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More Advanced Merger Models (Case Study 2): Sum of the Parts (SOTP) Valuation and Case 

Study Answers 

Welcome to the final lesson in this SunPower/Maxeon case study. We have quite a lot to get 

through here because we're going to look at the sum of the parts valuation in the first part.  

We'll split this one into three main steps: linking in the implied enterprise value for each 

company, calculating the combined enterprise value and equity value, and then estimating the 

value of the ultimate parent company, TOTAL SE, and their stake in this deal, both before the 

spinoff happens and then potentially what the stake could be worth after the spinoff happens.  

And then, in Part 2, we'll go through the case study answers. Now, we already have these 

written out in Word under Part 4: Sum of the Parts (SOTP) Valuation and Case Study Questions. 

We have both a Word version and then a PowerPoint version of this. So, we'll focus a little bit 

more on the PowerPoint version just because it's more visual, and I think it's a bit easier to 

understand everything and get a basic idea of how the recommendation here works. But we 

will also cover the written recommendation in Word a bit as well. 

[01:01] 

I'll warn you in advance that some of this first part with the sum of the parts gets confusing 

because we have a lot of different share counts going on here. We have the separate 

companies' numbers. We have adjusted equity value and enterprise value. We have the share 

count for Maxeon before the TZS investment and then after the TZS investment. We have a 

bridge that is slightly different in the DCF than it is in the public comps or the standalone three-

statement models.  

So, the bottom line is that there is going to be some level of confusion here, but the ultimate 

goal is to get an estimate of what the companies are worth separately and see if that total 

amount is greater than or less than SunPower's current equity value and current enterprise 

value. 

Let's start with Step 1 here and link in the implied enterprise value for each company. We're 

also going to use something called a blended average here. So, instead of just taking the 

average of the two sets of revenue multiples and then the DCF analysis, we're going to average 

the revenue multiples and then we're going to average that with the DCF so that we don't 

weight the multiples more heavily than the DCF.  

[02:08] 
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Let's go over here and start with SunPower.  

So, I'm on a tab here at the very end of this file, SOTP_Val, and so to get a lot of these 

applicable figures, we're going to have to go jump back a little bit and go into the public comps 

for both of these companies.  

So, I'll start by taking the Maxeon comps and just dragging them all the way to the end here. 

And then let's do the same thing for the SunPower comps. And that'll just make it a bit easier to 

access all this. 

So, for SunPower, let's go in and take their applicable figure from these, and we will go and get 

their fiscal 2021 revenue and then the fiscal 2022 revenue as well.  

[02:52] 

For the 25th percentile multiple for these revenue multiples, let's go down here and take it for 

fiscal 2021, and then let's go down here and take it for the 75th percentile for fiscal 2021. And 

then let's do the same thing for the next year. So, we have that.  

And this is actually all we need to calculate the enterprise value if you think about it. So, let's 

just take our 25th percentile multiple and then multiply it by the applicable figure and anchor 

the column part of that. And we'll copy and paste this around. 

Now, for the unlevered DCF analysis, let's go over to the SunPower DCF, and we're saying here 

that the 25th percentile is right here in this bold item I have highlighted, and then the 75th 

percentile is down here, with a 1.5% growth rate and an 8.1% discount rate. It's hard to say 

what these should actually be, but that's just what we're going to do. We're basing it very 

simply on the table here.  

[03:55] 

And then let's go down and get the 75th percentile one. So, we have that.  

You can see that I have already filled this in in Excel and we're listing a description of what this 

really means. Free cash flow growth rate is at 0.5% to 1.5% for the terminal rates here, and 

then a WACC of 9.1% down to 8.1%. 

Now, for the implied equity value range, we're going to use a slightly different bridge for the 

public comps than we are for the DCF. For the public comps, we should go over and go to the 

adjusted SunPower statements first, and we basically want to use this bridge from after the 

transaction takes place.  

