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Initial Coverage: High Liner Foods Incorporated 

Price: $15.00

Symbol: HLF: TSX

Near Term: BUY

Long Term: BUY 
Summary High Liner Foods Incorporated was originally founded in 1899 as W.C. Smith & 

Company Limited with the High Liner® brand being conceived in 1926. The company 
has been a publicly-traded business in Canadian since 1967 and eventually adopted 
“High Liner” as the company name in 1998. Today, High Liner is Canada’s largest and 
one of North America’s largest value-added, frozen seafood distributors. The company 
is comprised of two business segments, Retail which sells private label branded 
products to customers through their network of grocery stores and chains and Food 
Service which sells to restaurants and other institutions. The High Liner® brand is 
among the most recognized brands in Canada and is currently building recognition 
in the U.S. market. Additional brands owned by the company include the Fisher Boy®, 
Mirabel®, Sea Cuisine®, and Royal Sea® labels.

Editor: Ryan Irvine, BBA (Finance) Senior Analyst: Aaron Dunn, CFA
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INVESTMENT RECOMMENDATION 
We are initiating coverage on High Liner Foods Incorporated (HLF: TSX) with a rating of BUY and a fair 
value assessment of $21.44 per share. High Liner will be added to our Aggressive-Risk portfolio. 

COMPANY DESCRIPTION* 
High Liner Foods Incorporated was originally founded in 1899 as W.C. Smith & Company Limited with 
the High Liner® brand being conceived in 1926. The company has been a publicly-traded business in 
Canadian since 1967 and eventually adopted “High Liner” as the company name in 1998. Today, High 
Liner is Canada’s largest and one of North America’s largest value-added, frozen seafood distributors. 
The company is comprised of two business segments, Retail which sells private label branded products to 
customers through their network of grocery stores and chains and Food Service which sells to restaurants 
and other institutions. The High Liner® brand is among the most recognized brands in Canada and is 
currently building recognition in the U.S. market. Additional brands owned by the company include the 
Fisher Boy®, Mirabel®, Sea Cuisine®, and Royal Sea® labels.

FINANCIAL OVERVIEW  

2011 Third Quarter and Year-to-Date Financial Results: 
Q3 revenue was $161.7 million, an increase of $17.5 million, or 12.1%, compared to the third •	
quarter of 2010. For the first nine months of the year, revenue was $492.1 million, an increase of 
$48.2 million, or 10.9%, compared to the same period in 2010.
Q3 net income was $6.7 million, or $0.44 per share, an increase of 10.0% compared to the third •	
quarter of 2010. For the first nine months of the year, net income was $21.2 million, or $1.38 per 
share, an increase of 24.3%, compared to the same period in 2010.
Q3 funds from operations were $11.6 million, a decrease of $1.0 million, or -7.7%, compared to •	
the third quarter of 2010. For the first nine months of the year, funds from operations were $33.6 
million, a decrease of $3.5 million, or -9.5%, compared to the same period in 2010.
Over the trailing twelve months, High Liner has generated adjusted free cash flow of $28.0 million, •	
or $1.83 per share, and declared dividends of $0.375 per share, equating to payout ratio of 20.5%.

