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The Weir Group (LSE: WEIR) – BUY at target price $40 (+%) 
 

 
 

I recommend to BUY the Weir Group at $26.4 for a 39% upside to end of 
2017 (11.5% IRR including dividends). Further upside beyond that can also 
be expected based on the compounding nature of the business. The thesis 
is driven by Weir’s strong market position based on significant moats and 
an ever-increasing installed base that drives high-margin aftersales. The 
market is currently undervaluing Weir on the back of the slump in world 
commodity prices, but even at a total implosion in O&G and mining CAPEX 
Weir is interesting at this price point. Furthermore, the market does not 
appear to fully appreciate that a slump in commodity CAPEX spend will drive 
up Weir’s share of high-margin aftersales, thus mitigating the profitability 
impact of a topline decline. Finally, there is significant optionality in a 
commodity price rebound: when the CAPEX cycle turns Weir will be in a very 
strong position to capture the upside.  

 

1. SEARCH PROCESS: I have been following Weir for some time on the basis 
of their strong business model, high moat and compounding characteristic. These 
are qualities I don’t see every day in a business, so when I find one that sport them 
I tend to continue to keep an eye on them. The market has also appreciated Weir’s 
business over the past couple of years, however, and the security has not been 
cheap. This changed recently as the drop in commodity prices caused the market 
to discount Weir’s prospects quite significantly. I see this 
as an excellent opportunity for a long term value investor 
to buy in to a high quality business at a low price. 

  
2. BUSINESS DESCRIPTION: The Weir Group is a 

leading global engineering solutions provider focused 
on designing, manufacturing and supplying innovative 
products and expert engineering solutions. The Group 
was founded in 1871, is headquartered in Glasgow UK 
and has more than 16,000 employees operating in 70 
countries through more than 200 manufacturing and 
service facilities. Weir operates in 3 segments: 

The Minerals segment designs, manufactures, and 
supports products for mining and minerals processing 
including comminution, slurry transportation and mine 
dewatering; sand and aggregates; and oil sands. Its 
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products include pumps, hydrocyclones, valves, dewatering equipment, wear-
resistant linings, rubber products, crushers, and screening machines. See Figure 
1 in the Appendix for products pictures. 

The Oil & Gas segment provides products and service solutions for upstream, 
production, transportation, refining, and related industries. It offers upstream 
products, such as pressure pumping equipment and services, pressure control 
products, and rental services; downstream products, including pumps and spare 
parts for refining and petrochemical industries; engineered mechanical and 
rotating equipment repairs and upgrades; oilfield and drilling equipment repair and 
certification services; and asset management and field services. See Figure 2 in 
the Appendix for product pictures. 

The Power & Industrial segment designs and manufactures valves, pumps, and 
turbines, as well as provides specialist and support services to the nuclear, 
conventional and renewable power generation, water and wastewater, mid and 
downstream oil and gas, and general industrial processes. See Figure 3 in the 
Appendix for product pictures. 

 

3. MOATS: Based on an analysis of the Weir asset value (replacement cost) 
versus its earnings power, the company sports competitive advantages since 
earnings power >> asset value under conservative assumption. See Figure 4 in 
the Appendix for full details. The advantages arguably encompass both to a 
superior management team and significant moats. The management team will be 
evaluated in section 7 below. When it comes to moats, Weir is arguably the highest 
quality manufacturer and global leader in an industry that manufactures highly 
complex critical components for heavy industry. Furthermore, it has a significant 
and growing installed base that drives captive, high-margin aftersales.  

Leadership in highly complex manufacturing niche: 
Weir manufactures highly engineered products for 
miners, O&G companies, power plants and heavy 
industry. The products are typically critical in the sense 
that operations would stop if they malfunction. The cost 
of stopping operations for even a short time period far 
outweighs the cost of Weir’s products, and so 
customers are incentivized to spend money on quality 
engineering. The products in question are highly 
complex to both design, engineer and manufacture, 
and it would take considerable resources to build up an 
operation that matches Weir’s capabilities. Weir is 
widely known as the industry leader across most of the 
products they supply. This provides a significant moat 
against for the business.  

