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! We believe that the technology in Gentex mirrors is 
relatively simple and commoditized, and we are highly skeptical of 
claimed margins that beat everyone else in the industry. We are 
equally skeptical of Gentex’s capex.

! The “mirror as a technology platform” that forms Gen-
tex’s strongest argument for its competitive advantage is challenged 
by increasing penetration of LCD screens in cars.

! We believe more realistic margins are about 20%. 
Applying that assumption, we value the company on a DCF basis at 
USD 7.20 and recommend that owners SELL.

https://jcapitalresearch.app.box.com/files/0/f/3236012520/1/f_27196525342
https://jcapitalresearch.app.box.com/files/0/f/3236012520/1/f_27196548308
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Smoke and Mirrors
The Basics
Gentex makes high-end mirrors for automobiles. While much larger com-
panies in this cutthroat industry struggle to make gross margins of 18% or 
19%, Gentex regularly reports margins of around 40%. The company cred-
its this success to its commanding share of the market in auto-dimming 
mirrors. Auto-dimming is the electro-chemical process that enables mir-
rors to darken automatically at night and avoid the glare from oncoming 
headlights that can blind the driver. Auto-dimming has been around for 
30 years and is a mature technology, and several other components com-
panies also have auto-dimming technology—one of them, Magna, pretty 
much exactly the same technology--because Magna’s Donnelley subsidiary 
helped develop it. 

Gentex itself admits that the auto-dimming mirrors are technological 
Trojan horses with just so-so gross margins, but they are the platforms 
onto which Gentex packs other electronics, such as a remote control device 
to open garage doors, a sensor that dims high beams, turning signals, and 
other components. Gentex says that half of its mirrors are sold with these 
additional features, many of which command very high margins. 

The company’s secret sauce is complete vertical integration that enables 
Gentex to exercise maniacal quality control. Gentex says that it designs 
and manufactures everything from the chemicals used in the layer behind 
the glass on the mirrors to the semiconductors that drive the lighting com-
ponents.

Gentex is a happy company, well regarded by the employees who post on 
Glassdoor, with a long-tenured, close-knit staff and a founder and chairman 
still in control of the company who is highly regarded in the industry.

This is the company narrative. Our narrative is different. It goes like this:

" Gentex was probably fraudulent when it first listed over-the-counter 
in 1981. The company then was making fire alarms for mobile homes, 
and 79% of revenue came from a single, undisclosed customer.

" The broker who underwrote Gentex for that listing was convicted of 
securities fraud later that year and fled the United States.

" The founder’s company, which sold the original mirror technology 
to Gentex, was financed by Donnelly Corp., a large auto components 

Gentex was 
probably 

fraudulent 
when it listed 

in 1981.
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company just five miles away from Gentex that had extensive supply 
relationships with automakers. Donnelly appears to have retained 
rights to the technology and at any rate has its own auto-dimming 
technology. Donnelly, now part of Magna Corp., also has all the 
added electronics that Gentex says are so profitable. Yet Donnelly has 
never been able to claim profits remotely approaching those of Gen-
tex. Gentex and Donnelly have been in litigation several times; Don-
nelly has lost some battles but overall has defended its ownership of 
auto-dimming technology.

" When companies overstate their profits, they are forced into overstat-
ing the value of their balance sheets as a mathematical consequence 
of the phantom profit. In the case of Gentex, we calculate that capital 
expenditure is roughly three times that of peers. Yet we believe that 
only simple printed circuit board design and lamination is required 
for the electronics portion of the mirrors.

" We estimate that the company is profitable but modestly so, and we 
think the plant and equipment value is likely overstated. The only 
catalysts we see on the horizon are SEC action and shareholder de-
mands that Gentex raise its dividend, because we are skeptical that 
Gentex generates the cash reported.

History
Fred Bauer founded Gentex in Zeeland, Michigan, one of a string of towns 
along the east side of Lake Michigan in the heart of America’s auto coun-
try. Zeeland lies just a few miles down the road from Holland, home to the 
80-year-old Donnelly Corp., now a division of Magna, whose USD 32 bln 
in annual component sales include some part of just about every American 
car. 

Now 72 and still heading Gentex, Bauer appears to be a gi#ed inventor 
who in his twenties developed a heat-control switch for furnaces and mar-
keted it through a company he called Simicon. In 1972, he sold Simicon to 
Robertshaw Controls in Zeeland. A#er serving for seven years as general 
manager of Robertshaw’s Simicon division, Bauer formed a partnership 
called Integrity Design Company, which developed a photoelectric fire de-
tector and, later, a motorized mirror. 

He formed Gentex initially to market a fast-reacting fire-alarm system for 
mobile homes. The company then began to market the adjustable mirrors. 
It listed in 1981. Total sales in 1980 were USD 4.31 mln, of which the great 
majority came from intrusion alarms sold via a single direct-sales organi-
zation. Gentex became profitable in 1985.
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Using the proceeds from the listing, Gentex acquired from Bauer’s compa-
ny the rights to a motorized night-vision mirror that Bauer had developed 
with funding from Donnelley.

In 1983, Bauer met Harlan Byker, a research scientist from Battelle Labora-
tories, who was working on an electro-chemical process for auto-dimming. 
Believing Gentex could apply the technology to mirrors, Byker joined the 
company as a research scientist in 1985 and then as vice president for 
electrochemical research from 1993. With Byker’s help, Gentex added auto-
dimming capability to its motorized mirrors and shipped its first Night 
Vision Safety (NVS) mirror to Ford Motor Company in 1987. In 1991, the 
company developed an exterior auto-dimming mirror. By 1993, Gentex was 
shipping mirrors with headlight control features, compasses, sensors, and 
interior lights. 

