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Early cyclical company Bekaert seems well placed to be
among the first to benefit from an economic recovery. Its
technology-driven

Advanced

Materials

division

could

become Bekaert’s growth driver and reduce its cyclicality.
Bekaert is a world leading player in the field of steel wire and
steel cord. It manufactures and markets a wide range of products based
on metal-forming and coating technologies, which are applied in a variety
of market niches, primarily in the automotive and construction sectors.
Bekaert is now at a turning-point: from a volume-driven cyclical
activity, it is gradually moving to higher added-value markets with strong
organic growth in order to enhance the group’s margins and secure more
stable profit growth.
The company’s sound balance-sheet structure enables it to
further develop its Advanced Materials division (BAM), which
complements its expertise in the field of metal transformation and coating
technologies.
BAM’s earnings potential is currently overlooked, in our view,
as divisional sales are presently still marginal. From a longer-term
perspective, we believe that Bekaert’s valuation multiples should expand
alongside BAM’s increasing size. In the short run, we believe its
defensive nature, a high dividend yield (4% gross) and P/NAV multiple of
0.84x are likely to render the downside risk to a minimum.
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Company profile
Bekaert produces and markets a wide range of products based on metal-forming and
coating technologies. Incorporated in 1880, Bekaert evolved from a small
manufacturing and trading company into a global group. It began to internationalise in
the 1920s, first in Western Europe, later in Latin America and then from the 1970s
onwards, in North America and the Far East. The main determining factor in Bekaert’s
international growth was the use of steel cord for rubber reinforcement (in radial tyres).
Bekaert is now at a turning-point: from a volume-driven cyclical activity, it is gradually
moving into higher added-value markets with strong organic growth in order to
enhance the group’s margins and secure a more stable profit growth.
Total consolidated sales of the Bekaert Group in 2000 were €1.76bn. The company
has over 90 production centres worldwide, an extensive network of sales offices and
agencies and employs more than 17,000 people.
The group's current activities are built around four business units: Steel Wire, Merchant
Products Europe, Steel Cord and the fast-growing Bekaert Advanced Materials (BAM).
Bekaert’s products focus primarily on niches in the automotive and the building and
construction markets. The breakdown by relative importance of Bekaert’s different
fields of activity is presented in Figure 1 below.
_

_
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_

_

If we add Bekaert’s participating interests (primarily in Latin America and related to
Wire activities) to its consolidated sales, Wire activities account for nearly half of the
company’s turnover (see Figure 2). A combined sales presentation also clearly reflects
the differences between Bekaert’s geographic presence and exposure (Figures 3 and
4). Whereas the European Union accounts for more than half of Bekaert’s consolidated
sales and Latin America appears to be only marginally addressed (1.1%), in terms of
combined sales the EU portion drops to 36.8%, while Latin America accounts for a
solid 27.8% (see Figures 3 and 4).
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Fig 3

Spread of FY00 consolidated sales
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Bekaert’s different activities
In this section, we will attempt to give an overview of Bekaert’s four divisional activities,
their main challenges and sensitivities. Bekaert has a worldwide market leadership
within several market segments. Among its most renowned products, we would like to
highlight Bekaert’s steel cord (used in tyres), fibres, fences and champagne-cork wire,
as well as its coated wire.
Bekaert’s operations are organised in the following four divisions.
•

Steel Wire

•

Steel Cord

•

Merchant Products Europe

•

Bekaert Advanced Materials (BAM)

Steel Wire
Bekaert’s consolidated sales for the Steel Wire division amounted to €592m (-7% YoY)
in 2000, whereas total sales of participating interests increased significantly by 25%
YoY to €757m. The vast group of applications within Steel Wire can be divided
between global and regional businesses as well as on the level of applications.
Bekaert’s global business in Steel Wire can be broken down into four main categories.
Wide variety of
applications…

…serving clients in
different sectors

•

Cable solutions. These products include solutions for the protection and support of
power transmission and telecommunications cables. The product range consists of
reinforcement of fibre-optic cables and armouring wire for undersea cables. In
2000, Bekaert benefited from strong demand for undersea telecommunication
cables. However, during 1H01, purchases within the telecom sector fell c.25% YoY.
Bekaert hopes to increase sales thanks to a newly designed cable, which should
spur demand. Sales in 2000 for overland power transmission cables were
characterised by falling demand.

•

High-carbon specialities. These products include suspension spring wire, flexible
shaft wire, flexible hose reinforcement wire, plastic-coated specialities, textile
machine wire and profiled wire. The main turnover is realised in the automotive
sector, where Bekaert benefits from the outsourcing trend. Sales in 2H00 benefited
from strong demand for flexible pipes in the offshore industry. Product innovation
should secure Bekaert’s positioning in this field (eg, Bezinal-coated and plasticcoated wire). Turnover related to the automotive sector suffered in 1H01 – primarily
in the US (-15% YoY).

•

Low-carbon specialities. This unit provides a limited number of global customers
with a wide range of steel-wire products such as pre-formed staple wire,
bookbinding wire, weaving wire, champagne-cork wire and various types of
lacquered and nylon-coated wire. However, should the price of raw materials
increase, Bekaert would have difficulty in fully recovering its margins in this volumedriven, low-added-value activity.

