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Aalberts Industries 
Recovery on the way for one-third of business 
 
 

Company update 
17 April 2014 
 

Aalberts Industries’ share price has gone through our previous €23.5 TP and we 
believe it has further to go, as we estimate that as much as 33% of the company’s 
total business is derived from typically late-cyclical markets. This includes AI’s 
EU construction-related Flow Control business, but also US Flow Control, which 
is exposed to commercial buildings, as well as part of the Climate Control 
business; these all sell products to markets that have not yet shown any real 
signs of improvement. When we also account for the many efficiency 
programmes AI launched in recent years and its high capex, we believe the 
company has more up its sleeve, despite the firm valuation levels. We raise our 
TP to €29.25 and maintain our BUY recommendation. 

A good start to the year. Aalberts Industries’ (AI) 1Q14 trading update highlighted that 
most of its business segments experienced higher YoY order intake, revenue and results 
than in 1Q13. This more or less confirms the improved macroeconomic outlook for a 
majority of its end markets. AI’s organic revenue growth over the first three months of 2014 
was similar to or slightly above the organic growth seen over 2H13. We feel comfortable 
with our 2014F top-line forecast of 5.6% (organic 5.1%). Unsurprisingly, the market 
conditions in the European construction Flow Control (FC) business remain challenging, 
explained by the late-cyclical nature of this business. This is also partly true for the FC 
Climate Control business and part of the US construction FC business exposed to the 
commercial real estate market. That said, in the current economic environment, which has 
been steadily improving, this provides additional upside to our 2014-15F forecasts.  

We maintain our BUY. Clearly, wider equity markets started a significant valuation 
multiple re-rating, which clearly also took place at AI. This implies that the single most 
important driver for AI’s further share price performance is earnings momentum. Based on 
our current 2014-15F EBITDA forecasts and applying a target 2015F EV/EBITDA of 9.0x, 
we arrive at a fair value of €27.25. That said, we look at: (1) the potential for additional 
earnings momentum if the US and European construction market recoveries accelerate in 
2015F; (2) the potential additional margin expansion from the numerous efficiency 
programmes management initiated in the past couple of years; and (3) the sizable war 
chest of €150-200m, and add €2.0 to the fair value to arrive at our new €29.25 target price. 
Our target multiple reflects a c.15% premium to the stock’s historical mid-cycle multiple, 
which is appropriate, in our view, given the stage of the economic recovery cycle. 

Forecasts and ratios 

Year end Dec (€m) 2012 2013 2014F 2015F 2016F 

Revenues 2,025 2,040 2,155 2,329 2,399 
Normalised EBITDA 296 305 335 368 382 
Normalised net profit 152 152 175 198 209 
Normalised EPS (€) 1.40 1.38 1.59 1.79 1.90 
Normalised PER (x) 17.5 17.7 15.3 13.6 12.9 
EV/normalised EBITDA (x) 10.9 10.4 9.3 8.1 7.5 
FCF yield (%) 3.7 3.4 5.2 5.5 6.4 
Dividend yield (%) 1.4 1.7 1.9 2.0 2.1 
Price/book (x) 2.7 2.6 2.4 2.1 1.9 
Normalised ROE (%) 16.6 15.0 16.1 16.4 15.5 

Source: Company data, ING estimates 
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Avg daily volume (3-mth) 168,032 
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Aalberts in six charts 
Fig 1 Revenue: Divisional breakdown for 2013 (%) 

 

Fig 2 EBITA: Divisional breakdown for 2013 (%) 
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Fig 3 Revenue: Geographical breakdown for 2013 (%) 
 

Fig 4 Revenue growth for 2008-15F (%) 
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Fig 5 Historical and mid-cycle EV/EBITDA (x) 
 

Fig 6 Historical and mid-cycle PER (x) 
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New forecasts 
Figure 7 shows our new divisional forecasts. 

