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FY/e 31.12 2001 2002E 2003E 2004E 
Sales (€ m) 1,795.9 1,901.4 1,953.0 2,015.0 
EBITDA (€ m) 191.7 214.0 260.4 259.7 
Pre-Tax* (€ m) 34.1 24.4 92.4 98.6 
Adj EPS* (€) 2.38 2.20 5.00 5.17 
EPS (€) 2.15 1.84 4.64 4.80 
DPS (€) 1.68 1.68 1.75 1.95 
P/E* (x) 20.8 22.5 9.9 9.6 
Yield (%) 3.4 3.4 3.5 3.9 
EV/EBITDA(x) 8.3 6.8 5.0 4.7 
Source: KBC Securities *Adjusted for goodwill and exceptionals

 
 

Bekaert announced last Friday a (major) restructuring of its “Merchant Products Europe” business 
unit. The aim is - of course - to enhance profitability. The plan will cost € 34m (about 45% of our current 
net profit target for this year). This plan does not impair the validity of the more optimistic report that 
we published recently (24-May-02). Bekaert as an early cyclical should benefit from the economic 
recovery underway. But the short-term focus is now the pressure on earnings and the uncertainties as 
to the future. We are therefore revising down our rating on the stock (to short-term) Reduce. The 
longer-term trend remains more positive (economic upturn, focus on technology, advanced materials, 
solar energy…) but we are nevertheless lowering our (12 month) price target to € 50. Bekaert publishes 
its first half results already at the end of this month (29 July). 

 

Merchant Products Europe 
Merchant Products Europe produces woven and welded mesh products for the garden and agricultural markets,
security fencing systems and products for industrial applications and material handling systems. The unit
represents 21% of total consolidated sales: 
 
Merchant Products Europe within Bekaert 
 Merchant Products Bekaert Group % 
Sales 383.7 1,795.9 21.4% 
Assets 250.5 1,635.1 15.3% 
Liabilities 46.2 243.0 19.0% 
Capex 13.9 122.2 11.4% 
Personnel 2,103 17,461 12.0% 

Source: Bekaert annual report 2001 

 
Merchant Products represents appr. 1/5th of Bekaert’s “consolidated” business (excluding participating interests).
However, the unit attracts only 11% of the capex. This is not surprising since Bekaert’s strategy is today oriented
towards a focus on technology and advanced materials. The traditional businesses (like several merchant
products) do not offer a great deal of opportunities in this respect although Bekaert has tried to step up the profile 
of its Merchant Products unit by investing in more high tech security and fencing systems. 
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Bekaert does not publish segment results. It says that it would be commercially prejudicial to comply with IAS 14. 
It is difficult thus to estimate what the impact from Merchant Products is today on bottom line profitability. We
always assumed that Merchant Products had the lowest (EBIT-) margins, as most of the products are more 
volume driven. We think - but this no absolute certainty - that the long term EBIT-margin in Merchant Products 
amounts to 2-4%. This compares with the 15% EBIT margin targeted in the new Advanced Materials business and
partly explains perhaps why Merchant Products needs restructuring. 
 

Short term impact on results 
The restructuring is to cost Bekaert € 34m (€ 8m write-offs). Bekaert is to lay off 455 people (appr. 20%) and close
down production facilities in France and Ireland. Germany and the UK are also involved. As important is the fact
that Bekaert will be setting up its Merchant Products unit as a separate legal entity. Clearly the measures are
aimed at rationalising the business (and making it more profitable); however, the creation of a separate legal
structure makes it easier to form partnerships … if ever Bekaert should be inclined to do so (you never know). 
 
