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Bekaert
Strong start to the year

Bekaert reported a better-than-expected 1Q sales increase of 32%. Still, the
shares dropped 5% on, in our view, exaggerated outlook concerns. We fine-
tune our estimates and lower our TP from €98 to €97, but keep the company as
a Benelux top pick.

Bekaert reported an impressive 1Q11 sales growth of 32% to €918m. The growth was
c.8% above consensus and 6% above our expectations and was primarily driven by
organic growth (28%). In addition, the growth was driven by all geographies. Asia Pacific
sales were up 46%, beating consensus estimates by 4%, but undershooting our forecast
by 3%. Sales in the other regions increased by 22-26%, which implies roughly a 10%
beat on our and consensus estimates.

Bekaert's shares dropped c¢.5% yesterday, most likely on Bekaert's comments of a
slowdown in demand at the end of 1Q in Asia Pacific and increasing difficulty in passing
on higher raw material prices. We understand that the slowdown was mostly related to
Chinese distribution centres slowing down tyre purchases in anticipation of lower rubber
prices. Given, however, the continued strength in underlying demand, this seems mostly
a temporary issue. Also, in view of the current flat to slightly decline global steel prices,
we see little further issues here, as there are no further price increases to pass on.

Bekaert's outlook reads cautious, as always. The company reiterated it anticipates more
moderate and irregular growth (mainly in China). After sales growth of 54% in Asia Pacific
in 2010, and another 46% in 1Q, we can live with this. We currently expect FY11 sales
growth of 17% in Asia Pacific. Also, the statement mentioned increased competitive
capacities in China and the adequate price adjustments to maintain market share should
not come as a surprise: it has been well flagged that Xingda entered the sawing wire
market in early 2011 with prices ¢.10-20% below Bekaert’s. As such, we currently expect a
hefty 360bp REBIT margin decline in Asia Pacific in FY11 (in spite of the guidance for a
strong performance in 1H11). All in all, we fine-tune our estimates and cut 2011-12F
normalised EPS by 1% to €6.98 and €7.60, respectively. Our estimates take into account
the negative translation effect from the current euro strength. Our new estimates seem c.2-
3% above Bloomberg consensus. Our TP declines from €98.0 to €97.0, as we target 7.5x
2012F EV/EBITDA (adjusted for JV’s). We maintain our BUY rating as we like Bekaert for
its market leadership position, broad geographical coverage with a strong presence in
emerging markets, growing portfolio of product innovations and strong balance sheet.

Forecasts and ratios

Year end Dec (€m) 2008 2009 2010 2011F 2012F
Revenues 2,663 2,438 3,262 3,665 3,912
Normalised EBITDA 496 410 753 801 843
Normalised net profit 258 176 396 414 450
Normalised EPS (£€) 4.36 2.98 6.68 6.98 7.60
Normalised PER (x) 18.2 26.6 11.9 11.3 10.4
EV/normalised EBITDA (x) 11.3 13.3 7.4 6.8 6.1
FCF yield (%) nla 6.1 25 4.7 7.2
Dividend yield (%) 1.2 1.2 2.1 2.3 2.4
Price/book (x) 4.2 3.7 2.9 25 21
Normalised ROE (%) 23.1 14.6 27.3 23.3 21.3

Source: Company data, ING estimates

research.ing.com

SEE THE DISCLOSURES APPENDIX FOR IMPORTANT DISCLOSURES & ANALYST CERTIFICATION
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1Q sales by segment

Fig1l Bekaert 1Q11 sales by segment (€m)

€m 1Q10 4Q10 1Q11 1Q11 1Q11 % YoY % Actual

INGF Consensus Actual vs Cons
EMEA 244 269 270 273 307 25.8% 12.5%
North America 141 154 154 160 176 24.8% 10.0%
Latin America 67 78 75 75 82 22.4% 9.3%
Asia Pacific 242 360 363 339 353 45.9% 4.1%
Consolidated sales 694 861 862 846 918 32.3% 8.5%
Combined sales 953 1,162 1,156 1,139 1,233 29.4% 8.3%

Source: Company data, ING estimates

EMEA

Bekaert reported a 26% increase in EMEA sales, driven by strong demand and passed-
on raw materials price increases. The company’s manufacturing platforms hence
operated at high capacity utilisation, both in Western and in Central Europe, which bodes
well for margins.