HLF has generated strong financial performance since the start of the year largely built on the acquisition 
of Viking Seafoods, which was completed in December of 2010. Although the company was negatively 
impacted by a stronger Canadian dollar, total quarterly sales still grew 12.1% over last year to $161.7 
million. Removing the impact of foreign exchange fluctuations, Q3 sales were $163.3 million compared 
to $141.5 million in Q3 2010, an increase of 15.4%. Sales volume measured in pounds increased by 10.9% 
to 47.8 million compared to 43.1 million the previous year. The company estimates that the base business 
increased by 3.1% in volume and that the addition of Viking increased total sales volume by an additional 
7.8%. Revenues were divided between Canada and the U.S. roughly equally at 47% and 53%, respectively. 
Consolidated adjusted EBITDA for the third quarter and first nine months of the year were $12.9 million 
and $41.3 million, respectively, compared to $12.5 million and $36.8 million for the same periods on 
2010. EBITDA margins for the quarter declined to 7.9% from 8.7% last year, excluding the impact of 
foreign exchange. The margin pressure was in large part due to increasing raw material costs and the 
price of fish rises. Management believes that the price of fish will remain high but that it has stabilized 
going into the fourth quarter. Year-to-date, EBITDA margins were 8.4% compared to 8.3% for the same 
period in 2010. Although quarterly EBITDA was flat year-over-year, net earnings per share grew 10% 
from $0.40 per share in Q3 2010 to $0.44 per share. The growth in net earnings was primarily attributable 
to lower interest and income tax expense in Q3 2011 relative to Q3 2010. Year-to-date, net earnings 
per share grew 24% from $1.11 to $1.40. The year-to-date growth was attributable to higher revenue, 
consistent margins, and a lower number of shares outstanding due to the company’s share repurchase 
program which was $25.4 million in 2010.

INDUSTRY OVERVIEW AND KEY AREAS OF GROWTH
HLF is the largest provider of frozen seafood to retail and food service channels and is one of the largest 
in North America. The company reports that they are 2 times the size of their next largest competitor 
in Canada and subsequent the upcoming acquisition of the assets of Icelandic Group, they believe they 
will be the largest frozen seafood provider in North America. The company is divided into its retail 
division, which supplies grocery store chains, and the food service division, which supplies restaurants. 
The company has been consistently cash flow positive over the past ten years with consistent year-over-
year adjusted earnings per share growth from 2006. We believe that the success of the company has 
been largely driven by the strength of its High Liner branding, which is well known in the markets the 
company serves. Growth over the past five years has come from both organic and acquisition sources. On 
the organic side, the company has focused on expanding and strengthening its distribution network as 
well as achieving improved economies of scale on the cost side as they become a more dominant player 
in their market. On the acquisition side,  HLF has completed two important transactions over the last five 
years, FPI (2007) and Viking Seafood (2010), and just recently announced the acquisition of select assets 
of Icelandic Group. 

Acquisition of Viking: On December 13th, 2010, the company announced that they had completed the 
acquisition of Viking, a private foodservice company, for a purchase price of approximately $31.5 million. 
In 2010, Viking had net sales of $40 million and although information on margins was not provided, 
management did expect the transaction to be immediately accretive to net earnings. Since the completion 
of the acquisition, revenues and net earnings per share have grown double-digits relative to 2010 and the 
dividend has been increased twice from $0.085 to $0.10.

High Liner Foods incorporated (HLF: tsX)   
Recommendation: BUY 

Current Price (November 24, 2011)......................................................................................................$15.00

Fair Value..........................................................................................................................................$21.44  