•

Building products. Typical examples of Bekaert’s products are steel fibres for
concrete reinforcement (Dramix) and road reinforcement. Using Dramix, for
5
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example, considerably limits the amount of concrete needed. Within this product
range, raw-material price increases tend to squeeze Bekaert’s margins. Sales in
1H01 continued to progress for these products (+6% YoY).
Bekaert’s competitors for its Steel Wire division activities include Conflandey, Arbed
and Tecnofil.
Selective divestments
could be envisaged

Bekaert’s other steel-wire products are marketed and managed on a continental level
(Europe, North America, Latam, Asia). These activities include galvanised wire, rope
wire (market leader position in Western Europe in a number of selected segments
such as fishing, offshore, lifting, automotive), stainless steel wire (eg, aerosol spring
wire). In general, regional business relates to commodity products. We estimate this
activity accounts for nearly half of Bekaert’s wire sales. Company strategy does not
give a high priority to these activities and it could selectively divest, as it did in the past
with Warrington. Proceeds could then be more extensively allocated to BAM.

Highly sensitive to
economic slowdown and
to Brazilian and Chilean
currency

The lion’s share (76%) of Bekaert’s combined wire sales are realised outside Europe,
which makes this cyclical activity very sensitive to currency fluctuations. Results in
2000 benefited from the strong dollar and good economic conditions. However, in late
2000 and during 1H01, the economic slowdown in US (and from April onwards in
Europe) affected divisional top and bottom-line results. Through its equity affiliates,
Latin American operations (50.3% of 2000 combined sales) contributed considerably to
Bekaert’s net profit. As a whole, €33.7m or 34.6% of Bekaert’s FY00 consolidated
profit stemmed from equity affiliates, which represented a 50.8% rise compared to
1999. Currency devaluations (primarily the Brazilian Real) as well as a difficult
business environment in the US and Europe affected Bekaert’s wire activity during the
first six months of 2001. Wire activities accounted for the lion’s share of the shortfall in
the group’s 1H01 results. The diminishing volume created production inefficiencies,
lowering relative profitability (margin pressure). All in all, wire sales slipped during
1H01 by only 0.1% to €306m, but this was mainly thanks to the acquisition of Wire
Rope Industries and sales growth in Central Europe.
_

No direct exposure to
Argentina

In view of the recent events, it is appropriate to emphasize that Bekaert has no
operations in Argentina (nor direct exposure to the Argentinian peso). Bekaert’s Latin
American activities are located in Brazil, Chile, Colombia, Ecuador, Peru and
Venezuela. Stakes in Brazilian companies accounted for 71.6% of the Latin American
contribution to Bekaert’s result, Chilean operations for 22.9%, leaving only very
marginal exposure to other Latin American countries. However, the economic slump in
Argentina could spread to neighbouring countries and therefore still have an impact on
Bekaert’s results.
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Fig 5

Brazilian Real, Chilean peso and Argentine peso compared to euro
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We believe Bekaert’s 2H01F operations could suffer even more if the US economy
weakens further. In addition, the impact of currency devaluations in Brazil and Chile
has, alongside the obvious direct (adverse) impact on the P&L, the appearance of
slowing demand. The Brazilian Real and the Chilean peso continued to slide until
October 2001, before regaining its current level, which is still 11.8% below the
exchange rates at the beginning of 2001. All in all, with slightly more than 40% of
consolidated sales stemming from the US, we estimate the beneficial impact of the rise
of the dollar (estimated rise of 3.1% YoY) to be c.€7m, which could help to maintain an
average sales price level €0.85 per kilo. We expect overall estimated volumes to be
down by 1.67% YoY, which should bring combined wire sales for 2001F down by 2.3%
YoY.
Fig 6
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_

In the longer run (2003F-2005F), we expect wire sales to grow at an annual pace of
1.2-1.9%, based on the hypothesis that consolidated volumes should increase
annually by 1.3-2.1%, a slight price erosion should persist (-0.6% in 2002F, -0.1%
afterwards) and there would be a stable euro/dollar exchange rate.
The contribution of Bekaert’s Latin American operations, which to a limited extent
(11%) include steel-cord activities, grew at a much higher pace in the past (5-10%) and
7
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average sales price levels (expressed in euros) even tended to increase over time. For
2001F and 2002F, we expect economic conditions to shrink the annual profit by 31.7%
and 15.3%, respectively, before gradually regaining the 2000 level by 2004F.
Fig 7
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Steel Cord
With consolidated sales of €637m (combined sales of €733m), the Steel Cord division
is Bekaert’s second largest contributor to sales. Bekaert develops, produces and
markets steel-cord products for polymer reinforcement worldwide. Tyre cord and bead
wire are used for the reinforcement of truck and car tyres. The product range also
includes high-pressure hose reinforcement wire, conveyor-belt cord, woven steel cord,
fine cord for transmission belts, and sawing wire. As Figure 8 below illustrates, 87% of
steel-cord sales relate to tyre manufacturing.
Fig 8

Steel cord – 2000 sales per product
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_

