
 
 

 

23 September 2015 

EDISON QUICKVIEWS ARE NORMALLY 
ONE OFF PUBLICATIONS WITH NO 
COMMITMENT TO WRITING ANY 
FOLLOW UP. QUICKVIEW NOTES USE 
CONSENSUS EARNINGS ESTIMATES. 

QuickView 

Acquisition of EDAC’s composites division 

In double-quick time Meggitt has developed a strong position in the 
aerospace composites market, focusing on civil engine components and 
structures. The rapid capital deployment into this high-growth segment 
should improve perception following recent travails, and start to move 
focus away from the issues at the smaller oil & gas exposure at Heatric. 
The recent acquisitions are a reinforcement of Meggitt’s aerospace 
credentials and should lead to some recovery in the rating decline seen 
over the last two years. 

Meggitt growing in civil aero composites 
Following on from the $200m acquisition of Cobham’s advanced composites 
business in mid-August, Meggitt is acquiring the composites division of EDAC for 
$340m. Both are to be integrated into Meggitt Polymers & Composites (MPC). The 
latest acquisition has 579 employees generating FY15 revenues of $104m from 
four manufacturing sites in North America. FY15 EBITDA is expected to be just 
over $25m, leading to an EBIT margin of 22.5%, slightly above FY14 and well 
above existing MPC margin levels. 85% of the EDAC business is civil aero engine 
related. Revenue growth in the current year of 15% is likely to be broadly sustained 
as the new civil engine programmes are ramped up, notably CFM’s LEAP and Pratt 
& Whitney’s PurePower variants for the narrowbody market. The ramp-up requires 
significant manufacturing capex over the next two years of around 10% of sales.  

Broadens the exposure to civil aero growth 
When completed, the two acquisitions in combination substantially alter the scale of 
MPC and its exposure to civil market growth. The challenge for Meggitt is to 
manage the ramp-up in civil aero engine programmes and create value from what 
are optically quite high acquisition multiples. From a financial perspective, the 
purchases have also consumed the bulk of the available balance sheet capacity for 
M&A activity. Year-end net debt to EBITDA is expected to be around 2.1x so the 
share buyback programme has been suspended, at least until the year end. 

Valuation: Impetus for a rating recovery 
Meggitt shares have traded in the 450-500p range for much of the last six months 
due to the energy issues, with the organic and acquired developments in the group 
failing to kick-start the shares in a difficult wider stock market. The shares continue 
to trade at a 10-15% discount compared to other civil aero exposed stocks, but that 
gap may narrow if Meggitt successfully executes on the volume ramp-ups. 
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Business description  

Meggitt is a global engineering group specialising in 
extreme environment components and smart 
subsystems for aerospace, defence and energy 
markets. 

 

Bull 
 Exposed to growing new civil aircraft demand. 

 Robust aftermarket exposure. 

 Strong FCF. 
 

Bear 
 Heatric growing pains continuing. 

 Defence market growth subdued.  

 Share buyback suspended. 
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Consensus estimates 
Year 
end 

Revenue 
(£m) 

PBT 
(£m) 

EPS 
(p) 

DPS 
(p) 

P/E 
(x) 

Yield 
(%) 

12/13 1,637.3 377.8 37.5 12.75 12.4 2.7 
12/14 1,553.7 328.7 32.5 13.75 14.3 3.0 
12/15e 1,675.0 322.1 35.1 14.90 13.2 3.2 
12/16e 1,749.0 348.8 38.1 16.10 12.2 3.5 
Source: Company reports; Bloomberg 
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Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research 
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Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is issued in Australia by Edison Aus 
and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States by Edison US to major US institutional 
investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition of investment adviser under Section 
202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in which we believe our 
readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in any manner whatsoever 
as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison's solicitation to effect, or attempt to effect, any transaction in a 
security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are "wholesale 
clients" for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities 
mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this 
document. A marketing communication under FCA rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to 
any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any investment business and, accordingly, does 
not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this 
report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and 
sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future 
performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known 
and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. For the purpose of the FAA, 
the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or disposing (including refraining 
from acquiring or disposing) of securities. The distribution of this document is not a "personalised service" and, to the extent that it contains any financial advice, is intended only as a "class service" provided by Edison 
within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To the maximum extent 
permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any of the information 
contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited ("FTSE") (c) FTSE [2015]. "FTSE(r)" is a trade mark of the London Stock 
Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability 
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