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Manitowoc Cranes Q1 2019: Fear of Cycle Risks Outweigh Capital 
Allocation Focus 
By Alex Jones 
alex.jones@porterstreetresearch.com 
 
Executive Summary 
 
➢ Manitowoc delivered 147bps of gross margin expansion in the first quarter as a result of price 

increases, improved sales mix and strong aftermarket revenues. The company delivered its 8th 
consecutive quarter of Adj. EBITDA margin expansion and margins have gone from -0.1% to 6.9% on 
a TTM basis over the last two years 
 

➢ Successfully raised $300mn of Senior Secured Second Lien notes due 2026 priced to yield 9% to 
replace its high cost, 14% debt due in 2021. 2019 guidance assumes $30mn in interest expense 
down from $39 in 2018. By year end, Manitowoc’s interest coverage ratio should be over 4.0x 

 
➢ In May, the board announced a $30mn share buyback (equal to about 6% of shares outstanding)  

 
➢ Management all but guaranteed that Manitowoc is in the market to acquire businesses to increase its 

mix of aftermarket and recurring revenue from 20% of revenue towards 25-30%  
 

➢ The outlook for orders and revenue growth remains mixed even as Manitowoc raised 2019 revenue 
guidance on the back of strong orders in Q2 from the Bauma trade show in April. Given the weakness 
in shares and concerns about top-line growth, we acknowledge that outside of any quickly funded, 
large scale US infrastructure plan, shares could remain weak and underperform in the near term 

 
➢ We are maintaining our long term buy on Manitowoc given its opportunities for self-help on cost 

initiatives, the pace of new product introductions and increased market share, even in a slow to 
recover crane market. Lean transformation’s like the one Manitowoc is going through take time. We 
believe the steps management is taking will lead to gross margin expansion, high incremental 
margins, better working capital management and a shift in investor focus toward free cash flow 
generation and uses of cash in the coming quarters and years 
 

 
Note: All data as of 5/29/19 unless otherwise noted 
 

Key Stats Porter Street Estimates 2018 2019 2020 2021

Ticker MTW Revenue $1,847 $1,932 $1,990 $2,050

Price 14.3$         Y/Y Growth 4.6% 3.0% 3.0%

52wk High 45.0$         Adj. EBITDA 116.5$         141$            170$            187$            

52wk Low 13.7$         Margin (%) 6.3% 7.3% 8.6% 9.1%

Shares Outstanding (mn) 35.5           Adj. EBIT $63 $90 $133 $150

Market Capitalization 509$          Adj. EPS 1.29$           2.35$           2.73$           

Total Debt 342$          P/E 11 6 5
Cash 49$            

Enterprise Value 802$          EV/EBITDA 2018 2019 2020 2021

Porter Street 6.9 5.7 4.7 4.3

Recommendation Consensus 6.9 5.9 5.2 5.1

Equity FCF Yield 2018 2019 2020 2021

Porter Street 11% 19% 16%

Debt/EBITDA 2018 2019 2020 2021

Porter Street 2.9 2.4 2.0 1.8

Fair Value
2018 2019 2020 2021

PE Ratio

13 N/M 16.8$           30.5$           35.5$           
Upside 17% 113% 147%

IRR 17% 46% 35%

BUY Manitowoc (Ticker: MTW)   

mailto:alex.jones@porterstreetresearch.com
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Q1 2019 Results: Standout Results and Momentum Against Poor Industry Backdrop  
 
Q1 2019 highlights are listed below: 
 

➢ Revenue up 8% in Q1. Gross Margin up 147bps on y/y basis to 19.2% the highest level since 
Q2 2017. Partially driven/distorted by standard cost accounting and absorption effects from 
inventory build in Q1 

➢ Orders down 18% y/y. Book to bill at 1.06. Backlog up sequentially to $694mn 
➢ Adjusted EBITDA of $29.6mn and $128mn for Q1 and on a TTM basis. Adjusted EBITDA 

margin up for eight consecutive quarter at 7.1% and 6.9% on a TTM basis. Incremental Adj. 
EBITDA margin in Q1 of 39% 

➢ Year-end cash balance of $49mn vs $319mn long term debt. Cash reduced by $75mn as 
Manitowoc paid off its AR securitization facility. This use of cash will cause cash from 
operations for full year 2019 to be a use vs. an estimated (+) $50mn on an operating basis 

➢ Debt/EBITDA on TTM basis of 2.7X. Manitowoc has re-financed its ABL and accounts 
receivable facilities and in March re-financed its 2021 notes with new 9% Sr. Secured Second 
Lien notes due 2026. 2019 interest expense guided to be $30mn, down 27% from 2018 

