Our Research.
Your Success.

A ZACKS |

iRobot Corporation (IRBT)

Apr 27, 2020

Zacks Recommendation: Neutral
(Since: 03/29/20)

Prior Recommendation: Underperform

Long Term: 6-12 Months

$55.11 (As of 04/24/20)

Price Target (6-12 Months): $58.00
3-Hold

VGM:B

Momentum: F

Short Term: 1-3 Months ~ Zacks Rank: (1-5)
Zacks Style Scores:

Value: B Growth: A

Summary Price, Consensus & Surprise

W2017 M2018 M2019 M2020 M 2021
= Price (§)

In the past three months, iRobot's shares have outperformed EPS Surprise+ + Consensus

the industry. The company's footprint in the international
arena, efforts to expand manufacturing capabilities outside
China, growth investments and cost-control measures are
expected to aid it going forward. However, due to the
coronavirus outbreak, iRobot suspended its projections for
2020. The pandemic seems to have hurt some of its sales
activities and manufacturing supply chain. For first-quarter
2020, it predicts sales of $175-$185 million, suggesting a 22-
26% decline year over year. Notably, the company’s request
to exclude Roomba products from tariffs imposed under
section 301 moved to stage 3 of the exclusion process. If
granted, the exclusion might help iRobot to better deal with
the macro headwinds. In the past 60 days, earnings estimates
have been lowered for 2020.

20186 2017 2018 2019 2020

Data Overview Sales and EPS Growth Rates (Y/Y %)

52 Week High-Low $105.07 - $32.79  Sales N7 Eps EEREEAC

20 Day Average Volume (sh) 793,767
)
Market Cap $1.5B =
YTD Price Change 8.9% Z
W
Beta 1.32 2 P
N
Dividend / Div YId $0.00/ 0.0%
Industrial Automation and é
Industry -
Robotics 2017 A 2018 A 2019 A 2020 E 2021 E

Zacks Industry Rank Top 15% (38 out of 252)

Sales Estimates (millions of $)
Last EPS Surprise 66.7% Q1 Q2 Q3 Q4 Annual*
Last Sales Surprise 30% 5021 257E 304E 341E 512E 1,388 E
EPS F1 Est- 4 week change -21.6% 2020 180 E 274E 299 E 448 E 1,057 E
Expected Report Date 04/28/2020 2019 238A 260 A 289 A 427 A 1214 A

. - 0, .
Earnings ESP 21.8% EPS Estimates
Q1 Q2 Q3 Q4  Annual*

P/ETTM 17.5

2021 $0.05 E $0.12 E $0.58 E $0.86 E $1.52E
PIEF1 87.5 2020 -$0.55 E -$0.08 E $0.36 E $0.90 E $0.63 E
PEG F1 5.8 2019 $0.96 A $0.25 A $1.24 A $0.70 A $2.97 A
P/STTM 1.3  *Quarterly figures may not add up to annual.

The data in the charts and tables, including the Zacks Consensus EPS and Sales estimates, is as of 04/24/2020. The reports text is as of

04/27/2020.


/stocks/industry-rank/industry/industrial-automation-and-robotics-82
/stocks/industry-rank/industry/industrial-automation-and-robotics-82

Overview

iRobot Corporation is one of the leading manufacturers of robots
worldwide. The company is a leader not only in the domestic arena but
also excels in the field of commercial usage. Notably, the company was
founded in 1990 and is headquartered in Bedford, MA. In 2019, it
generated around $1.21 billion in revenues.

In second-quarter 2016, iRobot divested its Defense & Security
business. Thereafter, it started generating the majority of revenues from
the Consumer business. The company further strengthened its
businesses through acquisitions of two distributors — Japan-based
Sales On Demand Corporation and Europe-based Robopolis SAS — in
2017. These buyouts fortified iRobot presence in Spain, Germany,
Belgium, Portugal, Austria, France, Japan and the Netherlands.

It is worth mentioning here that iRobot's Consumer business is related to
the manufacturing of mobile robots. The company owns premium robotic
brands such as Roomba, Braava, Mirra and Loo;j.

