Market Cap (mil)

1,441

Net Debt

24

EV

1,386

Based on FY 2019 financials, after adjustment for a special dividend of $1.84 per share, $400 million in debt
reduction from Performance Materials transaction, and assuming proceeds of $1,300 million from sale of
Performance Chemicals division, at current market price PQ Group would be valued at an EV/EBITDA valution
multiple of x5.29.
Assuming sale of both divisions, PQ Group will be transformed into a company with very high-margin products,
which can be reasonably expected to lead to shares revaluation.

Etalon Capital

2

27 October 2020
Equity Research
US | M&A Situation

Story Structure
Best investments are just like good stories or movies: with three-part story structure (complication,
development, resolution), important turning points, intrigue, drama, and surprises.
Strictly analytical approach to investment management does not provide us with tools for dealing with
uncertainty. The closed and fixed form of analytics leaves no place for imagination. And without imagination,
we are just not capable of fathoming uncertainty, fathoming the future.
Narrative, by its nature, allows us to understand the time dimension better: order of events, their length,
and different time periods. For example, George Soros, in his book “Alchemy of Finance” describes how he
analyzed certain investment situations. In order to see the big picture and analyze the case he uses terms
borrowed from the world of literature, movies, and theatre. He calls the overall cycle “scenario” and different
stages of the cycle “act one”, “act two”, “act three”, “act four”, and puts an emphasis on main “actors”: the
shareholders.
I think that the use of such terms is not a coincidence: it serves well the purpose of looking at how the
situation develops over time.

M&A Situations
Some M&A transactions present opportunity to develop a good investment thesis. Large merger is an
important, transformative corporate event. It can change investment thesis and story of a company.
It just takes time for company's story structure to develop and for share prices to reflect fundamental changes
and developments. As a result of this, shares can decline or trade sideways despite the fact that transaction
has great fundamental logic and benefits for shareholders.
All of this creates opportunities for investors. After certain period of time it is easier to take a step back and
look at company's story and story structure.
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Berry Global Group (NYSE: BERY)
Company Profile
Berry Global Group is a leading global supplier of a broad range of innovative rigid, flexible and nonwoven products used every day within consumer and industrial end markets. Company sells its products
predominantly into stable, consumer-oriented end markets, such as healthcare, personal care, and food
and beverage. Its customers consist of a diverse mix of leading global, national, mid-sized regional and local
specialty businesses

M&A
In July 2019, Berry Global Group completed an acquisition of RPC Group plc for a purchase price of
approximately $6.5 billion (including debt), creating a leading global supplier of value-added protective
solutions and one of the world's largest plastic packaging companies. Upon completion of the acquisition, the
company reorganized into four reporting segments: Consumer Packaging International, Consumer Packaging
North America, Engineered Materials and Health, Hygiene & Specialties

Valuation
Market Price

47.50

Shares Out (mil)

133

Market Cap (mil)

6,299

Net Debt

(9,854)

EV

16,153

Company reported operating EBITDA of $581 million for the third quarter of 2020, and according to latest
investor presentation, a guidance of $2.1 billion for FY 2020. BERY currently trades at an EV/EBITDA of x6.95
and x7.69 based on annualized Q3 results and guidance, respectively.
Free cash flow guidance for FY 2020 is $830 million, while the company aims to achieve a normalized FCF
of $900 million going forward. Based on these figures, free cash flow yield is therefore 13.2% and 14.3%,
respectively.
Despite the fact that company's main objective in the near future is to deleverage, given its industry sector
and current post COVID-19 environment, we believe its shares represent an attractive investment opportunity
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International Flavors & Fragrances (NYSE: IFF)
Company Profile
IFF is a leading innovator of sensory experiences that move the world. Its creative capabilities, global
footprint, regulatory and technological know-how provide a competitive advantage in meeting the demands
of global, regional and local customers around the world. Company's product portfolio covers taste, scent
and complementary adjacent products, and it has over 128,000 individual products that are provided to
customers in approximately 200 countries. IFF has 104 manufacturing facilities and 82 creative centers and
application laboratories located in 44 different countries. Sales in 2019 were approximately $5.1 billion
which, management believes, makes it the second largest company in the taste, scent, nutrition and specialty
ingredient industry.