➢ Adj. EBITDA/Interest coverage of 3.1 and we anticipate it to be> 4.0X at new re-financed rate 
by year end 

➢ Management confirmed that new tariffs implemented on Chinese goods are having zero 
impact on their business 

 
Outlook/Guidance 
 

➢ Manitowoc raised revenue guidance following strong first quarter performance despite a 
weakening in orders. At the midpoint management now expects to generate: 
 

o $1.935bn in revenue, $140mn Adj EBITDA (7.2% margin) and $1.1-$1.25 in EPS. 
Shares now trade at an implied 12X EPS and 6.0X EBITDA multiple 

 
Against what continues to be a difficult operating environment for industrial companies, Manitowoc 
delivered strong operating performance on an absolute basis and relative to peers. Despite the negative 
headlines, trade wars and tariff concerns, Manitowoc delivered its 8th quarter in a row of improved Adj. 
EBITDA margins.  While the macroeconomic environment continues to be cloudy and possibly 
deteriorating, Manitowoc continues to execute. Current management’s ability to deliver operationally and 
the impact of Lean is becoming too obvious to ignore. Put simply, our confidence as to when Manitowoc 
will be operating at double digit operating margins is low – however, our confidence that they will deliver 
only continues to increase. With the announcements of a $30mn share re-purchase and Manitowoc’s 
intent to acquire additional businesses focused on recurring revenue and aftermarket sales, for the first 
time in a report we get to assess management’s capital allocation priorities.  
 
Leaning the Pack 
 
Three years into its Lean transformation Manitowoc has begun to separate itself from US peers. Terex 
has thrown in the towel on its crane business. With the sale of its Demag brand to Tadano announced 
last quarter and covered in our Q4 and Full Year 2018 Update, Terex has put its remaining crane 
businesses into the “other category” on its segment breakouts. The exhibits on the following page tell the 
story. Terex’s crane segment has struggled to operate above break-even and sales are still 20% below 
2015’s prior cyclical peak. This compares to Manitowoc, who is operating profitably, introducing new 
products, winning back market share while expanding operating margins over 400 bps since new 
management took over. The emphasis on the customer, improved quality and new product introductions 
have Manitowoc trending above its prior revenue peak last reached in 2015. While Terex implemented 
surcharges to handle cost inflation in their supply chain, Manitowoc partnered with their suppliers and 
raised prices – the benefits of which we are just beginning to see flow through. We think these results, 
while only against one competitor, are a great example of the power of Lean and how it can be used to 
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take market share and improve velocity in all elements of a business to outrun competition – even in a 
highly cyclical business.  
 
Terex vs. Manitowoc Operating Performance Since 2015 

 

 
Source: Goldman Sachs, Sentieo, Manitowoc  

 
Before the Good, The (Possible) Bad 
 
Before discussing the positives, we will start with the negatives. Or at least the perceived negatives.  
Manitowoc’s order momentum has decelerated. As the charts below indicate, trailing 12-month orders 
peaked in the third quarter of 2018 and have declined since then. Book to bill on a trailing 12-month basis 
is below 1 for the first time since 2016. Still, Manitowoc has raised guidance to $1.94bn in sales at the 
mid-point for 2019 – a 5% y/y growth rate. We imagine there will be a strong uplift in orders booked 
following the Bauma show in April 2019 in Q2 on the back of Manitowoc’s new product introductions that 
will help carry orders and revenue for 2019. 

 
Source: SEC filings, Manitowoc 

 
With orders and sales close to potentially peaking – we think many investors are asking “is this it – is this 
mini crane cycle over?” We don’t know. The crane cycle is nearly impossible to predict. Therefore, trying 
to figure out where we are in any crane cycle is complicated and not that valuable. The exhibits on the 
following page breaks out Manitowoc’s revenue in two periods: 2002 - 2010 and 2010 - 2019. The crane 
cycle from 2002-2008 took sales to dizzying heights and was once in a generation – as was the come 
down. Since 2010, there have been what appears to be two mini cycles: 2010 - to a peak in 2013 driven 
by strong energy demand from the initial fracking boom in the US – to 2016 before bottoming in 2017 as 
new management took over at Manitowoc. New management and Lean have thus been driving the boat 
since 2017. The fact Manitowoc and the crane industry has had and appears to be amidst two mini cycles 
within one of the longest global economic expansions on record (since 2009) only adds to the confusion 
and raises the difficult of assessing any kind of economic sensitivity and demand for cranes.  
 