Installed base: Weir’s business model revolves around selling Original 
Equipment (OE) at relatively low margins (operating margins of around 12%) to 
increase the installed base on which they can churn aftersales at high margins 
(operating margins of around 21%). Given the company’s long track record of 
being best in their field, the Weir installed base at this point is significant. The 
products in question are heavy duty machinery that are subject to a lot of wear and 
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tear. Typically they drive aftersales of 
between 20 and 100% of OE price every 
year. The large installed base can therefore 
be considered a further moat for Weir: more 
than 65% of their revenue is aftersales and 
thus captive in the sense that they are the 
only firm that supplies spare parts to their 
own machinery.  

 

4. MARKET: The Total Addressable 
market for Weir in terms of heavy duty 
engineered machinery is large. See Figure 
5 in the Appendix. However, Weir is 
focusing on attaining in niche segments. 
Given their competitive advantages (see 

above) Weir has been quite successful in attaining market leadership across the 
niches they play on the back of innovation and their global capacity. 

The market generally 
tracks global commodity prices 
quite closely. Miners and O&G 
field operators typically adjust 
CAPEX spending rather swiftly 
depending on price 
expectations. The recent drop 
in commodity prices (see 
Figure 6 in the Appendix) has 
thus led to expectations of 
significant CAPEX reductions 
across the base of Weir 
customers. As is evident from 
the chart on the right, Weir 
share price tracks world 
commodity prices closely on 
the downside on the back of expectations that CAPEX spend will be fall in the near 
future. Though CAPEX spend on OE likely will take a heavy hit, Aftersales CAPEX 
is required to continue operations on fields and in mines already in existence. 
Since those are operating on marginal costs, a continued slump in commodity 
prices will have less of an impact.  

 

5. THESIS: The market valuation of Weir assumes a severe downturn in 
customer CAPEX spend leading to a topline implosion. Even at significantly 
depressed market growth trajectories, however, there are limited further downside 
to Weir’s share price at this level. The graph on the left outlines the growth 
trajectories the market values in for Weir to 2018. This is excessive. Given demand 
trajectories for the relevant commodities going forward (see Figure 7 in the 
Appendix) there appear to be a disconnect between market implied topline growth 
of Weir and the underlying commodity prices that drives CAPEX spending. A more 
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realistic scenario (still significant 
negative growth, but more in tune 
with what can be implied based in 
the forward spot prices in Figure 7) 
yields an upside in the stock of 
roughly 50% over the same period. 

The key behind the thesis lies in 
the combination of a strong moat, a 
compounding business model and 
a market pricing in a cataclysmic 
scenario in mining and O&G 
CAPEX spend. Though short term 
CAPEX levels are likely to decline 
from current peaks, the magnitude 

of the decline is likely to be smaller than what the market prices into the Weir stock 
at present. Furthermore, since OE CAPEX is likely to drop a lot more than 
Aftersales CAPEX, the Weir revenue split will be driven more towards high-margin 
aftersales. This will dampen the blow from a topline decline. Finally (and arguably 
most importantly), the commodity cycle is likely to eventually rebound, bringing 
with it both a new increase in CAPEX spending and the subsequent elevation of 
Weir’s prospects. At the current price, Weir has marginal downside and should be 
an excellent prospect for the patient value investor. Beyond this, further optionality 
exist in Weir pursuing a larger share of the TAM, either through greenfield 
expansion on the back of their industry-leading engineering capabilities, or through 
M&A (Weir has a history of successful M&A – see Figure 8 in the Appendix for an 
overview). 