Fig 7 Aalberts: Divisional revenue and EBITA forecasts (€m) 

 2007 2008 2009 2010 2011 2012 2013 2014F 2015F 2016F 

Industrial Services           
Revenue 506.0 515.2 361.0 464.8 579.2 595.2 601.3 640.4 704.4 725.6 
Revenue growth (%) 12.6 1.8 -29.9 28.8 24.6 2.8 1.0 6.5 10.0 3.0 
EBITA 58.3 42.4 (6.4) 58.1 79.8 79.6 75.6 87.1 97.6 101.2 
EBITA margin (%) 11.5 8.2 -1.8 12.5 13.8 13.4 12.6 13.6 13.9 14.0 
           

Flow Control           
Revenue 1,196.5 1,235.6 1,043.9 1,218.0 1,358.2 1,429.3 1,438.7 1,514.7 1,624.5 1,673.2 
% of total sales 20.8 3.3 -15.5 16.7 11.5 5.2 0.7 5.3 7.2 3.0 
EBITA 135.0 139.1 105.3 121.8 129.1 129.1 149.0 163.7 179.6 186.7 
EBITA margin (%) 11.3 11.3 10.1 10.0 9.5 9.0 10.4 10.8 11.1 11.2 

Source: Company data, ING estimates 

 

In Industrial Services (IS), we expect 6.5% revenue growth for 2014F, driven by a further 
gradual Eurozone recovery. AI has many Tier 1 clients (in sectors such as automotive, 
aerospace, semis and German machine building) that have a global footprint and also 
benefit from strong export demand from emerging markets and the US. Operating 
leverage is strong in the IS business (we use 25% of revenue as a proxy for cost of 
goods sold). Currently, we do not know how much the internal efficiency programmes will 
contribute, but they could lead to additional EBITA margin expansion in a growth 
environment. In the past few years, the IS business has substantially invested (capex) in 
new capacity and new production locations, which could further drive growth in the 
coming years. 

For Flow Control (FC), it is important to note that the EU construction markets remain 
challenging, which is stressed by the 1Q14 trading update and is in line with our 
expectations given construction’s late-cyclical nature. In the US construction market, the 
FC business started to see a demand pick-up in 3Q13, mainly driven by the new and 
MRO residential market. It is noteworthy that FC US has sizable exposure to US 
commercial buildings, a market that has not yet started to recover. Commercial buildings 
are late-cyclical within the late-cyclical construction market, which could provide 
additional tailwinds in 2H14F or 2015F. These dynamics also play a role in the Climate 
Control unit, which is exposed to both the US and Europe. We expect steady growth in 
the FC Oil & Gas business. On top of this, the acquisition of Nexus Valve could add 
c.0.8% growth in 2014F and 0.25% in 2015F. We expect margins to improve alongside 
the top-line increase and the efficiency programmes. 

Fig 8 EBITA margin: Industrial Services (%) 
 

Fig 9 EBITA margin: Flow Control (%) 
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Above-consensus growth forecasts 
We expect 2014F revenue to increase 5.6% YoY to €2.16bn, of which 5.1% will be 
organic and 0.55% will be due to the consolidation effect of the Nexus Valve acquisition. 
Figure 10 shows the ING macroeconomic department’s GDP growth forecasts for several 
AI end markets. The US, Germany and the Benelux, which together accounted for 51% of 
AI’s 2013 revenue, provide a weighted growth expectation of 1.1% (versus 0.4% implied 
for 2013). Refer to Figure 3 for AI’s geographical revenue breakdown. 

Fig 10  GDP growth forecasts: US, Germany and Benelux (%) 

 2013 2014F 2015F 

US 1.9 3.1 3.1 
Germany 0.5 1.8 1.6 
Netherlands -0.8 0.7 1.2 
Belgium 0.2 1.3 1.7 
Weighted 51% of AI total revenue 0.4 1.1 1.1 

Source: Company data, ING estimates 

 

If we also consider France and the UK, this captures 70% of AI’s total 2013 geographical 
revenue exposure.  

