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Investment Thesis 
We issue a buy recommendation on ATI with a target price of 
$24.15, providing a 4.95% upside. Our opinion is based on a 
combination of an Intrinsic (FCFF) valuation with an 80% weighting 
and a Relative (Multiples) evaluation with a 20% weighting.  
 
Diversification in Business Segment  
ATI operates two main business 
segments 1) Flat-rolled products and  
2) High Performance and Specialty 
Materials. In recent years, ATI has 
decided to focus on their High-
Performance segment which currently 
accounts for 60% of their revenue 
which is up 20% from 4 years ago. The 
High-Performance segment is the main 
driver for their increased operating 
income. The products are highly 
specialized built primarily for next 
generation aircrafts and is currently a 
very nice sector with very little players. 
 
Increased Spending in U.S Aerospace & Defense Industry 
A&D is the leading net exporting industry in the U.S with a net trade surplus of $86 million dollars in 2017. The 
Trump administration has proposed an increase in military spending with a budget of $750 billion dollars in 
defense for next year. Increased tensions in Iraq and trade concerns put additional pressure for next 
generation military technology. A large supplier for this sector comes from manufacturing and industrials thus 
presenting a large opportunity for long-term growth. The 2018 Boeing Market Outlook has projected a $3.1 
trillion-dollar demand for commercial aircrafts until 2028. An additional $2.5 trillion dollars is added on top of 
that as government plans to expand military systems and space programs. The current commercial aircraft 
backlog will continue to be a driving source of revenue for this industry. Passenger traffic and cargo traffic are 
growing at a rate of 4.6% and 4.2% respectively, with many new aircrafts needed to fulfill these 
accommodations. As of December of 2019, Boeing has announced that it will suspend production of its 737 
aircraft starting January 2020 which will have a large effect on the short-term health of the industry.  
 
 

Business Description 
Allegheny Technologies Incorporated was created in 1996 after a merger Allegheny Ludlam and Teledyne. 
Previously, Allegheny Steel of Pittsburgh and Ludlum Steel of New York had a merger in 1939 to create 
Allegheny Ludlam. Allegheny Technologies spun off several independent public companies in order to focus on 
its core business of metal and alloy production. ATI’s mission is to Build the World's Best Specialty Materials & 
Components Company™. This vision hinges on one core value that they prioritize above all else: Never stop 
innovating. Creating Long-Term Value Thru Relentless Innovation® which is the epitome of their work ethic. 

Ticker: ATI 
Company: Allegheny Technologies Inc. 
Sector: Industrials  
Analyst: Leonard Wong 
 

Recommendation: Hold 
Current Price: $23.01 
Target Price: $24.15 
Date: 11/15/2019 
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ATI currently operates in two main business segments high-performance and specialty components and flat-
rolled materials. It currently has over 8,800 employees and 53 office locations worldwide. The company 
currently receives 40% of its sales internationally and 60% domestically. 
 
Over the past few years the company has accelerated its production and innovation in its High-Performance 
segment which is the differentiating factor between other companies in its industry. ATI also has an extensive 
network of processing and distribution centers with a vertically integrated supply chain that can meet complex 
supply chain requirements. 
  
 
Flat-Rolled Products 
This business segment consists of stainless-
steel sheets, specialty plates, and specialty 
coils. The production is generated using a Hot 
Rolling and Processing Facility (HRPF) which 
is one of the most powerful mills in the world. 
The core mission for this segment is to work 
towards increasing asset utilization in a capital-
efficient manner in order to provide both 
sustainability and profitability. Over the last few 
years, operating profit has nearly doubled. Key 
drivers for this included increased volumes of 
nickel, titanium, and Precision Rolled Strip 
product lines. The HRPF enables new 
products to maintain high strengths at high temperatures and increasing corrosion resistance 
compared to other vendors. The main consumers for this segment include oil & gas, aerospace & 
defense, and electrical energy markets. In 2018, ATI announced a 50-50 joint venture with A&T 
Stainless which now allows them to cover up to 40% of the flat-rolled sheet market in the U.S. 
 
