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Company Description: Nucor Corporation manufacture steel and steel products and is mainly focus
on the US market. The company operates through three segments: steel mills, steel products and

raw materials.

HOLD

Current Price: $67.88

Target Price: $79.82

Market Cap: 21.58B

Beta: 1.51

Nucor Corp Competito

WACC 8.3% 7.7%
ROIC 10.0% 6.4%
Ebita 6.5% 6.2%
Margin
Net margin 5.1% 6.1%
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High on 01/11/18 70.18
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Low on 09/12/17 53.48

Thesis: Nucor Corporation growth is closely tied Catalysts: Forward looking projections that call

to an unpredictable future. The future short term
and mid term macroeconomic events will state the
future growth of the company same as the future
condition of market conditions. Based on the
tinancial statement, Nucor has frequently
underperform the S&P 500. My conclusion for this
company is a hold because the fund already
possesses a certain amount of cash in hand.
However, if funds are required to finance another
investment and the macroeconomic conditions are
delayed another time, I suggest selling the position
will be a good opportunity to get higher return with
new investment of the cash invested in Nucor
Corporation.

for positive/negative outlook that will strengthen

your thesis. Example:

e Short Term(within the year): Favorable
Tax cut from Trump Administration and
want to impose 25 percent tariffs on steel
imports and 10 percent on aluminum

e Mid Term(1-2 years): Trump’s
infrastructure plan of 1.5 Trillion is in a
negative path

¢ Long Term(3+): significant restrictions on
Chinese steel
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Earnings Performance:

Nucor Corporation’s EBITDA has reached a peak of 9-year period in 2017 since 2008 beating all analyst
estimates. Analysts did not expect an increase of 24.95% in Nucor’s revenue from $16.208 billion and $20.252
billion at December 31, 2016 and 2017, respectively and result in a revenue surprise of 2.12% base on the initial
forecast of $19.832B for 2017. While during the same period, the EBITDA of Nucor did not meet the analysts’
estimates. In 2016, EBITDA was at $2.149 billion and it increased to 2.608 billion in 2017, a 21.35% increase
during the period. This increase of revenues and earnings are mainly due to the increase of 6% in apparent
consumption for steel mill product. However, these earnings performance are overshadowed by the decrease
in EBITDA margin of 38 bps from 13.26% in 2016 to 12.88% in 2017. The import penetration for steel of
foreign companies have captured an increasing share of demand in 2017 with 33.3% of the market, keeping the
price war in the steel industry and lowering margin of American steel company to stay competitive. Although
EBITDA margin has slowly decreased by 38 bps, Net income margin has sharply increased from 4.91% to
6.51%, a highest ratio since the 2008 crisis and a net margin of 9.1%. This increase are mainly due to favorable
changes in prices. Analysts forecast positive evolvement in the steel industry and expect higher gross profit
margin, EBITDA margin and net income margin. A tariff on steel imports will reduced foreign imports and
the war price in the steel industry, increasing margin for steel companies. The below graph shows the analyst
positive forecast for this positive macroeconomic outlooks and expect another significant growth next year.
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COMMON SIZE VIEW

6-year Historical Median Last 12 Months
NUE Competitors NUE Competitors
COR/Rev 91.2% 86.2% 87.3% 74.0%
(SGA+Other)/Rev 1.2% 8.4% 3.0% 19.7%
DPR/Rev 3.1% 3.1% 0.0%
EBITA Margin 4.5% 5.4% 6.5% 6.2%
Interest exp/Rev 0.9% 1.0% 0.0% 1.0%
AMORT/Rev 0.4% 0.5% 0.0%
SBC/REV 0.3% 0.3% 0.0%
Other Non-Operating Exp/Rev -1.6% -0.6% -0.7% -1.8%
Taxes/Rev 0.9% 0.2% 1.4% 0.9%
Net Margin 3.5% 4.8% 5.1% 6.1%
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Industry Outlook:

Since 2009, U.S steel industry has mostly
underperform compared to the S&P 500. From
Figure 1, Only U.S. Steel has outperform the S&P
500 since the last quarter of 2016. Otherwise, Nucor
Corporation possesses the second growth. The
company has underperformed the S&P 500 on the
1-year return with an 11.16% and 15.22% for Nucor
Corporation and S&P 500, respectively.

