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Weir Group Plc (The)
Weir's 1H results broadly in line with expectations; Baa3
negative unchanged

On 28 July 2016 Weir Group Plc (Weir, Baa3 negative) reported its first half (1H) results,
which are broadly in line with our expectations. Its long term Baa3 rating with negative
outlook as well as its short-term P-3 ratings remain unchanged.

Weir's Minerals division posted again strong results - slightly above our expectations - in an
environment that continues to be very challenging with further miners' capex cuts despite
some recovery in gold, iron ore and copper prices. The division's revenues increased by 3% in
1H 2016 year-on-year, with original equipment revenues growing 19% on like-for-like basis,
supported by a strong performance of new GEHO product line as well as some brownfield
project wins. Aftermarket revenues, however, declined by 2% on like-for-like basis, owing to
some extended mine shut downs and customers' destocking. We still believe that production
volumes for Weir's key minerals will hold in the next 12-18 months, which should support
aftermarket business, even if increasing pricing pressure persist. The division's operating
margins improved to a very healthy level of 19.5% from 18.4% in 1H 2015, benefiting from
previous restructuring efforts and procurement savings.

In contrast, Oil and Gas division's performance is slightly below our expectations. The
division's order intake was roughly 40% down year-on-year, both for original equipment
as well as aftermarket, which continues to suffer from ongoing destocking and asset
cannibalisation. Even though the number of oil rig counts seems to have reached the bottom,
it still remains very low and (Brent crude) oil prices at around mid $40 currently do not seem
to trigger material pick-up in activity. As such, visibility for the business still remains very low.
The division is currently loss making on an operating profit level, but still generates modest
positive cash flows thanks to release of working capital and good inventory management.
Weir expects a modest pick up in activity from late 2016, which could lead to a return to
positive operating profit on the back of reduced underutilisation. Our previous forecast of
around 20% decline in the division's revenues and low-to-mid single digit operating margin
for 2016, albeit still possible, might be challenging to achieve.

Flow Control's business was affected by ongoing economic uncertainty and low oil and
gas prices, which led to customers taking a cautious stance, project delays and increasing
price competition. As a result the division's order intake went down by 15% year-on-
year, with a book to bill ratio at 1.04x. The division's revenues were however flat year-on-
year. Operating margin went up to 8.8% in 1H 2016 from 7.5% in 1H 2015 on the back of
improved operational performance and strong cost control.
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We recognise that headroom under Weir's 3.5x net debt/EBITDA covenant has been slightly better than we expected (2.8x as of June
2016 versus expected around 3.0x), which alleviates some negative pressure from the rating. This was partially owing to almost 50%
up-take on scrip dividend scheme, which provided roughly GBP30 million savings as well as sale of GBP50 million assets under its
GBP100 million asset disposal programme. Operating cash flows remained good in 1H 2016 at around GBP100 million, even though
they weakened substantially year-on-year (around GBP160 million) on the back of lower profitability as well as lower release of
working capital.
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