The above-mentioned robots feature proprietary technologies and help in
domestic chores like vacuuming, floor scrubbing and mopping, pool
cleaning, and gutter cleaning. The products are primarily sold via several
distribution channels, which include chain stores, national retailers and
online through iRobot's website as well as value-added distributors and
resellers.

In addition to vacuuming and mopping products, the company entered the lawn care market as it unveiled Terra— a robot mower — in January
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2019. Terra features state-of-the-art mapping and navigation technologies, high-quality mowing, and easy installation capabilities.
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Reasons To Buy:

A In the past three months, iRobot's shares have increased 1.8% compared with the industry’s decline
of 10.6%. In the fourth quarter of 2019, the company's revenues grew 10.9% year over year, driven
mainly by healthy performance in the United States. Internationally, the company performed well in the
EMEA region. Total product units shipped in the quarter grew 13.5% year over year, while average
selling prices grew 4.3%. Solid footprint in the international arena and the expansion of manufacturing
capabilities outside China might be beneficial in the quarters ahead. Also, growth investments and
cost-control measures may aid in the long term.

A iRobot's diversified product portfolio and innovative capabilities have been benefiting it over time.
Highly advanced products — Roomba Vacuums, Braava Mops and Terra Mows — increase the
company’s competitive advantage, enabling to leverage the rising use of robotic technologies for
vacuuming, mopping and mowing across the globe. Notably, the company successfully launched
Braava jet m6 mop and Roomba s9 vacuum in Europe, while launched Roomba s9 vacuum in Japan
in 2019. It noted that its new products (including Roomba i7+, Roomba s9+ and Braava jet m6)

Robust demand for
innovative robotic
products, expanding
international
presence and
marketing
campaigns are likely
to boost iRobot's
near-term results.

constituted 17% of revenues in 2019. Especially, the sale of Braava products generated revenues of $100 million in 2019.

A iRobot strengthened the global household adoption rates of its Roomba and Braava products through several marketing programs. For
instance, its television advertising campaign for Braava products in the United States has been instrumental in boosting demand for Braava
products. In the years ahead, continued investments in building brand awareness might help drive the top line for the company. Also, a
healthy balance sheet places the company well against peers. Its long-term debt-to-capital ratio at 40.4% is lower than the industry’s 43.6%.
At the end of fourth-quarter 2019, the company’s total long-term liabilities stood at $66.2 million, reflecting a decline of 1.2% from the

previous quarter. However, cash and cash equivalents increased 239.6% sequentially to $239.4 million.



Reasons To Sell:

W In March, iRobot noted that the coronavirus outbreak has restricted its operations, hurting

manufacturing supply chain and sales activities. Further, keeping in mind the safety of its workers, it
has allowed work from home. It has withdrawn projections for 2020. It also communicated that sales
will likely be $175-$185 million for first-quarter 2020. This projection suggests a year-over-year decline
of 22-26%. Earlier, the company had predicted a sales decline of 8-12% for the first quarter. In the
past 60 days, its earnings estimates have been lowered by 25.9% to 63 cents per share for 2020 and
decreased by 5.6% to $1.52 for 2021.

W The global industrial robotics market is facing headwinds from the imposition of trade tariffs for robotic

vacuums. The Republic-lead administration’s 25% tariffs over China imports (implemented in May
2019 on various products, including robotic vacuum cleaners manufactured in Beijing) are higher than
10% implemented in September 2018. Higher tariffs on China imports might put cost pressure on
iRobot and in turn weigh on revenues and margins going forward. In fourth-quarter 2019, tariff costs
had a negative impact of $21.9 million on the company’s operating income. However, iRobot recently
stated that its request to exclude Roomba products from tariffs imposed under section 301 moved to

iRobot is exposed to
challenges resulting
from the coronavirus
outbreak. Further, it

suspends 2020
projections. Its
spending on

promotional activities
and tariff woes might
be dragging.

stage 3 of the exclusion process. If granted, the exclusion might help the company to better deal with the prevailing macro headwinds.

iRobot conducts business in a highly competitive market. Increased marketing investment or product launch by any major industry rival might
adversely impact the company's financial. In the fourth quarter of 2019, its gross margin was adversely impacted by tariffs and pricing
activities. In the quarters ahead, high promotional activities, pricing and tariff woes might continue hurting the company’s financials.