High Performance Materials & Components  
This segment has earned a strong market 
position on next-generation jet engines. The 
core mission is to execute and become 
flawless leader in the aerospace industry in 
order to receive the first opportunities in 
supply and innovation. The product lines 
within this segment consist of Nickel-Based 
Alloys and Super Alloys, Titanium Alloys, 
and Specialty Steels. ATI has invested 
heavily in R&D for this segment in order to 
further alloy development, high-temperature 
and corrosion solutions, and metallurgical 
evaluation solutions. The company has also worked towards increasing long-term agreements, 
integrating their supply chain, incorporating next generation applications, optimizing material and 
product design, and maintaining state-of-the-art processes in metal manufacturing. This segment 
generated 36% year-over-year growth in its operating profit because of its improvement in product 
mix for next-generation engines and increased asset utilization to meet customer demands. The 
company has begun investing in a three-year $95 million expansion in their iso-thermal forging and 
heat-treating capacities in order to satisfy growing demands. 
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Industry Overview  
U.S Defense Spending   
America’s military budget is set to grow for the fifth 
consecutive year to near-historic highs. The Trump 
administration has proposed a $750 billion-dollar 
budget for defense while cutting funding towards 
healthcare and education programs. This budget has 
been growing since 2015 when it was only $586 
billion. Of the $750 billion, $718 billion is for the 
Defense Department and the military is the second 
largest budget after Social Security. This increase 
would be greater than at any time during World War 
II, except during a number of years during the war 
with Iraq. The purpose of this strategy-driven budget 
is to invest in next-generation technology, space, and 
cyber security. An increase in the Defense budget will 
continue to spur income into the Aerospace & 
Defense industry. ATI will benefit from the increase as 50% of their revenue from the Aerospace & Defense 
sector are products for the U.S military. Building long-term relationships with the government will also aid in 
creating new innovation and next-generation metals for aircrafts. 
 
Commercial Aircraft Demand    
Boeing has lifted its long-term forecast for commercial 
aircrafts as rising passenger traffic and airplane 
retirements drive up demand for new aircrafts. The 
company’s annual forecast has claimed a 4.2% growth 
annually as economies around the world continue to 
grow and increase demand. In a twenty-year outlook, 
the total number of projected aircrafts are expected to 
double up to 48,000 planes creating a market value of 
$8.8 trillion dollars. The Asia-Pacific region will account 
for 40% of the airplane deliveries while North America 
and Europe will account for about 20% each. 
Passenger traffic, commercial usage, and military 
usage will all continue to increase as 
firms try to create significant investments 
in technology and infrastructure. 
Allegheny Technologies will benefit 
greatly from the increased traffic in the 
aircraft space as they will be a primary 
supplier for next generation parts and 
designs. 
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Competitive Positioning 
Threat of New Entrants: Currently, Allegheny Technologies is the second largest player in this industry 

holding 11.2% of the market share behind Precision Corporation which holds 19.4% of the market. 
The rest of the market consists of a number of small players that typically specialize in a certain 
product type. Internal competition is steady with price being a major factor which allows larger players 
to remain at an advantage with their integrated supply chains. External competition is high because of 
increased production abroad due to many companies being supported or subsidized by their 
governments. Some product types also face issues of substitutes like plastic or ceramic; however, 
most nonferrous metals have distinct properties that make them essential in highly demanding 
applications. 
 
Bargaining Power of Suppliers: Most companies in the nonferrous metal industry source their raw 

materials from many different vendors. Suppliers typically hold a more dominant position in because 
of the large number of buyers. Allegheny Technologies holds a medium level of risk with their 
suppliers. Increases in raw material prices may not have as large of an effect because of their long-
term contracts and raw material surcharge prices. Smaller companies will feel the burden of 
increasing prices much more than a well-established corporation. The company focuses on building 
an efficient supply chain with multiple suppliers, experimenting with different resources, and creating 
long-lasting relationships with their suppliers. 
 
Bargaining Power of Buyers: In this industry, customers hold a large amount of power and often 

demand a lot from the manufactures. Allegheny Technologies has a large customer base which will 
alleviate the pressure of the demand from smaller customer bases. The company’s mission to 
continuously provide new innovations will force customers to rely on their products thereby lowering 
the bargaining power. 
 