However, the recent macroeconomic conditions
suggest significant potential growth. In fact,
Trump’s administration is favorable to impose tariff
on steel importation. This will significantly affect
the steel industry and all the industries using steel
products as based material for their finished
product. In fact, if importation of steel are subject
to tariff, imports from foreign countries will
decreased causing a drop in supply, which will
benefits the American steel company. As a result,
the war price inside the industry will decreased, steel
company will increased their price and take
advantage of higher margin. On the other hand,
construction and automotive industries, which
represent 70% of the US Steel consumption, will
have to deal with higher price of raw materials,
which can slow down their consumption of steel.

Another significant macroeconomics factors that
has to been taking into consideration is the delay on
delays of the Trump administration’s budget on the
Infrastructure Plan. The infrastructure plan is
estimated around $1.5 trillion and should have been
validated in 2017. However, his own political party
is not in favor to implement such huge budget for
the US infrastructure.

The weak position of Trump did not allow him to
implement its main reform. Obamacare is still in
place, the border wall has been delayed, and his
immigration reform has been repeal. Is the

infrastructure plan going to the same spot?
Something sure is that the steel industry is highly
volatile because of all these contradictory events.
The tweet of 1°" march, 2018 of Trump in favor of
tariff “We must not let our country, companies and
workers be taken advantage of any longer. We want
free, fair and SMART TRADE!" has significantly
impacted the stock market. While the stock of Ford
Motor Company has decreased on 1% March by
more than 3%, Nucor corporation’s stock has
increased by 3.26%.

Figure 1:
Quarterly Average Share Price Activity
Steel Stocks vs. S&P 500
TP 500 s—)S, Steel Nucor ArcelorMittal ssss=Steel Dynamics ssAK Steel
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Figure 2:
Breakup of US Steel Consumption*
= Construction
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« Machinery & Equipment
= Energy
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= Appliances
= Defense
Market Realiste‘ *Based on 2016 apparent consumption
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Steel Prices:

Nucor Corporation is highly impacted by the steel
price, its main products. Different factors affect the
steel price and the main ones are Trump’s politics
with tariff and infrastructure budget, the regulation
of china’s steel market and the raw material prices.
China’s steel market has an heavy weight in the steel
price because china produces more than 49% of the
steel production in the world. China is the first
producer of steel and by far. The second producer
is the Europe (28) with 10% of the world

production.

However, the impact of china’s steel can be
diminished on the U.S. market. In fact, china is only

ranked at the 11" position in the top importer of
steel in U.S. steel imports because of the restriction

by American import controls and duties.

According to Michael Pooler from the Financial
Time, China’s steel production growth is going to
slow significantly in 2018 due to “state mandated
factory closures and policies to protect the
environment begin to bite.” This will lower the
supply of steel and increase the price of steel that
will benefits US steel producers and suppliers such

as Nucot.

Figure 3:
U.S. Domestic Steel Prices*
Jan 2011 - January 2017
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Source: World Steel Dynamics' SteelBenchmarker.
* Prices are FOB mill.
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Development of Nucor’s Business in Recent Years:

The capital allocation strategy of Nucor’s business is divided in three parts: optimizing existing operations,
acquisitions and greenfield expansions; provide stockholders with cash dividends; and opportunistically
repurchase shares of our common stock. The first part previously mentioned is the main capital allocation

strategy.

To expand their product portfolio and to include more value-added steel mill products, Nucor has

significantly invested. During the last three years, Nucor has spent $2.53 billion. Two-thirds of the budget
were dedicated to capital expenditure such as lowering cost project for more profitable long-term growth.
One-third were dedicated to acquisitions to create a greater portion of value-added products and increase
end-user market diversity. The diversity of their products will decrease the exposition of Nucor to import

risks.

Nucor recently announced a $230 million project for the expansion of its Arkansas facility with the
building of an additional cold mill. In addition, Nucor announced a $176 million project to expand their hot
band galvanizing line. This will promote Nucor with the widest hot-rolled galvanizing line in North America.
As a result, Nucor will reinforce its presence on the automotive supplier market and catch new market shares.