Fig 11 GDP growth forecasts: France and UK (%) 

 2013 2014F 2015F 

France 0.3 1.1 1.4 
UK 1.8 3.0 2.8 
France and UK 19% of revenue 0.2 0.38 0.4 
Weighted 70% of AI 2013 revenue 0.6 1.4 1.5 

Source: Company data, ING estimates 

 

When we perform a similar analysis on AI’s other country exposure, Eastern Europe 
represents 10% of 2013 revenue and the average 2014F GDP growth forecast for seven 
Eastern European countries is 2.1% (versus 0.9% in 2013F). For Spain, Sweden, Norway 
and the rest of Europe and the World, the blended and weighted GDP forecast for AI’s 
relevant end-market exposure is 2.12% for 2014F versus 0.98% for 2013F. In general, 
the macroeconomic growth outlook for AI’s relevant end markets looks promising.  

Cash flow and balance sheet 
In recent years, AI’s strategy has shifted somewhat from acquisitions more towards a 
focus on organic growth and internal efficiency improvements. Figure 12 shows the capex 
levels of the IS and FC divisions over 2007-13. Despite the volatile and unstable 
economic circumstances in the past couple of years, AI kept its capex budgets at high 
levels. 

In the IS division, AI expanded its sales force, as well as its engineering capabilities, new 
technologies, products and processes. On top of this, the company started greenfield 
projects in China, India and Poland. Meanwhile, it increased production at existing 
locations in Poland and the Czech Republic.  

General macroeconomic 
growth picture looks good for 
2014F and 2015F 



Aalberts Industries April 2014 

 
 

5 

  

Fig 12 Aalberts: Capex per division (€m) 
 

Fig 13 Aalberts: Capex/depreciation per division (x) 
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Source: Company data  Source: Company data 

 

AI’s reported NWC arrived at €373m, reflecting 18.3% of revenue, which compares with 
18.3% of revenue in 2012. Operating cash flow remained stable YoY excluding cash 
taxes and cash interest payments and a change in the debt position. Operating cash flow 
came in at €151.0m in 2013 versus €149.7m in 2012. There were no major changes in 
the various line items. 

Reported net debt at end-2013 came in at €480m versus €542m at end-2012 and 
€668.3m at the end-June 2013. The 2013 leverage ratio stood at 1.6x. Assuming a 
maximum leverage ratio of 2.5x, we estimate AI’s war chest is at c.€150-170m 
(depending on how much EBITDA is acquired, and the quality of this to-be-acquired 
EBITDA). This also takes into account a seasonal rise in NWC (and hence net debt 
throughout the year). The financial position is healthy and provides sufficient room to 
either acquire new technologies or positions in new end markets and/or fill in 
geographical blank spots. Note that the change in net debt from 1H12 to 2H12 was 
€126m lower at the year-end, while the change from 1H13 to 2H13 was €188m lower at 
the year-end. This was mainly explained by €97m lower NWC at end-2012 versus mid-
2012 and €126m lower NWC at end-2013 versus end-1H13. 

Fig 14 Net debt (€m) and leverage ratio (x) 
 

Fig 15 Change in six-month net debt and NWC (€m) 
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Investment thesis 
The stock performed strongly on the back of the wider equity market multiple rerating that 
took place, largely during 2013. This implied equity market re-rating incorporates an 
implicit increase in risk, as the main driver for additional share price performance is 
earnings momentum. Our current 2014-15F forecasts include a recovery in both revenue 
growth and operating margin expansion. Based on these forecasts, we arrive at a fair 
value of €27.25, with a target 2015F EV/EBITDA of 9.0x. This target multiple is a c.15% 
premium to the historical mid-cycle EV/EBITDA multiple, which is appropriate, in our view, 
given the recovery mode in a lion share of the company’s end markets. When we add the 
2014F dividend yield of 1.9%, the total return is 22%. 

