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1. Backaround Bochelor thesis

This thesis is the final assienment for the study Bedrijfskunde of the Twente University, In this thesis
a research assignment is carried out for the sub-department Contractors, Building, Materials and
Engineers  [CEME] of the Corporate  Clients  department  of ING  Mederland.
ING is a global financial services company providing banking, investments, life insurance and
retirement services. ING serves more than 75 million customers in Europe, the United States,
Canada, Latin America, Asia and Australia. ING MNederland is organised in & different lines of business:

Insurance

Eurcpe Asia/Pacific

Insurance
Americas Banking Banking

| | |
H NGDII!:I‘

| I 11 1 |
Insurance H whnlsdeH Retail

Corporate Clients is a part of Whaolesale Banlking, mare specifically of the client division of Whalesale
Banking. Within Corporate Clients, clients are allocated to one of the six sub departments based
upon branch membership. The department CBME therefore handles clients like BARM, Arcadis and
Wavin,

CBME is a small department with two relationship managers and one assistant relationship manager.
Together they manage a portfolic of 30 companies. &n important part of their job is to keep up with
the market developments and the challenpes their clients are facing. Sector-and company research
plays an important role in this process, Information obtained and provided by corporate clients is
viewed as the starting point of business by ING upper management,

2. Research mofives

This section has not been disclosed with reference to confidentiality issues,



3. Research guestion

Following from the research motives, it becomes clear that there are two ohjectives in this thesis,
First the development of a framewark that can be used for client- and sectar analysis, And second,
the identification of critical business issues of Wavin N.W. As the main point of interest of the
department CBRE is to penerate new business, and thus act on the second objective, the
identification of critical business issues will be the subject of the main research question:

What are the critical husiness issues of Wavin N.W. 7

In order to answer this guestion satisfactary, insight in the paosition of Wavin must be provided. This
can be done by applying a ramework for client- and sector analvsis on Wavin. The development of
this framework is the subject of the supporting research question:

Which aspects are important for ING ta include in a framework for client- and sector analysis?

In order to keep the overview among the different aspects which are relevant, a distinction is made
between aspects that belong to the:

&% Sector

% Main players in the sector

&% QOrzanization

This distinction implies an autside in approach as the basis for the frameworl. Befare it is possible to
elaborate on characteristics and strategy of an organization it is essential to get familiar with the
context the organization is operating in. This means analyzing the sector of an organization first,
When the relevant aspects of the sector are understocd, it is important for NG to 2o00m in on
different players in this sector. By comparing them, insight in which organizations are performing
well and which are not is provided, When the aspects of hoth sections are clear the organization
itself will be analyzed.

Once all three sections are analyzed it is possible to compare them to each other and answer the
rmain research question: What are the critical business issues of Wavin N7

' |f the framewark is applied on an orgarization which is not ang of the main players in the sectar, a pear grocup
of the company should be analyzed instead.

4



4. Research Methord

This thesis will follow IMNG"s way of working. The format for the framework will therefore be a
PowerPoint presentation. IMG uses PowerPoint presentations instead of texts documents because
thev provide many cptions for visualizations and are more ta the point. When the framework is filled
in for Wavin, the PowerPoint presentation will be converted into a text document for Twente
University as bullet points and pictures do not leave much room for elaboration.

Asperts, used in the framework, from the three distinguished sections [Sector, Moin  plovers in the
sector and Organizatior] are selacted based on relevance and availahility of data. Theoretical models
such as Porter's five forces model will also be used in the framework in order to summarize
information and place it into perspective,

The data to fill in the framewaork, when it's applied on Wavin, will be gathered through desk research
and interviews with ING employees, As the goal for ING is to be proactive towards Wavin with this
thesis, Wavin will not be approached with information requests cr interviews.

The desk research will focus on annual reports, investor reports, studies from external research
oreanizations and other publicly available information about the sector and its main players,
Information from ING departrments such as corporate finance, eguity analysts and ING research will
alsw be a valuable scurce of infarmaticon.

On a regular basis the progress of the thesis is discussed with both supervisars (UT and ING) and
directions and boundaries of the thesis are set in these meetings. Since ING want 1o use the
outcornes of the main research guestion in a pro active approach to develop new business, the
questions are viewed from a financial point of view.

When the framewoark is completed for Wavin, the analysis will be discussed with the members of the
CBME department to identify critical business issues and answer the main research question. The
completed framewaork and identified critical business issues will be presented to the director
corporate strategy of Wavin,



5, Supparting research qguesticn

-Whick gspects are important for ING to include In o fromework for chent- and sector analysis?

This section has not been disclosed with reference to confidentiality issues,

Aspertr related to the Sector:

The purpose of this section is to pet familiar with the context the arganization is operating in and
create an understanding of the market, Therefore this section will start with a sector definition in
which the boundaries of the sector are set. As the analysis aims to identify critical business issues of
the company, the definition of the sectar needs to correspond with the part of the industry the
oreanization does business in. When an arganization only operates in Europe it has no use ta analyze
the same sector in Asia as well.

The second aspect of this section will focus an a segmentation of the sector, Since trends, demand
and growth potential vary for different products of an arganization a segmentation of the sector
based on products is necessary, Then the value chain position of orpanizations cperating in the
cector is analyzed. Especially insight in which organizations in the value chain have direct contact
with the end user/customer is impartant,

When the definition, segmentation and position of 3 sector are clear it is time to analyze the
characteristics of a sector in more detail. This section is approached from a financial point of view.
ING provides services on all financial areas from general lending to mergers and acquisitions, so
rarket characteristics and dynamics need to be well understood if ING wants to identify financing
opportunities, A&t least information about the market form, rivalry, entry barriers, peographic spread,
rmain assets, capital intensity and cash flow generation needs to be mentioned. Sector specific
information such as strang governmental influence should off course also be mentioned.

The next step is to provide data with respect to the outlook en growth potential in the sectar,
Estimates of market growth and important factors that influence the growth potential are the main
subject hera,

The five forces model of parter” is used to reflect on the above data. As the purpose of the five forces
model of porter is to determineg the competitive intensity and attractiveness of a market it can serve
to summarize the analyzed data. The section ends with important trends of the sectar, The five
forces of porter are the starting peoint in describing these trends, in other words what are the
developments in these five area’s? Howsver, also changes in the market conditions and outlook of
the sector are impeortant to mention. The last area for which changes and developments will be
analyzed is the product characteristics area,

7 Porter, M.E., Harvard Business Raview, 1979



The aspects that will be analvzed in this section are:

-Sector definition -Market prowth
-Sector segmentation -Parters five forces model
-Walue chain position -Recent trends

-Main characteristics and dynamics of the sector

Aspects refated to the main ployers in the sector:

When the relevant aspects of the sector are understocd, it is important for NG to 2o00m in on
different players in this sector, By camparing them, it is possible to get a feeling with what is a gocd
performance in the sector, As clients of ING's corporate clients division are typically larpe
oreanizations, they will normally be one of the main players in the industry, Howewer, if this is not
the case a peer group of the arganization, which is the target of the analysis, should be compared
instead. Insight in how the peers of the arganization campare o each ather is the cverall purpose of
this section.