_

Bekaert holds some 20% of the world market for tyre cords, which we estimate
account for c.€450m in sales. The worldwide market for tyre cord represents c.1.2m
tonnes. Bekaert’s main competitors for this product are the tyre manufacturers
themselves, which, to a certain extent, have integrated tyre cord production into their
8
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production process. This means Goodyear, Michelin, Bridgestone and Continental are
Bekaert’s main clients and competitors. We believe Bekaert’s technical leadership has
given it a leading position, which it still enjoys. Steel is intrinsically superior to other

reinforcing materials in the critical properties that affect tyre performance, eg, has
the highest tensile strength, low elongation and high cutting resistance. Steel cord
provides the radial tyre manufacturer with a reinforcement material characterised
by high strength per unit area, good circumferential belt stiffness and an excellent
price/performance ratio. To maintain its leadership, Bekaert has developed new
constructions offering enhanced strength and improved fatigue resistance, eg,
Betru® (a cord with gaps between the filaments allowing the rubber to penetrate
the cord and thus to block the moisture conduit) as well as better adhesion
(between rubber and steel).
What about the
Firestone-Ford dispute?

Ford announced in May 2001 that it would replace 13 million Firestone brand tyres on
its vehicles, thereby doubling the number of tyres exchanged in last year's recall. The
initiative was undertaken as – according to Ford – data analysis showed that Firestone
Wilderness tyres, which were not included in 2000's recall, are more likely to fail than
other tyres on the road. Could this have an impact on Bekaert? We believe not, as the
basis of the dispute has nothing to do with steel cord, but with the fact that rubber
layers on the tyres came loose. Bekaert confirmed it was in no way implicated nor is it
being sued within the litigation.
Other indirect consequences of the Firestone-Ford dispute should have only a
marginal impact on Bekaert. After the first problems with the Firestone tyres were
discovered, Firestone/Bridgestone became only a marginal supplier to Ford. Michelin
and Goodyear were the beneficiaries of this, thus improving demand for Bekaert’s
steel cord. On the other hand, if as a consequence of the recall, Bridgestone has too
little demand for its tyres, its steel-cord supplier could try to sell steel cord on the
market, thereby generating some price pressure. All in all, we believe the direct or
indirect impact would be marginal for Bekaert.

Fig 9 Bekaert’s steel cord plants
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_
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Tyre cord less cyclical

Although tyre cord sales can be defined as cyclical (following the trend in the
automotive sector), there are some differentiations. About two-thirds of the market for
new tyres is a replacement market, with only one-third being related to new sales. For
trucks, the replacement market is even more important (c.80% of tyre sales). In this
regard, Bekaert’s tyre-cord sales are therefore not highly sensitive to a downturn in
new car or truck sales. In terms of absolute volume, Bekaert’s tyre cord sales have
risen, from 1950 to 2001F, almost every year, also due to its increasing geographic
presence.
Fig 10

Corp Bekaert supplies steel and tyre cord 1952-2001F (tonnes)
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Growth to come from
Asia and Central Europe

From another point of view, as radials increasingly become the tyre of choice
worldwide, tyre-cord sales tend to follow the overall growth of highway construction.
For the Asian and Central European market, there is thus still huge potential. In 2000,
Bekaert completed its capacity expansion programme in China (c.50,000 tonnes) and
Indonesia (c.5,000 tonnes). New projects are being initiated in India and Central
Europe (Slovakia). Bekaert’s total capex for Steel Cord amounted to €38m (in 2000),
up YoY by about a quarter.
Although tyre cord and bead wire account for the lion’s share of Bekaert’s steel cord
sales, it has also established leading positions with several other applications in this
field.

•

Conveyer-belt cord. Conveyer belts are reinforced with steel cord to prolong the life
span, to allow higher operating speed as well as to improve shock and rupture
resistance. Bekaert is the world’s largest supplier of conveyer-belt cord, which is
widely used for heavy bulk transport systems in mines, ports, terminals and

power stations.

•

Hose-reinforcing wire. High-pressure activities require reinforcing of hoses (eg,
mining, drilling, dredging and oil transport). Bekaert produces the hose cord used
for such reinforcement.

In both these product categories, Bekaert faces heavy price competition.
All in all, overall sales for steel cord should primarily grow further in Central Europe
and Asia, whereas in Europe and the US sales are likely to evolve according to GNP
development. In our view, Steel Cord seems to be Bekaert’s cash-cow division.
10
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Bekaert’s technical leadership and creation of new product niches could add to this
division’s potential.

Merchant Products Europe
Bekaert’s third division consists of end products, in contrast with the prevailing part of
the two previously described activities. The Merchant Products Europe business unit
designs, develops, produces and markets the following.

•

Woven and welded mesh products for the garden and agricultural markets.

•

Professional and security fencing systems.

•

Half-products for industrial applications.

•

Products for handling and display.

The product range includes complete garden and industrial fencing systems, posts and
gates and other products such as glass reinforcement mesh.
Mature market in
Western Europe

Merchant Products accounts for c.€377m sales in 2000 or 21.4% of Bekaert’s
consolidated sales (17.3% of combined sales). Bekaert holds the European market
leading position in this sector and has established a sales organisation throughout all
European countries. Competitors for Bekaert are companies such as Cavatorta (Italy)
or Le Groupe Dirickx (France). As the products are generally too voluminous to
transport more than 1,000 km, companies need to have production facilities throughout
the markets they wish to cover. In contrast to the latter two local players, Bekaert has
production sites throughout Western Europe and also in Poland.

Growth to come from
geographical expansion?