Since the early 1990s, Gentex has made steady progress penetrating first 
the high end then mid-end auto models with this technology that is appar-
ently so desirable and so difficult to replicate that Gentex has margins well 
over double those of any competitor. Gentex shipped 33 mln auto-dimming 
units in 2015, representing a 5% increase in interior mirrors and a 37% 
increase in exterior mirrors and representing a near-90% market share in 
auto-dimming mirrors. Back in 1995, Donnelley, then the world’s second-
largest supplier of mirrors, was shipping just 70,000 auto-dimming mir-
rors, primarily to Ford, Range Rover, and Jaguar, to Gentex’s 1.8 mln units. 
Although Magna Donnelly has raised its share of auto-dimming mirrors, 
Magna sits at a mere 10% of the market.

In 2002, Donnelley merged with Magna International Inc., a Canadian 
components company, but never expanded its share of auto-dimming 
mirrors. Like Gentex, Magna also sells automatic garage door openers, 
Electronic Toll Collection devices, compass and temperature displays, and 
telematics embedded in the mirrors. Magna’s gross margins are less than 
half Gentex’s, and Magna also trades at half Gentex’s earnings multiple.

Why is it that a much larger company headquartered very close to Gentex 
that separately owns all the technologies that Gentex identifies as key to 
its success and that has relationships with all major automakers around 
the world, why is it that this company cannot achieve even half the mar-
gins that Gentex can? Even though the two have been competing in this 
segment for 20 years? 
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Competition
Gentex reports that its competitors include Magna, Samvardhana Moth-
erson Reflective, Murakami Kaimeido Company, Ichikoh Industries, Tokai 
Rika Company, and Grupo Ficosa International and that it supplies auto-
dimming rearview mirrors to “certain of these rearview mirror competi-
tors.” In interviews, we have learned that Gentex and Magna have the same 
technology, while Murakami and Tokai Ricoh have another, less popular 
auto-dimming technology that is less cost-competitive. One executive told 
us that Murakami had mothballed its auto-dimming technology and was 
purchasing dimming glass from Gentex. Gentex now ships glass assem-
blies to a few of these companies, for example, Murakami. Tokai Rika has 
its own auto-dimming mirrors.

In 2015, the company identified a new group of competitors, addingYH 
America, Inc., BYD Auto Company, Steelmate, Tokai Rika, Ningbo King-
band, and Beijing Sincode.

In China’s electronics markets, dimming mirrors with embedded cameras 
can be purchased retail for about USD 30. The China market swarms with 
competitors for this space, something that Gentex readily admits, but Gen-
tex says that no one else has the manufacturing rigor to meet OEM re-
quirements for mass production. The local start-ups come and go. Maybe. 
But there is no good reason why mirrors should require a more sophisticat-
ed process than, say, airbags, and the advent of new competitors suggests 
that the technology is not that hard to master. 

Outperformance
The auto parts business is a brutal one that has felled many great compa-
nies from Delphi to Visteon. The Wisconsin behemoth Johnson Controls re-
structured and divested its auto components division. Few survive the bru-
tal cost-cutting ways of the big OEMs, which act virtually as monopsonies 
and hold their supply chain to very tight margins. The most technology-
rich of the companies, making drive trains and continuous transmissions 
and air bags, struggle to make 20% gross margins. Start-up companies 
may capture a bit more margin, but once they are supplying at volume, no 
one gets 40%.

Gentex outperforms every single automotive components company in the 
world and not by just a little—by at least 100%. Of these companies, Denso 
is a standout in the level of technological input to the components. Denso 
spends 9% of much higher gross revenue on R&D (Gentex: 5.7%). High-
value powertrain control systems make up 36% of revenue, truck refrigera-
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tion and air purification systems 31%, and safety systems including four-
camera surround vehicle monitoring systems, blind-spot detection, and 
night vision, 14%--non-trivial technologies.

Autoliv (ALV), whose average margin is 19.5%, principally makes airbags, 
a complex technology originally developed for heat-seeking missiles in 
which tiny fractions of seconds in reaction time cane make the difference 
in saving lives. Autoliv also has significant business in “active safety sys-
tems” including: “. . . camera-based vision systems, night driving assist, 
automotive radars, brake controls, positioning systems, electronic control 
units, and other active safety systems, and passive safety electronic prod-
ucts, such as restraint electronics and crash sensors.” Autoliv, like Gentex, 
spent 5.7% of revenue on R&D in 2015.

It is hard to understand why mirrors with some added features should offer 
higher margins than do these clearly higher-tech components.

Table 1. Gross Margins 2014-2015
2014 2015

Magna International 13.7% 14.2%

Murakami Kaimeido Company 16.3% 17.3%

Ichikoh Industries 17.1% 19.5%

Tokai Rika Company 14.7% 15%

AutoLiv 19.5% 20.1%

Denso 17.8% 16.7%

Samvardhana Motherson 17.1%

Gentex 39.2% 39.1%
Source: Bloomberg

One of the most consistent pieces of feedback from the big automakers is 
that they centralize procurement, break down suppliers’ components to an-
alyze their costs, and ruthlessly confine their suppliers to a reasonable but 
not an outlying margin. No auto components supplier has enough lever-
age to command margins in the Gentex range, much less a small company 
with commodity technology and a modest R&D spend.

Auto-dimming mirrors are clearly more expensive than dumb mirrors, but 
there are significant discrepancies between management’s estimates and 
those we got from interviews with former employees in sales functions 
with Gentex. Management estimated that a simple rearview mirror would 
be sold for USD 22-24; salespeople told us the price was around USD 15-18. 
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Table 2. Comparables and Their Products

Company Magna 
International

Samvardhana 
Motherson 
International

Murakami Kaimeido 
Company Denso

Products

Interior Mirrors 
(Prismatic and 
Electronics). 
Features include: 
EC Glass (auto 
dimming), 
telematics, 
compass and 
temperature, 
displays, sensor 
integration, 
Bluetooth and 
Hands Free 
Connectivity, 
navigation, 
microphone, 
Automatic 
Garage Door 
Openers, 
Electronic Toll 
Collect (ETC)

Interior mirror 
features: Auto 
dimming glass, 
• Microphones, 
• Radio 
controlled 
garage, door 
openers, • 
Integrated 
displays &, 
switches, • 
Rain sensors, 
• Interior air 
temperature, 
and humidity 
sensors, • 
Telematics-
interfaces, • 
ETCS