Adjusted earnings estimates 
 Old 2002e Merchant Products New 2002e 2003e 2004e 
Sales 1,901.4  1,901.4 1,953.0 2,015.0 
EBITDA 240.0 -26.0 214.0 260.4 259.7 
% 12.6%  11.3% 13.3% 12.9% 
Non cash items -142.5 -8.0 -150.5 -138.6 -136.7 
Operating profit 97.6 -34.0 63.6 121.8 123.0 
% 5.1%  3.3% 6.2% 6.1% 
      
Per share data      

EPS 3.47  2.20 5.00 (5.05) 5.17 (5.24) 
CFPS 9.21  8.30 10.03 (10.09) 10.16 (10.23) 

Source: KBC Securities 

 

Impact on valuation 
The impact on our valuation model is minimal (DCF value now € 53.8 down from € 55.0) because the one-time 
cost of € 34m does not affect the free cash flows that much over time. Moreover, the cost today should be
compensated by higher margins and free cash flows in the future (€ 15m according to the press release?). Right 
now however we feel that it is too early to focus on these positive effects. We have revised our earnings estimates
down for 2002 to take into account the measures announced and the fact that the costs will be regarded as 
operating costs (in any case they partly represent a cash outflow). 
 
In conclusion: the market should adapt a more prudent approach as to Bekaert’s (short term) outlook. The long-
term trend is more positive but we are looking forward to the 1H02 figures that will be announced on 29 July when
we expect the group to give more details on the short and long term impact of the restructuring plan which would
in turn facilitate calculation of the impact on the results. (Short term) Reduce rating with € 50 price target. 
 

 Serge Pattyn 
 +32 2 417 53 78 
 serge.pattyn@kbcsecurities.be 
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This publication has been prepared by KBC Securities NV or one of its European subsidiaries (together “KBC Securities”). This publication is provided for
informational purposes only and is not intended to be an offer, or the solicitation of any offer, to buy or sell the securities referred to herein. No part of this
publication may be reproduced in any manner without the prior written consent of KBC Securities. The information herein has been obtained from, and any
opinions herein are based upon, sources believed reliable, but neither KBC Securities nor its affiliates represent that it is accurate or complete, and it
should not be relied upon as such.  All opinions, forecasts, and estimates herein reflect our judgement on the date of this publication and are subject to 
change without notice. From time to time, KBC Securities, its principals or employees may have a position in the securities referred to herein or hold
options, warrants or rights with respect thereto or other securities of such issuers and may make a market or otherwise act as principal in transactions in
any of these securities.  Any such persons may have purchased securities referred to herein for their own account in advance of the release of this
publication. KBC Securities and principals or employees of KBC Securities may from time to time provide investment banking or consulting services to, or
serve as a director of a company being reported on herein. This publication is provided solely for the information and use of professional investors who are 
expected to make their own investment decisions without undue reliance on this publication. Investors must make their own determination of the
appropriateness of an investment in any securities referred to herein based on the merits and risks involved, their own investment strategy and their legal,
fiscal and financial position. Past performance is no guarantee for future results. By virtue of this publication, none of KBC Securities or any of its
employees shall be responsible for any investment decision. In the United States this publication is being distributed to U.S. Persons by KBC Securities,
Inc., which accepts responsibility for its contents. Orders in any securities referred to herein by any U.S. investor should be placed with KBC Securities, Inc. 
and not with any of its foreign affiliates. This publication is for distribution in or from the United Kingdom only to persons who are authorised persons or
exempted persons within the meaning of the Financial Services and Markets Act 2000 of the United Kingdom or any order made thereunder or to
investment professionals as defined in Section 19 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 and is not intended to
be distributed or passed on, directly or indirectly, to any other class of persons. This publication is for distribution in Canada only to pension funds, mutual 
funds, banks, asset managers and insurance companies.The distribution of this publication in other jurisdictions may be restricted by law, and persons into 
whose possession this publication comes should inform themselves about, and observe, any such restrictions. In particular this publication may not be sent
into or distributed, directly or indirectly, in Japan or to any resident thereof. 

Copyright © 2002 KBC Securities 

www.kbcsecurities.com 
 

Amsterdam 
+31 20 531 21 33 

Brussels 
+32 2 417 44 04 

London 
+44 20 7283 9666

Madrid 
+34 91 417 77 10

New York 
+1 212 489 20 40 

Paris 
+33 1 53 05 32 00

 


	Merchant Products Europe
	Short term impact on results
	Impact on valuation