The main playvers in the sector will be selected based on their revenues. & short cverview with basic
data will be the first part of this section. This short overview consists of the core business of the
companies, location of its headgquarters, worldwide presence, revenues and their notation on a stock
rarket. These elements are chosen to reflect the main activities of a company, its origin, the size of a
cormpany and its ownership.

The second step in this section is a detailed comparison of the financial figures of the main players.
As not all organizations are listad on a stock market, not every creanizatian is cbligated to publish an
annual repart with detailed financial fipures, Players for this detailed comparison will therefore be
celected based on availability of data, Again, the main point of interest for ING is gZenerating new
business so the financial figures of the arganizations are therefare the most relevant, The figures
which will be used to benchmark the largest players in the industry are chosen to reflect the size of
the companies {revenues, total assets, net debt and employvees) and their profitability [net profit,
EBITD&, EBITDA margin, and revenues per employee), When analyzing these figures large differences
need to be explained and additional relevant infermation provided., Furthermore the geographic
spread of the companies must be laooled inta, o indentify gaps in players their footprint,

This section ends with a comparison of the share price and enterprise value of the main plavers. With
this data the relative position of each of the companies can be calculated.

The aspects that will be analvzed in this section are:

-Shart overview of the main players -Geographic spread
-Detailed comparison of the financial figures -Share prices and enterprise values



Aspects refated ta the Orgonization

Mow both the aspects of the sector and the main players are clear itis time for 3 detailed analysis of
the organization itself, This section will start with a shart introduction of the company by
cummarizing its history and stating the key data, The way the organization is structured needs to be
explained through providing insight in the allocation of products by the arganization to strategic
husiness units, Alsa insight in the strategy of the arganization is important as ING wants to become 3
ctrategic sparring partner of the organization. Because the stratepy of an organization is rather
complex to comprehend a division into four damains (vision, strategic objectives, strategic directions
and strategic measures] will be used, Through the steps of strategic objectives and strategic
directions the vision of a company can be translated into strategic measures., These two steps also
result in comparable stratepic measures to be grouped topether, so that overview is maintained.
Furthermaore the footprint of the orpanization as well as the financial fisures are again the subject of
analysis. Since these aspects are also analyzed in the previous secticn the focus will be on the level of
detail as well as creating an understanding of the financial development through the years.

In addition to this analysis the financial fipures per region and per business unit need to be stated,
The strategy of an organization can then be compared with their actual situation. Growth potential
and cutlook for the different regions and business units are also important for the total picture of an
oreanization. This section finishes with a S\W0OT analysis to summarize the position of an
organization.

The aspects that will be analvzed in this section are:

-Shart introduction -Owverall financial figures of the last vears
-Allocation of products to 5BU s -Financial fipures per regian and BU
-Abstract of the corporate stratepy -Growth potential

-Detailed footprint -SWOT analysis

Mow all relevant aspects of the three distinguished sections are identified, it is possible to combine
thern into a framework, As explained in the research method section, the format for the framework
i a PowerPoint presentation. Apart from advantages reparding visualization options and the fact that
a PowerPoint presentation is “to the point”, a PowerPoint presentation is easy to adjust for- and
apply an different arganizations, What the complete framework looks like can be seen in annex 1.
Hera the framework is applied on Wavin N,

In the next chapter the PowerPoint presentation is converted into written text for the university, the
three identified sections will serve as three new supporting research questions for the main research
fquestion.

Sectar:
-What are the charncteristics and trends of the European plastic pipe systerm sectar?

Main players in the sector;
-Whao are the main ployvers in the Furopean plastic Auilding moteriols industnr and how do they

cownpare to Wavin MV 7

Creanizatian

-Vhat are the choracteristics ond strotegy af Wendn NP



5.1 Fromework section 1: The Sector

-What are the characteristics and frends of the European plastic pipe system sector?

This chapter will start with a sector impression in which the sector definition, segmentation and
characteristics are addressed. Then the value chain is described, Subsequently the marlat growth
will be explored with the help of Eurcconstruct reports and the five farces model of porter is used to
provide 3 visual overview of the sectar, The chapter finishes with important trends of the sectar,

Sector impression

The sectar in which WWawin operates can be defined as the European plastic pipe systems sector.
While nowadays plastics are used in almost every industry, Wavin only targets construction markets
with plastic pipe systems. &s glastic products for construction markets differ a lot from, for example,
plastics targeting the packaging material market a boundary of the plastic industry was necessary,
The same halds for the addition of “European”™ to the definition, Wavin only operates in Europe,
which is a completely different market then &sia or America.

The Eurapean plastic pipe systems sectar consists of numerous types of products, from plastic sewer
pipes to plastic floor heating systems. All plastic pipes systerms howewer are used in the construction
sectar which is generally divided in three segments.”

-Residential construction market

-Mon-Residential construction market

-Civil engineering construction market

Because trends, demand and growth potential differ for the different bypes of construction markets a
sepmentation of the plastic pipe systems sector is alse convenient. In general it can be said that in
the Residential and Mon-Residential construction markets only above ground plastic pipe systems are
used. Below ground plastic pipe systems mainly target the Civil Engineering construction rarket,

Sepmentation based on the abowe- or below ground usage of the plastic prodoct has another
advantape. It makes a distinction based on the complexity of the plastic products, Below ground
products are mainly straichtforward and have relatively low margins, examples are:

-Foul water systems

-Drainage systems

-Cable ducting

-Distribution of gas and water

Above ground plastic products are more value adding products and therefore have relatively high
margins, examples are:

-Flaor heating/cooling systems

=50il and waste discharge systems

-Roof gutter systems

-In-house electrical conduits

* Euraconstruct Surame ~ report, Mavemzer 2307



As above pround products target the (nonjresidential construction market, the segment shows a
correlation with the developments in this market, This relationship also holds for the below ground
praducts with the Civil Engineering construction market. However this correlation is a bit weaker
because some below pround produocts target the (nonjresidential construction market as well. This
rmeans that growth of the [nonjresidential construction market will lead to growth potential in the
abowve ground sepments and civil engineering growth can boost the demand for the below ground
plastic pipe systems,’

The market for plastic pipe svstems in Europe is relatively voung. The widespread use of plastics is
something of the last decades. Substitution of traditional buoilding materials {e.2. copper or concrate)
ic ongoing and therefore the overall plastic pipe system market is expanding.

The widespread use of plastic pipes in the building materials industry is further enforced by the
recent attention for energy efficient building. Plastic pipe systermns that transport cold water, for
example, can replace air-conditioning systems as an energy efficient alternative.”