Mirror systems: 
Hydrophilic Clear 
Mirror (HCM) Electro-
Chromic Mirror 
Electro-Chromic 
Mirror Aspheric 
Mirror, Aspheric 
Mirror Powerfold 
Unit Powerfold Unit 
Actuator, Actuator 
Blind Spot indicator 
Mirror (BSM), Blind 
Spot indicator Mirror 
(BSM) Exterior 
Rear View Mirror 
with Puddle Lamp, 
Exterior Rear View 
Mirror with Puddle 
Lamp Auto Powerfold 
Mirror Controller, 
Auto Powerfold 
Mirror Exterior 
Mirrors with Side 
Cameras and Blind 
Spot Indicators

Powertrain control: 35.5%, 
thermal systems 31.2%, 
Information and safety 
systems 14.5%, Electronics: 
8.7%. Products include 
fuel injection systems, 
technologies for starters and 
alternators, Car navigation 
system, Head-up displays 
(HUDs), Integrated climate 
control panels, Smart keys 
Remote keyless entry 
controllers 
Wireless door lock controller, 
Car security systems. 
Tire pressure monitoring 
systems, Remote touch 
controllers, Electronic toll 
collection (ETC) on-board 
equipment, Telematics 
control units 
Advanced vehicle operation 
system 
In-vehicle infotainment (IVI) 
systems

Company Ichikoh 
Industries

Tokai Rika 
Company

Grupo Ficosa 
International Autoliv

Products

Exterior mirrors, 
interior mirrors, 
head lamps, rear 
combination 
lights. Gentex 
entered into 
a distribution 
agreement with 
ichikoh in 1989, 
and Ichikoh 
purchased 
300,000 new 
shares of Gentex 
stock to fund 
the Gentex 
expansion.

Switches, 
smart keys, 
steering-lock 
assembles, 
seatbelts, 
steering 
wheels, 
overhead and 
side mirrors, 
electric 
door locks, 
window locks, 
connectors, 
auto alarms

Interior and exterior 
mirrors, Advanced 
Driver Assistance 
Systems, gearshift 
systems, parking 
brakes, drive 
cables, air intake 
systems, door and 
seat components, 
residential and 
industrial energy 
efficiency systems.

Passive safety systems: 
modules and components 
for passenger and driver-
side airbags, side-impact 
airbag protection systems, 
seatbelts, steering wheels, 
inflator technologies, 
whiplash protection 
systems and child seats, 
restraint electronics and 
crash sensors. Active safety 
systems: camera-based 
vision systems, night driving 
assist, automotive radars, 
brake controls, positioning 
systems, electronic control 
units, and other active 
safety systems.

Source: Bloomberg, Company websites
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Exterior auto-dimming mirrors are cheaper, perhaps USD 8. Gentex’s Aver-
age Selling Price (ASP) derived from disclosures of units sold and revenue 
is USD 46.78 as of 2015. Given that the company discloses that 50% of 
mirrors have additional features, that means that the ASP for mirrors with 
additional features would be USD 78. The calculation is as follows:

Table 3. Mirrors Shipped
Shipped (units) 2010 2011 2012 2013 2014 2015

    Interior  12.8  16.2  18.1  19.4  21.1  23.5 
% of Total 75% 75% 76% 74% 73% 71%
    Exterior  4.3  5.3  5.8  6.9  7.8  9.5 
% of Total 25% 25% 24% 26% 27% 29%
    Total  17.1  21.5  23.8  26.3  28.9  33.0 

Source: Gentex filings

Table 4. Estimated Mirror Revenue (mln units and mln 
USD)

Interior Plain ASP  $15.00 
Exterior Plain ASP  $8.00 
Number of Interior Mirrors Shipped Plain 11.75
Number of Exterior Mirrors Shipped Plain 4.75
Revenue from Auto-Dim Mirrors, No Add-Ons  $214.25 
Total Automotive Revenue  $1,506.87 
Additional Mirror Revenue  $1,292.62 
Derived ASP for "Loaded" Mirrors  $78.34 

Source: J Capital interviews and estimates

The interviews we were able to complete with former Gentex executives 
did in fact support this level of pricing. Call us jaded, but we are still skep-
tical. The types of add-ons to the Gentex mirrors are simply not that com-
plex. Some of them, for example, have compasses or turning signals. Some 
have a remote to open a garage door. Some have devices that control the 
high-beams. None of these electronic features is especially challenging, 
and we find it very difficult to believe that a murderously cost-conscious 
OEM would pay USD 78 for a mirror whose features are readily available 
on anyone’s smart phone. Former OEM employees involved with procure-
ment also said that they rarely buy fully loaded mirrors for pre-install. A 
former executive involved with one of the most popular features, Home-
Link, estimated that in total, there is an installed base of 5 mln HomeLink-
equipped mirrors. But Gentex has been selling these for 15 years.

Not only is Gentex an outperformer in ASP and profit but the company 
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has consistently outsold the growth of the auto industry, a feat that com-
petitors have found extremely difficult. Gentex reported 14% unit growth 
in auto-dimming mirrors in 2015 even as U.S. auto production rose 5.7%. 
Gentex reported higher penetration in Europe, Japan, and Korea, although 
worldwide auto production grew only 1%. For 2017, IHS estimates light 
vehicle production growth in the company’s primary markets at 1%. GNTX 
forecasts its own growth at 6-10%.

The company reported significant acceleration in the last quarter of 2015, 
with 22% interior mirror growth, up 17% QoQ. Net income rose even fast-
er, at 25% YoY in the quarter. The gross profit margin in the fourth quarter 
of 2015 was 40.2% compared with a gross profit margin of 38.4% in the 
fourth quarter of 2014. 

The regularity with which Gentex revenue and calculated ASP rise defy 
trends in the industry. Gentex admits that automotive OEMs target an-
nual price reductions of about 3-4% for all their component suppliers, and 
yet Gentex has managed a small increase in ASP every year of the last six 
except for 2012, when the calculated ASP fell by 3.4% YoY, from USD 46.71 
to USD 45.19. Executives say that they are able to pass the price reductions 
on to their own suppliers. But executives also claim that glass is virtually 
the only component the company purchases.