M&A
In October 2018, IFF completed a combination with Frutarom in a $7.1 billion transaction. The acquisition
of Frutarom solidified company's position as an industry leader across an expanded portfolio of products,
resulting in a broader customer base across small, mid-sized and large companies and an expansion to new
adjacencies that provides a platform for significant cross-selling opportunities.
In December 2019, IFF agreed to merge with DuPont's Nutrition & Biosciences business. DuPont Nutrition
& Biosciences applies expert science to advance market-driven, healthy and sustainable solutions for the
food, beverage, dietary supplement and pharmaceutical industries. It also uses cutting-edge biotechnology
across a range of markets to advance bio-based solutions to meet the needs of a growing population, while
protecting the environment for future generations.
DuPont shareholders will own 55.4% of the combined company. Together with cash component and at the
current IFF share price, transaction reflects total value for DuPont's division of $21.4 billion. Based on ProForma FY 2019 EBITDA of $2,600 million and IFF's FY 2020 EBITDA of $1,174 million, transaction reflects a x15
EV/EBITDA valuation multiple. Assuming $395 mil synergies (estimated to be achieved 3 years post-closing),
transaction reflects a x11.75 EV/EBITDA multiple.

Valuation
Market Price

106.16

Shares Out (mil)

107

Market Cap (mil)

11,352

Net Debt

(-3,869)

EV

15,221

IFF is currrently valued at an EV/EBITDA valuation multiple of x13.38 (based on LTM Q2 2020 EBITDA)
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International Flavors & Fragrances (NYSE: IFF)
Including DuPont business
Market Price

106.16

Shares Out (mil)

240

Market Cap (mil)

25,453

Net Debt

(-11,169)

EV

36,622

On a combined basis, IFF is currently valued at an EV/EBITDA valuation multiples of x14.09 based on ProForma FY 2019 EBITDA and a multiple of x12.23 including synergies.
Company's size and scale had changed significantly after Frutarom transaction and will change even more
after completion of DuPont's division acquisition. We believe that IFF shares provide investors an attractive
investment opportunity due to the stable nature of company's business while two large mergers over the
past 3 years provide opportunity to enjoy growth as well.

Etalon Capital
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PQ Group Holdings: Restructuring Story
Oct 29, 2020 | By Alex Gavrish, Etalon Capital Ltd; author of "Story Investing"

On October 16th 2020, PQ Group announced sale of Performance Materials
business for $650 million to an affiliate of The Jordan Company, L.P., a U.S. middlemarket private equity firm.
Company plans to use the proceeds for debt reduction in the amount of
approximately $400 mil and distribute $250 mil as a special dividend of $1.84 per
share.
In addition, PQ Group launched strategic alternatives review process for
Performance Chemicals segment. Performance Chemicals segment generated Adj
EBITDA of $154 mil in FY 2019 and assuming it will be sold for a similar valuation
multiple as Performance Materials, its sale can bring in $1,300 mil.
PQ Group is currently valued at an EV/EBITDA multiple of x7.03 based on FY 2019
results. Based on FY 2019 financials, after adjustment for a special dividend of $1.84
per share, $400 mil in debt reduction transaction, and assuming proceeds of $1,300
mil from sale of Performance Chemicals division, at current market price PQ Group
would be valued at an EV/EBITDA multiple of x5.29.
Assuming sale of both divisions, PQ Group will be transformed into a company with
very high-margin products, which can be reasonably expected to lead to shares
revaluation.

www.etalon-capital.com

Berry Global Group: Story Structure In M&A Situations
Oct 30, 2020 | By Alex Gavrish, Etalon Capital Ltd; author of "Story Investing"

Story Structure
Best investments are just like good stories or movies: with three-part story
structure (complication, development, resolution), important turning points,
intrigue, drama, and surprises.
Strictly analytical approach to investment management does not provide us with
tools for dealing with uncertainty.
The closed and fixed form of analytics leaves no place for imagination.
And without imagination, we are just not capable of fathoming uncertainty,
fathoming the future.
Narrative, by its nature, allows us to understand the time dimension better: order
of events, their length, and different time periods.
For example, George Soros, in his book “Alchemy of Finance” describes how he
analyzed certain investment situations.
In order to see the big picture and analyze the case he uses terms borrowed from
the world of literature, movies, and theatre. He calls the overall cycle “scenario”
and different stages of the cycle “act one”, “act two”, “act three”, “act four”, and
puts an emphasis on main “actors”: the shareholders.
I think that the use of such terms is not a coincidence: it serves well the purpose of
looking at how the situation develops over time.

M&A Situations
Some M&A transactions present opportunity to develop a good investment thesis.
Large merger is an important, transformative corporate event.
It can change investment thesis and story of a company.
It just takes time for company's story structure to develop and for share prices to
reflect fundamental changes and developments.
As a result of this, shares can decline or trade sideways despite the fact that
transaction has great fundamental logic and benefits for shareholders.
All of this creates opportunities for investors. After certain period of time it is easier
to take a step back and look at company's story and story structure.