There are a few laree multinational players active in the European plastic pipe system sector. While
on a national level there are also a lot of small specialized companies, the investments necessary to
operate on a European level limit the competition to a few large organizations. The capital intensity
is high and the main assets of these companies are production plants and equipment topether with
the inventory. While the fixed costs are hiph, switching costs [from ocne type of plastic pipe to
another one) are low,. This limits the distinctiveness possikilities and emphasizes a strong focus on
production cast reduction and efficiency. Relative market share and the added value of products are
very important to determine the margins of products. & large market share provides pricing power
and economies of scale. Because raw material costs are still a substantial part of a company’s
expenditures, fluctuations in these prices lead to volatility in gross margins,

Due to climate change, for example irregular rainfall patterns and fleoding, new saluticns for
dispasal and drainage are needed, These developments provide many paossibilitiss to differentiate
and organizations are trying to create niche markets such as last-mile telecom solutions and low
naise foul water applications. The innovation rate among plastic pipe system producers is very high
and new applications for plastic pipes are launched often.

The limited distinctivenass possibilities in the straight forward products have alsa led to a shift in the
product portfolio of many arganizations. More and maore plavers focus on the above ground sepment
with itz hieher marzgins are preater complexnass, While in the past, plastic pipes wheare sold “hy the
inch” leading companies today sell “pipe sclutions” [complete systems).

High market standards, imposed by governments through guality directives , have led to a high leval
of technology needed to produce these products. Especially producing products made of PE and PP,
require a substantial knowledge level, Apart from the capital intensity this is a sericus entry barrier.

! Boin&Carrpary, Wavin repert, 2005
ciin! fGessllschaft fitr umfassende Analysen GmbH fienno, Austnol) stedy “The contributicn of plastics to
resource effisiency™ 2005
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Vafue choin position

Plastic is made of polymers and plastic pipe producers buy these commodities from large
petrochemical companies. They process the raw material into the plastic pipes which are sold o
building and plumbing wholesalers and large civil merchants. The clients of plastic pipe producers are
thus distributars and not the actual installers of the products. Companies operating in the end
rnarket, the buyers from the distributors, are housing developers, plumbers and civil contractors,
Products targeting the Civil Engineering construction sector, however, are sometimes sold directly to
the end market. Clients in this sector are often large oreanizations and the volume of plastic pipes is
rnuch higher, Figure 1 visualises the value chain.

' N
Plastic Polymer Zew i ipid |
Y Produgers Distributors S Ak
Suppliers . 4
i y
Large Petrochemical Plastic pipe systems Building wholesalers Civil confractors
Companies producers for Flumbing wholesalers Municpalities
Residential construction =, Fe | p—
ey Civil merchants Ground workers
H i Ak
Non-Residential Houwg dwisiopsre
Consruction market LUhility companies
Civil Engineening Flumbers Figure 1

consiruction market

Suppficrs

For sorme time now there is a consolidation trend zaing among the petrochemical companies, Being
the higgest is key and the anes that still remain are typical large multinational oreanizations. Plastic
palymers are just 8 by-product for these organizations and they are able to pass material costs
yolatility through, to the plastic pipe producers, despite fixed contracts, This price setting is also
passitlle because the refinery capacity in the warld is limited, Mew refinery capacity is expected on
the mid/lang run frem the Middle East but until then plastic pipe producers have to cope with
powerful suppliars.”

Distributors

Preferences of the actual clients [distributors) and installers differ so it is wery important for plastic
pipe systermn producers to maintain close interaction with both proups.

Wholesalers and civil merchants are often large creganisations and they prefer reliable suppliers with
broad product portfolios that operate in the same countries as they do. This rmeans that there are
close relatiznships betweaen the plastic pipe systems producers and their clients, While thecretical
cwitching costs for distributars are low this does not happen often and it can be stated that there is
ctrang brand lovalty in the industry. Because there are many distributaors and the market is highly
fragmented, distributaors have limited bargaining power. & consalidation trend however is visible and
it could very well be that distributors will play a bigger role in the future.”

" Russel Boon, Director IME Corporate clients, team ratural resources
"Wavin annual repot 2007
11



farkef arowth

There are two important factors that influence the growth of the plastic pipe systems market,
Substitution of traditional huilding materials and change in construction output {the end market),
since there has bean a continuing upward substitution trend for the last few decades, the relative
rarket share of plastics in pipe systems is still growing. Figure 2 clearly shows this trend in the
heating and cooling systems segment were the use of plastics compared to metals grows with almost
2 percent per year.”
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The other important growth factor, change in construction output, is 3 result of the strong
correlation between the plastic pipe svstem sector and the construction market. This change is
reflected by the Euroconstruct reports in which an estimate of the outlock for the construction
sactor in Eurcpe is made svery half year. Figure 3 shows the outlook for the construction output
while figura 4 reflacts the contribution to the construction sector from the different sub-sectors.”

Share of Construction Sectors 2006

European Real annual change (%) Construction Output Total €1.420 billion
57 = o New Residential
4.
O R&M Residential
3H O Residential
2 ‘ B Non-Residential 'LI B hew Maon-
..i B Civil Enginesning | Residential
11 g | f = R&M MNon-
il | B i B o Residential
i m New Civi
1 ; p— ? . J Enginesning
2006 2007 2008 2000 2010 Figure 3 m R&M Civil
Engineering
-\"—\—\__ g
B ram 43%) [ INew 57%)  Figured

It can be seen that after years of buovant growth the growth of the (nonjresidential constructing
sactor is slowing. Falling real estate prices [mainly in Spain, UK and Ireland) together with cautious
investors put the brake on demand, Because the civil engineering sector is driven by government
investments this sectar is less volatile which is reflected by stable growth rates, These developments
rainly effect the demand for above ground plastic products and implies a larger role for rencyation
and maintenance activities, especially in mature markets. In 2006 renovation and maintenance

i WD, European plumking end heating systems, 2006
" Euraconstruct zurmmmery repart, Dzcerrber 2037
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gctivities already amounted for 43% of the total corstruction putput and this percentage will

continue to rise with the current developments.

The shart time outlooks are pessimistic but an importart differentiation must be nade  between

eastern- and western Europe,

Real annual change (%) Construction Output

Total Construction market 2006

W Civil Engineenng
B Non-Residential
O Residemntial

07 100%
) W Eastem
gl Europe 80%
T O 'Western
6l Europe 60%
i = Total 40%
3 20% 50%
218 | 24%
R 0% -
ﬂ v || I | |
2006 2007 2008 2009 2010 Figure 5 e | Fanem
Europe Eurcpe

Figure 6

While the construction market in western Europe has to cope with a slowdowvin, prediction in eastemn
Europe is for a strong increase in construction output for the next few years {figure 5) ™ Corstruction
markets there are mainly driven by civil engineering, which represent a much larger share of the
oonstruction sectar then in western Europe {figure ). The civil engineering segment in eastern
Europe is benefiting frorm large governmental irvestrnents and subsidies fram EU structural funds.™

Oil prices also influence the potential market growth of the plastic pipe system sector, zlthough
indirectly. Raw rmaterials vsed in tke plastic pipe sector are by-products of Qil-refineries (PE, PP and
PWC). When oil prices increase it is more profitable for refineries to produce other products. The
production of palyrnars will be limited ard limited capacity leads to higher plastic prices (figure 7).
%o high oil prices also have a negative effect on tke market growth of the plastic pipe systems sector.
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of course also macra economic factors influence Economic outlook EU27

the potential growth of the plastic pipe systems  [Ba: Bl la 0 o)
cector, ey indicators for the peneral economy i
are changes in the pross domestic product, GDFP

2007 2008 2009
2.8 2.0 1.8

consumption and investments, employment and Private
inflation. Table one shows the forecast of the Cnnsumption

2.1 1.6 1.6

European commission for the next vears,

Total Investment 54 2.8 2.0

The Econamic growth of Europe is clearly
gleweine and there are no recoverny signs in the
near future.