Table 5. Sales Growth
2012 2013 2014 2015

Gentex 7% 7% 17% 12%
Magna 10% 9% 105% -7%
Murakami -3% 9% 4% 4%
Tokai Rika -2% 16% 18% 3%
AutoLiv 0% 6% 5% -1%
Denso 2% 13% 14% 5%
World 
Automotive 
Unit Growth

6% 4% 3% 1%

Notes: Magna’s 2014 growth comes from its merger. Tokai Rika revenues in 2013 for the first time consolidated 
results of a subsidiary, Tokai Rika Create. Without that subsidiary, growth would have been 9%. SMR did not report 
prior to 2012 and in 2013 reported that growth had been 22% the previous year. The SMR results represent the 
results of the mirror division of Samvardhana Motherson. 
Source: Company reports, OICA (the Organisastion Internationale des Constructeurs d'Automobiles)

The Gentex Technology
Gentex’s secret sauce, they say, is their ability to load the rearview mirror 
in a car, which they call their “technology platform,” with add-on features. 
They do not break out the sales of these add-ons, but they disclose that 
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about 50% of mirrors ship with an add-on of some kind and about 50% of 
revenue comes from value-added features.

In our work on fraudulent companies in China, we have found that many of 
them use a high degree of vertical integration to obscure the real costs of 
manufacturing and push costs off into R&D or Property, Plant, and Equip-
ment. Gentex, which, relative to other auto components companies, is a 
tiny flea, nevertheless claims a much higher degree of vertical integration.

In this video Gentex boasts that they have hundreds of patents, 300 of 
them for chemistry alone. Management says that pharmaceutical compa-
nies do not make chemicals to the purity that Gentex requires and they 
must manufacture chemicals themselves. Gentex also says that it designs 
some of its own machinery.

We did find more than 200 patents registered to Gentex on Google Patents 
(Note that a Carbondale, PA company that makes military equipment is 
also called Gentex Corp. and also owns many patents). While we do not 
dispute the utility of registering hundreds of patents, many seem fairly 
trivial. For example, Patent US 5689370 A, “Image/information displays on 
electro-optic devices,” described thus:

An improved electro-optic rearview mirror for motor vehicles, the 
mirror incorporating an improved display, such as "HEATED" or 
"OBJECTS IN MIRROR ARE CLOSER THAN THEY APPEAR" or the 
like, and wherein the mirror colors and clears uniformly and the 
display is effected in an aesthetically pleasing manner.

Table 6. HomeLink
HomeLink is an automatic garage-door remote opening device that Gentex 
licensed from Johnson Controls and began incorporating into its mirrors 
in 2001. Despite requests from the SEC, Gentex has never disclosed how 
many HomeLink units are sold. The device is sold by a number of distribu-
tors including Li#master, Mito, and Brandmotion.

In September 2013, Gentex completed the acquisition of the HomeLink 
product from Johnson Controls for USD 701 mln. In that year, Gentex re-
corded USD 307.4 mln in goodwill as a result of the HomeLink acquisition 
plus USD 366 mln in intangibles, suggesting that the acquisition might 
have been overvalued by about 300 mln.

JCI had never disclosed revenue specifically for the HomeLink product. 

Gentex boasts 
it has more 

than 300 
patents for 

chemistry 
alone.

https://www.youtube.com/watch?v=DqbQAzH2rEM
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HomeLink was part of JCI’s automotive electronics unit. In 2014, JCI sold 
the remainder of the unit to Visteon Corp. for USD 265 mln. Visteon dis-
closed that the portion of the business it acquired had generated USD 1.3 
bln in revenues in 2012 and USD 58 mln in earnings.

JCI had acquired HomeLink in 1996 with the acquisition of Prince Holding 
Corporation, a USD 850 mln company making interior components such as 
sun visors.

The HomeLink feature had been integrated into Gentex mirrors since 2001. 
Yet Gentex reported that the HomeLink acquisition would increase revenue 
by USD 125-150 mln while also reducing cost, since Gentex would no lon-
ger be paying licensing fees. 

Conceivably Gentex acquired some JCI customers who were buying the 
HomeLink feature as a standalone or attached to a front seat window vi-
sor, but sales of that nature should have dragged down Gentex’s margins. 
The more likely answer lies in the terms of the acquisition. When Gentex 
acquired HomeLink from Johnson Controls, the companies also made an 
agreement under which Gentex would sell HomeLink products back to JCI 
in perpetuity, at an undisclosed price. Later questioned by the SEC, Gentex 
said that the agreement was made on an arm’s-length basis and at a mar-
ket price.

This arrangement suggests that Gentex may have overpaid for the Home-
Link technology in order to seed its future revenue.

In correspondence in November 2014, the SEC asked Gentex to disclose the 
revenue and margin boost it achieved from acquiring HomeLink. In a June 
2015 response, Gentex refused to do so, claiming that current disclosures 
were adequate.

The range of universal remotes for garage doors is large. Chamberlain and 
Genie appear to be the market leaders, and their products can be controlled 
using a smart phone app. Universal remotes can be purchased at Home De-
pot for between USD 20-49. Although there is some value associated with 
adding a remote to the overhead mirror, we do not believe that the value is 
sufficient to bring ASPs for HomeLink-equipped mirrors to over USD 100, 
as former salespeople have represented in interviews. 

To estimate the portion of sales for which HomeLink is responsible, we 
look at Gentex’s disclosure in Q4 2013 that HomeLink sales would grow 
by between USD 125-150 mln in 2014 as a consequence of the acquisition. 
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Guessing that the USD 150 mln doubled Gentex’s 2013 revenue for Home-
Linke, 2014 would have seen USD 300 mln in HomeLink sales or 22% of 
the company’s total.