table 2: Quarterly FINaNcIal Data

($000) Q3 2011 Q3 2010 Change

Revenues $161,717,000 $144,213,000 12.1%

Net Income $6,695,000 $6,122,000 9.4%

EPS $0.44 $0.40 10.0%

FFO $11,642,000 $12,609,000 -7.7%

Operating Cash 
Flow

$20,370,000 $7,703,000 164%

Cash $328,000 $6,141,000 -94.7%

Long Term Debt $92,953,000 $69,484,000 33.8%

Shareholder’s 
Equity

$167,438,000 $145,211,000 15.3%

table 1: MarKet Data

Symbol HLF: TSX

Yield 2.27%

Market Capitalization $226.3 Million

Shares Outstanding (basic) 15,091,441

Shares Outstanding (diluted) 15,312,481

Average Daily Trading Volume 15,205

table 4: FINaNcIal ratIos

2012e Target Range

Price/Earnings 6.4 Less than 10.0

Price/Cash Flow 4.1 Less than 7.0

Debt/EBITDA 3.8 Less than 

Current Ratio 1.5 Over 

Payout Ratio 17.0% Less than 65.0%

Return on Equity 15.0% Over 12.0%

Profit Margin 4.0% Over 4.0%

table 3: aNNual FINaNcIal Data

($000) 2010 2009 Change

Revenues $584,715,000 $627,186,000 -6.8%

Net Income $19,816,000 $19,747,000 0.3%

EPS $1.22 $1.07 14.0%

FFO $38,737,000 $29,058,000 33.3%

Operating Cash 
Flow

$50,368,000 $24,587,000 105%

Cash $806,000 $1,953,000 -58.7%

Long Term Debt $94,985,000 $81,780,000 16.1%

Shareholder’s 
Equity

$143,541,000 $157,080,000 -8.6%
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Acquisition of Icelandic Group U.S. and China Assets: On November 17th,  HLF announced that the 
company had entered into an agreement to the U.S. subsidiary (Icelandic USA) and Asian procurement 
operations of Icelandic Group h.f., one of the largest suppliers of value-added seafood to the U.S. food 
service market. The total acquisition price is US$230.6 million. For the last 12 months ending September 
2011, Icelandic Group’s U.S. and Asian operations recorded sales of US$268 million and pro forma Adjusted 
EBITDA of approximately US$29 million.  HLF expects near-term synergies of US$12.1 million and total 
ongoing annual synergies to be in the range of US$16-18 million. On a pro forma basis, High Liner’s annual 
revenue would be approximately $900 million for the last 12 months ending September 2011, with pro 
forma Adjusted EBITDA of approximately $94 million including near-term synergies.  HLF plans to finance 
the acquisition with the issuance of a US$250 million term loan and expects that the transaction will result 
in a leverage ratio of debt-to-EBITDA of approximately 3.8 times on a pro forma basis.

We consider the acquisition to be highly positive with the potential to create significant earnings and free 
cash flow growth in 2012 and 2013. The company reports that the transaction will make them the largest 
value-added supplier of seafood to the retail and food service markets in North America, which allows 
them to further leverage their brand and strengthen their distribution network. Our only real concern 
with this transaction is management’s decision to finance entirely with debt. This strategy will likely result 
in greater accretion to earnings as the company will not have to issue additional shares, but it will come 
at the cost of higher leverage ratios and greater financial risk. Nevertheless, we expect them to procure a 
very attractive interest rate in this competitive market and the decision to go all debt will likely maximize 
earnings for at least the near term. Based on the pro-forma numbers, we would expect significant per share 
earnings and cash flow growth in 2012 and 2013. The transaction is expected to be completed by the end of 
2011 or early 2012. 

DIVIDEND HISTORY AND POLICY
HLF pays a quarterly dividend of $0.10 per share ($0.40 annualized), which equates to a yield of 2.27% of 
the current price. The yield is relatively low compared to the average company we recommend, however  
HLF has doubled the dividend rate over the past three years with two increases already this year. We have 
seen in the past a tendency towards increasing the dividend after integrating a new acquisition, which 
was the case with the recent purchase of Viking in December 2010. The trailing payout ratio is only 20.5% 
and we believe that the level will decline significantly for both the fiscal years of 2012 and 2013, if the 
dividend remains at the same level. The acquisition and integration of the Icelandic Group assets have the 
potential to be highly accretive to earnings and free cash flow in 2012 and 2013. Our expectation would be 
for the company to grow dividends at approximately the rate of earnings. This would potentially result in 
substantial yield growth relative to today’s price without the company having to increase the payout ratio.

FAIR VALUE ASSESSMENT
We are forecasting earnings per share of $1.72 for 2011 and $2.36 for 2012. The forecast includes 
contributions from the acquisition of the Icelandic Group assets, which we expect to close by the start of the 
second quarter of 2012. Our earnings forecasts suggest estimated price-to-earnings multiples of 8.7 times 
and 6.3 times, respectively, for 2011 and 2012. We believe this to be a very attractive valuation for  HLF and 
would consider any price up to a multiple of 9 times forward earnings to be a reasonable entry point for 
this stock. Applying the 9 times multiple to our forecast results in a fair value assessment price of $21.44 per 
share. Our forecast for 2012 was intended to be conservative leaving the company with plenty of room to 
exceed our expectations.  

