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COMPANY SPOTLIGHT 
  
 
 
 
 
 
 
 
 
 
SKULLCANDY INC. (NASDAQ: SKUL) 
Skullcandy designs and sells headphone and earphone products for the general audio and gaming 
markets. The company sells under three key brands, Skullcandy, Astro Gaming and 2XL.  
 
WHY DID WE INVEST? 
 

• Market leader in headphone and earphone by unit volume in its price category (sub $100) 

• Positive industry tailwinds including transition to higher value wireless headphones and 
earphones, growing gaming market, market share gains, growing international business and 
sales growing that had been masked by short term currency headwinds. 

• Strong balance sheet with approximately US$24m in net cash at 2015 year end (representing 
~20% of the market capitalisation at time of purchase), which has grown to US$45m at the 
end of March 2016 (~33% of market capitalisation before the takeover bid). 

• 2016 sales growth of mid to high single digits (i.e. 5%-8%) and EPS growth of mid-teens (i.e. 
~15%). 

• Trading at circa 12x 2016 price-to-earnings multiple backing out its cash.  
 
ENTRY PRICE  
 

• Began purchasing shares in December 2015 and continued until late January 2016. The 
average entry price was US$4.22.  

• Shares fell sharply in mid-January following a weak trading update for their Q4 2015 results. 
Reasons cited included strong USD being a headwind to gross margins, issues with one of its 
international distributors and weaker than expected market growth for the headphone 
market.     
 

 
 

 
 

                
 

Market capitalisation at 
time of purchase 

$126m 

Market capitalisation at 
time of sale 

$183m 

Industry Sector 

Consumer 
Electronics 
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Source: S&P Capital IQ 
 
 
WHY DID WE SELL? - TAKEOVER OFFER 
 

• On Tuesday 7th July, Skullcandy founder Richard Alden (15.5% shareholder) revealed he and 
associated entities were pursuing a potential privatisation proposal of the company. As a 
result of the announcement, shares rose 16% to US$4.56. 

• On Friday 24th July, Skullcandy announced it had entered into a takeover agreement with 
Incipio, a maker of consumer and lifestyle products under the Braven, Tavik, ClamCase and 
Incase brands. The cash offer of U$5.75 per share was a 29% premium to Skullcandy’s 
closing price on 22nd July and 49% premium to the 90-day volume weighted average price. 
The agreement also gave Skullcandy 30 days to actively solicit a higher offer. 

• Shortly after market close on Friday 24th July, the company received a higher competing bid 
from existing shareholder Mill Road Capital to acquire the company for US$6.05 per share. 
Mill Road Capital already had a 9.8% shareholding. 

• After a number of counter offers, on Thursday August 18th, Skullcandy announced that they 
received a revised proposal from Mill Road to acquire Skullcandy for $6.35 per share, the 
Board determined that this was a superior proposal to Incipio’s offer, and recommended 
that shareholders accept the revised proposal. 

 
INVESTMENT OUTCOME 
 

• Invested, beginning in 2015, at an average purchase price of USD $4.22. 

• Sold at an average sale price of USD $6.35 in 2016. 

• Gain (excluding dividends received), of 50.5% on our investment over a 10-month period. 


