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Activist Investor In Freshpet: Should 
You Join Him?

Many investors follow activist investor positions and campaigns. Even though activist holdings are disclosed 
with a delay and the share price reacts quickly, it is often still a good idea to jump aboard the train.

The main reason for this was formulated a long time ago by Winston Churchill: “It is better to be the actor 
than the critic”.

Activist investors took this idea to heart and understood that while passive investing gains more and more 
followers, the only way to achieve above-average results is to actively influence and change reality.

Activists are very good at identifying something called the story structure. This term comes from the world 
of literature and movies. 

Best investments are just like good stories or movies: with a three-part story structure (complication, 
development, resolution), important turning points, intrigue, drama, and surprises.

Let’s see if there is a story structure in shares of Freshpet and recently reported position by activist hedge 
fund Jana Partners.

Freshpet is in the midst of a significant CapEx program and capacity expansion. According to the company, 
despite product demand it is limited in sales growth because it is constrained by manufacturing capacity.

Company aims to more than double sales by 2025 (achieve $1.25 billion in sales) and attain an EBITDA margin 
of 25% percent, or $354 million.

The recent wave of SPACs tried to teach investors one interesting idea. The idea is that they can forget about 
the stock market for a while. Similar to what Warren Buffett says: that he invests as if the stock market will 
be closed for the next five years.

Many companies merging with SPACs tried to pitch investors a three or even five-year investment thesis. 
Some of these companies are growth companies, while others pitched stories of business transformation.

I think that the investment thesis for Freshpet shares a similar concept: forget about the stock market for a 
while, and once we build our manufacturing capacity, the stock will rise, be rerated and we will become cash 
flow generating company.

During September 2022 Freshpet shares were trading at a price of about $40 per share and it is safe to 
assume that this is the price activist hedge fund paid for them.

Since then the shares rallied by about 44%, so if you invest in Freshpet now you are paying an EV/EBITDA 
(FY 2025 Est) valuation multiple of x7.8 as opposed to the activist investor who paid x5.4. (we assume for 
simplicity purposes that Freshpet achieves these FY 2025 objectives and has a zero net debt by the end of FY 
2025).
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There is of course a possibility for an even rosier scenario such as a higher multiple and rerating of the stock 
(especially if the plans are executed and objectives are achieved). Assigning an EV/EBITDA multiple of x12, 
for example, would value shares at $89 per share which would provide an upside of 64% over three years.

There is also a certain upside possible with regards to inflation if one assumes that pet food is a stable and 
recession-resilient category and price increases are possible.

However all this is still based on the assumption that company achieves its stated 2025 goals.

As shares recently rallied 44%, we think that investing in Freshpet now is a relatively aggressive idea, and a 
more conservative investor would be better of passing on this opportunity.

We have identified a number of investment targets with an investment thesis of a similar type: value plus 
event plus corporate transformation/growth. Contact us for more information.
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Disclaimer

Etalon Capital, Inc. ("Etalon") is an independent research provider offering research and consulting services. The research products are for institutional investors 
only. The opinions expressed herein are those of Etalon and should not be construed as investment advice. This report expresses our opinions, which we have 
based upon publicly available facts and evidence collected and analyzed including our understanding of representations made by the companies we analyze. This 
document has been prepared for informational purposes only. This document is not an offer, or the solicitation of an offer, to buy or sell a security or enter into any 
other agreement. We have made every effort to ensure that all information contained herein that supports our opinions is accurate and reliable. All expressions 
of opinion and disclosed positions are subject to change without notice, and we make no representation, express or implied, as to the accuracy, timeliness, 
or completeness of any such opinions and information or with regard to the results to be obtained from its use, and we make no representation that we will 
update any information on this. The price target, if any, contained in this report represents the analyst’s application of a formula to certain metrics derived from 
the actual and estimated future performance of the company. Analysts may use various formulas tailored to the facts and circumstances surrounding a specific 
company to arrive at the price target. Various risk factors may impede the company’s securities from achieving the analyst’s price target, such as an unfavorable 
macroeconomic environment, a failure of the company to perform as expected, the departure of key personnel, or other events or circumstances that cannot be 
reasonably anticipated at the time the price target is calculated. Etalon may change the price target on this company without notice. This report is based on data 
obtained from sources Etalon believes to be reliable; however, Etalon does not guarantee its accuracy and does not purport to be complete. The opinion is as of 
the date of the report unless labeled otherwise and is subject to change without notice. Updates may be provided based on developments and events and as 
otherwise appropriate. Updates may be restricted  based on regulatory requirements or other considerations. Consequently, there should be no assumption that 
updates will be made. Etalon disclaims any warranty of any kind, whether express or implied, as to any matter whatsoever relating to this research report and any 
analysis, discussion, or trade ideas contained herein. This research report is provided on an "as is" basis for use at your own risk, and neither Etalon nor its affiliates 
are liable for any damages or injury resulting from the use of this information. This report should not be construed as advice designed to meet the particular 
investment needs of any investor or as an offer or  solicitation to buy or sell the securities or financial instruments mentioned herein. This report is provided for 
information purposes only and does not represent an offer or solicitation in any jurisdiction where such an offer would be prohibited. Commentary regarding the 
future direction of financial markets is illustrative and is not intended to predict actual results, which may differ substantially from the opinions expressed herein. 
Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. The analyst who is the author of 
this report does not have a position in shares of the companies that are the subjects of this report. However, Etalon prohibits analysts from trading in a way that is 
inconsistent with opinions expressed in reports (subject to exceptions for unanticipated significant changes in the personal financial circumstances of the analyst). 
All of the views expressed in this research report accurately reflect the research analyst's personal views about any and all of the subject securities or issuers. No 
part of the research analyst's compensation was, is, or will be, directly or indirectly,  related to the specific recommendations or views expressed by the research 
analyst in the subject company of this research report. This report may not be reproduced in part or in whole. Please do not redistribute this report.
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Etalon Capital, Inc. provides independent research with a focus on event-driven value equities to institutional 
investors. Events include M&As, spin-offs, activist investors, IPOs, SPACs, buybacks, recapitalizations, asset 
sales, hedge fund holdings, and other significant corporate transactions. These are diversified by sources of 
risk as well as risk/return profiles. We generate an edge with a unique research process, combining value, 
focus on corporate events, and story investing principles.
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