CONCLUSION
One thing that investors should see good value in is a strong brand, particularly when that brand can be 
purchased at a reasonable price. Due to the smaller yield,  HLF is somewhat different then most of the 
companies we recommend in the ISR, but we are very positive on the company’s prospects and believe they 
can grow their dividend significantly over the next few years. Looking at the current business, the High 
Liner brand is one of the most recognizable food brands in Canada and this has allowed the company to 
build themselves into one of North America’s largest seafood distributions companies. The business has 
been consistently cash flow positive over the past ten years with a consistent growth trend in earnings being 
formed over the last six years. Based on our forecast of 2011 earnings, we believe the company is trading at 
a price-to-earnings multiple of 8.7 times which for a growing, well capitalized, well branded business is an 
attractive valuation unto itself. Where the company becomes more exciting is with the proposed acquisition 
of $230 million of assets from Icelandic Group, which the company believes will make them the largest 
seafood distributor to retail outlets and food services in North America. The acquisition fits very well 
with  HLF’s existing assets and in addition to being immediately accretive to earnings and management 
also expects to realize significant synergies over the next few years. Based on the information provided by 
management, we are forecasting earnings per share of $2.36 for 2012, which would equate to a price-to-
earnings multiple of 6.3 times. Our belief is that  HLF is very attractive at the current price and represents 
a very compelling investment opportunity. The yield is currently low at only 2.27%, but the dividend has 
doubled over the past three years and has been raised twice this year alone. With the solid earnings growth 
we expect in 2012 coupled with the low payout ratio in the 20% range, we see ample opportunities for 
dividend growth over the next two to three years. We have rated  HLF in our aggressive category primarily 
due to the small cap size and lower trading volume of the company, the risks involved in any acquisition 
strategy, and increased debt load resulting from this particular acquisition. However, cognizant of the risks, 
our view is that  HLF is a high-quality business that can currently be purchased at a very reasonable price 
and we believe there is significant upside over the next one to two years.

We are initiating coverage on High Liner Foods Incorporated (HLF: TSX) with a rating of BUY and a fair 
value assessment of $21.44 per share. High Liner will be added to our Aggressive-Risk portfolio. 

High Liner Foods incorporated (HLF: tsX)   
Recommendation: BUY 

Current Price (November 24, 2011)......................................................................................................$15.00

Fair Value..........................................................................................................................................$21.44  

table 2: Quarterly FINaNcIal Data

($000) Q3 2011 Q3 2010 Change

Revenues $161,717,000 $144,213,000 12.1%

Net Income $6,695,000 $6,122,000 9.4%

EPS $0.44 $0.40 10.0%

FFO $11,642,000 $12,609,000 -7.7%

Operating Cash 
Flow

$20,370,000 $7,703,000 164%

Cash $328,000 $6,141,000 -94.7%
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Price/Cash Flow 4.1 Less than 7.0
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Return on Equity 15.0% Over 12.0%

Profit Margin 4.0% Over 4.0%

table 3: aNNual FINaNcIal Data

($000) 2010 2009 Change

Revenues $584,715,000 $627,186,000 -6.8%

Net Income $19,816,000 $19,747,000 0.3%

EPS $1.22 $1.07 14.0%

FFO $38,737,000 $29,058,000 33.3%

Operating Cash 
Flow

$50,368,000 $24,587,000 105%

Cash $806,000 $1,953,000 -58.7%

Long Term Debt $94,985,000 $81,780,000 16.1%

Shareholder’s 
Equity

$143,541,000 $157,080,000 -8.6%
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Disclosure

Stock Holding Other

Companies KeyStone KeyStone Employees Related Companies Investment Banking Client Related Company Business Relationship

High Liner Foods Incorporated NO NO NO NO NO

Disclaimer: The information in this publication is derived from sources believed to be reliable. Neither KeyStone Financial, its employees or any affiliated parties guarantee the accuracy of this information or accept any 
liability for losses, financial or otherwise, arising from using these reports. These reports contain forward looking data, which is based on estimates and assumptions. Actual results may differ significantly from the 
estimates contained in these reports. Recommendations contained in these report do not consider the risk tolerance or financial situation of individual users. For personal financial advice, it is recommended that you 
consult a qualified financial advisor.