North America

Bekaert reported a 25% increase in North America sales, and likewise to EMEA, growth
was underpinned by strong volumes and passed-on higher raw materials prices.
Compared with a relatively weak first quarter in 2010, the sales growth reflected
increased economic activity in most sectors and still positive currency effects.

Latin America

Revenues were up 22% in Latin America due to increased market demand in Brazil,
Venezuela and Peru. Bekaert added that it successfully defended its market position in
Brazil by adjusting its selling prices downward in 2010 to compensate for the effect of the
strong Real.

Asia Pacific

Notwithstanding a slowdown in demand at the end of the first quarter in China, and
increasing difficulty in passing on raw materials price increases in general, Bekaert
realised 46% sales growth in Asia Pacific. The robust growth was supported by a high
utilisation of increased capacities in China, India and Indonesia, combined with a further
changing product mix and favourable currency movements.
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Change in estimates
Fig 2 Bekaert: change in estimates (€m)
2009 2010 2011F 2011F % ch % YoY 2012F 2012F % ch % YoY
old new old new
EMEA 828 1,066 1,108 1,206 9% 13% 1,137 1,238 9% 3%
North America 473 637 655 667 2% 5% 678 691 2% 4%
Latin America 327 311 326 336 3% 8% 343 352 3% 5%
Asia Pacific 810 1,248 1,506 1,456 -3% 17% 1,681 1,631 -3% 12%
Consolidated sales 2,438 3,262 3,596 3,665 2% 12% 3,839 3,912 2% 7%
EMEA 1 95 94 109 15% 14% 97 111 15% 3%
REBIT margin 0.1% 8.9% 8.5% 9.0% 8.5% 9.0%
North America -5 34 39 40 2% 18% 47 48 2% 21%
REBIT margin -1.1% 5.3% 6.0% 6.0% 7.0% 7.0%
Latin America 28 26 29 30 3% 17% 34 35 3% 17%
REBIT margin 8.6% 8.3% 9.0% 9.0% 10.0% 10.0%
Asia Pacific 288 470 519 497 -4% 6% 548 525 -4% 6%
REBIT margin 35.6% 37.7% 34.5% 34.1% 32.6% 32.2%
Other -55 -63 -65 -65 0% -67 -67 0%
REBIT 257 562 617 611 -1% 9% 660 653 -1% 7%
REBIT margin 10.5% 17.2% 17.2% 16.7% 17.2% 16.7%
Non-recurring -25 -28 -25 -25 0% -25 -25 0%
EBIT 232 534 592 586 -1% 10% 635 628 -1% 7%
EBIT margin 9.5% 16.4% 16.5% 16.0% 16.5% 16.1%
Net financing charges -66 -32 -50 -50 0% -33 -33 0%
Taxes -34 -140 -157 -155 -1% -181 -179 -1%
Share in the JV's 38 36 39 40 3% 43 44 3%
Minorities -19 -31 -33 -32 -1% -36 =35 -1%
Net profit 152 368 392 389 -1% 6% 428 425 -1% 9%
Normalised net profit 176 396 417 414 -1% 453 450 -1%
EPS (€) 2.56 6.20 6.61 6.56 -1% 7.23 7.17 -1%
Normalised EPS (€) 2.98 6.68 7.03 6.98 -1% 5% 7.65 7.60 -1% 9%

Source: Company data, ING estimates
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Valuation

Fig 3 Bekaert valuation (€m)

Normalised EBITDA Valuation metric Target multiple (x) Fair value

2012F

Group EV 843 EV/EBITDA 7.5x 6,325
- Net debt -578
- Minority interest (market value) -432
- LT pension liabilities -151
+ Associates (market value) 566
= Equity value 5,730
No. of shares (m) 59.2
Equity value/share (€) 97