Terex 2015 2016 2017 2018 Manitowoc vs Terex: Revenue Indexed to 1 Since 2015

Revenue 1,700$       1,275$       1,194$       1,315$       

EBIT 58$            (322)$         (18)$           (45)$           

Manitowoc

Revenue 1,865$       1,631$       1,581$       1,847$       

EBIT 63$            (10)$           43$            63$            
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Put simply, we have no idea where we are in the crane cycle, if there even will be a crane cycle and if 
these kind of mini cycles within a broader economic cycle will prove to be the norm. Instead, we will focus 
on what we do know. As the below charts from Manitowoc indicate, sales for all major categories of 
cranes are well below prior peaks. Tower cranes are the only exception and given their use in all types of 
construction and dominant position in Europe, it isn’t surprising the Potain brand of Tower crane’s sales 
are above their prior 2010 peak – despite still being well below the 06-08 peak. 
 

 
          Source: Manitowoc 

 
Manitowoc has an installed base of over 145,000 cranes. With a range of 7-12 years for when 
replacement of new cranes typically occurs, in theory, we should be amidst the early stages of a 
replacement cycle in new cranes following the 2008 downturn. But as we already mentioned, Manitowoc 
has already had a mini cycle – with revenue growing from $1.7bn in 2009 to $2.5bn in 2013 before 
declining back to $1.6bn in 2017. Manitowoc’s sales have increased 20% over the last two years – but 
the increase is more about market share and new product introductions, than any full-fledged 
replacement cycle – at least as far as we can tell. While we do believe in the idea of a replacement cycle 
to increase crane demand, from management commentary and general industry analysis, we struggle to 
find overwhelming evidence we are in anything but the early innings of a next upcycle or the end of a 
mini-cycle. We have no idea. The simple fact is that well-made cranes last a long time. Often double what 
the fleet replacement would imply. Therefore, absent any large scale US infrastructure program or 
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accelerating global economy, it is going to take time to work down all the used cranes built over the 2008 
and 2014 cycles.  
 
Against this difficult backdrop, how does Manitowoc win? Despite the lack of clarity around where the 
crane cycle is, what we know for sure is that through Lean, Manitowoc has: 
  

1. Increased market share  
2. Introduced products to market faster than competitors that customers want and are asking for  
3. Taken out costs to lower their operating break-even to support the business during a downturn 
4. Re-capitalized the business to be more sustainable during any downturn 

 
Amidst all the cycle talk the only thing that we know to be true is that Manitowoc is structurally more 
profitable. Since new management took over in 2015, the business has taken out $30mn in over-head 
and SG&A costs while saving an additional $8mn in cash on interest expense. When all is said and done 
with the European restructuring, we believe new management will have taken $40-$60mn of fixed costs 
out of the business. For a business operating at around 50% of capacity in its largest factory, with gross 
margins in the 20%-25% range at best over time - 2-5% of sales coming out of the business on a 
permanent basis is significant and key driver of operating margins, cash flow and overall profitability.  
 
Capital Allocation: Let’s Make a Deal  
 
On the first quarter conference call, CEO Barry Pennypacker all but guaranteed that Manitowoc will be 
acquiring a company to increase its presence in the aftermarket parts and service business. It is 
important to remember that Manitowoc is a company focused on lifting solutions – not simply the 
categories of cranes they currently make. What that means is that it wouldn’t surprise us if Manitowoc bid 
for assets that included new product lines in the lifting solutions industry that also have the potential for 
greater aftermarket sales or a larger percent of sole sourced products. Any potential acquisition, along 
with the announcement of a $30mn share buyback come on the heels of the company’s successful re-
financing in March. Prior covenants were restrictive and with the re-fi, despite the high coupon (9%), 
Manitowoc was able to shed many of the negative covenants and can now uses its improved financial 
and operating position to pursue M&A if it chooses.  
 
We think Manitowoc’s decision to go after more aftermarket and parts and services business and other 
recurring revenue streams makes sense and is a good use of capital. In fact, part of our original thesis 
(found here: https://www.porterstreetresearch.com/reports-1) was that the aftermarket business would 
become a larger and more profitable segment for the business over time. Finding waste, eliminating it and 
increasing the flow of value to your customer to free up cash are all core tenants of a Lean turnaround. 
Using excess cash flow to grow in-organically is common during Lean turnarounds and the current 
situation at Manitowoc is no different.  The quote below from the Q1 2019 conference call lays out the 
basic case for more recurring aftermarket revenue:  
 

“…The answer to the first part of your question is we are absolutely convinced that we can raise 
this recurring revenue as a portion of our revenue stream to 25-30% range. Yes, you are correct 
that these cranes are designed not to fail. And the amount of spare parts that are necessary are a 
lot different than other businesses that have built in consumables. However, what I will say is that 
crane uptime and crane availability through service is imperative as the industry evolves. And we 
want to make sure that we are at the forefront of being able to capture that service as a result of 
what we’re seeing form our larger customers as we become closer and closer to them. And we 
look at the original cost of the crane. That really, over time, only 1/3 of the total cost of ownership 
in the life of the crane. So 65% of the cost that an operator utilizes over the life of a crane is 
outside the original equipment cost. So we must, as we continue to evolve and become a premier 
stand-alone crane company, we must participate in that 65% of the pie, and that’s exactly what 
our strategy is to do.” 
 