%09https:/breakingintowallstreet.com


 

3 of 13  https://breakingintowallstreet.com 

So, since we're moving from enterprise value to equity value, I'll be subtracting everything in 

this bridge rather than adding it.  

And we should also anchor this, and then we can just copy and paste this around and ignore the 

VBA error. So, I'm just going through and checking quickly.  

Now, for the DCF, we have to do this a little bit differently, because here, we have a different 

bridge. So, for the SunPower DCF, let's go up and we can take either one of these bridges. It 

doesn't really matter. And since we're moving from enterprise value to equity value, just like 

what we have in this bridge, I am just going to take the summation of everything here. And so, 

we have that. And we will copy that across. 

[05:14] 

Now, for this business with the blended average, we'll say AVERAGE, and then we'll take the 

average of the enterprise value from these revenue multiples, and then we'll average that with 

the output from the DCF. So, we get a number somewhere in the middle right here. And we'll 

do the same thing for the equity value.  

We'll leave the value of TOTAL's stake alone for now and come back to that later on. 

And then for Maxeon, we need to do pretty much the same thing. So, let's go over to the 

Maxeon comps now and take their revenue from fiscal 2021, and then let's get it for fiscal 2022. 

And then let's get all their multiples as well. So, exact same idea here. We're just linking to the 

25th percentile and then the 75th percentile.  

[05:54] 

We can't really use TRANSPOSE to speed this up because these are not right next to each other. 

So, that strategy is not going to work here. We just have to link to them manually. 

And then we can pretty much use the same formulas for the implied enterprise value range 

here. So, I'll just copy and paste these down. We have that.  

And then for the DCF, let's go in and get our 25th percentile and 75th percentile values. Once 

again, I've already filled in the label here with the terminal growth rate and the WACC range 

that we're using. So, let's go over and take the 75th percentile from right there.  

And then for the implied equity value, once again, we need to use a slightly different bridge. For 

these first ones, let's go over to the Maxeon adjusted statements, and let's subtract everything 
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here, because we're going from enterprise value to equity value in this case, not the other way 

around. So, we have that.  

Let's anchor all of these, and we've copied that across. 

Now, for the bridge for this one, for the DCF analysis output, let's go over and let's actually start 

by taking our implied enterprise value range here, and then let's go to the DCF and take their 

bridge from here. This one is just slightly different because it excludes the net operating losses 

since we account for them directly in the DCF. And so, we have that.  

[07:13] 

Once again, for the blended average, I'll just take this down, and copy and paste, and get our 

range based on all that.  

And so that's really all we have to do for Step 1 of this process. It's mostly just linking in items 

and calculating them. And it's really what we've been saying all along, that SunPower looks 

dramatically undervalued, whereas Maxeon, not so much. It seems like its equity value and 

enterprise value are both sort of in this billion-dollar range or maybe slightly less than a billion 

dollars, depending on what we're looking at.  

So, let's go to Step 2 now and calculate the combined equity value and enterprise value for this 

company. 

The terminology here is a little bit confusing. We're not really calculating the combined equity 

value and enterprise value. We're adding them up from the companies as separate entities, but 

then we're using the bridge from before they separated.  

[07:58]  

So, we want to see if their core business assets, if their net operating assets, were valued at the 

appropriate levels, but it was still one company, what would SunPower be worth in that case?  

This is not very complicated because we already have everything we need up above here. You 

already know how to move across the bridge. The only thing that's different or new is that we 

do have this adjustment for corporate overhead, and you do see this in some sum of the parts 

valuations.  

The logic is that you can't just say that two companies will separate and then 50% of the 

expenses will go to Company A and the other 50% will go to Company B, because they both 

take advantage of shared resources at the company. And so there will be additional expenses 
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certainly for the smaller company but maybe even for the bigger company after the transaction 

closes. 