In addition to these expansion projects, Nucor has announced several investment with the goal of becoming a
low-cost producer of bar and take a competitive advantage over its peers. Moreover, to provide a durable
long-term growth, Nucor is investing into strategic positions to lower its freight cost and take advantage of
transportation cost relative to more distant suppliers benefiting from the scrap supply in the immediate area at

the same time.

Regarding international opportunities, Nucor has invested in a location in Monterrey, Mexico. With
the new acquisitions of St. Louis Cold Drawn, Inc. in September 2017 located in St. Louis Missouri, Nucor
sent a strong message to investors regarding their implication on the automotive industry of the Mexican and
American market. In addition to gain Mexican automotive and industrial markets, Nucor has planned to

increase its market share and to provide better customer services on the eastern and western Canada.

However, if the tariff regulation is validated by Trump’s administration, Canada and Mexico, which
respectively represent 16% and 9% and ranked first and fourth of the U.S. steel imports, will probably
response with similar painful measure toward the U.S. This will question the long-term growth and the

profitability of Nucor’s project in Canada and Mexico.

These various acquisitions and expansions provide Nucor with a well diversify product portfolio and market

shares, and competitive advantage on cost of revenue.
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Products and Services:

Nucor’s revenue is mainly based on the steel mills
segments with more than 71.6% of its sales in
2017 compared to 69.8% in 2016. The second
largest sources of revenue for Nucor Corporation
is the steel products segment with 19.8% in 2017
compared to 22.8% in 2016. Finally, the raw
material segments provides them 8.6% of their
revenue in 2017 compared to 7.5% in 2016.

Nucor’s product are largely tied to capital and
durable goods spending and are affected by
changes in general economic conditions. The
recent data of durable goods orders has shown a
negative sign for Nucor. US durable goods orders
fall by 3.7% in January 2018, much worse than
market expectation of 2%. This is mainly due to a
sharply decreased in orders for transport
equipment of 10%.

On the other end, capital spending continues to
growth at a high level. This positive sign for

consumption is a good signal for Nucor’s revenue.

Figure 4:

Revenue By Segments
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Figure 5:

Capital Spending
Figure 1.
PRIVATE NONRESIDENTIAL FIXED INVESTMENT IN REAL GDP:
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Financial:

Cutrently, Nucor corporation is out performing its peer with a 1.20 ROIC/WACC (L'TM) compated to and
industry ratio of 0.78. This mean that Nucor produce more return on their investment than their competitors

do, and so, investment projects of Nucor are more profitable. This underling their significant ability to
generate return especially because they have a higher WACC of 8.3% than their competitors, 7.7%. However,
Nucor cost of revenue is significantly high with a ratio of 87.3% compared to 74% for their competitors. This

emphasize their low ability to control their cost of productions.

Analyst estimate revenue to increase by 12.4% in 2018 and a small increase of 0.8% in 2019. In addition,
EBITDA margin is forecasted to increase to 13.71% in 2018 and to 14.30% in 2019 compared to the actual
13.35%. However, their significant investment for lowering their cost of productions and their expansions

project to increase market share should bring additional margin to Nucor.
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ROIC /WACC COR/Revenue
History LTM History LTM
NUE 91.2% 87.3%

b 0.75 1.20 Competitors 86.2%  74.0%
Competitors  0.23 0.78 Target | 873%
Target 1.19

WACC

History LTM
NUE 7.8% 8.3%
Competitors 7.7% 7.7%
Target 8.3%
Conclusion:

In overall, Nucor seem to be highly dependent of the short-term and mid-term macroeconomic conditions.
These conditions such as Trump action on infrastructure budget and tariff on import steel condition the
future growth of the market, and at the same time the growth of Nucor Corporation. If these conditions does
not turn positive for Nucor, the company should expect to underperform the S&P 500 for another period.
The conclusion on this company is to hold the current position and wait for the several catalysts. If cash is
need for the fund of other investment, I suggest selling the position will be a good opportunities to produce
higher return with the invested cash on the company.
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