Last Earnings Report

iRobot Q4 Earnings Surpass Estimates, Q1 View Bleak Quarter Ending 12/2019
iRobot delivered better-than-expected results for the fourth quarter of 2019. Its earnings Report Date Feb 05, 2020
surpassed estimates by 66.67% while sales beat the same by 3%. Sales Surprise 3.02%
_ ) ) EPS Surprise 66.67%

The company reported earnings of 70 cents per share in the quarter, outpacing the Zacks
) . . L Quarterly EPS 0.70

Consensus Estimate of 42 cents. Earnings, adjusted for one-time items, were 69 cents per share,
Annual EPS (TTM) 3.15

representing a 40% drop from the year-ago figure of $1.15. The results were affected by weak
margins.

For 2019, the company’s earnings were $2.97, above the Zacks Consensus Estimate of $2.68. Earnings, adjusted for one-time items, were
$3.62 per share, decreasing 15.4% year over year.

Segmental Revenues

In the quarter under review, the company’s revenues of $426.8 million exceeded its projection of $413-$423 million. On a year-over-year basis,
the quarterly top line improved 10.9%, benefiting from a healthy performance in the United States.

Also, the company'’s revenues surpassed the Zacks Consensus Estimate of $414.3 million.

Total product units of 1,909 shipped in the quarter increased 13.5% year over year while average selling prices grew 4.3%. Notably, revenues
from vacuum products grew 7.5% year over year to $388 million. Units shipped were 1,730 thousand, up from 1,520 thousand in the year-ago
quarter. Further, revenues from mopping products soared 62.5% to $39 million. Units shipped were 179 thousand, up from 162 thousand in the
fourth quarter of 2018.

On a geographical basis, the company sourced 57.9% of revenues from domestic operations, the rest came from the international arena.
Domestic revenues totaled $247.2 million, suggesting a 14.8% increase from the year-ago quarter. International revenues grew 6.1% to $179.6
million. International operations benefited from a healthy sales generation in the EMEA region, partially offset by weakness in Japan.

For 2019, the company's revenues of $1.21 billion increased 11.1% from the previous year. Also, full-year revenues surpassed the Zacks
Consensus Estimate of $1.20 billion. Product demand, especially for Roomba i7, Roomba s9 and Braava jet m6, were solid in the year. Also,
revenues from the sales of Braava products exceeded $100 million.

Margin Profile

In the quarter under review, iRobot’s adjusted costs of revenues surged 31.7% year over year to $254.6 million, representing 59.7% of revenues
compared with 50.2% in the year-ago quarter. Adjusted gross profit in the quarter decreased 10% year over year to $172.2 million while adjusted
gross margin shrank 950 basis points (bps) to 40.3%. The margin took a hit from adverse impacts of tariffs and pricing activities.

Research and development expenses were $37.3 million, down 0.4% year over year. This accounted for 8.7% of revenues compared with 9.7%
in the year-ago quarter. Selling and marketing expenses slipped 0.1% to $94 million. As a percentage of revenues, it reflected 22% of the top line
compared with 24.5% in the prior year. General and administrative expenses were $21.2 million, down 14.6% year over year. The figure mirrored
5% of the total revenue base compared with 6.5% in the year-earlier quarter.

Adjusted operating income in the quarter under review plunged 35.1% year over year to $27 million. Adjusted operating margin contracted 450
bps to 6.3% in the reported quarter. Tariff costs had a negative impact of $21.9 million on the quarter's operating income.

Balance Sheet and Cash Flow

iRobot exited the fourth quarter with cash and cash equivalents of $239.4 million, soaring from $70.5 million recorded at the end of the last
reported quarter. Total long-term liabilities were $66.2 million, down from $67 million sequentially.

In 2019, the company generated net cash of $130.5 million from its operating activities, reflecting growth of 82.1% from the previous year. Capital
used for purchasing property and equipment totaled $35.3 million compared with $32.4 million in the preceding year.

Outlook

In the quarters ahead, iRobot anticipates gaining from solid consumer demand for robotic vacuum cleaning products. For 2020, the company
predicts revenues to be $1.32-$1.35 billion, suggesting growth of 9-11% from the year-ago reported figure.