Bekaert aims to expand the geographical coverage of this division. The winning of a
Chinese order to supply an 850km fence system for a railway project is an example of
this effort and provides Bekaert with an entry into the Chinese market, that would also
act as a future reference. Such a major project also secures a better capacity
utilisation as Merchant Products’ sales tend to veer between flat and slightly negative,
as seen in Figure 11 below. In our view, the sales evolution of this division is likely to
coincide with the stage of the PLC (product life cycle) of nearly all these products; in
the fully mature market, these products tend to sell less. The main exception to this
rule is Bekaert’s professional and security fencing systems, which appear to be
enjoying record annual growth in a continually developing market.
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Merchant Products – expected sales evolution
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_

_

The sharp decline in FY00 consolidated sales (-11.1% YoY) is due to the creation of
Variant Handling Systems. Bekaert and Danish company Axcel agreed in June 2000 to
form this new JV in which both 50/50 shareholders integrated their existing activities.
The goal is to become the largest European company specifically focusing on the
market for custom-made material-handling equipment for the retail, agricultural and
industrial markets. As a result, this JV’s turnover (c.€90m) is now included within
Bekaert’s combined sales.
Bekaert faces also difficult market conditions for this division: in several segments, the
increase in raw material prices (wire rod, zinc, plastic) is difficult to recover in the sale
price.

Bekaert Advanced Materials
Bekaert’s growth driver

The Bekaert Advanced Materials division (BAM) is the central point in Bekaert’s future
development. As Bekaert aims to pursue a strategy of fundamental renewal within its
core activities and become less vulnerable to economic cycles, it has developed an
additional business unit that focuses on innovative industrial products by combining
Bekaert’s core skills (metal-transformation and coating technologies) with new
technologies. This division focuses on markets with high natural growth for the
commercialisation of products with higher added value and higher margins. The goal is
also to move further downstream to end-consumers. Management’s aim is to achieve
annual sales of more than €300m for this division by 2003, thus making it as
substantial in terms of sales as Merchant Products, but a far more important
contributor in terms of earnings.
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Fig 12

Bekaert – divisional structure

Source: Bekaert
_

So far, BAM has developed new activities, which are structured according to the inhouse core competencies to which they relate (metal fibres and coating). BAM’s third
sub-division relates to composites. We estimate BAM’s combined sales (€191.6m in
2001F) to be derived proportionately from its three subdivisions as presented below.
Coating-based materials is expected to account for the lion’s share.
_

Fig 13

Estimated split of 2001F BAM sales
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Metal fibres technology
These activities are based on the following.
•

Fibre technologies. The manufacturing of fine fibres in a range of metal alloys,
mainly stainless steel, and products incorporating metal fibres in various forms
(eg, filtration medium for printers, electrically conductive and thermally
conductive textiles). An 18% rise in sales was recorded in 2000 at Bekaert
Fibre Technologies (fully consolidated).
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•

Combustion technology. This comprises products mainly based on metal-fibre
technology and metal-fibre media for low-emission gas burners. Acotech (a
50/50 JV with Belgian Shell, accounted for under the equity method) focuses
on the manufacturing of burners and metal-fibre burner mats. In 2000, sales
jumped by 25%. Furigas (51%-owned by Bekaert, fully consolidated) has
established a strong market position in the UK and the Netherlands for its premixed burner for high-efficiency central heating boilers. Only modest growth
was recorded in 2000 for this, but increased automation should lift profitability.

Coating-based advanced materials
Bekaert’s coating-related advanced materials activities consist of the following.
•

Advanced coatings. Coatings are applied to various materials by thermal
spraying (100%-owned Vanderstraeten, 75%-owned Frebek Gmbh) or
vacuum techniques (Sinvaco, 100%-owned). The latter company benefited
from demand generated for vacuum equipment for Bekaert’s project in new
solar cell production. Bekaert Dymonics (79% stake) launched Dylin, a
diamond-like nano-composite coating, which enables the adjustment of the
composition to create durable tailor-made coatings which offer high resistance
to wear and tear, adhesion resistance, electrical conductivity biocompatibility
or optical features. Bekaert holds the original rights to this technology. To
increase the geographical expansion of Dymonics, a JV was set up in
Singapore and Germany, a plant was set up in the US and a 48.7% stake was
taken in Sorevi (France).

•

Speciality films. In 1998, Bekaert and MSC/SFI established a 50/50 JV
(ISF/IST), active in the coating of films with a sputtered metallic layer. In June
2001, Bekaert acquired US-based MSC/Specialty Films Inc for $122m in cash,
thus also becoming 100% owner of the JV. MSC/SFI holds a 20% market
share in window-film activities and has an EBIT margin of 15%. Through the
acquisition, Bekaert has enhanced its vertical integration towards the endconsumer by offering more finished products. Window films are applied to
glass windows in cars as well as in residential and commercial buildings. The
combination of films and coatings makes it possible to control characteristics
such as light transmission or reflection, energy absorption and heat
permeability. The market potential of MSC/SFI’s products – certainly in
architectural applications (thanks to the energy-saving features) – is, in our
opinion, huge: the market grew historically between 15 - 20% per year and is
still in an early phase of development. MSC/SFI accounted for $58.3m sales in
2000, has a staff of 224 people and generated a pre-tax profit of $9.8m. We
expect Speciality Films to account for annual sales of c.$100m in 2002F.