Threat of Substitute: Allegheny Technologies has a medium level for threat of substitutes in the Flat-

Rolled Product segment. Many other companies produce similar products, but ATI remains a strong 
player because of their manufacturing power and ability to meet demand. For their High-Performance 
Materials the threat of substitutes is low because of their specialty materials required for next 
generation aircrafts along with their robust infrastructure and supply chain. 
 
Competitive Rivalry: Due to the large number of players in this industry, there is a high level of competitive 
rivalry. Allegheny Technologies multiple partnerships will alleviate some of the pressure within this 
competitive space. As the second largest player in terms of total market share, ATI currently holds a strong 
advantage towards potential growth and customer retention. Smaller companies may compete between 
individual product lines, but ATI has created a strong reputation in the industry has the capability to 
continuously innovate in order to stay ahead of the competition. The ability to create a sustainable 
differentiation, scale of production, and collaboration all aid to tackle this competitive environment. 
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Valuation 
We issue a buy recommendation for ATI with a target price of $26.09 representing a 13.37% upside from $23.01 
per share on November 20th, 2019. Our target price consists of a relative evaluation model which established a 
price of $21.58 and an intrinsic model which established a price of $27.21. The relative model was weighted at 
80% and the relative evaluation was weighted at 20%. We decided to weight the relative model at a lower 
percentage because of the lack of adequate comparisons for the business segments. The intrinsic model also 
allowed us to take into account global aircraft demand and growth within the defense sector which holds a large 
weight in our growth projections. 
 

Revenues: We forecasted ATI’s revenue 
growth projection by taking into account 
the revenue growth in the industry as well 
as the growth in the A&D sector. We put a 50% weight for the projected industry growth as well as the A&D 
growth. ATI’s continued investment in their High-Performance Material segment is more aligned with the 
growth rate of the aerospace sector Thus, the weighting of the two sectors will change by a 10% difference 
every year with the industry growth rate subjected to a 5% decrease and the aerospace sector growth rate 
increasing by 5%. 
 
Margins 
We expect Allegheny Technologies future margins to 
continue to increase as operational costs for 
production will begin to slow down once the 
technology is established to create their High-
Performance segment efficiently. For the past 3 years, 
ATI has had strong operating margin growth because 
of the strong performance in this business segment. 
Next generation aircraft materials and products 
continue to be researched and will further add to this 
growth. 
  
Taxes:  

Allegheny Technologies operates around the globe with about 40% of their revenue generated internationally 
and 60% domestically. From their 10k, we gathered that their effective tax rate was reported to be 21% for 
the past couple of years and we can assume that this will stay constant in the future.  
   

Terminal Growth Rate:  

Our terminal growth rate is 3.78%. The terminal rate factors in the growth rate of real GDP at 2% as well as the 
population growth rate in the U.S at 0.7%. The terminal growth rate assumptions also include the industry 
growth rate for nonferrous metals and the long-term growth of the aerospace & defense sector which was 
determined to be 1%. 
 
 

6.70%

-0.74%

4.01%

-4.20%
-2.72%

7.0…
8.56%

-5.00%

0.00%

5.00%

10.00%

2012 2013 2014 2015 2016 2017 2018

Recent Operating Margin Increase 
in HPMC



 

Seattle University Redhawk Fund   6 

WACC: 
We arrived at a WACC of 12.86 % for ATI. A detailed breakdown of our WACC is presented below:  
 

ASSUMPTION            RATE METHODOLOGY 

Risk-Free Rate 2.53% US 30-year Treasury Bond 

Market Return 8.00% S&P500 Average Return on Market 

Beta (x) 2.29 Value Line 

Cost of Equity 15.06% Calculated via CAPM 

Cost of Debt 8.68% Estimated future borrowing rate of MSFT based on AAA Standard & Poor's Rating 

Tax Rate 21.00% Effective Tax Rate 

WACC 12.86%  
 

 
Relative Valuation:  
We identified 3 peers which have 
product lines operating in the 
nonferrous metal production industry. 
Similarly, these companies also supply 
and work with many firms in the 
aerospace and manufacturing sector. 
We were unable to find many other 
comparables firms as a large number of 
the players in this industry are either 
private or compete in niche parts of their 
business segments. We use P/E due to 
its common use in industries to 
determine a price and EV/EBITDA due to 
the high capital intensity nature of the 
industry 
 