Employment
rowth

L5 0.8 0.2

Unemployment
rate
PG of [abour foree

T8 6.8 6.8

nflation

2.4 3.6 2.4

Source: European Commnission Spring 2008 Forecast

Parter's Five forces analysis'”

Tobfe 1

This model uses concepts developed in Industrial Organization {10) economics to derive S forces that
determine the competitive intensity and therefore attractiveness of a market, It is a great tool to ta

summarize the above information and place it into perspective,
Threat of new entry:

High capital regairerrents
-Ceonomiss of seale

High leval of techrology

Srorgestablished brand narres

Power of Suppliers: Competitive Rivalry:

Few large suaplizrs -Conzolidatian frend

-Raw plastics are a by-product —} -Fecus on coet reduction and
g T F efficiency
Waterial costs velatiity is passed o
thraugh High innovat on rate
-Lirnited capacity -Lontr switching costs

T

Threat of substitution:

-Other way around: Plastics are
substniting traditional building
materia s

-Leading ccmpanies using traditional
miater als are switching to plastics

¥ “orter, b E., Ha~vard Business Raviaw, 1979

Powaer of Buyers:
{Distributors

Fragmented market with rnany
bLyers

-Consclidation rens
-Love switching costs

-Preference far reliable suppliers with
kErmad praduct partfolio

14




Rerent trends

As the five forces analysis of porter shows, the focus of power and thus threats to plastic pipe
producing companies corme from within the value chain. High entry barriers and the low threat of
substitution lead ta little wvertical threats. Close interaction with the players in the value chain is very
important as well as being aware of the developments in these segments. Suppliers, Rivalry and
Buyers are therefore the starting point in describing the recent trends plastic pipe systems
praducers are subjected to, The tread of new entry and substitution are neglected as they form no
cerigus danger. However, trends in owverall market conditions and  product characteristics are
impaortant for the autlook of the entire sector, which is why these areas are also covered.

« Upward pressure on raw material prices continues as a result of shortages
Suppliers « Mew refinery capacity is coming from the Middle East in the mid/long run
= Consolidation trend ongorng berng the brggest is key

= Consolidation of competition, mainly by boit on ac.qmsmons_
* Focus on high-growth, high value-added sectors especially the Hot & Cold segment.
Rivalry » Leading Companies are moving from selling inches pipe to selling complete systems.

= Growth of plastics in high value-added sectors leads to new competitors who are changing their
product portfolio (e.g. acquisition of Henko h\; Aalberls}

Buyers + Consolidation trend
(Distributors) . Emphasts on reliable supphers mlh broad product portFohc Just in fime delwenes

» R&M activities are becoming more important in the mature markets
= Construction sector of WE slows especially in Ireland, UK and Spain

Market » Construction sector of CEE is still growing, driven by GOP growth and large investments in
Cond Gons infrastructure of governments

» Total costs installed is key in WE. Speed and ease of installation is considered best way to keep
costs down. Plastics are becoming first choice due to their low maintenance, long life time and ease
Gf mstaiiatjon

= High innovation rate of new products/solutions enforced by:

- climate change (e.g. iregular rainfall patterns and flooding require new disposal/drainage solutions)
Product - energy efficient building (e g. airco’s are replaced by cold water plastic pipe systems)

« Substitution trend of traditional building materials with plastics ongoing

» Continuous improvement of plastics charactenstics and its applications

15



5.2 Framework section 2: The main players in the sector

Who are the maoin plavers in the European plastic building materials Industre andg how do
they compare o Wawin M.V 7

In an investar presentation Wavin recently held, it positioned itself against other large plavers in the
plastic pipe systerns sector. Because those organizations are viewed by Wavin as its peers they will
be used as the benchmark for Wawvin in this section. The selection Wavin used is limited to the
European plastic pipe systems market which corresponds with the definitian of the sector made in
the hepinning of this thesis, While Aalberts Industries was not named as 3 peer of Wavin in the
investor presentatian, it was added to the list to reflect the changing mindset of traditional huilding
rnaterial companies, Some of them are diversifying and because dalberts Industries recently acquired
Henco, an advanced plastic tube and fitting systems producer, it is a good example of a possible
future peer of Wavin,

Compam escription
“ompary Descriptio Revenues reflect plastic pipe systems only

Aliaxis 1s a Prvate Company, not histed on a stock exchange Hevenues ot €2405m in 200/
. i . Group of 88 companes operating in 37 countries
(EEAIIGXIS Cuie business. Plastic plurnbing products for all building segmesils
Headquartered in Brussels (BE)

Main engine of growih is acquisition

Woavin WY s lisled on e NYSE Amslerdam Fevenues ol €1619m in 2007

(wav I n) Presence in 28 European countries
Core businass: plastic pipe system solutions for all building segments

Headquartered in Zwolle (NL)

Uponor group is listed at the OMX Nordic Exchanges Helsinki Revenues of €1219m in 2007

Pregence in 22 countries in Europe and Morth America

Uponor Core Business: plumbing, pipe and heating systems for all building secments
Headguartered in Helsinki (FI}
Recently focusing resources on a single brand ard growth

Presence in 28 counfries weorldwide
Core business: plastic pipe systems for all building segrrents
Headquartered in Vienna (AT)

p,‘(y¥ t Pipelfe 1s a Jont Yenture ol Solvay and Wienerbarger, not listed Revenues of €875m in 2007
i

The Geberit Group is listed on the SWX Swiss Stock Exchange Revenues of €703m in 2007

Presence in 40 countries
BG FBERIT

e e | w002 Business: sanitary technology in Sanitary Systems and Piping Systems
Headquartered in St. Gallen [CH)

Sanitary systems are mainly non-plastic

GF Piping 15 part of GF Group, listad on the SWX stock exchange  Revenues of €£673m in 2007

+ G F+ Presert in over 100 countries
Core busincsscs: Piping sysicms, made of plastics and metal
Headquartered in Schaffhausen (CH)
Polypipe group is privately owned, not listed Revenues of €384m in 2007

Presence in & European countrics
Core Business: plastic piping systems for all building segmenis
Headquartered in Edlington, Uoncaster [UK)
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Company Description

The Rehau group is a family-owned company, not listed Revenues of €200m in 2007 (Est.)