Source: Company data, ING estimates

Risk factors

A significant increase in competition in tyre cord could impact margins faster than we
anticipate. The latter seems unlikely given the current oligopolistic market situation and
high entry barriers. Going forward, substitution for polysilicon and increased competition

in sawing wire could become more important risks. Xingda has entered the market in
2011 and, in view of the high margins, smaller players are likely to follow. Financial and
technology barriers remain high in the short term, however.
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Financials
Year end Dec (€m) 2005 2006 2007 2008 2009 2010 2011F 2012F
Income statement
Revenues 1,914 2,010 2,174 2,663 2,438 3,262 3,665 3,912
Cost of goods sold (1,522) (1,615) (1,740) (2,061) (1,904) (2,358) (2,706) (2,903)
Gross profit 392 395 434 602 534 904 959 1,009
Operating costs (135) (133) (135) (190) (149) (179) (183) (190)
EBITDA 257 262 299 412 385 725 776 818
Depreciation & amortisation (121) (116) (124) (202) (153) (191) (190) (190)
Impairments 0 0 0 0 0 0 0 0
EBIT 136 146 175 210 232 534 586 628
Net interest (15) (31) (41) (49) (66) (32) (50) (33)
Associates 57 51 47 56 38 36 40 44
Other pre-tax items 0 0 0 0 0 0 0 0
Pre-tax profit 178 166 181 217 204 538 576 639
Tax (30) (18) (29) (26) (34) (140) (155) (179)
Minorities (12) (5) 9) (18) (29) (31) (32) (35)
Other post-tax items 54 0 0 0 0 0 0 0
Net profit 190 143 153 174 152 368 389 425
Normalised EBITDA 289 279 310 496 410 753 801 843
Normalised EBIT 168 163 186 294 257 562 611 653
Normalised net profit 168 160 165 258 176 396 414 450
Balance sheet
Tangible fixed assets 1,038 1,062 1,133 1,271 1,346 1,539 1,599 1,609
Intangible fixed assets 125 134 122 111 105 131 131 131
Other non-current assets 84 110 80 27 84 96 96 96
Cash & equivalents 223 81 73 118 276 443 289 363
Other current assets 769 833 904 1,140 1,018 1,464 1,623 1,720
Total assets 2,239 2,220 2,313 2,667 2,830 3,673 3,738 3,918
Short-term debt 246 218 253 503 151 320 320 320
Other current liabilities 321 377 388 478 484 719 762 787
Long-term debt 288 274 322 288 598 700 400 200
Other long-term liabilities 274 242 203 226 223 236 236 236
Total liabilities 1,129 1,111 1,166 1,495 1,456 1,977 1,719 1,545
Total equity 1,109 1,109 1,147 1,172 1,374 1,697 2,019 2,373
Total liabilities & equity 2,238 2,220 2,313 2,667 2,830 3,673 3,738 3,917
Capital employed 1,643 1,601 1,722 1,964 2,123 2,717 2,740 2,894
Net working capital 569 593 644 793 640 1,004 1,120 1,192
Net debt (cash) 311 411 502 673 474 578 432 158
Cash flow
Cash flow EBITDA 312 301 333 425 401 779 816 862
Change in working capital (32) 32) (42) (162) 196 277) (116) (71)
Other non-cash items (76) (59) (45) (13) (68) 3) (40) (44)
Operating cash flow 204 209 246 250 529 499 660 747
Cash interest paid (15) (22) (31) 32) (39) (43) (50) (33)
Cash taxes paid (26) a7) (25) (28) (31) (113) (155) (179)
Net cash from operating activities 164 171 191 191 458 342 454 536
Capex (152) (161) (200) (251) (167) (248) (250) (200)
Net acquisitions 65 (43) (11) (44) 4) a7) 0 0
Other net investing cash flows 50 a7 58 51 43 54 40 44
Cash from investing activities (36) (157) (152) (243) (127) (211) (210) (156)
Increase (decrease) in equity 0 0 0 0 0 0 0 0
Increase (decrease) in debt 0 0 0 165 (46) 210
Dividends & minority distribution (52) 74) (57) (62) (51) (119) (99) (207)
Other financing cash flow 4 a7) 25 4) (204) 32 0 1
Cash from financing activities (56) (91) 32) 98 (301) 124 (99) (106)
Forex & discontinued operations 3 2) (1) 0.8 (13) 5
Net change in cash & equivalents 75 (80) 6 a7 16 261 146 274
FCF 27 31 22 (29) 331 138 254 369

Normalised earnings (eg, EBITDA, EBIT, net income and other sector-specific line items) are in the opinion of the analyst the best representation of a company's
underlying and sustainable earnings derived from its regular operating activities.