Berry Pennypacker, Q1 2019 Conference Call 
Source: Thompson Reuters 

https://www.porterstreetresearch.com/reports-1
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Aftermarket Business Overview 

 
For the trailing twelve-month period, 18.3% of Manitowoc’s revenues was from Manitowoc’s aftermarket 
parts and service business. There are two components to this business. The first part is Manitowoc’s 
traditional aftermarket offering where they provide replacement parts and services to fix and upgrade their 
cranes. This typically falls under Manitowoc’s CraneCare division. The second part is Manitowoc’s 
ENCORE program, which takes used cranes and refurbishes them. Even before the discussion of 
acquisitions, management’s stated goal was to increase Manitowoc’s aftermarket business to 25% of 
revenue on a consolidated basis. Below Barry Pennypacker describes some of steps Manitowoc is taking 
to capture more value in the aftermarket business:  
 

“I talked a lot about the aftermarket. I think there’s a huge opportunity for us going forward 
to increase the aftermarket, but the aftermarket isn’t something you can just go out and 
command. You’ll see out here today, when we manufacture a crane, we used a lot of 
purchased parts. A lot of purchased parts that are branded by people that are not 
Manitowoc.  As we go forward, particualarly in our innovation effort, we’ve got to put the 
hook in at the sales. We’ve got to come up with innovative products that increase the 
return on invested capital for our customer but that are proprietary to us. And today, you’ll 
see that new crane – that we developed in six months….and on that particular machine, we 
build in an aftermarket stream for the future” 
Source: Bloomberg 

 
Manitowoc currently has an installed base of over 145,000 cranes. We estimate the company at one point 
had over 22 facilities and 1,000 people (25% of the workforce) supporting the aftermarket business. Even 
with such a large footprint, we believe prior management didn’t do a good enough job integrating 
aftermarket parts and services into new products, leaving the market open for competitors and 
independent distributors and dealers to extract value. A company like Manitowoc needs aftermarket parts 
and services so that customers can feel confident to buy used cranes knowing they can order kits and 
parts to help fix and repair them long after their purchase. This also helps support re-sale value when 
cranes are nearing the end of their lives and sent out to places like Africa and Latin America. From our 
research, the sense is that historically the aftermarket business was fragmented and easily penetrated by 
other market participants who supplied low volume, but high margin products for repairs and 
refurbishments taking a stream of high margin revenue and profits from Manitowoc.  One way Manitowoc 
is actively taking this revenue back is by insourcing and directly manufacturing parts that will need to be 
replaced, increasing the percentage of spares and used parts that are sole sourced. Another way new 
management at Manitowoc is focused on integrating aftermarket into more products is by applying 
common components and software.  Pennypacker explains below: 
 

“But I think you’ve also heard me talk about that I think it’s extremely important that to 
build a long-term successful aftermarket, you have to build the hook in at the sale. And 
what I mean by that is that as you’re developing a new product, you must have the 
aftermarket in mind so that you can build things into the aftermarket, into the product that 
are going to allow the aftermarket to not only come back to you for those products, but 
how to be proprietary? I think you’ll find in some of the technology in two of the new 
cranes that we are introducing at CONEXPO, will have aftermarket built into them as a 
result of the development. And that’s the first time that I can say that we’ve got a product 
out there where we can say that. And I will tell you that this technology that we developed 
has the potential to go across the entire product portfolio on rubber based mobile cranes. 
And I’m extremely impressed with that the teams are doing. And I think it’s just going to 
take a while longer before we can actually see that revenue stream truly affect our long-
term P&L” 
Source: Bloomberg 

 
As it relates to technology and systems to operate cranes, previously, Manitowoc cranes, depending on 
the brand, each had different software making it difficult to monitor and service consistently across 
product lines. To help address this issue, Manitowoc introduced its Crane Control System (CCS) in 2014. 
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An advantage of CCS is the emphasize on parts standardization. On all its cranes, Manitowoc utilizes 
twelve identical parts, allowing the company to reduce the overall inventory it needs to hold. Customers 
benefit from not having to diagnose issues from multiple parts and dealers and people who service 
Manitowoc cranes benefit from being familiar with fewer moving pieces. Pennypacker describes the 
benefits of CCS below: 
 

