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Summary 

 Shares of Limbach are near multi-year lows following 2Q results that 

were good in almost all facets, except cost overrages in the Mid-

Atlantic which resulted in an EBITDA guidance reduction. 

 From a SOTP perspective, Limbach is meaningfully underearning. The 

company could 1) close the Mid-Atlantic, 2) sell the Mid-Atlantic 

region, or 3) get operations right. We expect case 3. 

 At this point, it appears the most draconian scenario is baked in, with 

shares trading at 5.6x EV/EBITDA. Assuming Mid-Atlantic issues are 

remediated, the stock is a bargain. 

 We believe simply producing a trouble-free quarter and an acquisition 

would be a major catalyst for shares. An accretive acquisition would be 

icing on the cake. 

 If Limbach traded at a 3x EBITDA-turn premium to current levels - still 

dramatically below peers, the stock would be a double. 

 

 

Limbach (LMB), an HVAC engineering, construction, and service company, has had 
a very good year from an operating perspective, with one very significant caveat: 
ongoing cost overages in the Mid-Atlantic region. The company has seen backlog 
grow, its opportunity funnel widen, margins improve on backlog (which bodes very 
well for 2019), and enjoyed strong re-orders from top customers. However, $8.1mn 
of cost overages in the Mid-Atlantic, much of which may ultimately be recovered in 
2019 or beyond, have resulted in a reduction in EBITDA guidance from $20mn-



24mn, to $18-20mn. At the midpoint of the new guidance, shares are trading at 
5.6x EV/EBITDA. At this point, we think there's much more that can and will go 
right for Limbach than will go wrong. 
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From our perspective, Limbach is currently massively underearning. 
Without the $8.1mn in Mid-Atlantic write-offs, the company would be 
projecting 2018 EBITDA of $26mn-28mn, well above the company's initial 
guidance. We recognize that it's easy to discuss what if scenarios, Limbach 
did incur these write-offs. But our view is that this is a situation that can and 
will be remedied. We believe management has a handle on the issues at 
hand, and that they won't persist into 2019. Probably more importantly, if 
the Mid-Atlantic remains as an ongoing sore-spot, it could be closed or sold 
(probably for an amount greater than zero, versus the significantly negative 
value it's currently bringing the company) - neither of which management 
has suggested is at all in its plans. The point is that we think normalized 
EBITDA is in the $26mn-28mn range, and with current backlog up and 
pricing higher on this backlog than on recent business, Limbach could very 
well achieve EBITDA above these levels in 2019. We're not relying on that. 
We think if the company merely achieves $26mn-28mn in EBITDA, the stock 
is going dramatically higher. 

Stepping back from the Mid-Atlantic for a moment, guidance on revenues 
and backlog has increased, pricing on backlog has increased, project pipeline 
has continued to grow, and demand remains robust. Sales, which were 
already strong, have gained even more momentum, and Limbach is already 
closing in on 100% of the backlog required to meet 2018 earned revenue 
forecasts. 



Source: Limbach Investor Presentation (Second Quarter 2018) 
 

Regarding the $8.1mn loss that the company incurred, the company seems to have 
acted swiftly to clean it up. It brought in key operational leadership from other 
branches to support the recovery in the region, and have even started to see 
success on several other projects in that region. Though Limbach CEO Charlie 
Bacon recognized that the Mid-Atlantic region had serious issues, he’s remained 
optimistic that this flies in stark contrast to business at the company as a whole. 

 

“And our year — we’re disappointed with Mid-Atlantic and the impact it’s had 
on us … So it’s unfortunate that we’ve had to deal with that. But when I look 
at the overall business and how we are just — it’s humming on all cylinders 
and the rest of the businesses units, we’re quite pleased with our progress,” 

           – Charlie Bacon, Limbach CEO (2Q Conference Call) 

 

We think this has created an opportune time to build a position. The stock is trading 
at roughly a 5.6x depressed 2018 EV/EBITDA multiple, and we don't see another 
leg down. Given Limbach's performance, we understand the deep discount in 
relation to its immediate competitors; however, we believe that there is likely 
substantial upside if virtually anything goes right (or does not go wrong). Limbach's 
multiple is way below the 12.9x 2018 EV/EBITDA average of peers, so if it merely 
partially closes the gap, we believe we could see a dramatic move higher - a 3-
EBITDA turn multiple expansion on our 2019 EBITDA estimate, leaving the stock 
still 4-EBITDA turns below peers Aecom (ACM), Emcor (EME), Comfort Systems 
(FIX) and NV5 (NVEE), would result in an approximate doubling of share price. 
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We are also confident in Limbach’s ability to complete an accretive acquisition — a 
strategy that it has repeatedly emphasized to be a top priority for the company. 
Though we’re frustrated that management has taken longer than we expected to 
announce an acquisition, we are, however, optimistic that our patience will be 
rewarded in the short-to-medium term. Bacon stressed on the 2Q earnings call that 
the company has confidence in its ability to close on a deal in the imminent future, 

 

“Our M&A team is working hard and we reviewed over a 100 companies and 
are actively continuing our examination of approximately 30 businesses in 
our pipeline. We are in various late stage discussions with several attractive 
companies that fit our criteria and strategic plan … We remain focused on our 
criteria and strategic plan. We believe we are still on track to complete a 
transaction this year.” 

    – Charlie Bacon, Limbach CEO (2Q Conference Call) 

 

And with the right acquisition, it could make a significant impact. Currently, 
EBITDA is at a low enough level that an accretive transaction of almost any 
scale could materially change the company’s growth rate and provide a 
boost to its y/y numbers. We'd expect Limbach to primarily use cash for any 
acquisition, given its sensitivity to its current stock price, and pay a multiple 
near 4x EBITDA. 

Our belief remains strong that Limbach’s major issues have been identified. 
If its Mid-Atlantic issues truly are in the rear view, then we'd expect 
dramatic upside to shares going forward. If these problems persist, we don't 
see a lot of downside given current valuation. 

However, it's our view that the company is taking the required steps towards 
rectifying these issues. With revenues accelerating, backlog increasing, and 
margins improving, we are optimistic that Limbach could see a major shift in 



investor sentiment and that Limbach could be one of the strongest 
performers in our portfolio over the next year. 

 

 