•

Renewable energy. In June 2000, Bekaert reached a new milestone in its shift
to renewed technologies when it set up Bekaert ECD-Solar Systems JV (60%
Bekaert, 40% United Solar Systems Corp (US), a subsidiary of NASDAQquoted Energy Conversion Devices Inc), for the assembly and worldwide
commercialisation of photovoltaic modules and systems based on thin-film
technology. At the same time, Bekaert acquired 19% of United Solar (with the
possibility of becoming majority stakeholder by 2004). The current
manufacturing plant of United Solar has an annual capacity of 5MW of solar
cells, which is insufficient to cover current demand. A new production facility
should be completed in 2002F with five times the capacity (25MW annually).
14
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Total capex for the plant is budgeted at $50m, which should bring total
investment in the JV to $84m. All United Solar products are based on a
sophisticated multi-layer amorphous silicon thin-film solar cell developed
originally by Energy Conversion Devices Inc. This spectrum-splitting cell is
constructed of three separate amorphous semiconductor solar sub-cells, each
with a different spectral response characteristic. This allows the cell to convert
the different visible and near-infrared wavelengths of sunlight with optimal
efficiency. The thin-film cells are manufactured in a continuous roll-to-roll
deposition process. Each of the nine thin-film semiconductor layers that
comprise the cell is sequentially deposited in separate, dynamically isolated,
plasma-enhanced chemical-vapour deposition (PECVD) chambers as the
stainless-steel substrate progresses through the machine. The resulting
flexible solar panels achieve consistent, high energy output, while production
costs remain low. The thin-film materials, cell designs and manufacturing
processes are protected by more than 160 issued US patents.
Impressive product
features

Manufacturing photovoltaic products in high volumes should make them more pricecompetitive compared to conventional fuels. We believe Bekaert’s solar products have
important commercial advantages, eg, a high power-density ratio, low cost/Watt,
excellent performance and durability at high temperatures, lightweight, flexible, nearly
unbreakable, the only solar cells that do not need heavy (and breakable) glass as a
carrier.

Huge market potential
ahead

We believe many markets can be addressed with solar cells and modules.
Photovoltaic cells are increasingly being used in stand-alone signalling systems and
consumer products or to power remote regions without access to mains electricity. In
addition, governments often subsidise initiatives to promote more extensive use of
environmentally friendly energy (eg, electricity supply for residential purposes). The
market for solar cells has grown at a double-digit rate in recent years and we are
convinced that with the multiplication of the number of applications that can be
powered through photovoltaic cells, this market should continue to grow very strongly.
During 1H01, Bekaert’s solar-cells sales reached €7m (+18% YoY). However, these
sales are not expected to appear in Bekaert’s consolidated top line as the JV is
accounted for under the equity method (the United Solar participation is booked at
cost). The 1H01 contribution of solar cells to Bekaert’s results was still negative
(-€2.4m). We expect Unisolar to continue to weigh on 2002F results (-€9m) due to the
start-up of the 25MW plant and to reach almost break-even in 2003F. From 2004F on,
we expect the first net earnings to come in at an estimated €4m.

Composites
Bekaert focuses on glass-fibre-reinforced composite materials that primarily serve the
construction and transportation sectors. The features of these products make them
particularly suited for applications in corrosive environments or in seawater
desalination. Typical examples of Bekaert’s composite-based products are stairs,
handrails or safety cages (construction), transport profiles and pressure vessels
Pultrusion and filament winding are the production techniques adopted by Bekaert for
the manufacturing of these materials.
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Strategy
Away from high volume
and low margin…

In recent years, Bekaert has pursued a strategy of fundamental renewal of the group’s
business, aiming to move more high-margin products in organically growing markets.
This shift to renewal should also make the group’s overall activity less cyclical and
create higher added value, while this technology-driven activity should still be based on
Bekaert’s core competences: metal-transformation and coating technologies.
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Fig 14 Bekaert’s core competencies

Source: Bekaert
_

The above figure illustrates how Bekaert’s know-how is transformed into existing
applications and which subsidiaries are involved in these projects. Considering the
brief description of the different acquisitions (within BAM) in the previous section, it is
obvious that Bekaert has already achieved a clear refocusing regarding its
development.
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...in a quest for higher
margins and growth

We applaud this business shift in Bekaert’s strategy, as newly developed activities
substantially complement Bekaert’s current expertise, which should in turn
considerably reduce the inherent risk of such a shift. We also believe that if Bekaert
succeeds in establishing BAM as its fourth division, which in terms of sales would
represent c.11% of 2003F combined sales, it would become a major EBIT contributor
to Bekaert’s overall P&L. Figure 15 illustrates the relative importance of the different
divisions in terms of operational profitability (according to our estimates, as
management provides no divisional breakdown). We added to our divisional estimates
the net amount added by the equity-affiliated companies, as this puts the added value
of Wire activities into the correct perspective. Latin American wire operations account
for more than half of combined wire sales, and moreover, are expected to contribute
more than proportionally.
Fig 15

Estimated EBIT contribution per division (including equity affiliates)
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Source: ING Barings Research

Could BAM already
account for a quarter of
the group’s adjusted
EBIT in 2004F?