Adjusted gross profit in the year will likely be $510-$523 million while gross margin is expected to be 38-39% compared with 46% in 2019. The
reduction in gross margin hints at the unfavorable impacts of pricing activities, promotional actions and tariff woes (related to Section 301
amounting to $47-$50 million for the full year).

Adjusted operating income is anticipated to be within $55-$75 million while margin is projected to be 4-6%. Adjusted earnings per share are
predicted to be $1.70-$2.30. The company noted that tariff costs, pricing and promotional actions might hurt the operating income and earnings.

The company noted that roughly 40% of the projected revenues will be generated in the first half of 2020. Revenues in the first quarter are
forecast to decline 8-12% year over year while that in the second, third and fourth quarters might grow in low- to mid- teens.

Lower revenues along with a depressed gross margin will likely induce an operating loss of $7-$14 million in the first quarter. Adjusted loss per
share is assumed to be 15-40 cents. Tariff costs in the quarter are estimated at $6-$8 million.
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Recent News

Withdrawal of Annual View on Coronavirus Concerns

On Mar 23, 2020, iRobot provided a business update on the impacts of the coronavirus outbreak on its operations. It noted that the pandemic
has restricted its operations, hurting manufacturing supply chain and some sales activities. Also, keeping in mind the safety of its workers, it
allowed them to work from home.

Additionally, the company stated that its request to exclude Roomba products from tariffs imposed under section 301 moved a step forward. The
advancement to stage 3 of the exclusion process is being positively seen by iRobot. If granted, the exclusion might help the company to better
deal with the prevailing macro headwinds.

Considering the uncertainties, it expects sales of $175-$185 million for the first quarter of the year. This projection suggests a year-over-year
decline of 22-26%. Earlier, the company had predicted a sales decline of 8-12% for the first quarter.

Further, iRobot suspended its projection for 2020.
Collaboration
On Jan 7, 2020, iRobot announced that it has entered into a collaboration with the major integration and discovery platform — IFTTT.

Notably, iRobot and IFTTT will work on integrating various smart devices and services within the iRobot HOME App. The collaboration will involve
iRobot to leverage IFTTT's Connect product and create in-app integrations. This will enable the company to enhance customer experience by
facilitating easy integration of its devices with other products.

Valuation

iRobot's shares are up 8.9% and down 45.9% in the year-to-date period and over the trailing 12-month period, respectively. Stocks in the Zacks
sub-industry and the Zacks Industrial Products sector are down 12.8% and 24.5% in the year-to-date period, respectively. Over the past year, the
Zacks sub-industry and sector are down 10.5% and 23%, respectively.

The S&P 500 index has moved down 12% year to date and decreased 4.2% in the past year.

The stock is currently trading at 60.28x forward 12-month earnings per share, which compares to 21x for the Zacks sub-industry, 17.12x for the
Zacks sector and 19.83x for the S&P 500 index.

Over the past five years, the stock has traded as high as 60.28x and as low as 17.23x, with a 5-year median of 28.15x. Our Neutral
recommendation indicates that the stock will perform in line with the market. Our $58 price target reflects 63.29x forward 12-month earnings per

share.

The table below shows summary valuation data for IRBT.

Valuation Multiples - IRBT

Stock Sub-Industry Sector S&P 500

Current 60 28
P/E F12M 5-Year High 60.28 2564 1993 19.83
5-Year Low 1723 14.13 1255 1519
5-Year Median 2815 18.96 16.65 1745
Current 14.07 104 13.52 10.96
EV/EBITDA F12M |5-Year High 21.23 13.34 1817 1417
B-Year Low 6.35 519 10.58 .07
5-Year Median 11.73 10.51 14.07 1084
Current 1.89 208 21 259
EViSales F12M |5-Year High 298 297 3.12 3.52
5-Year Low 0.68 115 1.76 23
5-Year Median 156 237 229 2 81