SmartBeam
Gentex announced the launch of SmartBeam technology in 2001 and said 
it had preliminary agreements from customers to install the technology in 
the first half of 2004 and in 2005. SmartBeam uses a light sensor to deter-
mine whether the high beams should be used and turns them on and off 
as needed. The company says: “SmartBeam uses a miniature, mirror-borne 
CMOS image sensor (camera on an electronic chip) to monitor surround-
ing traffic conditions and automate high-beam usage, making nighttime 
driving safer by maximizing forward lighting.” We think SmartBeam is 
responsible for around 10-15% of company revenue.

A SmartBeam-like feature is also available from Bosch, AutoLiv, and other 
components companies. And, now that cars are all required to install back-
ing cameras, companies like Mobileye can add a highbeam-control feature 
basically for free. An engineer familiar with the technology told us that 
adding the feature to an existing camera costs just USD 5 or so, while Gen-
tex charges USD 70 for a second camera in its mirror.

Lane Keeping and Driver Alert
Starting in 2012, Gentex has used MobileEye graphics chips for a new 
High-Beam Control, Lane Keeping, and Driver Alert system. The system 
uses a camera on the car to identify whether the driver has wandered from 
his lane, triggering the Lane Keeping function to vibrate the steering 
wheel and jog the driver to be more alert. In 2015, Gentex stopped working 
with Mobileye and will make the camera itself. The Mobileye-based cam-
eras are on Ford, Jaguar, and Land Rover models; for new launches with 
other OEMs, they will develop their own technology.

TransCore Toll Solutions
In 2015, Gentex made an agreement with TransCore LP to integrate that 
company’s Universal Toll Module in the mirror, enabling the driver to 
avoid adding a second RFID tag to the windshield area. The module is 
designed to be integrated into vehicle manufacturing rather than added in 
the a#ermarket. The UTM is a prospective add-on to Gentex mirrors.

Dynamic Forward Lighting
This feature is used to control high-beam glare by diverting the beam 
around oncoming and preceding vehicles. The system has been approved 
only for sale in Europe.
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Rear Camera Display/Full Display Mirrors
In 2006, Gentex announced that it had plans to supply Rear Camera Dis-
play (RCD) mirrors to OEMs. The mirror was already available that year on 
the Toyota Camry sold via Gulf States Toyota, with the RCD mirror in-
stalled at port by Gulf States. The mirrors display images from a rear cam-
era for backing.

Gentex’s new Full Display Mirrors show images from behind the car con-
tinuously for when drivers prefer to watch the road using the panoramic 
camera rather than the mirror. Gentex said it shipped only 150-200 Full 
Display Mirrors in 2015 but will be ramping the inclusion of these mirrors 
in many new vehicle programs going forward.

Other: Telematics, Wireless Control Systems, Compasses, 
Lights
Gentex also embeds in some of its mirrors compasses, turning signals (for 
the exterior mirrors), LED lights, blind-zone indicators, and other features.

How the Business Works
Sales Channels
All sales of inside mirrors are direct; most sales of exterior mirrors are 
through partners. The exterior mirrors are providing all the growth. Gen-
tex claims that the exterior mirrors are cheaper but offer higher margins 
than the interior ones, a claim that auto components experts dispute, 
though we have not found any specifically familiar with the Gentex prod-
uct. But even if the exterior dimming mirrors are more profitable when 
sold direct, with added features, our interviews indicate that the majority 
of exterior mirrors are sold as sub-assemblies to other components compa-
nies, and interviews suggest that these components companies, not Gentex, 
engineer the assemblies to fit the glass and contain the components rel-
evant to a specific car. It is very rare for an exterior mirror to be sold pre-
loaded with features and specifically designed for the purchasing OEM. 
This type of sale is unlikely to attract a high margin.

Aftermarket
Roughly 5% of Gentex sales come from the a#ermarket, but this does not 
mean retail sales: the largest portion of a#ermarket sales are made to the 
port-based subsidiary of an OEM or to a dealer, and those companies apply 
the mirrors. These sales are attractive to Gentex because dealers and port-
based OEM assembly companies are much less price-sensitive than the 
OEMs themselves.
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Regions
Gentex discloses that most of its international sales are disclosed in the 
automotive portion of the “other” income category, which also includes 
revenue from the smoke alarms and the airplane windows. Only automo-
tive sales in the U.S., Germany, and Japan are included in the “Automotive 
Products” sales category. Sales in all other nations, therefore, are less than 
2.3% of total sales.

Automotive Products revenues in the “Other” category are sales to custom-
er automotive manufacturing plants in Korea, Mexico, Canada, Hungary, 
China, and the United Kingdom as well as other foreign automotive cus-
tomers. Most of the Company’s non-U.S. sales are invoiced and paid in U.S. 
dollars. (page 58 2015 10-K)

Gentex may not treat as “overseas” sales to vehicles that ship from the 
U.S., Europe, or Japan even if the vehicles are sold elsewhere. But given the 
large distributor relationships Gentex discloses in Mexico and India, it is 
surprising that more revenue does not come from these regions. In China, 
Gentex has low penetration but has nevertheless maintained a presence for 
a decade. Management says that Gentex no longer maintains its assembly 
plant in China because shipping from overseas leads to less breakage. But 
China requires that its domestically made autos must include at least 75% 
locally made content, and to meet that standard, the components probably 
need to be invoiced in Renminbi. So we find it unlikely that OEMs in China 
would not require the mirror to be installed in China in order to meet 
localization requirements. Magna, Murakami, Ichikoh, and other competi-
tors have large presences in China with manufacturing facilities and sales 
forces talking to the Chinese OEMs. It seems unlikely that Gentex could 
compete in China on an export basis alone.

The Challenge from Cameras
New rules issued by the Highway Traffic Safety Administration (NHTSA) 
require vehicles to begin installing rearview cameras as of May 1. The 
phase-in schedule requires that of 10% of vehicles have the cameras a#er 
May 2016, 40% a#er May 2017, and 100% of vehicles a#er May 2018. In 
this release, NHTSA estimated that 57% of model year 2014 vehicles al-
ready had a rear video system, and that even without a final rule, 73% of 
the vehicles sold into North America would have already included a rear-
view video system by 2018.