Berry Global Group
In July 2019, Berry Global Group completed an acquisition of RPC Group plc for a
purchase price of approximately $6.5 billion (including debt), creating a leading
global supplier of value-added protective solutions and one of the world's largest
plastic packaging companies.
Upon completion of the acquisition, the company reorganized into four reporting
segments: Consumer Packaging International, Consumer Packaging North America,
Engineered Materials and Health, Hygiene & Specialties
Company reported operating EBITDA of $581 million for the third quarter of 2020,
and according to latest investor presentation, a guidance of $2.1 billion for FY 2020.
BERY currently trades at an EV/EBITDA of x6.91 and x7.64 based on annualized Q3
results and guidance, respectively.
Free cash flow guidance for FY 2020 is $830 million, while the company aims to
achieve a normalized FCF of $900 million going forward. Based on these figures,
free cash flow yield is therefore 13.4% and 14.5%, respectively.

Despite the fact that company's main objective in the near future is to deleverage,
given its industry sector and current post COVID-19 environment, we believe its
shares represent an attractive investment opportunity

www.etalon-capital.com

International Flavors & Fragrances: Story Structure In
M&A Situations
Oct 30, 2020 | By Alex Gavrish, Etalon Capital Ltd; author of "Story Investing"

Story Structure
Best investments are just like good stories or movies: with three-part story
structure (complication, development, resolution), important turning points,
intrigue, drama, and surprises.
Strictly analytical approach to investment management does not provide us with
tools for dealing with uncertainty.
The closed and fixed form of analytics leaves no place for imagination.
And without imagination, we are just not capable of fathoming uncertainty,
fathoming the future.
Narrative, by its nature, allows us to understand the time dimension better: order
of events, their length, and different time periods.
For example, George Soros, in his book “Alchemy of Finance” describes how he
analyzed certain investment situations.
In order to see the big picture and analyze the case he uses terms borrowed from
the world of literature, movies, and theatre. He calls the overall cycle “scenario”
and different stages of the cycle “act one”, “act two”, “act three”, “act four”, and
puts an emphasis on main “actors”: the shareholders.
I think that the use of such terms is not a coincidence: it serves well the purpose of
looking at how the situation develops over time.

M&A Situations
Some M&A transactions present opportunity to develop a good investment thesis.
Large merger is an important, transformative corporate event.
It can change investment thesis and story of a company.
It just takes time for company's story structure to develop and for share prices to
reflect fundamental changes and developments.
As a result of this, shares can decline or trade sideways despite the fact that
transaction has great fundamental logic and benefits for shareholders.
All of this creates opportunities for investors. After certain period of time it is easier
to take a step back and look at company's story and story structure.

International Flavors & Fragrances
In October 2018, IFF completed a combination with Frutarom in a $7.1 billion
transaction.
The acquisition of Frutarom solidified company's position as an industry leader
across an expanded portfolio of products, resulting in a broader customer base
across small, mid-sized and large companies and an expansion to new adjacencies
that provides a platform for significant cross-selling opportunities.
In December 2019, IFF agreed to merge with DuPont's Nutrition & Biosciences
business.
DuPont Nutrition & Biosciences applies expert science to advance market-driven,
healthy and sustainable solutions for the food, beverage, dietary supplement and
pharmaceutical industries. It also uses cutting-edge biotechnology across a range
of markets to advance bio-based solutions to meet the needs of a growing
population, while protecting the environment for future generations.
DuPont shareholders will own 55.4% of the combined company.
Together with cash component and at the current IFF share price, transaction
reflects total value for DuPont's division of $20.9 billion.

Based on Pro-Forma FY 2019 EBITDA of $2,600 million and IFF's FY 2019 EBITDA of
$1,174 million, transaction reflects a x14.7 EV/EBITDA valuation multiple.
Assuming $395 mil synergies (estimated to be achieved 3 years post-closing),
transaction reflects a x11.5 EV/EBITDA multiple.
IFF is currently valued at an EV/EBITDA valuation multiple of x13.07 (based on LTM
Q2 2020 EBITDA).
On a combined basis, IFF is currently valued at an EV/EBITDA valuation multiple of
x13.79 based on Pro-Forma FY 2019 EBITDA and a multiple of x11.97 including
synergies.
Company's size and scale had changed significantly after Frutarom transaction and
will change even more after completion of DuPont's division acquisition.
We believe that IFF shares provide investors an attractive investment opportunity
due to the stable nature of company's business while two large mergers over the
past 3 years provide opportunity to enjoy growth as well.
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