[:1; HEHH“ Presence in 54 countries

Unfimitzd Polymer Sdlutans

Al

Core Busuniss: polymer solutions in the construction, automotive and industnal sector.
Headquartered in Rehau (DE)

Hevenues reflect plastic pipe systems only

Aalberts Industries NV is listed at the NYSE Amsterdam Revenues® of €1703m in 2007

Presence in 25 countries worldwide

Aalheﬂﬁ Core Business: Industrial Services and Flow Control (Metals)
Industries Headquartered in Langbroek (NL)
*Al recently acquired Henco, an advanced plastic tube and fitting systems producer. Share of revenues of

_plastics is still small but Al illustrates changing mindset of traditional building material companies

Solree; € atnpany disclesures

many of these main market playvers are privately owned and not listed on a stock exchange market
which means that more specific financial figures are not disclosed, Therafare only the four larpest
players in the Industry, based on revenues and availability of data, will be compared in more detail,
The figures which will be used to benchmark the largest players in the industry are chosen to reflect
the size of the companies [revenues, total assets, net debt and employees) and their profitahility (net
profit, EBITDA, EBITDA margin, and revenues per employee]. ™ As the focus of the thesis is on the
European plastic pipe market, there is a discrimination between owverall revenues and Eurcpean
revenues. Unfortunately, it was not possible to make this discrimination for the other financial

figures due to lack of data,

Revenues U oP°®" potProfit EBITDA DDA lotE o Det CMPIOYees Hevenue
Revenues margin  Assels (x1) Per Empl.
Aliaxis 2405 1154 182 369 15.3% | 1716 473 11600 021
Wavin 1619 1554 93 212 13.1% | 1492 542 7308 022
Geberit*| 1563 1438 | 201 | 401 | 257% | 1445 111 | 5360 | 029
Uponor| 1219 | 1073 | 102 | 188 | 154% | 664 85 | 4407 | 027

Figures are in €x1 milion

*Total group figures Sanitary- and Piping systems)

o |3 Qther

) Tokle 2
Fevenues iy geagraphical arga

) Bl Eurcpe| Q =
Al b [Dother | T @8
: I .
i = |

m Europe
& |0 Amenca
O Cither

@ Europe
i O North America
N [3 Latin America

y | E Europe
1\ |OMaorth America

LUIABAA
Jouodn

Figure &
]
ro ean Presence R
M 3 = Benelux, Gemeany and France
UK |lIrefand Eu Europe Spain Portugal | Italy CE Europe g:,th Er::rﬁpe._ =Eheion
e : e nemark, Norway, Sweden, Fintand

Allaxis :1: A & = i % - Central and East Europe:
Wawin x x X x X X x Poland. Czech Republic, Russia, Slovakia,
Géb&lﬂ x x X % % % Ukraine, Hungary and Romenia
Lipanar X X % X X b X i Tohie 3

¥ Annual repartz 2007, Aliaxis, Wavin, Sabarit and Upcnar
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The Eurocpean revenues of all four players are in the same range, with Wavin as the European plastic
pipe systermn leader, (Table 2], The EBITDA margin of Geberit however stands out, Since the figures of
Geberit are based on the total group fipures [sanitary and piping systemsh the high margin level of
the sanitary systerms, a high value added market with less commoditised {non-plastich products, is
reflected in the ERBITDA margin. The other three players produce relatively straightforward plastic
pipe systems which results in the same EBITDA margin range.

Specific characteristics of countries can alza influence marging and because af the different footpring
of the four companies, this might partly explain the low EBITDA margin of Wavin [Table 3). Another
factar which influences the margins has to do with the markets that are targsted. In the beginning of
this thesis a differentiation was made bketween the abowve pround products and below ground
praducts, Above ground praducts target the [nonjresidential market and have relatively high mareins
while below ground products mainly target the civil enginsering sector and have relatively low
rmargins. The percentage of revenues attributable to these segments is therefore impaortant for the
overall EBITDS marein of a company (fipure 9). 52% of Wavin its revenues are attributed to civil
enpineering sector against 30% for Uponor which could explain Wavins lower EBITDA margin,
Following line of reasonine would mean that Aliaxis performs really well, Aliaxis has similar margins
as Uponor but the share of its products tarpeting the civil engineering construction market is much
higher. Aliaxis however, has specialized itself in fittings and penerates twice as many revenues as
Wawin with the same tonnage of plastic reins. This obviously improves the marging of Aliaxis
Mevartheless Wavin its EBITDA margin is relatively low.

Aliaxis Wavin

Geberit Uponor

B Residential and Mon-resident= construction
market (Above ground products)

O Cwil Engineering construction market [Below
ground progucts )

Figure &

Relative Share Prices ® BBG EUR Build Mat Index
& Wavin
@ (Geberit
® Uponor
0.6 T T T T T T T T T

P P P P P @ P P P P Eioure 10

M M o = = o M M = o

8 8 ~l ~l ~l =l 9 9 o o
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In figure 10 the share prices of Wavin, Geberit and Uponor are benchmarked against the European
Building materials index, While the index as a3 whole is still doing well, Wavin and Uponor are clearly
falling behind., The recent softening of the construction sector is already reflected in their share
prices, Geberits position in the high value added sanitary market leads to a favourable position and
rakes it share price less volatile,

Geberits position in the sanitary segment is also illustrated by its position in the bubkble chart (figure
11}, It's enterprise value is more than twice as high as the EV of the ather three players and alsa its
EBITCS rmargin stands out. The enterprise value of Aliaxis is estimated, based on a prey quotation in
Belgium, since they are not officially listed at a stock exchange market.”

Relative Position

500
2400 Q
& Aliaxis
(']
g 2000 (esﬂmat.ed‘,-
& = ® Wavin
E 1500 @ Gebernt
s ® Uponor
1200 E
- Bubble size: EBITDA marngin
U 1| 1000 1500 2000 2500 3000 T £0m JI000 sooo
Enterprise Value (EV) Figure 11

* Thijz 4=llzztelle, MG 'Whalzsalzbanking, equity analist
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5.3 Framework section 2 The Organizafion

Whot gre the characteristics and strategy of Wawin N7

This chapter will zoom in on Wavin and begins with some characteristics of the oreanization. After a
closer laok an the footprint of Wavin the corporate strategy is explored. Financial figures from the
last four vears are compared and different business units and regions are studied in more detail,
Subseguently the growth potential of the different business units is visualized. The chapter ends with
a SWOT analysis in which company information is combined with sector knowledge.