[08:47] 

Now, we're not going to use this here. In fact, I'm going to set it to zero because, in this case, 

we have already done this in the underlying projections. We already have this line item for 

annual dis-synergies for Maxeon, for example, and we've already reallocated some of 

SunPower's corporate overhead over to Maxeon. And in total, these make a difference of about 

$28 million or $30 million a year in terms of the operating income for this standalone company. 

So, we don't feel it's necessary to do it in this case.  

So, let's just add up everything here. We'll take our blended ranges, and then we'll add in our 

adjustment for corporate overhead. I'll take this.  

And then, here, we just need to go across the standalone bridge for SunPower, because 

remember, we're adding these up and saying, "This is what their core business assets should 

actually be worth," but then we're going to look at the capital structure from before they 

separate. 

So, let's go over and go to the standalone statements here, and I'll just link to everything in our 

bridge.  

Now, we're starting with enterprise value here, so we actually need to flip the sign as well. So, 

I'll flip the sign on all of these and just link them down like that, and then I can add these up to 

get our combined equity value.  

[09:56] 

And then to make this a little bit easier, I can just press Ctrl + Shift + T to anchor all these and 

then copy it across like that using our own Excel macro package there. And then I can add this 

up to get our combined equity values. 

Now, for the share count to use here, there is a question, because we're going through sort of a 

confusing process. We're looking at the companies separately, as you do in a spinoff, but then 

we're adding together their values.  

So, which share count should we be using? Should we be using just SunPower's share count 

from before the deal closed? Should we go over to SunPower's standalone statements and take 

this $168 million or $178 million number and use one of those, or should we go over to 
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Maxeon's adjusted statements and say, "You know what? Their post-money share count is 

$31.4 million, so we should add that to SunPower's number"?  

[10:48] 

And the actual answer, it turns out, is that it's neither one of those exactly. We think the best 

way to do this is to go over to SunPower's statement and take their diluted share count and 

then to go over to Maxeon and take their share count that is created when the new company 

first forms, but not to count the shares that come from the TZS investment in primary shares in 

this company. So, in other words, new shares the company issues.  

The reason being is that this TZS investment is not part of the company's pre-deal, pre-spinoff 

capital structure. So, we don't think this is quite correct. 

If we're going to make an argument that these are really two separate entities with two 

different sets of net operating assets, then we should only be looking at the share counts that 

exist from when Maxeon is initially created as a separate public company.  

So, we're going to do it this way. Now, you could make plenty of arguments that this is not 

correct and that we should use some other share count or just the parent's standalone share 

count, but it doesn't really matter, because no matter which share count you use, you're going 

to get to about the same results here anyway.  

[11:53] 

Let's take our combined equity value and divide by these counts. For this one, for the premiums 

to current share price, we would say it's appropriate to look at the actual current share price, 

not the transaction-adjusted share price here, because, again, we are pretending that 

SunPower is still the standalone entity that it was at the end of 2019 or the start of 2020.  

So, I'll just divide it by the parent's share price. And so, we have that.  

We can see we get a huge premium here, that potentially existing shareholders could get more 

like 200% to 300% extra for their shares if the spinoff takes place. 

So, we're done with Step 2 now. Let's go to Step 3 and look at the value of this French 

company, TOTAL SE, which is a huge oil and gas company that also operates in a bunch of other 

areas and also has some stakes in renewables companies.  
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We need to start by calculating their ownership in Maxeon before any spinoff takes place. And I 

say calculate, but really, we already have the ownership. I just looked this up on Capital IQ from 

before the deal took place.  

[12:59] 

And then we need to figure out how many shares in the new Maxeon they get. So, I will take 

this ownership number.  

There's a question of whether we should use the diluted share count for SunPower or the basic 

share count. I'm actually going to use the basic share count because TOTAL does not actually 

own these RSUs. These RSUs that explain the difference between the diluted and basic share 

count here are owned by employees of SunPower. So, we don't really think the calculations 

here should be based on that.  

Also, if we use the diluted share count and we multiply it by the distribution ratio, then we get a 

number that's way off or at least somewhat off from what TOTAL actually owned in Maxeon.  