Having said this, the combination of: (1) an accelerated recovery in the construction 
markets in 2014-15F potentially leading to additional EBITDA of c.€30m in FC; 
(2) efficiency improvements across the various business potentially delivering above-
average margins, adding c.€12m of additional EBITDA (+0.5% EBIITDA margin); (3) AI 
maintaining a war chest of €150-200m, which we believe could lead to an additional 
€28m of EBITDA, could add a further €4.10 to the value per share in 2015F.  

We set our TP at €29.25, which includes a target 2015F EV/EBITDA of 9.0x, and add 
€2.00 per share for the likelihood that the business performance exceeds expectations 
and attractive selective M&A takes place. 

Fig 16 Aalberts: EV/EBITDA-based valuation framework (€m) 

  2012 2013 2014F 2015F 2016F 

EBITDA  285.7 304.5 335.3 368.5 381.9 
Net debt  530.4 480.2 399.6 289.3 159.6 
Shares outstanding (m)  109.3 110.6 110.6 110.6 110.6 

       

 EV/EBITDA (x) 2012 2013 2014F 2015F 2016F 

Recorded peak multiple 10.6 22.8 24.8 28.5 32.6 35.1 
Best-case 10.1 21.5 23.4 26.9 30.9 33.3 
Positive economic outlook 9 18.6 20.3 23.6 27.2 29.5 
Mid-cycle 7.9 15.7 17.3 20.2 23.6 25.7 
Negative economic outlook 6.8 12.8 14.2 16.9 19.9 21.9 
Worst-case 5.6 9.9 11.2 13.5 16.2 18.1 
Recorded through multiple 5.1 8.5 9.7 11.9 14.4 16.2 

Source: Company data, ING estimates 
 

Fig 17 Aalberts: Historical EV/EBITDA (x) 
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We maintain our BUY and 
raise our target price to 
€29.25 
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Risks  
Although AI has very diversified end-market exposure, in terms of both industries and 
geographies, a majority of these end markets are cyclical in nature, and general GDP 
growth expectations determine the growth trends for most client categories. Hence, lower 
GDP growth forecasts could harm our EPS forecasts. AI’s strong position in wider global 
industry supply has been achieved through economies of scale and a high level of 
innovation and use of technology in its product and service offerings, which require 
constant development and therefore investment in order to protect the company’s 
position as a supplier. 
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Financials 

Year end Dec (€m) 2009 2010 2011 2012 2013 2014F 2015F 2016F 

Income statement         

Revenues 1,405 1,683 1,937 2,025 2,040 2,155 2,329 2,399 
Cost of goods sold (577) (679) (792) (827) (817) (862) (932) (960) 
Gross profit 828 1,004 1,146 1,197 1,223 1,293 1,397 1,439 
Operating costs (659) (756) (867) (901) (919) (958) (1,029) (1,057) 
EBITDA 169 248 279 296 305 335 368 382 
Depreciation & amortisation (83) (81) (85) (94) (97) (102) (109) (112) 
Impairments 0 0 0 0 0 0 0 0 
EBIT 86 167 195 202 207 233 260 270 
Net interest (35) (28) (27) (20) (21) (17) (14) (10) 
Associates 0 0 0 0 0 0 0 0 
Other pre-tax items 0 0 0 0 0 0 0 0 
Pre-tax profit 51 140 168 182 186 216 246 261 
Tax (10) (33) (36) (46) (50) (58) (65) (69) 
Minorities (0.5) (2) (0.2) (0.9) (2) (0.5) (0.5) (0.5) 
Other post-tax items 0 0 0 0 0 0 0 0 
Net profit 41 104 131 135 134 158 180 191 
Normalised EBITDA 169 248 279 296 305 335 368 382 
Normalised EBIT 86 167 195 202 207 233 260 270 
Normalised net profit 54 117 146 152 152 175 198 209 