Camera installation undermines Gentex’s bid to make the rearview mirror 
the automobile’s “technology platform.” With the technology content of 
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cars increasing, most higher-end models include LCD screens that host the 
navigation and entertainment system, and this larger screen is the natural 
location for mirror-embedded electronics. A former executive of Gentex 
told us that the company had put a lot of money into research to prove that 
the mirror was the safest place to put technologies like backing cameras. 
But the OEMs want pricing leverage and do not want to be confined to one 
company’s platform. 

Gentex responds that backing cameras have a lot of failure risk and can 
be blocked by ice and snow. They say that drivers use rearview mirrors to 
view the cabin as well as the car exterior, and the ability to switch between 
camera display and a dumb mirror is useful. Finally, Gentex points out 
that the company is already shipping RCD mirrors, while they portray the 
threat from backing cameras as something automakers face in the future.
But as long ago as 2012, Gentex itself contradicted this story in the Q4 
call. Then-Senior Vice President and CFO Steve Dykman said on that call:

RCD Mirror unit shipments decreased by approximately 8% in 
calendar year 2012 compared with calendar year 2011. In calendar 
year 2013, RCD Mirror unit shipments are estimated to decrease 
by approximately 25% to 35% compared with 2012, which incorpo-
rates estimated reduced RCD Mirror unit shipments to automotive 
customers who have previously notified the Company of their plans 
to have the display for the rear camera and the radio instead of the 
rear view mirror.
(Seeking Alpha transcript)

For the backing camera system itself, competitors include Continental, 
Bosch, and Mobileye, all offering low-cost systems.

Mobileye, whose technology Gentex purchased and incorporated into 
its camera-based driver assist systems in 2012-14, designs and develops 
vision-based driver assistance systems for automobile collision prevention 
and mitigation. Mobileye claims OEM integrations into car models from 
20 global automakers including BMW, Ford, General Motors, Nissan, and 
Volvo. 

Gentex concedes that backing systems from Mobileye are relatively inex-
pensive though Mobileye does not disclose the ASP on its cameras. Mobil-
eye sales are growing very rapidly, suggesting that Mobileye is more likely 
to take share in backing systems.

As to how Gentex can compete with Mobileye’s low cost, CFO Steve Down-

Gentex says 
backing 

cameras have 
serious issues.
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ing said on the Q2 2015 conference call:

Gentex historically has been focused on a custom solution, in other words, 
we're not just competing Mobileye or other large Tier 1s, trying to go head-
to-head against Mobileye or any of the other Tier 1s who are becoming 
more involved in active driver-assist. Gentex is looking at a very customized 
solution, in other words, it's a homegrown developed camera and imager so-
lution that we bring to the market, and we offer that at a much lower price 
point than what most of the driver-assist systems are selling for today.
(Steve Downing, Q3 2015 call)

Bloated Capex
Whether on the basis of capex per square foot of factory space, per dollar of rev-
enue, or per employee, Gentex is way out of whack with its industry peers. Gentex 
spends three times what Magna spends per square foot of factory space. It spends 
twice as much as the nearest second in capex per employee. Denso, a company 
making far higher-tech products, spends half of what Gentex does per dollar of rev-
enue.

Table 6. Capital Expenditure Among Peers 2015
Comparative 
Capex  Autoliv Magna Ichikoh Murakami  Denso  SMI Tokai 

Rika  Gentex 

Factory 
Space (,000 
sq ft)

59,000  1,563 

Latest Year 
Revenue (mln 
USD)

 9,240 32,134  960  604  42  4,516  4,446  1,544 

Latest Year 
PPE  4,342 11,144  278  210  13  898  265  934 

Employees  54,600 129,000  3,921  2,664 146,714  21,297  16,192  4,757 

PPE/sq foot   $0.19       $0.60 

PPE/$1 
Revenue  $0.47  $0.35  $0.29  $0.35  $0.31  $0.20  $0.06  $0.61 

PPE/
Employee  $0.08  $0.09  $0.07  $0.08  $0.00  $0.04  $0.02  $0.20 

Source: Bloomberg, J Capital

In many ways, the company’s balance sheet makes little sense. Neither capital 
expenditure nor R&D spend seems to follow a pattern. Engineering and R&D (not 
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broken out separately) have come down continually as a percentage of sales. Net 
PPE as a proportion of COGS has also been in decline for five years despite rising 
sales. Free cash flow is highly volatile.

The projects on which Gentex spends money make us raise our eyebrows. Does a 
mirror company really need to fab its own semiconductors or manufacture its own 
chemicals? How is it that failed projects of the past never made a dent in the com-
pany balance sheet?

Distilled Water
Gentex reported that in 2013 the company began to make its own distilled water, 
building the plant for USD 11 mln. 

“In 2013, the Company completed a 120,000 square-foot expansion project 
connecting two of its manufacturing facilities in Zeeland, Michigan, with 
a total cost of approximately $25 million. Also in 2013, the Company com-
pleted a 10,000 square-foot facility to centralize the production and distri-
bution of chilled water that is used in production, chemistry labs, as well as 
air conditioning. This was completed for a total cost of approximately $11 
million. The above projects were funded from cash and cash equivalents on 
hand.”

Semiconductors
Company management say that Gentex manufactures its own proprietary semicon-
ductors. Company disclosures do not discuss this fab, and visitors are not permit-
ted to view it. We cannot think of a good reason why the simple electronic devices 
Gentex markets should require a proprietary semiconductor; the level of complex-
ity is something approximating LED Christmas lights that flash alternating colors: 
printed circuit boards are entirely sufficient to manage the electronic signals. And 
semi fabs require very significant capital investment.

China Facility
In 2006, Gentex purchased a 25,000 square foot facility in Shanghai at a cost of 
USD 750,000 to localize final assembly of the mirrors. This was done because Chi-
nese government policies require automakers to localize at least 75% of their bill 
of materials, and Gentex was under pressure from OEMs to invoice in local cur-
rency. Company executives say that it was inefficient to ship the glass assemblies 
to Shanghai, and there was breakage, so they closed the facility in the first half of 
2014 and resumed shipping from Michigan.