So, we'll take this and then we'll go over to the Maxeon adjusted statements, we'll multiply by 

the distribution ratio, and . . . okay, I lost the other link there, so let's go back and take the basic 

shares, and then let's multiply by the distribution ratio. 

[13:53] 

And then we can take this number and then divide by the total share count for Maxeon. In this 

case, we're actually going to use the number after the TZS investment. The reason why we're 

doing this is because in these implied equity value calculations, which is what we're going to 

focus on for TOTAL, these assume the TZS investment has already been made.  

Whereas if you think about it, the implied enterprise value calculations don't assume it or it 

doesn't matter whether they assume it or not, because enterprise value is capital structure 

neutral.  

So, to calculate TOTAL's stake, we are going to be using implied equity value and the bridges 

here all include the TZS investment. Therefore, their ownership percentage is also going to be 

based on it, assuming that TZS investment has already been made.  

So, the basic idea here is we want to look at what their stake is if you look at the transaction-

adjusted equity value or the current equity value for both these companies. 
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We'll start with SunPower. Let's go over and go to the adjusted SunPower statements. We'll 

take the transaction-adjusted equity value from here, and then just multiply by their current 

ownership in SunPower pre-transaction.  

[15:04] 

And then for the implied equity value ones, we'll take these and then multiply by the 

percentage owned up here.  

This does not change in the deal. They still end up owning the same 51.7%, because SunPower 

itself does not issue any new shares in the deal. It doesn't repurchase any shares, nothing like 

that.  

And then for Maxeon, let's go over and go to their adjusted statements, and let's get their 

transaction-adjusted equity value or the post-money equity value here. And then we'll multiply 

by the 34.6% ownership. Copy this over.  

And then we will take our implied equity value here and multiply by the 34.6%, anchor that, 

and copy it over. So, we have that. 

And then at the bottom here, we can just add these up to see what type of value creation 

TOTAL, the ultimate parent company here, could be looking at. 

[15:54] 

So, the bottom line is, yes, potentially they could see the value of their investment go up 

several times. Now, this is not necessarily that meaningful for them, because they're a much 

bigger company, worth something like tens of billions or something in that range. So, this type 

of increase is nice, but it's probably not going to be a game-changer for a company as big as 

TOTAL. Nevertheless, this is what we had to do, and this really takes us to the end of the Excel 

portion of this lesson and this case study. 

The bottom line is that even if our calculations here are somewhat wrong or there are 

questions about how accurate the DCF is or how accurate the revenue multiples are, SunPower 

could see a pretty big increase in valuation and a lot of value realized for the shareholders if this 

spinoff actually takes place as planned.  

And even if you assume lower numbers for the revenue multiples and for the DCF, they'll still 

see some value created. It might be a lot lower; it might be more like a 25% or 30% premium or 

%09https:/breakingintowallstreet.com


 

9 of 13  https://breakingintowallstreet.com 

something like that rather than a 200% or 300% premium, but they're still probably going to see 

something here. 

[17:00] 

With that all said, let's now go into the second part and look at the written answers and then 

also go through the case study presentation.  

So, we have three basic questions here. Is the TZS investment enough? The second question is, 

"Are the DCF valuations for Maxeon and SunPower plausible?" And then the third question 

here is, "Should they actually proceed with this plan? If so, what are the key risk factors? If not, 

what would we change about the transaction?"  

So, you can read through everything in writing there. I'm actually going to start with the 

PowerPoint version, though.  

We've limited this to 10 slides, and I don't count the first one. This is just the title slide, so there 

are 11 total. But the case study said that it had to be 2 written pages or 10 slides. 

So, the first page is just summarizing, and we're giving the deal terms. We're saying that it 

would almost certainly create value for shareholders, because no matter what you assume, the 

combined enterprise value is probably going to increase.  

The DCF shows us that SunPower is significantly undervalued. Maxeon seems about 

appropriately valued.  