_The above chart illustrates that we forec as t BAM s houl d repr esent c.21% of the group’s 2003F adj usted operati onal r esul t, while we es timate it accounts for 12.2% of the group’s c ombined 2003F sal es.

The relative importance of BAM is expected to increase in 2003F and 2004F to 20.7%
and 24.5%, respectively, with a contribution estimated to grow by 89.6% and 44.7%
YoY, respectively. One might have expected a more drastic improvement of BAM’s
relative weight in view of the above massive growth projections. The main reason lies
in the fact that Bekaert’s main divisions (Steel Cord and Steel Wire), whose estimated
contributions should be squeezed in 2001F and 2002F, are expected to gradually
regain higher profitability levels by 2003F and 2004F and thus mask BAM’s
performance in this chart. In addition, our forecasts are based purely on organic growth
and therefore do not include further acquisitions, which are, on the one hand, likely to
happen and, on the other hand, could give BAM an additional boost.
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Financial Outlook
Short-term outlook
While Bekaert’s 1H01 results have already reflected the international economic
slowdown, 2H01F results should definitely reflect it in a more striking way. During
1H01, overall sales and volume fell 4% YoY (excluding currency exchange
differences). There were two main reasons for the shortfall in 1H01 earnings related to
Wire activities. Firstly, lower volumes in turn created price and margin pressures as
well as production inefficiencies. Secondly, Latin American operations accounted for
€9m of the shortfall in pre-tax profit, but this was primarily due to currency exchange
losses (Brazil and Chile). Weaker demand in the US and Latin America caused steelcord sales to decline by a modest 1% YoY to €310m. Asian steel-cord sales, by
contrast, managed to rise by 30%. Bekaert’s Advanced Materials sales progressed by
8% organically. All in all, Bekaert’s net current result shrank 28% to €35.9m, although it
was flattered by c.€4m thanks to currency exchange differences related to a strong
dollar (+6.8% YoY during 1H01 compared with 1H00). Approximately 28% of combined
sales are expressed in dollars.
Fig 16

Sequential evolution of Bekaert's results (1H98 to 2H01F)
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Source: ING Barings Research
_

_

Figure 16 illustrates Bekaert’s sensitivity to the economic environment. With Bekaert’s
activities generating only modest net margins, a decline in the top line has a huge
impact on the bottom line. This explains also why management is eager to reduce
Bekaert’s cyclical nature by building up its BAM division, which targets only highmargin businesses (EBIT margins above 15%). In the longer run, a more stable – and
in relative terms higher – profitability should create shareholder value.
During 2H01F, deteriorating economic conditions should severely slash the bottom
line. Bekaert’s orderbook is only 70-80% of its normal level and order inflow in the US
remains weak. Based on overall economic signs, which do not predict a material
recovery prior to 2H02F, both 2H01F and 1H02F should show low profitability levels
(estimated net margin of c.1.2%). Compared to the record high 2H00 results, the yearon-year decline should be huge (see Figure 17).
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Fig 17 2H01F financial highlights

Sales
EBITDA (after goodwill amortisation)
As % of sales
EBIT (after goodwill amortisation)
As % of sales
Equity affiliates
Net profit (group share)
Current net profit
As % of sales
EPS

2H00

2H01F

YoY evolution

860.20
117.79
13.7%
58.74
6.8%
16.89
51.95
51.71
6.0%
2.32

854.70
95.75
11.2%
22.75
2.7%
6.97
9.98
17.27
2.0%
0.77

-0.6%
-18.7%
-61.3%
-58.7%
-80.8%
-66.6%
-66.6%

Source: ING Barings Research

Traditional business
suffers from weak
demand

The US – as well as the European – economy was already slowing down prior to the
terrorist attacks in the US and order intake was already not picking up materially prior
to those events. Bekaert’s announcement at the end of November 2001 that demand
for steel cord and steel wire had substantially decreased in most of the sectors in
which Bekaert's customers are active, confirmed this view. Moreover, currency
devaluations in some Latin American countries also began to have an adverse impact
on demand. With equity-accounted affiliates accounting for 35.9% of 2000’s net profit,
the impact on the bottom line should be gigantic. Our 2H01 forecast for equity affiliates
(which also includes the currently negative contribution of Unisolar) is therefore much
more conservative (-58.7% YoY).

BAM keeps up pace

The concrete measures Bekaert undertook to counter the consequences as much as
possible lay in the reduction of on-going capital expenditures, temporary shutdown of
manufacturing plants as well as cuts in overheads. One positive highlight in current
operations was management’s confirmation that demand remains strong in its main
growth-driving activity (BAM), more specifically for solar cells and window film, which
accounts for the lion’s share in this division.
All in all, 2H01F cash flow is expected to keep up relatively well (-18.7% YoY).
However, further down the P&L, the gap with the previous year's results should clearly
widen: net current earnings are expected to fall YoY by 66.6% (to €17.2m).