“So, we really have a great opportunity going forward, particularly when I talk about things 
like CCS…when you see what CCS is and you’re able to take that across the entire product 
portfolio and you’re able to leverage that at the rental companies, it’s a fantastic 
opportunity. Because what would happen in the past is that the all-terrain…. Would have 
one set of software on it. That lattice crane would have a different software. The rough-
terrain would have a different software. The tower crane would have a different one, boom 
trucks again, different. But now what we’re doing is we’re taking the same software 
package and putting it across the entire portfolio. So, whether you’re operating a top-
slewing tower crane or a huge 350-ton crawler crane, you have the exact same controls 
and that’s going to help our larger rental companies from a training perspective.”  
Source: Bloomberg 

 
A final benefit of CCS is that it reduces set up time for a crane dramatically. For example, Tower cranes 
with CCS can take as little as 15 minutes to set up versus 2-4 hours without. The benefits to customers 
from less set up time and more work time are obvious. As the ultimate customer or end user is most often 
a dealer, Manitowoc is also implementing initiatives to better train mechanics and people other than 
CraneCare professionals who directly service cranes on the features and benefits of the software. 
Manitowoc is further bonding with customers by providing additional training on new software and 
products and offering discounts on parts for dealers that get enough mechanics and technicians certified 
to a certain level of proficiency in fixing cranes. Finally, Manitowoc is also taking basic steps to improve 
their aftermarket service by expanding their digital offerings. For example, in August 2018, Manitowoc 
introduced a smartphone app that will help customers diagnose technical issues on their cranes faster. 
Previously, when cranes had issues, customers would have to estimate what was wrong and then call a 
technician to come out to service. Now, the customer can alert the technician in advance to what the 
issue is and either get support from Manitowoc directly to solve the problem, or have the right part 
brought to them. The results are obvious. The sooner a problem is recognized, the faster it can be fixed, 
and less downtime equals more uptime and happier customers.  
 
The second part of Manitowoc’s aftermarket business is its EnCORE Program. Here, Manitowoc takes 
used, older cranes and re-furbishes them, extending the life of the crane for customers. The benefits of 
this program are twofold. First, Manitowoc utilizes capacity in its current factories which helps absorb 
fixed costs. Second, the company can earn more on replacement parts and aftermarket services involved 
in fixing the cranes. 
 
Why Does an Aftermarket Deal Make Sense? 
 
Fundamentally re-shaping and designing the flow of value from products and services to the customer is 
the core of Lean. 65% of the cost of a crane over its useful life is on things unrelated to the original cost of 
purchasing a crane. As such, it is not surprising that Manitowoc is making aftermarket and recurring 
revenue a priority. Management at Manitowoc has focused on competing for customers by offering a 
lower total cost of ownership. Controlling more aftermarket and parts business is an obvious way to do 
this while also capturing higher margin revenue over the life of a crane. One-way Manitowoc is trying to 
achieve this is by providing more value to customers on the front end. Designing cranes with more 
features and higher quality that increase uptime, are designed to be assembled faster and shipped in 
easier configurations can all help lower costs and increase utilization while adding value to customers. As 
cranes are not “in the dirt” or used in such a way that they wear out quickly, except for maybe Rough 
Terrain cranes, the need for replacement parts, service and regular maintenance can be more limited. 
Further, most cranes have long average useful lives. While dealers may often keep cranes for only a few 
years before selling into the used market, on average, cranes have a 7-12-year useful life but in practice, 
some cranes last 20-30 years. When thinking about what makes an aftermarket business attractive, it is 
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that a certain percentage of revenue will come in over the life of the crane. A 1:1 relationship between 
equipment sales and aftermarket sales over the life of a product is considered attractive. For a $650,000 
new Crawler crane, if Manitowoc could also get $650,000 in additional revenue at twice the margin over a 
10-20 year life, they should.  
 
Having provided context on Manitowoc’s current aftermarket offerings and strategy it is important to 
assess the aftermarket and recurring revenue potential by thinking about the crane industry overall: how 
sales and distribution work, what the useful lives of assets are, and what the total cost of ownership is 
over the life of a piece of equipment. Crane aftermarket parts and services economics are attractive. 
However, there are key differences between the crane industry and other heavy equipment 
manufacturers like Caterpillar or other industries with strong aftermarket and consumables businesses 
like aerospace, automotive or life sciences.  
 