Balance sheet         

Tangible fixed assets 494 530 565 592 616 635 656 679 
Intangible fixed assets 500 592 701 686 691 673 656 638 
Other non-current assets 20 21 17 14 20 20 20 20 
Cash & equivalents 0.1 0.1 0.1 0 0 0 0 0 
Other current assets 564 635 648 663 669 700 754 775 
Total assets 1,578 1,778 1,932 1,955 1,996 2,028 2,086 2,114 
Short-term debt 162 179 221 266 321 210 288 157 
Other current liabilities 249 339 342 328 319 337 363 374 
Long-term debt 468 415 384 265 159 190 1 2 
Other long-term liabilities 72 99 125 106 143 143 143 143 
Total liabilities 951 1,032 1,074 964 942 879 795 676 
Total equity 627 746 859 991 1,054 1,150 1,291 1,437 
Total liabilities & equity 1,578 1,778 1,932 1,955 1,996 2,028 2,086 2,114 
Capital employed 1,257 1,340 1,464 1,522 1,535 1,549 1,580 1,597 
Net working capital 316 304 320 345 358 371 398 409 
Net debt (cash) 631 594 606 530 480 400 289 160 

Cash flow         

Cash flow EBITDA 169 248 279 296 305 335 368 382 
Change in working capital 58 (55) (33) (26) (12) (14) (27) (11) 
Other non-cash items 0 0 0 0 0 0 0 0 
Operating cash flow 226 193 246 270 292 322 341 371 
Cash interest paid (35) (28) (27) (20) (21) (17) (14) (10) 
Cash taxes paid (10) (33) (36) (46) (50) (58) (65) (69) 
Net cash from operating activities 182 133 183 204 221 247 262 292 
Capex (54) (96) (237) (106) (133) (103) (112) (118) 
Net acquisitions 0 0 0 0 0 0 0 0 
Other net investing cash flows 0 0 0 0 0 0 0 0 
Cash from investing activities (54) (96) (237) (106) (133) (103) (112) (118) 
Increase (decrease) in equity 0 0 0 0 0 0 1 2 
Increase (decrease) in debt (135) (38) 12 (134) (68) (177) (189) 2 
Dividends & minority distribution (10) (6) (31) (32) (32) (34) (39) (45) 
Other financing cash flow 5 35 35 (19) (9) 0 0 0 
Cash from financing activities (140) (9) 16 (185) (109) (211) (227) (41) 
Forex & discontinued operations 0 0 0 0 0 0 0 0 
Net change in cash & equivalents (12) 27 (38) (87) (21) (67) (77) 134 
FCF 163 64 (27) 119 110 161 164 184 

 

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 2009 2010 2011 2012 2013 2014F 2015F 2016F 

Performance & returns         

Revenue growth (%) -19.8 19.8 15.1 4.5 0.77 5.6 8.1 3.0 
Normalised EBITDA growth (%) -32.9 47.0 12.6 6.0 2.8 10.1 9.9 3.7 
Normalised EBIT growth (%) -49.1 94.0 16.5 3.9 2.5 12.6 11.3 4.1 
Normalised EPS growth (%) -49.6 115.3 23.2 3.1 -1.5 15.5 12.7 5.6 
Gross margin (%) 58.9 59.7 59.1 59.1 60.0 60.0 60.0 60.0 
Normalised EBITDA margin (%) 12.0 14.7 14.4 14.6 14.9 15.6 15.8 15.9 
Normalised EBIT margin (%) 6.1 9.9 10.0 10.0 10.2 10.8 11.2 11.3 
Reported net margin (%) 3.0 6.2 6.8 6.7 6.6 7.3 7.7 8.0 
Reported ROE (%) 7.0 15.5 16.6 14.8 13.3 14.5 14.9 14.2 
Normalised ROA (%) 5.2 10.0 10.5 10.4 10.5 11.6 12.6 12.9 
ROAIC (%) 5.6 9.7 10.4 9.7 9.5 10.4 11.4 11.6 
ROACE (%) 6.6 12.9 13.9 13.5 13.6 15.1 16.6 17.0 
ROACE - WACC (%) -1.4 4.9 5.9 5.5 5.6 7.1 8.6 9.0 