As of 04/24/2020



Industry Analysis zacks Industry Rank: Top 15% (38 out of 252) Top Peers
B Industry Price

og ™ Industry = Price 45 Company (Ticker) Rec Rank
26 120 Koninklijke Philips N.V. (PHG) Outperform B
24 1[1)3 ABB Ltd (ABB) Neutral B
22 Hollysys Automation Technologies
20 gg Ltd. (HOL 1) ' Neutral a
18 70 Rockwell Automation, Inc. (ROK) Neutral B
16 60 Sony Corporation (SNE) Neutral B
14 50
19 40 Teradyne, Inc. (TER) Neutral B
10 30 A. O. Smith Corporation (AOS) Underperform n
2016 2017 2018 2019 2020 20 Barnes Group, Inc. (B) Underperform n
Industry Comparison Industry: Industrial Automation And Robotics Industry Peers
IRBT X Industry S&P 500 ABB HOLI TER
Zacks Recommendation (Long Term) Neutral - - Neutral Neutral Neutral

Zacks Rank (Short Term) B - - B n B
VGM Score B - -

Market Cap 1.54B 1.54B 19.57 B 37.75B 809.76 M 10.33B
# of Analysts 3 3 14 3 2 8
Dividend Yield 0.00% 0.53% 2.2% 2.78% 1.56% 0.65%
Value Score - - @ @
Cash/Price 0.18 0.18 0.05 0.11 0.51 0.09
EV/EBITDA 9.81 7.42 11.66 13.30 2.40 14.73
PEG Ratio 5.86 4.34 2.27 4.65 NA 1.54
Price/Book (P/B) 2.39 2.22 2.60 2.66 0.82 6.66
Price/Cash Flow (P/CF) 12.72 13.78 10.50 10.32 5.13 16.92
P/E (F1) 87.89 33.30 18.25 28.86 5.86 20.40
Price/Sales (P/S) 1.27 141 2.02 1.35 141 4.12
Earnings Yield 1.14% 3.25% 5.35% 3.45% 17.06% 4.90%
Debt/Equity 0.08 0.07 0.72 0.48 0.01 0.29
Cash Flow ($/share) 4.33 2.79 7.01 1.69 2.62 3.66
Growth Score @ - -
Hist. EPS Growth (3-5 yrs) 26.24% 8.71% 10.92% 3.57% 5.24% 21.08%
Proj. EPS Growth (F1/F0) -78.79% -2.39% -5.06% -51.34% 1.33% 6.25%
Curr. Cash Flow Growth -24.13% -11.13% 5.92% -3.96% 33.57% 9.31%
Hist. Cash Flow Growth (3-5 yrs) 20.21% 3.50% 8.55% -2.99% 10.26% 3.50%
Current Ratio 2.93 2.23 1.23 1.31 3.44 3.31
Debt/Capital 7.77% 7.03% 43.90% 32.63% 0.83% 22.29%
Net Margin 7.03% 13.75% 11.32% 5.14% 20.33% 21.80%
Return on Equity 14.42% 13.60% 16.60% 18.71% 13.60% 38.16%
Sales/Assets 1.44 0.92 0.55 0.62 0.44 0.91
Proj. Sales Growth (F1/F0) -12.90% 1.74% -0.78% -8.98% 18.63% 5.92%
Momentum Score [E - - @ @ @
Daily Price Chg 7.68% 0.00% 1.38% 2.05% -2.19% 1.31%
1 Week Price Chg 4.25% 0.57% 0.42% -2.38% 0.15% 4.38%
4 Week Price Chg 24.37% 9.61% 5.63% -8.18% 7.02% 7.81%
12 Week Price Chg 9.43% -10.38% -20.44% -26.23% -12.46% -9.95%
52 Week Price Chg -44.26% -25.00% -13.44% -14.95% -34.34% 28.76%
20 Day Average Volume 793,767 5,643 2,802,273 2,403,289 229,915 2,244,032
(F1) EPS Est 1 week change -21.58% -1.64% -0.10% 0.00% 0.00% 0.08%
(F1) EPS Est 4 week change -21.58% -5.79% -6.64% -7.46% 0.00% -5.24%
(F1) EPS Est 12 week change -32.55% -10.32% -11.78% -11.65% -3.17% -9.75%

(Q1) EPS Est Mthly Chg -212.50% -26.56% -10.38% NA 0.00% 19.75%



Zacks Stock Rating System

We offer two rating systems that take into account investors' holding horizons: Zacks Rank and Zacks Recommendation. Each provides valuable
insights into the future profitability of the stock and can be used separately or in combination with each other depending on your investment style.

