WESCO
International Inc (WCC)

Company’s Profile
WESCO International, Inc. was
founded in 1922 and is
headquartered in Pittsburgh,
Pennsylvania.
WESCO International, Inc.
distributes electrical products and
other industrial maintenance,
repair, and operating supplies.
WESCO operates branches and
distribution centers in the United
States, Canada, Puerto Rico, Guam,
Mexico, the United Kingdom, and
Singapore, which serve customers
worldwide.
Overall, WESCO has operations in
17 countries around the world,
partnering with many Fortune
1,000 companies that need a global
strategic partner to efficiently and
consistently support their
operations wherever they are
located.
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Further, the company
provides supply chain
management and logistics
services; and value-added
services in the areas of
construction, e-commerce,
energy and sustainability,
engineering, production
support, safety and security,
supply chain optimization,
training, and working capital.
The company serves industrial
firms, electrical and data
communications contractors,
utilities, commercial
organizations, institutions,
and governmental entities.
Sector: Industrials
Industry: Industrial
Distribution
Full Time Employees: 9,100

VALUATION METHODOLOGY
Method 1:
Method 2:
Method 3:
AVERAGE:

$ 59.70
$ 51.79
$ 57.73
$ 56.41

FINANCIAL SUMMARY
(12/31/2017):
Revenues:
EBITDA:
Net Income:

$ 7,679,021
$ 375,007
$ 163,133

MARKET DATA
Market Cap:
$ 2.83B
Enterprise Value (Aug 17, 2018):
$ 4.08B
Enterprise Value/EBITDA:
10.89x
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Stock Performance

FINANCIAL ANALYSIS
SOLVENCY RATIOS
LTD/Total Capitalization: 38.9%
Interest Coverage:
4.87x
LTD/EBITDA:
3.46x

PROFITABILITY RATIOS
Gross Margin:
EBITDA Margin:
EBIT Margin:
ROA:
Gross Return on Assets:
ROE:

19.1%
4.9%
4.3%
3.8%
7.5%
8.5%

WESCO International Inc’ Top Competitors:

Anixter is perceived as one of
WESCO’s biggest rivals. Anixter
was founded in 1957, and its
headquarters is in Glenview,
Illinois. Like WESCO International,
Anixter also works within the
Electronic Equipment field. Anixter
has 200 fewer employees than
WESCO Distribution.

Rexel is one of WESCO
Distribution's top competitors.
Rexel is a Public company that was
founded in Paris, Île-de-France in
1967. Rexel operates in the Heavy
Electrical Equipment industry.
Rexel has 17,900 more employees
vs. WESCO Distribution.
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Financial Analysis FY17 v FY16
Operations Results:
The following table sets forth the percentage relationship to net sales of certain items in our Condensed
Consolidated Statements of Income and Comprehensive Income for the periods presented:
2017

2016

100.0%

100.0%

Cost of goods sold (excluding depreciation and amortization)

80.7

80.3

Selling, general and administrative expenses (1)

14.3

14.3

Depreciation and amortization

0.8

0.9

4.2

4.5

0.9

2.71

3.3

1.8

Net sales

Income from operations
Net interest and other
Income before income taxes

1.2
0.4
2.1%
1.4%
Net Sales in 2017 increased 4.7% to $7.68 billion, compared with $7.34 billion in 2016. Foreign exchange
rates and acquisitions positively impacted net sales by 0.4% and 0.2%, respectively, and were partially
offset by a 0.4% impact from the number of workdays, resulting in organic sales growth of 4.5%.

Provision for income taxes
Net income attributable to WESCO International

•

•

Cost of goods sold increased 5.2% in 2017 to $6.19 billion, compared with $5.89 billion in 2016. Cost of
goods sold as a percentage of net sales was 80.7% and 80.3% in 2017 and 2016, respectively. The increase
was primarily due to geographic mix and competition.

•

Selling, General and Administrative ("SG&A") Expenses increased by $50.5 million, or 4.8%, to $1.10 billion
in 2017. As a percentage of net sales, SG&A expenses were consistent at 14.3% in 2017 and 2016. SG&A
expenses increased primarily as a result of higher variable compensation expense.