Organfzationg! chorocteristics

Wiavin is one of the largest suppliers of plastic pipe systems and solutions in Eurape with
approximately 7000 emplovess and its headquarters in Zwolle . The company provides products for
all building sepments:; systems and solutions for tap water, surface heating and cooling, soil and
waste, rain- and storm water, distribution of drinking water and gas and telecom applications.
Wiavin mainly operates in the business to business market and has a presence in 28 European
countries, with manufacturing sites in 17 of those,
Since October 2006 Wavin is listed the NYSE amstardam stack exchange (WAYIN] and has a current
rmarket cap. of €615.2 m. {June 200R8]),

Products are allocated to two Strategic Business Units:

-Building & Installation (above ground products)

-Civils & Infrastructure (below ground products)™

= Hot & Cold | Wat
Building & » MEDN Vister
Installation 2S00l & Waste Civils & B \Water management
Infrastructure
= Other Bl o Cabla ducting
B 'Water&Gas
Footprint

Figure 12 shows the position of Wavin in Europe,
Bazed on logistic and managerial reasans Wawvin
always followed a strategy of expanding to
neighbouring countries, This resulted in a strong
presence in mest parts of Eurcpe, Twenty years ago,
Wiavin was the first of the European plastic pipe
producers to mowve to Central and Eastern Eurcpean
countries. Aided by its first mover advantage, Wavin
wias able to pain leading positions in these countries.
Today Wavin is still strengthening its position there
through both acquisitions and arganic growth,

. Preaenl with prod usction plast end sales effice

Figure 12

Fresenl with sales office

™ Wavin annual r=port 2007
He physical [premkancE m



While most of Europe is covered with either production plants or sales offices, Spain attracts
attention as a large blank spot on the map. In the past Wavin was present there but withdraw
because they had to face a highly frapmented market. As 3 consequence they were not able to
obtain a top 3 position, which guarantees pricing power and advantages of scale, In lanuary 2008
Wawvin acquired Pilsa plastics [Turleayl. If Wavin can strengthen its position in Turkey, the acquisitian
can serve as a hridge to central Asia for further acquisitions,

Carparate strotegy

Wiavin has a clear vision of where they want to stand in the future, The leading supplier of plastic
pipe systems in Europe with unrivalled geographic presence, service, innovation and product range.
This wvision results in strategic objectives and directions with accompanying measures, Through the
cteps of stratepic cbjectives and strategic directions mutoal supporting strategic measures are
erauped together and averview is maintained. Figure 13 shows this methed for Wavin =

-Optinization of production processes
2 T -Continuous cost control

CU““"}JEd Streanﬁﬂlntng -Competifive purchasing policy.
operational operations -Maintaining customer/market spread to reduce risks

improvements

-Target of 15% for share of revenue from new
productsisolutions (< 5 year)

-High innovation rate of new products that target emerging
Innavation niches {e.g. hot and cold and low noise segments)

To be Europe's leading -Acguisition of small innovative companies

supplier of plastic pipe - -Presence in almost every European country

systems and solutions, Logistic excellence -Emphasis on growth and scale to increase logistic
unrivalled in geographic Froduct focus e el

presence, service, Complete product - Strong presence in all building segments

innovation and product range L Products with low margins are not divested

range.

- Sales people identify end user needs
- End users are encouraged to name Wavin as preferred
|supplier

Strong ties with
End Users

-Building on first mover advantage CEE

Organic growth -Focus en High growth high value added sectors
Geographic e.g. Hot and Cold and Water/Gas distribution)
expansion [Aclively pursle accretive acquisiions, often family owned
Acquisitions companies

-Expansion into attractive neighbouring countries
LAcquisition power is influenced by swing in working capital

Flaure 13

" Wavin Raadshow presanation, may 2008, Investar prezentatior decernbar 2006 and annusl reports
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Finoneiols

The financial figures of Wavin for the year 2007 were already listed in table 2 among the benchmark
of largest players in the plastic pipe systerns sector. In this section the same financial figures are
listed but then for the past four years. This way it is possible to pet more understanding in the
developrments of Wavin over the last years., The net working capital and leverage ratio are added to
the list of data as these figures provide useful information for ING in relation to financing

opp ortunities.~

2004 2005 2006 2007 2008

Revenues 1020 | 1331 | 1502 | 1619 1670
Net profit 354 | 207 | 734 | 930 88
EBITDA 108.3 | 1634 | 1963 | 2121 185
EBITDA margin 06 | 123 | 131 131 11.0
Total assets 814 | 1596 | 1464 | 1492 1537
Net debt 332 909 598 542 503
NWC 1504 | 197.7 | 2051 | 2193 | na
Leverage 33 56 3 26 23
(Met debtEBITDA)

Employees 1) 5239 | 6998 | 7069 | 7308 n/a
(average number)

Rev peremployee | 019 | 019 | 021 | 022 n/a

Figures are in €xT million
*Forecast based on trading update Wavin H1 2008 Tahle 4

Wavin performed excellent in 2007, It was, however, a year of significant contrast. Thanks to
favourable weather conditions and strong demand from all markets, the first half year of 2007
chowed exceptional growth, The second part of 2007 was marked by a sharg drap in demand and
high raw material costs, The compound annual growth rate fram 2004-2007 of the revenues ic 17%
and for the net profit even 28%. Also the EBITDA marein improved over the last couple of vears but is
ctill not at the same lsvel as Wavin its peers. As well as a growth of revenues and profit, Wavin has
ceen 3 growth of its net working capital, This prowth is currently enfarced by the high raw material
costs and further complicated by the exposure of Wawin to cyclical construction market
developments. Since the construction output follows a yearly pattern, with its peak in the summer,
co does the net working capital requirements of Wawin.

The forecasts for 2008 resemble the second half of 2007, Construction output will still be below
marrnal levels and raw material prices are all time high. Furthermore the risk of the housing crisis
cpreading to more countries, puts prowth scenarios under pressure,

Y ¢ auin anncal resarts 2004, 2005, 2006 and 20037
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Financial performance per reqion

High transport costs combined with different purchase rules, per
country, lead to “separate” marleets with almost all business being 319,
local to lecal, In arder to penerate profit in each country, Wavin

Share of EBITDA CEE

tries to obtain a Top-3 position in all the markets they are active, o

Top 2 position implies pricing power, advantage of scale and 19%

attracts large custorners who are looking for reliable partners with 18%

broad product ranges. Wavin has a top-3 position {often leading) 17%

in all countries they are present, except Germany (top 5). They are 16%

especially strong in the CEE economies were they build on their 2005 2006 2007

first maver advantages, Besides the growth opportunities there, Figure 14

Wiavin is able to achieve an EBITDA margin of 19,6%, which is the highest of all regions (figura 15).
Wiavins strong presence in these emerging markets is further reflected by the upward trend in
EBITDA share of CEE (figure 14). For managerial reasons Wavin classifies some emerging countries
under "Nordic Europe® and “SW Europe® which makes the actual contribution of CEE countries even
higher,

Flaure 1%

Finaneial performance per Business Unit

Share of revenues SBU's

Growth rate SBU's 2006-2007

0 Heot & Cold
Building & Srag -
Installation @ Scil & Waste

o Other BI 20%

O Faoul Watsr 15%
s & B Water management  10%:-
Infrastructure :

