
 
    

Company Description: 
ITT Corporation is a diversified manufacturer of highly engineered and customized technology solutions for 

the energy, transportation, and industrial markets. The company operates in the segments of industrial 

process, motion technologies, and the newly combined connect and control technologies. ITT's strong 

leading brand portfolio include Goulds pumps, Koni shock absorbers, Cannon electronic connectors, Enidine 

motion control devices, and numerous others. This is a global company with 9,500 employees in 35 countries 

and sales in 135 countries. The company has more than 100 facilities, which include 41 manufacturing 

facilities in 14 countries. ITT was founded in 1920 and listed as the new parent company ITT, Inc in 2011. 

 

BUY 
Current Price:                $51.02    
Target Price:                  $62.90   
Market Cap:                   $4.48B      
Avg Volume:                 570,000                           
S&P Debt Rating:          BBB           
ROE:                             12.8% 
Ke:                10.0% 
EBIT Margin:                 15.7%                                              
Total Asset Multiplier:    0.69 
Equity Multiplier:           2.52             
Cash/Total Assets:        12.8%       

Catalysts: 
 Short Term (within the year): Q4 earning results on 

February 14, 2018 

 Mid Term (1-2 years): ITT taking advantage of the 
electrification of the transportation industry, especially in 
China. Increases in the federal budget for defense spending 
leading to new contracts. Normalization of the oil & gas 
industry 

 Long Term (3+): Increasing segment margins toward 
competitors' average 
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Thesis: 
ITT Corporation is diversified with its business mix, end markets, and geographic presence. The company has 

leading brands with a strong reputation such as Goulds Pumps, KONI, Cannon, and Enidine. ITT's 3rd 

quarter earnings resulted in promising segment performance leading to a share price increase of 

approximately 11% with a huge volume of approximately 3 million. The company will benefit from the 

industry trends of electrification in the transportation industry, increases in the federal budget for defense 

spending, and normalization in the oil & gas industry. ITT has seen increasing operating margins in the 

motion technologies segment due to the high performance of its KONI shock absorber and brake pads. 

There is an opportunity to grow in its other segments due to being below its competitors' average segment 

operating margins. The continued implementation of the Lean Six Sigma will continue to cut operating costs 

and drive margins. ITT has no long-term debt, which gives it a low probability of default and the opportunity 

to use debt. The company is best in class with its cash conversion cycle of 79 days. ITT's strategy along with 

industry trends will drive margins and increase the value of the company. 

 
3rd Quarter Earnings Performance: 
ITT's CEO stated during the earnings call, "Our balance results this quarter reflected double-digit operating 

income growth on each segment. The growth was driven by strong volume and improved productivity." 

Below shows the guidance, estimate, and actual revenue for the past 5 quarters along with projections. Also, 

the estimated and actual EBITDA for the past 5 quarters and forward projections are shown below. 

 
ITT has beat analyst estimates on both revenue and EBITDA for the past 5 quarters. Total revenue was up 

11% to $645 million in Q3 2017 compared to Q3 2016. Total orders were up 15%, segment margins up 1.5%, 

EPS up 14%, and free cash flow up 27%. These results show stabilization in ITT's end markets, especially oil 

and gas, and position the company well for Q4 2017. The Q3 segment results for industrial process was total 

revenue increased 1% and GAAP operating income increased 130%. For motion technologies, total revenue 

increased 26% and GAAP operating income increased 9%. For connect and control technologies, total 

revenue was flat and operating income increased 1%. The operating margin by segment is discussed in more 

depth in the segment analysis section. ITT raised previous 2017 revenue guidance to be 4% to 5% from flat 

to 2%. EPS guidance was raised to $2.50 to $2.55 from $2.45. The market reacted to the earnings 

performance by sending ITT's stock price up 11% with huge volume of approximately 3 million.  