Long-term financial outlook.
Departing from the idea that a material recovery of the US and European economies is
unlikely to happen prior to 2H02F and considering Bekaert’s activities relate to a vast
number of sectors (see estimates below), we believe 1H02F operations should be
more or less the same as in 2H01F, although we expect the margin pressure for the
Steel Cord division (particularly in the US) to be more explicit. As, for example, the
automotive sector is being hit by sharply declining sales, Bekaert should therefore also
suffer (partly as a supplier of components, partly as a steel-cord provider).
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Fig 18

Bekaert's estimated sector sensitivity
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Bekaert also amongst
the first to benefit from
recovery…

As an early cyclical company with about one-third of its turnover exposed to the US,
we estimate Bekaert’s 2001F and 2002F earnings should be affected by the economic
slowdown. However, as signalled by a company statement on 11 February 2002, a
slight upswing in the economy could have an immediately favourable effect on
Bekaert’s orderbook and, in turn, on its P&L. This evolution is backed by Bekaert’s
position near the start of the supply chain and by its current low inventory levels, which
are also low in the chain ahead of them. Increasing demand could then trigger a
combination of increasing volume, less price pressure and better capacity usage, all of
which in combination should lift the group’s P&L. In such a case, forecasts for 2002F
and 2003F could become subject to upward revision.
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Fig 19 Financial outlook – profit & loss statement
(€m)
Sales
% change
Other income
Total revenues
% change
Cost of sales
Operating cash flow
% of sales
Depreciation & amortisation
Operating result
% of sales
Financial result
Affiliates
Profit on ordinary activities
Extraordinary items
Income tax
Consolidation goodwill amortisation
Minorities
Net result, group share
Goodwill amortisation & discontinued items
Net result before goodwill amortisation
% change
% of sales
Dividend paid
Net cash flow
% change
% of sales

1999

2000

2001F

2002F

2003F

1,765
-0.1%
20
1,785
1.1%
1,436
246
13.8%
139
106.9
6.0%
-17
22
112
1
22
6
5
79.9
6
86.1
123.9%
4.9%
36
230.1
30.0%
13.0%

1,756
-0.5%
19
1,775
-0.5%
1,414
251
14.1%
130
121.2
6.8%
-18
34
136
-6
25
8
3
93.8
8
101.3
17.8%
5.8%
37
234.4
1.9%
13.3%

1,743
-0.7%
17
1,760
-0.8%
1,442
209
11.9%
135
73.8
4.2%
-24
15
64
1
8
11
4
42.7
11
53.2
-47.5%
3.1%
37
192.2
-18.0%
11.0%

1,781
2.2%
16
1,797
2.1%
1,469
216
12.0%
138
78.3
4.4%
-26
18
70
0
14
14
4
38.8
14
52.5
-1.4%
2.9%
37
194.5
1.2%
10.9%

1,833
2.9%
15
1,848
2.8%
1,492
241
13.1%
142
99.3
5.4%
-25
30
104
0
20
14
4
66.0
14
79.7
51.8%
4.3%
37
225.8
16.1%
12.3%

Source: Company data, ING Barings estimates
_

BAM as a top-line driver

Figure 19 illustrates Bekaert’s long-term financial outlook. Consolidated sales in 2001F
are forecast to slide by only 0.7%, due to the 46.6% estimated growth (to a large
extent external) in BAM, which masks an anticipated sales drop in the other divisions.
For 2002F, our projections depart from continued weakness for Bekaert’s cyclical
business during 1H02F, and a slight pick-up from 2H02F on. As a result, we still
expect, eg, steel-cord sales to fall by 3.1% in 2002F and BAM to be – once more –the
main top-line driver (sales +34.8% YoY, partly benefiting from full-year consolidation).

Bekaert gains from dollar
strength

Bekaert has important exposure to the dollar, with slightly more than one-third of
consolidated sales expressed in that currency. Our forecasts are based on an
exchange rate (from 2002F on) of €1:$0.90. If the dollar strengthens, eg, to €1:$0.89,
the estimated positive impact on sales would be close to €8.2m and net earnings
should surge by an additional €0.9m (or extra EPS of €0.04).
Bekaert’s cash flow tends to resist the weaker economic conditions rather well, but the
high, relatively stable level of depreciations makes the year-on-year evolution of the
EBIT level more pronounced. The affiliates, primarily related to Latin American
operations and from 2001F on to Unisolar, have also had a drastic impact on bottomline evolution. Here, 2001F’s contribution (estimated at €14.5m) is particularly weak,
but from 2003F on this item should increase as Unisolar’s negative impact (c.-€7m in
2001F) should practically vanish and improved business conditions in Brazil and Chile
could add even more to that.
All in all, 2001F and very probably 2002F should still be a transition period for Bekaert,
while the increased relative weight in overall figures of BAM and better economic
conditions could boost Bekaert’s profitability from 2003F on. Bekaert‘s profile should by
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then already be directed more towards niches in growth markets with higher margins,
reducing the cyclical nature of its results.
Fig 20 Financial outlook – balance sheet
(€m)

1999

2000

2001F

2002F

2003F

Fixed assets
Intangible assets
Tangible assets
Financial assets
Current assets
Inventories
Trade debtors
Other receivables
Other assets
Cash & equivalent
Total assets
Equity
Minorities
Provisions
Financial debt
Trade debts
Other debts
Total equity and liabilities