O Czhle dutting 59

B Water&Gas 0%

B Oithar

5o

(B rotaiezr @ Tota cal

Figure 16
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Wavin once started out with the now low-margin and low-prowth operations Waterf&Gas. Because
this sepment has entered a mature face in WE, there are only growth opportunities in CEE, Wwawvin is
reducing its exposure to this market and is focusing on selective sophisticated products, which is
reflected by the negative growth rate of WaterfuGas [figure 18}, The strategy of Wavin to focus on
high value added sectors enforced the growth in the BRI segment, Being active in hoth the B&1 and
C&| segments provides a competitive advantage as important customers are alse active in hoth
cepments, Furthermaore provides a presence in both segments, purchasing power and synergies,
Current CE| activities, also ow marginflow growth ones are not divested but growth in the C&|
cepment is mainly attributable to specialitiss, For example water management systems that can deal
with irregular rainfall patterns. Fipure 17 shows the growth potential of the different business units
estimated by Wavin, Specialities such as low noise applications and surface cooling systems
[(Hot&Cold) represent highest growth potential and offer the highest margins, Howewver these
segments are also more volatile because of their strong correlation to the housing market,

Growth Potential determined by market growth and current plastic penetration

Low
S&W — low noise a

Bubble size: Company sales in respective

e : Business Units Wavin
sagments in markets analysed

' - = Hot & Cold
| : Building &

Installation = Soil & Waste

Estimated o Other Bl
current

plastics | O Foul Water
penetration Civils & H Water management
1l Infrastructure
SAW_ other O Cable ducting
L | Water&Gas
Utititicl LHilities - water
% = Other
Wayvin Estimates
High
Low Expected market growth High Figure 17

thore price
Relative share price performance Wavin

While the financial results of Wavin were fine,
chare prices are falling [fizure 18], Despite the
growth opportunities in CEE as well as within the

SBWs, investors are afraid the housing crises will
cpread and affect Wavin,

- 0.8
—WANIN MA Equity - Last Price | og
— AFEX Index - Last Price '
04
Okt 2006 June 2006
Figedre 18

¥ W avin roadshowr prezentation, may 2008
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SWOT analysis

Mow insight in the stratepy of Wawin, its financial position and the growth opportunities is obtained
it is possible to combine these findings in a SWOT analysis, Information about from sector section is

used to identify the opportunities and threats. =

» European market leader in plastic pipes
# Strong brand, footprint and product portfolio

= Relatively high exposure to fast-growing Central
and Eastern Europe

» High service ratio and strong logistic system
+ High innovative power
¥ Strong track record of successful acquisitions

» Low swiich costs of customers

~ Exposed to cyclical construction market
developments

» Buyer doesn't operate in the end market
» High fixed costs

» Substitution of traditional building materials
continues

» Growth of renovation and maintenance market
(less volatile than new building)

= Growth of high value added markets (e.q.
Hot&Cold) with more specific products

» Leveraging on first mowver advantage in CEE

~ Emerging niches due to climate change and
energy efficient building

= Total costs installed becomes key

" tlbert Hurmphrey, stanford University, 1960 - 157C

» Consolidation trend at customer base continues
» Raw matenal price volatility continues

» Downtum in important markets continues and
spreads
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& Conclusions and recommendations

This chapter will elaborate on the outcomes of the two objectives in this thesis, the develapment of a
framewaork for client- and sector analysis and the identification of critical business issues of Wavin
M.,

Development of the fromework

The supparting research question of this thesis: Which ospects are important for (NG ta include in g
framework for cflent- and sector onafysis?  was used ta identify the elements of the framework.
Relevance of an aspect for ING and the availability of data on an aspect where the main criteria for
celaction. To maintain overview, aspects were attributed to three sections: Sector, Main plavers in
the sector and Organization, The selected aspects were:

Sector:

-Sector definition -Market prowth

-Sector segmentation -Parters five forces model
-Walue chain position -Recent trends

-Main charactaristics and dynamics of the sector

MAoin pigrers in tha sector:

-short overview of the main players -Geographic spread

-Detailed comparison of the financial figures -Share prices and enterprise values
Oroonization:

-Shart introduction -Owverall financial figures of the last vears
-Allocation of products to 5BU s -Financial fipures per regian and BU
-Ahstract of the corporate strategy -Growth petential

-Detailed foatprint -5WOT analysis

Following INGs working method, these aspects were combined in a PowerPoint presentation. In
annex 1 the complete framework can be seen, while applied an Wawin N.Y.

This section has not been disclosed with reference to confidentiality issues,

The availakility of information was an important factor in selecting the relevant aspects of the
framewark but in same sectors it is just harder to obtain data than in other ones.

Far example, detailed financial figures of main players in a sector, When many of the main players in
a sector are privately owned or active in several sectors, acquiring the right figures to make a
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comparison can be an unfeasible job, Estimates of expected market growth or sector outlook can
also be difficult to obtain.

Apart from the availability of data, filling in the framework will ahvays be a time consuming activity.
This can be problematic for employees of ING, who also have other responsibilities and tasks.
Howeyer, when the analysis is done by a relationship manager for internal purpose, not all aspects
will be necessary to analyze. Relatianship managers already have a good understanding of the sector
and business of the targeted organization. This leads to a different approach of the analysis then
when the targeted papulation has no affinity with the organization, It can also occur that ING is
interested to analyze the added value of a specific financial service for am organization. In this
ceenario not all identified aspects of the framework will be relevant, while others may need to be
explored in more detail,

These remarks of the framework lead to the following recommendation for IMNG:  Before the
framewaork is applied on an organization, the purpose of the analysis as well as the tarpeted
papulation needs to be clear and agread upon.

When the purpose and the targeted population are clear, the framework can be adjusted to fit the
cpecific requirements.  This way the researcher can focus on the most relevant aspects, which
reduces the total time needed to carrv out the analysis.

The framewaork in its current form should thus be considered as a basis for client- and sector analysis

and not as a definite blank exercise.

fdentification of the critical business fesues of Wowin N

The framewark developed in the supporting research guestion was applied on Wavin, Since the
PowerPoint presentation was translated into written text for the uniwversity, the three sections
[Sector, Main players in the sector and Organization) served as three new supporting research
questions far the main research question:

What are the critical husiness issues of Wavin N7
These three supporting research guestions were:

-What are the characteristics ond trends of the Eurppean plostic pipe systerm secrar?
-lWho gre the main piayers in the Furopean plastic building materials industny ond how do they
cownpare to Wavin MV 7

-What are the chorocterstics omd strofeqy af Wendn MV P

Sector

The main findings of the sector analysis section were summarized in the five forces madel of porter
and the overview of recent trends, These figures showed that the main threats to plastic pipe
producing companies came from within the value chain, There are few suppliers and the upward
pressure on raw rmaterial prices continues as a result of shortages. The rivalry as weall as the buyers in
the sector are consalidating with the rivalry focusing on high-growth and high value added sepments.
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The outlook for the sector is mixed. The construction sector in Western Europe slows as a
consequence of the housing crises, while the construction sector is still growing in Central and
Eastern Europe, The substitution trend of traditional building materials with plastics is onpaing and

the innowvation rate of new products/saluticns is high,

Muoin players in the sector

The purpose of this section was to create an understanding of what a good performance in the sector
i€ and how the main plavers compare ta each other,