Leverage & solvency         

Working capital as % of sales 22.5 18.1 16.5 17.1 17.5 17.2 17.1 17.1 
Net debt (cash)/EBITDA (x) 3.7 2.4 2.2 1.8 1.6 1.2 0.79 0.42 
Net debt (cash)/equity (%) 100.6 79.6 70.5 53.5 45.5 34.8 22.4 11.1 
EBITDA net interest coverage (x) 4.9 9.0 10.5 14.7 14.2 19.5 26.4 39.9 
Current ratio (x) 1.4 1.2 1.2 1.1 1.0 1.3 1.2 1.5 
Dividend cover (cash flow) (x) 13.0 6.4 n/a 4.0 3.8 5.3 4.8 4.9 

Valuation         

EV/revenue (x) 2.4 2.0 1.7 1.6 1.6 1.4 1.3 1.2 
EV/normalised EBITDA (x) 19.7 13.3 11.8 10.9 10.4 9.3 8.1 7.5 
EV/normalised EBIT (x) 38.7 19.7 17.0 16.0 15.4 13.3 11.5 10.6 
EV/capital employed (x) 2.6 2.5 2.3 2.1 2.1 2.0 1.9 1.8 
EV/invested capital (x) 2.5 2.3 2.1 2.0 1.9 1.8 1.7 1.6 
Normalised PER (x) 47.7 22.2 18.0 17.5 17.7 15.3 13.6 12.9 
Price/book (x) 4.2 3.6 3.1 2.7 2.6 2.4 2.1 1.9 
Dividend yield (%) 0.52 1.1 1.4 1.4 1.7 1.9 2.0 2.1 
FCF yield (%) 4.9 1.9 n/a 3.7 3.4 5.2 5.5 6.4 

Per share data         

Reported EPS (€) 0.39 0.98 1.22 1.24 1.22 1.43 1.64 1.74 
Normalised EPS (€) 0.51 1.10 1.36 1.40 1.38 1.59 1.79 1.90 
Dividend per share (€) 0.13 0.28 0.34 0.35 0.41 0.46 0.50 0.52 
Equity FCFPS (€) 1.21 0.34 (0.50) 0.90 0.80 1.30 1.36 1.59 
BV/share (€) 5.80 6.87 7.85 8.97 9.42 10.28 11.55 12.87 

Source: Company data, ING estimates 

 

Company profile Aalberts Industries has two core activities: Flow Control (63% of EBITDA in 2012), which supplies products 
for controlling liquids and gases; and Industrial Services (37%), which supplies parts and services to 
several end-markets. Its main markets are the US (19% of revenue in 2012), Germany (18%), Benelux 
(14%), France (11%) and the UK (10%). Aalberts’ EPS has recovered at a CAGR of 40% since the 
downturn in 2009. 
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PRICE & RATINGS HISTORY TO 02/04/14: AALBERTS INDUSTRIES (AALB.AS) 

H
B

10
12
14
16
18
20
22
24
26
28

1/4/11 1/7/11 1/10/11 1/1/12 1/4/12 1/7/12 1/10/12 1/1/13 1/4/13 1/7/13 1/10/13 1/1/14 1/4/14

Price Target price
 

B = Buy; H = Hold; S = Sell; NR = Not Rated; R = Restricted 
Chart shows ING coverage: current analyst may or may not have covered the stock for the entire period shown 
Where ING coverage is longer than three years, chart shows recommendation current at start of the share price history Source: ING 
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