Source: Company data, ING estimates
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Valuation, ratios and metrics

Year end Dec 2005 2006 2007 2008 2009 2010F 2011F 2012F
Performance & returns

Revenue growth (%) n/a 5.0 8.2 225 -8.5 33.8 12.4 6.7
Normalised EBITDA growth (%) n/a -3.5 11.2 59.8 -17.4 83.8 6.3 5.3
Normalised EBIT growth (%) n/a -3.0 14.3 57.9 -12.7 118.9 8.7 6.9
Normalised EPS growth (%) n/a -4.1 104 59.2 -31.6 124.0 4.6 8.8
Gross margin (%) 20.5 19.7 20.0 22.6 219 27.7 26.2 25.8
Normalised EBITDA margin (%) 15.1 13.9 14.3 18.6 16.8 23.1 21.9 21.6
Normalised EBIT margin (%) 8.8 8.1 8.6 11.0 10.5 17.2 16.7 16.7
Reported net margin (%) 9.9 7.1 7.0 6.5 6.2 11.3 10.6 10.9
Reported ROE (%) n/a 135 14.2 15.6 12.6 25.4 219 20.1
Normalised ROA (%) n/a 7.3 8.2 11.8 9.3 17.3 16.5 17.1
ROAIC (%) n/a 6.9 7.9 8.9 8.9 15.9 14.5 14.7
ROACE (%) n/a 10.0 11.2 16.0 12.6 23.2 22.4 23.2
ROACE - WACC (%) n/a 2.0 2.9 7.3 4.0 14.7 13.9 14.7
Leverage & solvency

Working capital as % of sales 29.7 29.5 29.6 29.8 26.3 30.8 30.6 30.5
Net debt (cash)/EBITDA (x) 1.2 1.6 1.7 1.6 1.2 0.80 0.56 0.19
Net debt (cash)/equity (%) 28.0 37.1 43.8 57.4 345 34.1 21.4 6.7
EBITDA net interest coverage (X) 17.1 8.5 7.3 8.4 5.9 22.4 15.5 24.8
Current ratio (x) 17 15 15 1.3 2.0 1.8 1.8 1.9
Dividend cover (cash flow) (x) 1.2 11 0.84 0.03 6.8 1.8 3.1 4.1
Valuation

EV/revenue (x) 2.8 2.7 25 21 2.2 1.7 15 1.3
EV/normalised EBITDA (x) 18.2 19.2 17.4 11.3 13.3 7.4 6.8 6.1
EV/normalised EBIT (x) 314 32.8 29.1 19.0 21.2 9.9 8.9 7.9
EV/capital employed (x) 3.2 3.3 3.1 2.9 2.6 2.0 2.0 1.8
EV/invested capital (x) 2.7 2.9 2.8 2.6 2.3 1.9 1.8 1.6
Normalised PER (x) 30.6 319 28.9 18.2 26.6 11.9 11.3 10.4
Price/book (x) 4.8 4.7 43 4.2 3.7 2.9 25 2.1
Dividend yield (%) 1.3 11 1.2 12 1.2 2.1 2.3 24
FCF yield (%) 0.52 0.59 0.40 n/a 6.1 25 4.7 7.2
Per share data

Reported EPS (£€) 2.93 2.22 2.54 2.94 2.56 6.20 6.56 7.17
Normalised EPS (€) 2.59 2.48 2.74 4.36 2.98 6.68 6.98 7.60
Dividend per share (€) 1.00 0.83 0.92 0.93 0.98 1.67 1.80 1.90
Equity FCFPS (€) 0.19 0.14 (0.15) (1.02) 4.93 1.60 3.45 5.66
BV/share (€) 16.38 16.87 18.46 19.05 21.59 26.90 32.28 38.19

Source: Company data, ING estimates

Company profile

Bekaert is a global market leader in drawn steel wire products, such a steel cord for tyre reinforcement and
sawing wire that is used to cut polysilicon ingots into wafers, for the PV market. The company has
customers in 120 countries, production assets in all continents and employs over 25,000 people. Bekaert
generated combined sales of €3.3bn in 2009.
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