The peers of Wavin were selected hased on revenues and availability of data. The analysis showed
that different characteristics of countries and markets had a strong influence an margins, Geberits
pasition in the high value added sanitary market was clearly reflected by its higher margins, The
other three plavers {&liaxsis, Wavin and Uponor) were operating in the same margin range with
Wiavin performing the least, Share prices of the companies reflected the recent softening of the
construction market. Furthermare the absence of \Wavin and Geberit in Spain stood out, as many of
the clients of these companies are present in this large construction market.,

Orgomizafion

This section finished with a 5WOT analysis in which the analyzed aspects of this secticn were
combined with findings from the sector section. Wavin comes forward as an European market leader
with a strong brand and relative high exposure to the fast growing construction market in CEE,
Howeyer, Wavin has bo cope with high fixed costs, cyclical construction market developments and
lacks presence in Spain. Furthermare is it hard for Wavin to add value to their products as the buyers
of Wavin do not operate in the end market,

Opportunities they can act on, are the emarging niche markets due to climate change and energy
efficient building and the growth of high value added segments [e.p. Hot&Cold], The downturn in
important markets and the raw material price volatility are the higeest threat to Wavin, When the
downturn continues and spreads, margins will be under pressure which can cause serious problems
as the working capital requirement remains high.

With the analysis of the three supporting research guestions, the trends and characteristics of the
cector are clear as well as the position of Wavin, The completion of the framework for Wavin marks
the achievement of the first step in the MISSM approach. With this analysis as a basis the second
step of NIS5M and the main research question can be answerad. Again, also this question is viewed
from a financial point of view as ING wants to act on the identified issues.

What are the critical husiness issues of Wavin N.W.7?

e

+  Rise and vedatiity of row materiaf prices

= Limitafions of Waving European footorint

» Habits of instaliers and plumbers in the Buillding and Installofion segment
» Shore price developments

* Structural working caoftal increase

)

T

)

L)
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Rise and volatility of raw rmoateriol pHces

Raw materials costs account for approximately 45% of total sales costs and 32% of total revenues.
The plastic reins prices are correlated with the il price which has shown a sharp increase and
volatility lately. Until now YWavin has been able to pass on the recent price increases with a delay of 2
to & months. Small fluctuations are absorbed by Wavin which results, with the current upward trend,
i shart time losses, With oil prices at all time high and rising, the negative impact on YWavins rmargins
continues and it will become harder to pass the price increase through to its clients.

Limitations of Wowins Europenn footprint

One of the core aspects of Wavins strategy is “Unrivalled European presence”, however there are
still same hlanlk spots in its footprint and especially the absence of Wavin in Spain stands out. As
rany of Wavins important customers in other countries are also present in Spain Wavins focus on
cervice also implies that they should be there,

The rmarket in Spain howewer, is highly fragmented and abtaining a top-3 position {which guarantees
pricing peower and advantages of scale] is very difficult. Currently Wavins absence in the Spanish
rarket is even an advantage, due to the crisis in its housing market. Mevertheless this blank spot
remains a weakness an the long run.

Apart from the blank spots in Wavin its European footprint, the single focus on Europe has also its
limitations. There is still 2 large growth potential in CEE but in the future Wavin will have to look
further then Europe if it wants to continwe its growth strategy, With the single focus on Europe,
Wiavin could miss opportunities across the European borders which would benefit them later.
Especially because many of the new high value added products, Wavin is focusing its resources on,
are much smaller than its traditional products, This enlarges the radius in which it is profitable to
transport and sell them,

Habits of installers ond plumbers in the Buifaing and mstoffation segment

Wavins clients in the B&I segment are mainly distributors and wheolesalers and not the actual "end
users” of the products, This complicates the communication and influence Wavin has on these end-
users,

End-users in the B&l segrment are mainly small companies ar even single persons [plumbers) who are
used to work in specific ways, A good example is their habit to charge by the hour instead of agreeing
to a fixed price bafarehand. While many of Wavins products are easier to install and less sxpensive
[on total costs installed basis) than traditional products these "end users” still favour traditional
materials/products because they simply can charge more waorkhours. Another group of “end-users”
ic still unfamiliar with ‘Wavins products and simply has a preferred choice for traditional
rmaterials/products,

This mindsat puts the brake on the substitution of traditional materials/products by plastics. The
challenge for Wawin, is to change this mindset and encourage end-users to charge fixed prices for the
whale Job (salution sellingh instead of working haurs and increase awareness of the advantages of

their solutions.
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Share price developments

The continued devaluation of Wavins shares decreases access to capital which is necessary for
cubstantial growth scenarios. While according to Wavin the fundamentals of the company as well as
the outlook in the sectar are fine their share price is falling fast {fipure 18). Share price developments
correlate closely with perception and expected performance of bhoth the building materials sector
and the company. somehow 'Wavin has problems with presenting itself to investors,

Stracturgl working copital Increase

Wiavin has seen a structural increase of its working capital the last few years which is further
enforced by the upward trend in raw material prices. & structurally higher waorking capital lsvel can
put margins under pressure and has an important influence on the funds available for acquisitions,
The seaszanal net working capital swing, as a8 conseguence of Wavins exposure to the cyclical
construction market, further complicates this financing need, Workine capital is at low point at year
end. Peak difference amounts to £ 90-110 m. Consensus of analysts’ is for an even stronger increase
of working capital in 2008,

with the identification of critical business issues of Wavin M.V, the main purpose of this thesis is
fulfillad, ING should use the analysis and its outcomes as the basis for an open dialogue with Wawvin,
If Wavin confirms that they struggle with cne or more of the identified issues, a team with members
from different departments can be formed to execute the next step in the MISSM process: creating

solutions for the issues.

7. References:

s Albert Humphrey, Stanford University, 1960 - 1970
= Annual reports, &liaxis, Geberit, Uponor and Wawin, 2004 - 2007
* Pan&Company, Wavin report, 2005
= Eastern and Central European Business Development group, Plastic pipes, CEE & Russia
market study, 2007
»  Euroconstruct sumrery report, December 2007
= Equity analysts reports on Geberit, Uponor and Wavin, 2005-2008
v GUA [Gesellschaft fiir umfassende Analysen GmbH, study “The contribution of plastics to
resaurce efficiency™, 2005
" NG employess [interviews), 2008
-Thijs Hallestelle, ING YWhalesalebanking, equity analist
-Russel Boon, Directar ING Carporate clients, team natural resources
= EWD, European plumbing and heating systems, 2006
= Porter, M.E., Harvard Business Review, 1979
»  Wavin roadshow presentation, may 2008
= Wavin investor presentation, december 2006
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