[18:00] 

And then some of the key risk factors here are the lack of data on the comparable companies 

and then the long-term margins of both companies being lower than expected.  

So, here, we just kind of sum up the spinoff model. Really, all this is just coming from what 

you've already seen in Excel on the Maxeon adjusted statements page, for example, and also on 

some of what we have for the SunPower adjusted statement. 

So, we're really just summing up everything there so that someone looking at this doesn't have 

to go through a long and complicated Excel model. They can just look at all this and see at a 

glance everything that's happening, from the shares that are distributed in the new company, 

to the transaction financing, to how all the financial statements are adjusted, and then also 

how Maxeon would be funded after the deal takes place.  
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This should actually be $250 million in equity or $260 million, something like that. I'll fix that 

later on. 

So, on this first question of the post-spinoff financing for Maxeon, if we just jump back to Excel 

briefly here and go to their adjusted statements . . . I'll just close this grouping and then go 

down to the financing schedule.  

[19:03] 

To summarize what's going on here, if you look at the additional equity issuances, over four or 

so years, it adds up to, like I said, about $250 million to $260 million, and they completely draw 

on the revolver.  

Now, they're paying a reasonable interest rate on the revolver, 4.75%. The convertible bonds 

have a 6.5% coupon rate. But the issue here is that if you look at the WACC calculation, 

Maxeon's cost of equity as a standalone entity is between 10% and 12%. So, that's clearly the 

most expensive financing source for the company. It's even more expensive than debt, because 

even if you assume a premium to that convertible bond rate, such as the 10% that we used, 

after taxes that is still less than the 10% to 12% for the cost of equity here. 

So, we think that there may be better financing options in this case, and we lay out some of the 

reasons why here. Yes, the equity issuances here have the lowest cash cost, but they actually 

have the highest total true cost if you factor in the cost of equity from the WACC analysis that 

we looked at.  

[20:07] 

With the convertible bonds, they're paying about 6.5% in cash interest right now, but even if we 

had a higher rate, like 7% to 9%, after taxes and even factoring in the amortization of the 

convertible bond discount, that's still going to be less than the cost of equity, we think.  

Also, if you look at the company's capital structure right now, they have about 21% debt to 

total capital, whereas the comparable companies are at more like 35% or 36%.  

If we just do some quick math here and take the 271 plus 250, and then we divide this by the 

271 plus the equity value plus the 250 there, this takes us up to around 34%, which puts 

Maxeon right in line with the public comps. So, we think that a convertible bond here might be 

an interesting idea even if we have to pay a higher interest rate just because the all-in cost is 

actually lower than it is with the $250 million of equity issuances. So, that's the first question. 
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[21:03] 

The second question here, "Are the DCF assumptions reasonable?" we're not really directly 

answering it here. Instead, we're just doing a side-by-side comparison of the assumptions in 

both DCFs in this case.  

And really, what it comes down to is that if you look at the companies historically, their revenue 

growth here doesn't seem that outrageous. This is a high growth industry, volume is growing 

very quickly, prices are declining, but historically, the companies and other similar companies 

have been growing at these rates, in the mid to high teens in terms of percentages or even up 

to 20%, 30%, sometimes beyond that.  

Really, the main issue here is that the EBIT margins scale up quite quickly and turn very positive 

for both SunPower and Maxeon. And that's probably the biggest issue with this analysis. There 

isn't really much to say about the discount rate or the terminal growth rate or things like that. 

[21:54] 

With the public comps, if we lay it out like this . . . and by the way, I modified the Excel file here 

so that in these SunPower public comps, I've actually added the graphs here so you can see 

them and see the data for them.  

If you look at just these graphs, it seems like a pretty easy case to make. All these companies 

have revenue growth that's in about the same range, between 10% and 20%. But SunPower is 

going to have a revenue multiple that is vastly lower, about 10x lower than these other 

companies.  

There are also only two companies in this set. So, as I say down here, yes, it will probably trade 

at a higher multiple, but you also have to keep in mind that it may still not be judged as a pure-

play services and installation company.  