 

Industry Outlook: 
Based on 2016 revenue, ITT generates 60% of their revenue in the transportation end market, 30% in the 

industrial end market, and 10% in the oil and gas end market. The transportation end market aligns with the 

motion technologies segment. A major industry trend in transportation is the electrification of the auto 

industry. Currently, ITT's brake pads are similar in electric vehicles and traditional vehicles. There is less wear 



 
    

on electric vehicles, so there are oppurtunities for improvement and efficiency gains. ITT has also developed 

EV charging stations that have grown 288% in orders in North America. There is an opportunity in China as 

one of the fastest growing markets with electric vehicles. ITT established an EV innovation center in China to 

develop better electric brake pads. The industrial end market aligns with the connect and control technologies 

segment. This involves aerospace, defense, and general industrial. The Trump administration promises for 

increases in the Federal Budget for defense spending. Recently, ITT was rewarded a $22 million contract for 

the ITT's power converter used for the Bradley fighting vehicle. The oil and gas end market aligns with the 

industrial process. This sector has been disappointing due to the low price of oil. ITT is dependent on oil 

companies increasing capital expenditures, which will cause ITT's engineered products to be needed. Ramos 

stated how in the recent quarter there had been stabilizing conditions with increased activity in the Middle 

East. There has also been a reported 42% increase in general oil industry projects. With the price of oil 

recently increasing, the oil and gas sector is an area for margin improvement. 

 

Business Model:  
ITT Corporation has a diversified brand of highly engineered products along with diversified end markets. 

The geographic breakdown of revenue is 41% North America, 27% Western Europe, 14% Asia Pacific, 12% 

composed of Eastern Europe, Middle East & Africa, and 6% Latin America. This includes 30% of revenue 

coming from emerging markets. The company is also diversified in the end markets of transportation, 

industrial, and oil & gas. ITT's industry leading brands of the highest quality and efficiency are crucial for their 

growth. One brand is Goulds Pumps, which is used for extreme pressure and temperature environments for 

all areas of oil and gas production, transport, and refining. A second brand is Enidine, which are devices that 

help protect customers from unwanted shock and vibration. A third brand is Koni, which is synonymous 

with automotive shock absorbers that help reduce equipment wear while improving safety and performance. 

A fourth brand is Cannon, which is an electronic connector used in automobiles and aerospace that supports 

the vehicle's electrical, computer, and entertainment system. The diversity of ITT can also be shown with its 

customers. The main customer revenue breakdown is 9.46% Continental AG, 4.86% ZF Friedrichshafen, 

2.06% Airbus SE, 1.75% Ford Motor, 1.66% Toyota Motor, 1.57% Samsung Electronics, 1.32% Caterpillar, 

and 1.24% Boeing Co. ITT has customers across numerous and very different industries. ITT Corporation's 

strategic plan is disciplined organic growth through global market expansion and new product development, 

combined with operational improvements that focus on the principles of Lean Six Sigma. This will drive 

operating margins and will increase the value of ITT. 

 

Segment Analysis: 
ITT's operates in the segments of industrial process (34% of total revenue), motion technologies (41% of 

total revenue), and connect and control technologies (25% of total revenue). The industrial process segment 

consists of designing and manufacturing pumps and valves, monitoring and control systems, and aftermarket 

services for chemical, oil and gas, and mining. The motion technologies segment consists of designing and 

manufacturing brake pads, shock absorbers and sealing solutions for the automotive and rail markets. The 

connect and control technologies segment consists of designing and manufacturing harsh-environment 

connectors and flow control components for the aerospace, industrial, and defense markets. The time-series 

annual and quarterly EBIT margin for each sector is shown below. 



 
    

 

 
The industrial process segment EBIT margin is at an annual low in 2016. This is due to the challenging oil 

and gas market. ITT is dependent on capital expenditure in the oil and gas market, which was lagging in 2016. 

The quarterly margin has increased from 2.21% in Q3 2016 to most recently at 5.05%. There is a seasonality 

impact in Q3 of lower demand due to manufacturing shutdowns and planned maintenance activities. The 

annual EBIT margin for the motion technologies segment has generally increased. It is the highest margin at 

18.11% annually for 2016 and also generates the largest amount of revenue. The connect & control 

technologies segment has seen a generally constant EBIT margin, most recently at 12.19%. There was an 

increase from Q3 2016 to Q3 2017. One way to show the opportunity for future increased segment margins 

is to look at competitors' similar segment margins. The annual EBIT margin by segment for Curtiss-Wright 

Corp, ITT's closest competitor, is shown below. Also, the average EBIT margin, per segment, of ITT's 

competitors with similar segments is shown below. 