1,184
83
852
249
713
320
367
0
26
118
2,016
1,013
49
222
378
190
163
2,016

1,292
87
854
351
763
353
382
0
27
85
2,140
1,096
48
231
330
327
107
2,140

1,485
199
906
381
757
350
379
0
27
85
2,326
1,101
52
231
512
325
107
2,327

1,481
185
898
398
773
357
388
0
28
89
2,343
1,102
56
231
514
332
108
2,344

1,487
171
888
428
795
368
399
0
28
93
2,376
1,131
60
231
503
342
110
2,376

Source: Company data, ING Barings estimates
_

Bekaert’s sound balance-sheet structure enables them to develop their expansion in
new fields of activity. Net gearing at the end of 2000 stood at 21.5% and the flow of
new acquisitions in 2001 (eg, MSC) could be easily absolved by enhancing the longterm debt position by approximately €160m. Corresponding gearing at the end of
2001F is expected to mount to a comfortable 37%.
Free cash flow limited

The flow-of-funds statement below illustrates that the net operating cash flow remains
relatively stable over time. However, annual free cash flow is limited due to the
recurrent capital expenditure budget (approximately €100m annually) alongside the
disbursements due to external growth.
Fig 21 Financial outlook – flow of funds
(€m)

1999

2000

2001F

2002F

2003F

Operating result
Equity affiliates
Income tax
Non-cash items
Net operating cash flow
Net change in WCR
Total capex
Extraordinary items
FCF before interest/dividend
FCF after interest/dividend
Change in equity
Change in long-term financial debt

107
22
-22
139
246
-31
-195
1
21
-29
75
3

121
34
-25
130
259
31
-246
-6
38
-17
26
-29

74
15
-8
135
215
3
-338
1
-119
-181
0
160

78
18
-14
138
220
-8
-148
0
65
2
0
0

99
30
-20
142
251
-11
-162
0
79
16
0
0

Source: Company data, ING Barings estimates
_

_
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Valuation and recommendation
Bekaert’s cyclical nature make its earnings multiples surge in 2001F. Cash-flow
multiples, however, remain low (EV/EBITDA01F of 4.3x). The external growth brought
net gearing for 2001F up to a still very comfortable 37%, but limited the company’s
interest-coverage rate to 2.9x (from 5.0x in 2000).
Trading below its NAV
and very appealing
dividend yield

As Bekaert has no real comparable company, a sole and fully adequate multiple to
determine its value is difficult to define. Some elements, we believe, should, however,
be highlighted. Although it might be common for, eg, steel-makers, Bekaert’s shares
also trade below their book value. Departing from Bekaert’s current main divisions
(Steel Cord and Steel Wire), we are not surprised that this is the case. However,
moving forward, with Bekaert’s profile shifting gradually to more higher-margin
business in organically growing markets, we believe this discount to the NAV would be
wiped out and Bekaert’s valuation should be rewarded with higher multiples.
Fig 22 Ratios - key data
(x)

1999

2000

2001F

2002F

2003F

P/CF
PER
EV/sales
EV/EBITDA
EV/EBIT

4.3
11.0
0.6
4.1
9.1

4.2
9.3
0.5
3.5
6.9

5.1
17.6
0.5
4.3
11.6

5.1
17.8
0.6
4.5
11.6

4.3
11.7
0.5
3.9
9.0

Net financial debt (€m)
Net gearing (%)
Interest coverage

260
24.5
5.5

246
21.5
5.0

427
37.0
2.9

425
36.7
2.9

409
34.4
3.9

NAV per share (€)
Price/NAV

45.1
0.93

49.1
0.86

49.4
0.85

49.8
0.85

51.1
0.82

Gross dividend per share (€)
Net yield (%)

1.59
2.8

1.68
3.0

1.68
3.0

1.68
3.0

1.68
3.0

7.4

7.9

4.4

4.5

5.7

ROIC (%)

Source: Company data, ING Barings estimates

Another element, which at least sustains Bekaert’s current share price, is its high
dividend yield. Bekaert has a long track record of steadily increasing its dividend (or at
least maintaining the previous year’s level). At the current share price, the gross
dividend yield stands at 4% and there is nothing to indicate that dividend policy might
be altered. One could therefore also consider Bekaert shares as an alternative to some
fixed-income instruments. The main advantage could then be that a possible re-rating
of Bekaert shares would also dramatically enhance overall return on investment.
Our 12-month target price of €47.5 is backed by a DCF valuation, as Bekaert has no
real peer group.
DCF valuing Bekaert
shares at €47.8

Our conservative DCF points to a valuation for Bekaert of €47.8 per share and is
based on the following assumptions.
•

On the actual consolidation base, no additional external growth has been
incorporated.

•

A gross risk-free rate of 5.29% and a net risk premium of 3.80%.
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Upgraded to Buy

•

A beta of 1.30.

•

EBIT margins evolving gradually from 4.2% in 2001F up to 6.8% in 2006F,
the latter being the actual level of FY00.

•

The tax rate moving gradually up to 30% in 2004F and remaining stable
thereafter.

•

Cost of debt (pre-tax) at 7.00%, cost of equity (gross) at 10.22%.

•

We applied a PER03F of 8x (which is 42% below the group’s multiple) on
Bekaert’s equity affiliates, which also include Unisolar.

•

Long-term growth was set at 0.5%.

As a result, we upgrade Bekaert from a Hold to a Buy recommendation. In the short
term, we expect the share price to pick up gradually when signs of economic recovery
in the US appear. From a long-term perspective, we believe Bekaert’s strategic shift
should gradually become apparent to investors as well as in Bekaert’s P&L, which in
turn could trigger a re-rating.
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