But disclosures say that there was no foreign currency billing at all before 2011. 
Although executives say that the company was assembling mirrors, the disclosures 
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never indicate any manufacturing in China.

Germany
Gentex’s office and distribution facility in Erlenbach, Germany, is 60% larger than 
the one in Shanghai yet cost 5.5x as much—USD 5 mln for the 40,000 square 
foot office and distribution facility. In 2015, the company began building a 50,000 
square-foot expansion that is expected to cost USD 7 mln.

Orca
In 1999, the company announced the development of high-intensity white-LED 
technology under a program called Orca. Gentex never announced a cost for the 
later-mothballed technology development, but research and development expenses 
rose by 25% that year. In 2001, Gentex reported that some of the Orca lights had 
been installed on a limited number of mirrors and sold. Equipment costs rose by 
USD 42 mln in 2000 and by USD 50 mln in 2001. The company now does not man-
ufacture or sell LEDs and yet it has never recorded any impairment to its invest-
ments.

In the 2001 Annual Report, Gentex told investors the company was offering exteri-
or mirrors with LED turning signals based on this technology. In that year, Gentex 
reported, “. . . [W]e have built new clean-room facilities to house new microelec-
tronics assembly equipment that is capable of producing prototype quantities of 
LEDs..”

Gentex announced only one vehicle program that would pilot the Orca LED, the 
Chrysler Sebring Couple. “Strategic discussions with potential alliance partners in 
the automotive lighting industry, LED component industry and LED chip industry 
are continuing although discussions are taking longer than anticipated, primarily 
due to changing business conditions in the LED industry,” the company reported 
in the 2003 10-K. By the time the 2005 10-K was published, Orca and the LED pro-
gram had disappeared.

ALS
Another technology that has come and gone at Gentex is “ALS,” which stands 
for Active Light Sensor, which is defined as an “intelligent CMOS light sensor to 
control the dimming of its rearview mirrors,” which Gentex started shipping at 
volume in 2002, according to its reports. Again. The company never reported any 
specific R&D or equipment spend for ALS, which it quietly stopped mentioning in 
reports. Currently, Gentex makes a range of claims for its own CMOS chips used in 
a variety of imaging devices:

SmartBeam is the Company's proprietary high beam control system inte-
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grated into its auto-dimming mirror. SmartBeam Generation 4, which was 
developed using the fourth generation of the Company's custom designed 
CMOS imager, has an advanced feature set made possible by the high dy-
namic range of the imager including: high beam assist; dynamic forward 
lighting with high beams constantly on; LED matrix beam; and a variety of 
specific detection applications including tunnel, fog and road type as well as 
certain lane tracking features to assist with lighting control. The Company 
believes it has a unique advantage in the automotive industry with Smart-
Beam. The camera chip is designed by the Company specifically for certain 
driver assist applications, with custom optics and algorithms written by the 
Company and specifically tailored for its chip and optical systems. The Com-
pany packages the control electronics inside of its interior rearview mirrors 
with a self-calibrating camera attached to the mirror mount with optimal 
mechanical packaging which also provides for ease of service.

We believe, however, that Complementary Metal Oxide Semiconductors are over-
kill for the simple sensors that Gentex requires. In fact, light recognition sensors, 
extremely simple and commoditized technology, have been used in Gentex’s tech-
nology since the days of their “photoelectric” smoke alarms.

Microphones
During 2001, the Company developed a new microphone designed specifically 
for use in the automotive environment for telematics applications. The first vol-
ume Gentex microphone application was part of DaimlerChrysler's "U-Connect(R)" 
telematics system, beginning in 2003. During 2006, our proprietary integrated 
hands-free microphone was available as part of an optional navigation package at 
Ford.

The China Plan
Among the growth drivers on which Gentex is depending in garage door opener re-
motes in China. Unfortunately, there are no home garages in China. Gentex claims 
this does not matter because their remote device will work with all the public and 

Screenshot of a Gentex smoke alarm from eBay May 7, 2016  |  Source: J Capital
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residential parking lots in China.

On the Q1 2015 call, CFO Steve Downing said:

One of the things we've been working on is introducing HomeLink in the 
China market, and that includes getting compatibility in place with the 
garage door industry and the active control industry in China. And over 
the next several years, we believe there's a lot of opportunity for HomeLink 
penetration to grow in the China market.

China is a country of very fragmented parking where every housing compound 
has guards and its own proprietary system where, for example, access has to be 
updated annually. The cost of integrating all those systems, if it were possible at 
all, would be prohibitive, and we doubt drivers would care. They generally have to 
pause for the guards anyway.

The company seems never to have gotten traction in the China market with its 
mirrors, so there is no particular reason why remotes should be a good business. 
Staff who formerly worked at the Shanghai facility say that the volume of orders 
slowed down considerably in 2013 and early 2014 prior to plant closing. 

Audit Fees
According to a study by Audit Analytics looking at the audit fees paid by public 
companies from 2005-2012, the average company paid about 0.08% of revenues for 
its audit. According to an article that ran in CFO Magazine on February 26, 2015, 
citing Audit Analytics, smaller firms pay more, averaging USD 5,000 per million in 
revenues.

Gentex is lucky in that its audit by Ernst & Young cost only USD 380,000 in 2015, 
up from USD 342,7000 in 2014. That is 0.25% of revenue and much less than the 
USD 750,000 that the Audit Analytics standards would indicate for a company 
with USD 1.54 bln in sales in 2015.

The Ultimate Tell: The Cash
In 2014, the company issued a dividend equivalent to 100% of the share price, and 
yet Gentex did not issue cash to its shareholders: the company issued one new 
share per existing share, enacting in essence a share split. Management explained 
that this method was more tax efficient. But the method also conserves cash.

Over the last five years, Gentex has reported average EPS growth of 30% and yet 
dividend growth has been 7%. While the company does pay a dividend—a rarity 
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with companies we cover—the yield is just over 2%, which seems low when the 
company reports such high profit and a conservative acquisition strategy. Gentex is 
sitting on USD 555 mln in cash, representing 25% of its total assets. Apple, per-
haps the company in the world that generates the most cash, has 18% of its assets 
in cash.