 

Curtiss-Wright Corp has a higher EBIT margin than ITT in the similar segments of industrial process and 

connect & control technologies. The industrial process margin and connect & control technologies margin 

are almost double ITT's. ITT has a greater motion technology margin due to their more recognized brand, 

better performing, and more efficient KONI shock absorber and brake pad technology. Other competitors of 

ITT also have higher EBIT margins in the industrial process and connect & control technology segments. 

These sectors for ITT will grow closer to its competitors in the future. Another way to show the opportunity 

for increased segment margins is with recent segment success and planned segment expenditures. In the 

industrial process segment, there was a 17% improvement in oil & gas and a 42% increase in general industry 

projects. Also, the backlog for the sector has improved 8% compared to the beginning of 2017 to $376 

million. There has been an increasing amount of orders from the Saudi region. The normalization of this 

industry with increasing oil prices will lead to increased margins. In the motion technologies segment, ITT is 

reacting to the shift of the electrification of automobiles. There has been a focus on expanding in China with 

new friction EV innovation and testing capabilities there. ITT also developed EV charging stations that have 

grown 288% in orders in North America. ITT acquired Wolverine Automotive Holdings in 2015, which was a 

manufacturer of customized automotive braking systems. Then, Axtone Railway Components was acquired in 

January 2017 to give ITT a greater presence in the railway industry. These synergies and new end markets will 

drive margin growth. In the connect & control technologies segment, there is room to grow in the defense 



 
    

end market. ITT was awarded a record $22 million contract for suspension technology for the Bradley 

fighting vehicle. Oil and gas connectors improved by 28%, this segment also benefits from the normalization 

in the oil industry. ITT acquired Environmental Control Systems in 2015, which was a designer and 

manufacturer of products to support aerospace applications. There is a large opportunity for EBIT margin 

growth across all segments for ITT.  

Management/Ownership: 
The ownership type chart is shown below. The majority of ITT's shares outstanding are held by Investment 

Advisors at 88.05% and Hedge Fund Managers at 5.41%. There has not been much of an overall year-to-year 

ownership type change. The institutional owners are Vanguard Group (9.1%), Capital Research Global 

Investors (8.9%), and BlackRock (7.4%). The greatest change was Sovereign Wealth Funds increasing from 

0.13% to 1.14% of shares outstanding. ITT has 99.63% of its shares outstanding as freely floated. The short 

interest chart is shown below. The short interest days to cover is low at 1.76 days. As the price of ITT has 

increased, the short interest ratio has declined. It has declined from a high of 4.03 in August to currently 1.76 

days. There has also been a decline in the volume from short interest to approximately 1.1 million. This 

shows investors are more optimistic in ITT after its impressive Q3 earnings results.  

 

Denise Ramos was appointed CEO of ITT in October 2011. She previously served as senior vice president 

and CFO of ITT since 2007. The CEO was internally appointed. Prior to ITT, she served as CFO of 

Furniture Brands International. From 2000 to 2005, she served as senior vice president and corporate 

treasurer at Yum! Brands. Ramos has a financial background thus knows the importance of generating cash 

flows. She has seen an increase in executive compensation at a CAGR from 2012 to 2016 of 8.75%. The total 

key executive increase in compensation has grown at a CAGR from 2012 to 2016 of 10.26%. While the stock 

price of ITT has grown annually at approximately from 2012 to 2017 at 15%, 75%, -18%, -10%, 24%, and 

25% most recently. During the years of negative annual returns, compensation pay did not align; however, the 

recent 2-year stock growth has outperformed compensation growth. The problem is that ITT has 

underperformed compared to the industrial sector.  