Ratios and Definitions
2008a; 2009e
The term (a) refers to the actually results that a company has posted on 
its financial statements. The term (e) refers to analyst estimates of future 
results. 

Book value (BV) 
The total value of a company’s assets, on its Balance Sheet, less any li-
abilities. Also referred to as Shareholder Equity. (The value of a com-
panies assets, on its Balance Sheet, does not necessarily reflect the true 
value of assets).

Cash Flow from Operations (CFO; Operating Cash Flow)
The cash inflow that a company receives during a period, resulting from 
operating activities (does not include Cash Flow from Investing or 
Financing). 

Current ratio
One of many ratios designed to evaluate short-term liquidity of a 
company. Calculated as current assets divided by current liabilities, this 
ratio gauges the level of cash resources relative to current liabilities as a 
measure of cash obligations (the ratio should be greater than 1).

D/E: Debt-to-equity ratio 
A measure of a company’s financial leverage calculated by dividing long 
term debt by shareholders equity. It indicates what proportion of equity 
and debt the company is using to finance its assets (a lower ratio indi-
cates lower relative debt ratios).

EBITDA 
Earnings before interest, taxes, depreciation, and amortization. EBITDA 
is calculated as revenue minus expenses (excluding tax, interest, depre-
ciation, and amortization).

EPS: Earnings per share 
A company’s earnings available to common shareholders, also known as 
net income or net profit, divided by the number of shares outstanding.

Fair Value
The price at which an analyst believes a company’s stock should be 
priced. Although this value is based on intelligent analysis, it in no way 
is a representation of what the company’s share price will be trading at 
given any period of time. The analysis used to determine Fair Value is 
based on numerous assumptions and uncertainties. Fair Value should 
be used only as a general guide to investing and should not be depended 
upon. 

FCFE: Free cash flow to equity
Cash flow from operations less working capital requirements, sustaining 
capital expenditures and scheduled debt repayments. FCFE consists of 
cash inflows that are available to the shareholders of the company. 

Net working capital surplus (deficiency) 
A measure of the company’s ability to carry on its normal business 
comfortably and without financial stringency, to expand its operations 
without the need of new financing, and to meet emergencies and losses. 
Calculated by deducting current liabilities from the current assets (as 
positive figure is a surplus, whereas a negative figure is a deficiency).

P/B: Price-to-book ratio
Calculated as a stock’s market value (current closing price) divided by its 
latest quarter’s book value. While a lower P/B ratio could mean that the 
stock is undervalued, it could also serve as a sign of weak fundamentals, 
and as with most ratios, this varies a fair amount by industry.

P/CF: Price-to-cash flow ratio
Calculated as a company’s current share price divided by its cash flow 
per share (i.e., free cash flow divided by the number of company’s shares 
outstanding) over the last four quarters (called “TTM,” or “trailing 12 
months” calculation). It is a measure of the market’s expectations regard-
ing a firm’s future financial health.

P/S: Price-to-sales ratio
It is calculated as a stock’s current market price divided by its sales 
(revenue) per share. When calculating this ratio, we use the company’s 
revenue from its latest four quarters, or on a TTM basis.

ROE: Return on equity
A measure of a corporation’s profitability, calculated as net income 
divided by shareholder’s equity. ROE is often useful in comparing the 
profitability of a company to other firms in the same industry.

Tangible Book Value (TBV)
The total value of a company’s assets, on its Balance Sheet, less any li-
abilities and intangible assets such as goodwill. Also referred to as Share-
holder Equity. (Also true asset values likely differ from Balance Sheet 
Values, Tangible Book Value is generally considered a more accurate 
representation of value).

Times Interest Earned
The multiple of Net Income (before interest and taxes) to interest pay-
ments during the period. This assesses a company’s ability and margin of 
safety, with respect to meeting its interest obligations (a higher number 
is more attractive). 

Yield
The investment return resulting from income distributions. Calculated 
as the annual or annualized interest or dividend distribution, divided by 
the cost of the original investment. 