Original Sin
Gentex came to market in 1981 as a client of OTC Net, a penny stock promoter that 
was closed later in the year under a barrage of SEC complaints. OTC was founded 
by a Denver-based broker called Juan Carlos Schidlowski. In 1982, the Securities 
and Exchange Commission had filed a civil complaint against Schidlowski with re-
gard to the Gentex IPO. A 1982 article in Forbes magazine had called him “salesman 
of the year,” heavily suggesting that Schidlowski was a con man, and Schidlowski 
later fled the United States rather than serve a jail term for stock fraud. 

The case finding against Schidlowski finds him guilty of the following:

(1) fraud in the purchase and sale of securities, (2) the sale of unregistered 
securities, (3) bidding for or purchasing securities being distributed before 
completing participation in the distribution, (4) aiding and abetting OTC 
Net in violating section 15(c) (3) of the Exchange Act and Rule 15c3-1 by 
inducing or attempting to induce the purchase and sale of securities while 
OTC Net's capital was less than the minimum required, and (5) aided and 
abetted OTC Net in violation of the customer protection rule, the books and 
records requirements, the preservation of books and records, reporting and 
notice requirements.

When Gentex listed, it was a very different company, a manufacturer of smoke 
detectors, principally for mobile homes, with about USD 5 mln in annual revenues. 
In the company Prospectus, Gentex discloses that in 1980, the year before the IPO, 
79% of sales, USD 3.4 mln, were made to one, undisclosed customer, identified as a 
direct sales company. Interestingly, based on company disclosures, that customer 
spent USD 1.969 mln in the last quarter of 1980, as the prospectus was being pre-
pared, compared with an average of USD 850,000 in previous quarters.

SEC Correspondence
In letters in 2007, 2009, 2011, 2012, 2014, and 2015, the SEC has requested that 
Gentex provide more detailed disclosure: as to the earnings of the HomeLink seg-
ment, how Goodwill and Intangibles are calculated and amortized, how the Com-
pensation Committee works. In almost all instances, Gentex’s response was “we 
already did that.”



23

May 10, 2016

Gentex (GNTX US)

Anne Stevenson-Yang      anne@jcapitalresearch.com      +1 917 929 7142    
See final page for disclaimers. 

Why?
Zeeland, Michigan is a small community of 5,600 people, many of whom are of 
Dutch origin and belong to the Christian Reformed Church. It is not a wealthy 
community though it is pleasant, with a low cost of living and proximity to Michi-
gan lakes. Executives at the firm have personal use of a corporate jet and earn high 
compensation relative to what they might achieve elsewhere, heavily weighted 
toward share compensation. 

Online reviews by anonymous employees writing in Glassdoor.com consistently 
said Gentex pay was below industry average and the company did not pay regular 
overtime. Share-based compensation at Gentex averages about USD 20 mln per 
year, a reasonable 6% of profit but a motivator for staff in small Zeeland, Michigan. 
Reviews for competitor Magna Donnelley, whose margins are less than half those 
of Gentex, said the pay was generous.

In November 2015, Chairman Fred Bauer sold USD 25 mln in shares.

Turning Point?
The HomeLink acquisition in Q4 2013 cluttered up the Gentex balance sheet and 
could plausibly have been made in order to accommodate overstated profits: Home-
Link added a big chunk of goodwill, which grew in that year to 15% of total assets, 
while goodwill plus intangibles rose to 39% of assets. A plausible explanation for 
the HomeLink sales growth post acquisition is that Gentex overpaid JCI in order to 
enable JCI to repurchase HomeLink units at a higher ASP than it has commanded 
as the technology’s owner. In that way, Gentex could have double-dipped on its 
acquisition, setting up USD 300 mln in new revenues from JCI while also booking 
the USD 300 mln as goodwill. If that narrative is true, it suggests that Gentex has 
to work harder these days to maintain its purported margins.

The second half of 2015 marked some of the fastest growth compared with growth 
in the automotive market that Gentex has ever experienced. It also in some ways 
marked the start of the new, more aggressive share-management regime post-
Steve Dykman. In 2013, CFO Steve Dykman le# abruptly to take a position as CFO 
of C.H.I. Overhead Doors Inc., and the new CFO, Steve Downing seems promo-
tional. Downing is not excessively paid for a listed company CFO but he does have 
incentive to drive the share price higher. With an annual salary of USD 337,500 
plus a bonus in 2015 bringing total compensation to nearly USD 500,000, Down-
ing was granted 17,730 stock options and 6,500 restricted shares a#er being ap-
pointed in June 2015. The option exercise price equals the stock’s market price on 
date of grant, and the options vest a#er one to five years. A 25% increase in the 
share price would therefore mean roughly USD 70,000 in additional compensation 

http://chiohd.com/garage-doors
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for Downing.

There are some signs that the situation is deteriorating for Gentex. The company 
shows rapidly expanding accruals and deteriorating FCF margin, inventory growth, 
and depreciation and amortization that are unsustainably low. We see HomeLink 
as a warning sign. 

Valuation
We value Gentex on a DCF basis assuming that a 20% gross margin going for-
ward, maintenance capex, and no new debt. We assign a WACC of 6.5% and termi-
nal growth of 3% and derive a share price of USD 7.20. On a P/E basis, we believe 
that 14.72x is too rich a valuation for Gentex, whose prospects for growth and 
profitability can only decline, and we would prefer to value the company closer to 
Magna’s 8.7x multiple and value Gentex at 7x earnings.

Risks
" The mirror-embedded, RCD camera may prove extremely popular and have 

an advantage over cameras displayed on auto LCD screens.
" Gentex may have industry value that we underestimate by virtue of misun-

derstanding the automotive industry’s purchasing dynamics.
" Gentex may be small enough to have created its own niche distinct from the 

rest of the auto industry’s dynamics. 

We see 
HomeLink as a 

warning sign.
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