 

 

 



 
    

Capital Allocation Comparison: 
ITT Corporation uses the minimal amount of debt compared to its industry. For FY 2017, ITT had $395M in 

debt compared to $395.6M in cash. Cash represents approximately 12.58% of ITT's total assets. Total debt 

recently has decreased from $245.7M in 2015 to $191.1M in 2017. ITT is highly unlevered, which gives them 

the opportunity for future opportunities. The debt to equity of ITT is 5% compared to its competitors' 

average at 23%. This high amount of equity compared to debt results in ITT having a greater WACC than its 

competitors. This results in ITT having a lower return on capital to WACC compared to its competitors. ITT 

has the ability to leverage itself, thus reducing its WACC and increasing its value. However, the low 

probability of default that ITT currently has, due to its low amount of debt, also increases its value.  

 

  

 

Profitability Comparison:  

ITT for the past 2 years has been facing declining revnue. This is largely due to the challenging oil & gas 

industry. However, this year has been more promising. In the Q3 earnings results, revenue growth guidance 

was increased from a previous guidance of flat to 2% to a revised guidance of 4% to 5%. This large increase 

in revenue growth will drastically benefit the bottom line. ITT has a focus on operational improvenemts by 

implementing the principles of Lean Six Sigma to reduce costs and cycle times while improving productivity. 

Cutting operational costs along with increased revnue growth will lead to increased EBITA and net income 

thus better company-wide margins. ITT has a larger cost of revenue to revenue at 68.5% compared to 

competitors' average at 61.3%. The Lean Six Sigma will bring this closer to its competitors. ITT has increased 

prodctivity with its revenue to total employees increasing from $0.22 to $0.26. All of ITT's competitors have 

been facing challenging revneue growth, which is shown below in the comparative revenue growth table. ITT 

has the opportunity to improve its ROE to align more closely with its competitors. ITT's cash conversion 

cycle shows how it is best-in-class of the industry. ITT has a cash conversion cycle of 78.77 days compared to 

its closest competitor of Curtiss-Wright having a cash conversion cycle of 128.58. ITT stands out with its 

high inventory tunrover and low payable turnover. The cash conversion cycle is critical for observing the 

operational efficiencies of a company and its ability to generate cash flow.  

 



 
    

 

 

Sensitivity Forecast 
ITT's stock price value is very sensitive to revenue, operating expenses, and capital expenditure assumptions. 

Under the bear case scenario, there is a 3% intrinsic value probability upside. The assumptions are that ITT is 

not able to decrease its operating costs to revenue. The operating cost to revenue is assumed to remain the 

same as it currently is. Also, there is a decrease in the projected revenue growth rate. This could be due to the 

oil & gas industry not normalizing and falling growth in the automobile industry. The segment margins are 

assumed to remain the same and not increase to the industry average. This sensitivity forecast leads to a target 

price of $39.13, thus a negative return of 22.26%. Under the bull case scenario, there is a 100% intrinsic value 

probability upside. The assumptions are that ITT is able to continue to reduce its operating costs to revenue. 

Also, to increase its projected revenue growth rates. This is due to the oil & gas industry normalizing and 

picking up capital expenditure expansions. It is also assumed that ITT will be able to take advantage of the 

electrification of the auto industry and grow its rail operations in China. Segment margins will start to increase 

towards the industry's average margins. The sensitivity forecast leads to a target price of $70.87, thus a 

39.95%. The upside is greater than the downside for ITT.  

 

 

 



 
    

Summary:  
In conclusion, ITT Corporation is a buy at its current price due to its upward growth potential in segment 

operating margins. The company's operating margins have room to increase towards its competitors' average 

operating margin. ITT's operations are aligned to take advantage of the electrification of the transportation 

industry, the increase in federal spending in the defense industry, and the stabilization in the oil & gas 

industry. The upside price potential is greater than the downside price potential as shown in the sensitivity 

forecast section. ITT's one-year target price of  $62.90, a 24.32% return, is reasonable due to their revenue 

growth opportunities and ability to cut operational costs with its Lean Six Sigma focus.  

 

 

 

 



 
    

 