First, cranes are designed not to fail. Given the nature of the jobs, and scheduling of lifts, in theory an 
operator or rental company would like to maximize crane uptime and minimize downtime, transportation 
and set up. Aerospace aftermarket providers can earn 40-50% gross margins because of the perception 
that the components are missional critical with the cost of failure and down time significant. For a crane, 
clearly the cost of failure is high but on long construction projects, if a crane is down for a few days it likely 
won’t de-rail the project whereas if a component for a plane isn’t available, the plan can’t fly. This 
difference could limit the price and value perception of some crane aftermarket parts and service.  
 
Second, an estimated 70% of Manitowoc’s revenue is from dealers. While some are exclusive Manitowoc 
dealers, like H&E equipment, most are part of a family of heavy equipment dealers with cranes, and 
specifically, Manitowoc cranes as only a portion of their overall portfolio. This distinction matters as it 
limits Manitowoc’s direct control of the aftermarket opportunity with most of its dealers. Manitowoc has an 
advantage with its existing distribution and dealer network on initial sales. However, the aftermarket 
opportunity and margins is more limited compared to if Manitowoc sold the products or provided the 
services directly themselves or through exclusive dealers. The more instances where Manitowoc can 
directly reach and bond with the customer the more profitable that aftermarket business will be over time. 
One of the first steps Manitowoc must take is to find those product lines and services performed by 
dealers and re-manufacturers not under warranty and take that business back. We have already seen 
one such example of this. The below snapshot is a message that was displayed on the website of 
WHECO – a re-manufacturer based in York, PA – not far from Shady Grove, PA, where Manitowoc has 
its largest manufacturing facility. While only one example, it provides some insight into how Manitowoc 
intends to take back aftermarket revenue that may have been lost. 
 

 
Source: WHECO website. 

 
Value of the Aftermarket 
 
Below we break down Manitowoc’s absolute aftermarket sales and as a percentage of total sales over 
time. Since 2004, aftermarket sales have averaged 16% although they have been above 19% for each of 
the last three years - increasing each year.  
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Source: SEC filings, Manitowoc 

 

 
Source: Manitowoc, SEC Filings 

 
Above breaks out Manitowoc’s recent sales between equipment and aftermarket. We then attempt to 
back into what Manitowoc’s aftermarket operating income is. Our goal is not to be precise, but 
approximate. Using Manitowoc’s actual trailing twelve-month adjusted operating income figure, assuming 
a 15% operating margin on aftermarket sales, we back into the current implied equipment operating 
margin to get an approximate split. Our 15% operating margin on aftermarket sales is in-line with 
historical average earned by companies like Parker Hannifin which provides aftermarket parts and 
components to a variety of industries (including Manitowoc). Other heavy equipment companies like 
PACCAR, earn 18-20% operating margins on parts and service which is in-line with best of breed 
aftermarket aerospace companies like KLXI, now a part of Boeing. As we know so little about 
Manitowoc’s business, we think 15% is conservative. We acknowledge the aftermarket margin will not be 
static and the above likely understates the current level or profitability on the OE side.  
 
Management’s goal is to grow the aftermarket portion of the business to 25-30% of overall revenue. 
Assuming our next cycle (whenever it comes) - mid-cycle estimate for revenue of $2.1bn, and an 
additional $100mn or revenue that we estimate would come from a new aftermarket acquisition or series 
of acquisitions, the below estimates how much Manitowoc would earn under various scenarios with 
different levels of aftermarket revenue.  
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Normalized Operating Margins

OEM 7.5%

AM 15%

Est. Current Rev/Operating Margin Breakout80.4% 79.5%
82.6% 80.5%

83.7% 81.8% 79.8%

19.6% 20.5%
17.4% 19.5%

16.2% 18.2% 20.2%

15%

25%

35%

45%

55%

65%

75%

85%

95%

2017 Q1 Q2 Q3 Q4 2018 Q1

OE Sales After Market
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                             Source: Manitowoc, PSR Estimates 

 
Of note, to arrive at our EBIT, we assume static margins which may understate the benefit to ESG&A 
savings post euro area restructuring as well gross margin expansion from improved factory utilization at 
higher revenues on equipment sales. We give zero credit to the potential reduction of shares in our EPS 
calculation from the $30mn buyback. Finally, we assume a 21% tax rate when in effect, Manitowoc will be 
paying very little in actual cash taxes given their NOLs. As the tables demonstrate, we believe there is 
significant upside in Manitowoc’s shares from here. An eventual shift towards more recurring, higher 
margin revenue and a rebound in sales during an upcycle driven by new products, market share gains 
and factory absorption should lead to improved profitability at a lower level of sales than achieved 
previously. From 2011-2014 Manitowoc’s sales averaged over $2.3bn per year while its EBIT margin 
averaged 6.7%. On an underlying basis, Manitowoc is already approaching that margin with $400mn less 
in sales.   
 