Zacks Recommendation

The Zacks Recommendation aims to predict performance over the next 6 to 12 months. The foundation for the quantitatively determined Zacks
Recommendation is trends in the company's estimate revisions and earnings outlook. The Zacks Recommendation is broken down into 3 Levels;
Outperform, Neutral and Underperform. Unlike many Wall Street firms, we have an excellent balance between the number of Outperform and
Neutral recommendations. Our team of 70 analysts are fully versed in the benefits of earnings estimate revisions and how that is harnessed
through the Zacks quantitative rating system. But we have given our analysts the ability to override the Zacks Recommendation for the 1200
stocks that they follow. The reason for the analyst over-rides is that there are often factors such as valuation, industry conditions and
management effectiveness that a trained investment professional can spot better than a quantitative model.

Zacks Rank

The Zacks Rank is our short-term rating system that is most effective over the one- to three-month holding horizon. The underlying driver for the
guantitatively-determined Zacks Rank is the same as the Zacks Recommendation, and reflects trends in earnings estimate revisions.

Zacks Style Scores

The Zacks Style Score is as a complementary indicator to the Zacks rating system, giving investors a way

’ : . . Value Score
to focus on the highest rated stocks that best fit their own stock picking preferences. u

. . . Growth Score
Academic research has proven that stocks with the best Value, Growth and Momentum characteristics

outperform the market. The Zacks Style Scores rate stocks on each of these individual styles and assigns Momentum Score
a rating of A, B, C, D and F. We also produce the VGM Score (V for Value, G for Growth and M for
Momentum), which combines the weighted average of the individual Style Scores into one score. This is VGM Score

a8 & -

perfectly suited for those who want their stocks to have the best scores across the board.

As an investor, you want to buy stocks with the highest probability of success. That means buying stocks with a Zacks Recommendation of
Outperform, which also has a Style Score of an A or a B.

Disclosures

This report contains independent commentary to be used for informational purposes only. The analysts contributing to this report do
not hold any shares of this stock. The analysts contributing to this report do not serve on the board of the company that issued this
stock.The EPS and revenue forecasts are the Zacks Consensus estimates, unless indicated otherwise on the reports first page.
Additionally, the analysts contributing to this report certify that the views expressed herein accurately reflect the analysts personal views as to the
subject securities and issuers. ZIR certifies that no part of the analysts compensation was, is, or will be, directly or indirectly, related to the
specific recommendation or views expressed by the analyst in the report.

Additional information on the securities mentioned in this report is available upon request. This report is based on data obtained from sources we
believe to be reliable, but is not guaranteed as to accuracy and does not purport to be complete. Any opinions expressed herein are subject to
change.

ZIR is not an investment advisor and the report should not be construed as advice designed to meet the particular investment needs of any
investor. Prior to making any investment decision, you are advised to consult with your broker, investment advisor, or other appropriate tax or
financial professional to determine the suitability of any investment.This report and others like it are published regularly and not in response to
episodic market activity or events affecting the securities industry.

This report is not to be construed as an offer or the solicitation of an offer to buy or sell the securities herein mentioned. ZIR or its officers,
employees or customers may have a position long or short in the securities mentioned and buy or sell the securities from time to time.ZIR is not a
broker-dealer.ZIR may enter into arms-length agreements with broker-dealers to provide this research to their clients.Zacks and its staff are not
involved in investment banking activities for the stock issuer covered in this report.

ZIR uses the following rating system for the securities it covers. Outperform- ZIR expects that the subject company will outperform the broader
U.S. equities markets over the next six to twelve months. Neutral- ZIR expects that the company will perform in line with the broader U.S.
equities markets over the next six to twelve months. Underperform- ZIR expects the company will underperform the broader U.S. equities
markets over the next six to twelve months.

No part of this report can be reprinted, republished or transmitted electronically without the prior written authorization of ZIR.