•

Net Income. Net income increased by $62.0 million, or 61.3%, to $163.1 million in 2017, compared to $101.1
million in 2016. The increase in net income was primarily due to the loss on debt redemption recognized
in 2016 as a result of the early redemption of the 2029 Debentures and an increase in net sales, partially
offset by higher cost of sales, SG&A and income tax expenses. Adjusted net income for the year ended
December 31, 2017 and December 31, 2016 was $189.6 million and $183.8 million, respectively.
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Cash Flow:
•

Operating Activities. Cash provided by operating activities for 2017 totaled $149.1 million, compared with
$300.3 million of cash generated in 2016. Primary uses of cash in 2017 included a $119.0 million and a $113.0
million increase in inventory and trade receivables, respectively.

•

Investing Activities. Net cash used in investing activities in 2017 was $5.3 million, compared with $70.5
million of net cash used in 2016. Capital expenditures were $21.5 million and $18.0 million in 2017 and
2016, respectively.

•

Financing Activities. Net cash used in financing activities in 2017 was $141.2 million, compared with $276.3
million in 2016.

•

As a result of the above, change in cash flow for FY 2017 was +$7.8 million vs -$50.1 in FY 2016.

Leverage:
•

Total debt decreased from $1,464MM in FY16 to $1,459MM in FY17.

•

Interest coverage ratio in 2016 more than doubled to 5.48x compared to the previous year due to lower
debt.

•

Total Debt/Capitalization slightly decreased from 42.7% to 40.8%.
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Ratio Analysis

HANNA UMETS | Wesco International Inc.

6

Projections Analysis Assumptions
Revenue:
Total historical Revenue growth ranges from -4.70 % to 5.41% with less than 1% on average. Based on the
company’s performance in the last two years, and the last twelve months in particular, it is safe to assume the
growth to be no less than 3% in 2018, 4% in 2019 and 5% going forward.

EBITDA:
Historically, EBITDA has been about 5-6% of
revenue. This percentage is projected to increase in
constant proportion at 5.72% of revenue.
There is a clear historical trend of slightly
decreasing levels Gross Margin, which suggests that
even at rising revenue growth levels, COGS are
increasing disproportionally higher. Growth margin
overall is projected to remain flat at 20% of revenue,
which is about the average number.
Similarly, Operating Expenses will stay at 15%
level of revenue over the tenor, which represent the
average number of historical levels.

Other Assumptions:
Capital expenditures and depreciation will be
consistent with the historical levels of 0.72% and 0.30%,
respectively.
Interest payments are projected to be 4.68% of
debt outstanding.
Total Debt/ EBITDA ratio is expected to
constantly decrease through the projected years to 1.79x
in 2023. EBIDA/Interest Coverage Ratio as well as
EBIT/Interest Coverage Ratio are projected to increase
to 11.18x and 9.77x respectively as a result of declining
total debt and increasing levels of EBIT and EBITDA.
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Projection Analysis
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Valuation analysis

Valuation Analysis Discussion:
Comparing Wesco International Inc.’s current trading Enterprise Value with the trading EV of its peers, Wesco is
just slightly overvalued than the average of the three companies (Anixter, W.W. Grainger, Arrow Electronics).
Wesco’s multiple of 10.89x, however, is very close to the average unlike Anixter, for instance, which multiple is
way below the average. Overall, Method 2 suggests that Wesco’s EV based on Average EBITDA multiple is $3.7B
compared to current trading EV of $4.1B.
DCF Analysis shows that Wesco’s EV based on this method is $3.99B, which is about the same as trading levels.
Considering the company will sustain projected growth levels at 3- and potentially 5% in the future, all else
equal, the company’s valuation is very close to the trading level. However, based on the historical evidence,
Wesco’s levels of growth have been negative in the past. In that case the value of the company will be lower,
which implies higher volatility and risk. And if the company outperforms its expectations (as it did during the
last quarter), it will be positively reflected on the price of the stock.

Valuation results
Therefore, the recommendation would be to hold/sell the stock as the company, as shown below, is slightly
overvalued at trading levels. The average of the three methods suggests that the fair price of the stock should be
$56.41 compared to the trading price of $59.70.
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Appendix
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Income Statement
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Balance Sheet
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Cash Flow Statement
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