 
                                                     Source: Manitowoc, PSR Estimates. 
        Note: IRR assumes 5-year time period 

 
What about the downside? While all bets are off in a true economic disaster scenario, given the 
underperformance of Manitowoc’s shares, we think the exercise could be of some value. On the following 
page, using the 2010-2016 cycle low in revenue as well as management’s estimate of break even for the 
business $1.4bn in revenue – we attempt to back into a downside scenario. To keep in mind, Manitowoc 
has taken out significant fixed costs from the business since 2016. Some $30mn in SG&A and another 
$14mn by the end of 2019. This combined with the ability to reduce R&D if needed, can give Manitowoc 
flexibility during a downturn. From ~$14 today, downside of $9-10/share vs. upside of $45-50 is 
compelling – even if it takes five years. We think Manitowoc’s ability to generate cash and stay within 
covenants – even in a downturn would make us even more aggressive buyers during any period of true 
stress.  

Operating 

Margin

Implied Gross 

Margin

OEM AM OEM AM Total %

80% 20% $132 $75 $207 9.4% 20.4%

78% 23% $128 $84 $212 9.6% 20.7%

75% 25% $124 $94 $217 9.9% 20.9%

70% 30% $116 $112 $228 10.4% 21.4%

OEM AM EBIT Interest Net Income EPS

80% 20% 207$         (27)$           142$            4.00$               

78% 23% 212$         (27)$           146$            4.12$               

75% 25% 217$         (27)$           150$            4.23$               

70% 30% 228$         (27)$           159$            4.47$               

Segment Split Operating Income

% AM 20% 23% 25% 30%

PE/Multiple 4.0$              4.1$        4.2$        4.5$        

10 40.0$            41.2$      42.3$      44.7$      

12.5 50.0$            51.5$      52.9$      55.8$      

15 60.0$            61.7$      63.5$      67.0$      

17.5 70.0$            72.0$      74.1$      78.1$      

PE/Multiple

10 170% 178% 186% 202%

12.5 238% 248% 257% 277%

15 305% 317% 329% 353%

17.5 373% 387% 400% 428%

PE/Multiple

10 22% 23% 23% 25%

12.5 28% 28% 29% 30%

15 32% 33% 34% 35%

17.5 36% 37% 38% 39%

Earnings Per Share

Total Return

IRR
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         Source: Manitowoc, Porter Street estimates.  

 
Funding Secured: How Could Manitowoc Fund A Deal?  
 
Below we show Manitowoc’s current debt structure and liquidity available following the refinancing. Of 
note, Manitowoc ended 2018 with $140mn in cash which is now down to $49mn, despite the estimated 
$46mn in cash proceeds from the new bond offering. Manitowoc used $75mn to collapse its accounts 
receivable securitization facility and spent $94mn on inventory in Q1. The inventory build was concerning 
as was the slight decline in inventory turnover. This is an area we will watch closely going forward. At 
least part of the build is related to new products and the need to hold more inventory to support sell 
through.  
 

 
Source: Manitowoc, SEC Filings, PSR estimates 

Downside
2010-2016 Cycle 

Drawdown

Mgmt. Break 

Even

Break Even 

w/2016 Costs

Revenue 1,256$               1,400$            1,400$            

% Decline from 2019 Rev -35% -28% -28%

COGS (%) 85% 85% 85%

COGS ($) 1,061$               1,183$            1,183$            

Gross Profit ($) 195$                  217$               217$               

Gross Margin 15.5% 15.5% 15.5%

D&A 38$                    38$                 46$                 

R&D 27$                    27$                 45$                 

SG&A Only 162$                  162$               191$               

ESG&A Total 227$                  227$               282$               

Operating Profit Pre Tax (33)$                   (10)$                (65)$                

Interest (27)$                   (27)$                (27)$                

Operating Income (Loss) (60)$                   (37)$                (92)$                

D&A 38$                    38$                 46$                 

EBITDA 5$                      28$                 (19)$                

Fixed Charge (interest) 27$                    27$                 27$                 

EBITDA/Fixed Charge 0.20                   1.03                (0.70)               

EBITDA (22)$                   1$                   (46)$                

Valuation

EV/Sales

Trough EV Sales

0.40

Enterprise value 502$                  560$               560$               

Net Debt YE 2019 228$                  228$               228$               

Equity Value 274$                  332$               332$               

Per Share 8$                      9$                   9$                   

% Decline from 2019 Price -47% -36% -36%

As of 12/31/2018 3/31/2019 Sources

Revolving Credit Facility -$             Sr. Sec 2nd Lien 2026 300$            Start Cash 140$     