And if you look at Maxeon's public comps, the revenue multiples here are actually much closer 

to what we're going to see or what we've been seeing for SunPower. The medians are between 

0.5x and 1x. Seventy-fifth percentile to maximum is more like the 1x to 1.5x range, we'd say, 

overall. So, there are some real questions here about how valid this is and how the market is 

actually going to perceive the company once the spinoff takes place. 

[23:02] 
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Here, we just paste in the sum of the parts valuation to provide some context for whoever is 

looking at this. It's pretty much exactly what you just saw in Excel.  

And then, here, we make some recommendations and say that if you look at the main 

differences here, if we assume a long-term EBIT margin that is about four or five percentage 

points lower, and then the same thing for Maxeon, these valuation numbers drop by quite a bit.  

The total implied enterprise value from both companies goes down to more like just above 

$2 billion, so about $2.1 billion to $2.2 billion here with these assumptions. 

And just to show you an example briefly in Excel. If we go over to the Maxeon DCF, for example, 

we're saying here that the long-term EBIT margin only goes up to 4.5%.  

So, if we go in and . . . let's make this rise to about 4.5% and just make it stop there.  

[23:59] 

So, we'll keep it there. And we should actually increase this a little bit, 5%, I'll say. So, this goes 

up to 10.5% matching what we had in the case study.  

You can see the impact in the sensitivity table. The company's enterprise value or implied 

enterprise value goes way down. It's probably more like the $130 million to $140 million range 

now. Maybe for a broader range, we could say $100 million to $200 million, something like 

that. So, it goes down by quite a bit with just a change to that one assumption.  

Without changing anything else, not the discount rate, not the terminal free cash flow growth 

rate, not the terminal multiple, nothing like that, it goes down pretty substantially when we 

make that adjustment. 

That doesn't necessarily mean that this deal is a bad one, because, again, look at these 

numbers. The implied enterprise value of $2.1 billion or $2.2 billion for both companies is still 

higher than SunPower's current enterprise value of about $1.7 billion.  

[24:56] 

So, yes, they're still going to realize some amount of value here, but if you look at the numbers, 

and I'll just do some quick math here right now, it is more like about a 25% increase rather than 

a 200% or 300% increase or something else in that range.  

So, that's just how we can do some quick analysis and some sanity checking of these 

assumptions.  
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And the ultimate motivation for this is that if you look at the public comps for Maxeon, for 

example, these companies all have EBITDA margins. Or the median EBITDA margin, rather, is in 

about the 10% range. So, we don't really know how much sense it makes to say that this is 

going to go up to more like 14.5%. We think assuming something more like 10% or 10.5% is 

more reasonable versus the comparables.  

And you can make a similar argument looking at these SunPower numbers as well. 

In terms of the key risk factors here, we've already been over a bunch of these, but the 

multiples for SunPower may not be accurate, the financial projections might be too aggressive, 

and here, we just sort of summarize what we just found in the DCF with those lower margins.  

[25:59] 

And then, here, with revenue multiples, if we assume 2x to 3x instead, then we simply get much 

lower values. We still get around a 100% to 200% premium with those lower multiples, but it's 

definitely a lot less than it was before.  

And with this one, if we go into the sum of the parts valuation here just to show you an 

example, if we say 2x to 3x, for example, for these multiples, we still get a pretty good 

premium, 110% to 208%, but it is less than it was before.  

And we're bringing this up because, in this case, the company may not get quite the pure-play 

valuation that it is looking for, and it may still be valued closer to what the solar PV 

manufacturers are trading at. 

And so that's it. You can view our summary and recommendation here, but we're basically just 

restating everything that we went through. You can also look at the written version. 

That's it for this case study, though. I think it ended up being more complicated and time-

consuming than I expected, but hopefully now you have learned something about spinoff deals 

and you understand in more detail how to analyze these types of transactions and make 

recommendations based on them. 
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