 

6. VALUATION: Under a more realistic scenario than the current market view, 
Weir has a roughly 50% upside to 2019 based on a NTM EBIT multiple of 11x and 
a NTM FCF multiple of 17.7x. Including dividends that would yield an IRR of 11.5% 
over the period. The 11x EBIT valuation is both below current levels of 11.5x and 
5-year averages of 11.8x. Based on Weir’s fundamental high quality of business 
and a normalized long 
term growth rate of mid-
single digits (roughly in 
line with world GDP 
growth), 11x is a 
sensible valuation. It 
corresponds to a 9% 
yield which is defensible 
given the business 
quality, high moat and 
compounding 
characteristic, even as 
the long term growth 
prospects are only 
average. 
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7. CATALYSTS: The valuation is based on Weir’s character as a strong multi-
year compounder currently trading at levels that do not appreciate the business 
quality and prices in a slump in demand that is extremely pessimistic. As such, it 
is an excellent value investment in the Buffet spirit in that you would be buying a 
fundamentally great business at a very good price. The upside is connected to 
Weir’s compounding nature on the back of a strong competitive advantage. This 
will continue to drive profitability in the future as it has done in the past. As such, 
no specific catalyst is required for the thesis to work: the patient investor will be 
rewarded in the long term on the back of a profit expansion. However, catalysts 
that could accelerate a shorter term spikes in the Weir share price include a 
commodity price rebound and Weir over-performance relative to Street 
expectations. 

 

8. MANAGEMENT: The Weir management team led by Keith Cochrane (see 
Figure 9 in the Appendix for his bio) has shown themselves as extremely potent 
and quite shareholder friendly. They have an excellent track record of capital 
allocation, led by a clear capital allocation policy that states “Capital allocation: We 
will encourage capex in pursuit of our growth ambitions subject to Internal Rate of 
Return (IRR) and achievement of Group free 
cash flow targets. Planned IRR on capital 
expenditure projects should not be less than 
20%”. The quality of the management is evident 
in the amazing share price trajectory relative to 
the market from 2008. This has not been 
achieved on the back of high leverage or 
speculative M&A, but rather by realizing the 
compounding nature of the business and shifting 
the model towards selling OE at low margins to 
increase the installed base on which they can 
churn high-margin aftersales (see Figure 10 in 
the Appendix for further information). The 
management team is furthermore highly aligned 
with shareholders: Keith Cochrane holds stock 
equaling 750% of his base salary, and bonus 
targets are based 1/3 on EPS growth, 1/3 on 
ROCE improvement and 1/3 on total 
shareholder return versus engineering firm peer 
group (see Figure 11 of the Appendix). 

 

9. RISKS: The key risk to the thesis is that CAPEX spending declines more 
than expected and stays depressed for a very long period of time. The likelihood 
of this scenario is not very high, though, given world fundamental demand for 
commodities and O&G. Shorter term volatility in commodity price levels is nothing 
new, and extractors have a tendency to scale CAPEX spending up and down fast. 
A short term slump in Weir’s prospects should thus be viewed as an opportunity to 
buy a great stock at a low price rather than as a fundamental deterioration of the 
business model. 
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Figure 1 – Weir Minerals product examples 

 
Source: Weir webpage 
 
Figure 2 – Weir O&G product examples 

 
Source: Weir webpage 
 
Figure 3 – Weir Power and Industrial product examples 

 
Source: Weir webpage 
 
Figure 4 – Weir Earnings Power calculations 
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Source: Weir annual reports 
 
Figure 5 – Weir estimated TAM 

 
Source: Weir webpage; Weir annual reports; Societe Generale; Redburn; 
Deutsche Bank 
 
Figure 6 – Commodity price development 

 
Source: World Bank 
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Figure 7 – Commodity Futures 

 
Source: Bloomberg 
 
Figure 8 – Weir M&A history 

 
Source: Weir annual and half-annual reports; Weir webpage; Factiva 
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Figure 9 – Management profiles 

 

 
Source: Weir annual and half-annual reports; Factiva 
 
Figure 10 – Weir shift of strategy to Aftersales 

 
Source: Weir annual reports 
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Figure 11 – Weir remuneration policy 

 
Source: Weir annual reports 
 
Figure 12 – Weir footprint 

 
Source: Weir investor report 
 
Figure 13 – Mineral segment value chain 

 
Source: Metso; Company webpage 
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Figure 14 – O&G segment value chain 

 
Source: PacWest; Weir webpage 
 
Figure 15 – Case studies 

 

 
Source: Weir investor day presentations 
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Figure 16 – Comps 

 
Source: Weir annual reports; CapitalIQ 
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Figure 11 – Model 

 

 

 

 

 