Senior Notes 2021 254$            Total Sources 300$            Debt Proceeds 46$       

Sr. Sec. Revolver 33$             Ar Securitization (75)$      

Senior Notes 2026 300$           Inventory Build (94)$      

Other 21$              19$             Uses Payables 27$       

Def. Fin Cost (2)$               (5)$              Sr. Notes 2021 254$            Other Sources 5$         

Total Debt 273$            347$           Total Uses 254$            End Cash 49$       

Cash 140$            49$             

Net Debt 133$            298$           Net Cash Proceeds 46$              

Pro Forma Interest 12/31/2018 3/31/2019

TTM 39$              30$             

Interest Savings 9$               

Per Share 0.26$          

Cash 49$              

Revolver Borrowing Capacity 258$            As of 12/31/2018 3/31/2019 Est. 12/31/2019

Less: Borrowings (33)$             Debt/EBITDA 2.3               2.7             2.4

Letters of Credit (4)$               Net Debt/EBITDA 1.1               2.3             2.0

Total Liquidity 270$            EBITDA/Interest 3.0               3.1             4.7

EBIT/Interest 1.8               1.9             3.6

Accordion Feature on Debt 100$            % Decline to Breach Cov. -66% -77% -79%

Total Capital Available for Deal 370$            

Liquidity Available Coverage and Leverage

Q1 Sources and Uses

Pro Forma Debt Overview
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Below we speculate what a possible deal to increase Manitowoc’s aftermarket revenue could look like 
and how Manitowoc could fund it. Assuming Manitowoc goes out and purchases $100mn of aftermarket 
or recurring revenue, trailing 12-month aftermarket revenue would raise immediately to 22% of the total. 
With this growth segment and additional initiatives the company is already taking to grow the aftermarket 
business, we think they will have a base to get aftermarket revenue towards 25% of sales overtime. 
Between cash on hand, cash generated throughout the year and borrowing on its credit facility, we think 
Manitowoc can fund a deal of this size as is. Importantly, major credit and coverage metrics will not 
change materially and will continue to improve throughout the year. While we assume Manitowoc uses 
cash and existing borrowing capacity, we would note that Manitowoc’s new debt has an accordion feature 
that allows them to upsize the offering by $100mn in the event of an acquisition.  
 

 
                                                       Source: Manitowoc, Porter Street Estimates 

 
Will Manitowoc Buy Terex’s Crane Assets?  
 
We don’t know, but don’t think so. Terex’s remaining assets are its tower crane and rough terrain product 
lines – two of Manitowoc’s product focal points. Both products for Terex are manufactured in Italy. At an 
estimated $250mn in run rate revenue, applying the same 0.4x EV/Sales multiple implied from the recent 
sales of the Demag brand to Tadano, it would cost around.……. $100mn to buy the remaining portion of 
Terex’s brand. Perhaps Manitowoc would buy the assets, shut down and sell off the factories and replace 
the dealer and distribution networks with their own products. We doubt it, but you never know. 
 

Conclusion 
 
Manitowoc shares are undervalued despite the concerns about where we are in the crane cycle. We 
agree a share buyback makes sense at today’s share price. However, we think a better use of cash is to 
continue to find new avenues to grow and expand the business. Acquisitions into higher margin, recurring 
revenue are one of the best uses of cash Manitowoc management can make today. If that means buying 
into a new segment of the lifting solutions business with more built in consumables, then so be it. With the 
market for equipment uncertain and possibly deteriorating, diversifying the revenue stream at this point in 
the cycle makes sense. It can provide some stability during any market downturn and only serve to 
increase overall profitability as the market turns upward.  

Revenue 100$       D&A 3$          

Gross Margin 35% Cap-Ex (3)$         

Gross Profit 35$         WC Usage (5)$         

D&A 3$           FCF 7$          

SG&A 18$         Deal Price

EBIT 15$         EV/Sales 1X

Tax 3$           P/EBIT 6.7

Net Income 12$         P/FCF 14.6

Cash 49$         $100mn Rev Am Biz

Revolver Borrowing 51$         $18 mn EBITDA

Total Sources 100$       Total Uses $100

Additional Interest 2$           

Additional EBITDA 18$         

Debt/EBITDA Pre 2.7          EBITDA/Interes Pre 3.1

Debt/EBITDA Post 2.7          EBITDA/Interes Post 3.4

Hypothetical Deal Math: Buy $100mn of Aftermarket 

Revenue

UsesSources

Updated Credit and Coverage Metrics