Financial Analysis 
Focus on High-Performance Segment Increasing Margins 
In the past three years, ATI has begun to shift their business strategy from a 50/50 split in Flat-Rolled Products 
and High-Performance Materials. In 2019 the company reported that the Flat-Rolled segment had contributed 
to about 40% of the total revenue generated. The High-Performance segment thus increased to 60% which 
consists of a majority of their specialty products and metals. The High-Performance segment also creates the 
largest operating margin as many of the products sold hold high value thereby increasing the cost of 
purchasing for customers.  
 
Stabilization of Oil & Gas Prices 
In 2015 and 2016, the company suffered major losses in revenue and operating profit because of the steep 
drop in oil prices. Many companies in the industrial sector faced a downturn during these years as U.S 
producers were unable to compete with the production capabilities of Saudi Arabia which was able to 
maintain low prices because of large surplus they controlled. In the last three years oil prices have begun to 
stay at a moderate level and have yet to show signs of much fluctuations. If this continues to be a trend the 
metal industry will benefit greatly from the low volatility. 
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Second Largest Market Share & Global Presence 
Allegheny Technologies operates in over 90 countries with over 11,000 employees. There are multiple 
manufacturing facilities based in the U.S, Asia and Europe. A large portion of their facilities in the United States 
are located in the Southern and Northeastern regions with their headquarters located in Pittsburg. Their large-
scale production capabilities and reach allow them to establish relationships with various customer bases. 
 

Investment Risk 
Manufacturing Slowdown   
The Producer’s Manufacturing Index dropped below 50 basis points in 2019 indicating a possible recession as 
many managers agree on a slowing economy in the manufacturing sector. Total output has dropped by 0.5% 
since last quarter with the automobile, mining, and electrical sector taking most of the blow. The Fed’s latest 
industrial production report stated an annualized decline of 2.2% in factory output in Q2 compared to a 1.9% 
decline in Q1. Weak business spending reflects the decision of firms to hold back on investment opportunities 
amid political uncertainty.  

 
Tariffs & International Trade 
The U.S & China have agreed on a phase 1 trade deal which is set to be signed mid-January. Global tensions 
have been tight as political uncertainty between different countries have left the global economy waiting for a 
conclusive answer. While the phase 1 trade deal has already been a large step to the ongoing trade tensions it 
is uncertain just how far this will alleviate the current issues between the U.S and China. Both China and the 
U.S are large importers and exporters of goods with the industrial sector being heavily involved in global trade. 
Tariffs to both sides will show signs of impact to ATI’s core business of metal production which is sourced from 
around the globe. 
 

Boeing 737 Max Suspension and Backlog 
Boeing’s worldwide flight ban has been ongoing for the past 10 months. The company has also stated that 
starting January 2020 there will be a suspension of production for the 737 MAX without a clear timetable for 
return. The image of the company has been under constant attack and deliveries have been stopped hurting 
their revenue and cash reserves. The grounding has begun to slow demand and orders halted to a moderate 
pace as many are not sure when the issue will be resolves. Boeing currently has a backlog of almost 6,000 
planes which is valued at $400 million dollars. Over 80% of the backlog consists of the 737 MAX and it is 
unsure when many of those orders will be fulfilled. The aircraft industry will no doubt take a large hit in the 
short-term while these issues continue but future prospects of air travel and demand for better technology 
will continue to spur investments into the A&D sector. 
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Environmental, Social and Corporate Governance  
Environmental 

Allegheny Technologies consider 
environmental compliance to be an integral 
part of the operations. The firm has created 
an environmental management and reporting 
program that focuses on all levels of 
environmental regulations and laws. So far 
there have not been any major issues 
regarding environmental liabilities, however, 
the company has been subject to various 
claims. As of December 2018, ATI holds a 
reserve of $20 million dollars for any potential 
liability that may be incurred because of 
environmental issues but based on current 
information there does not seem to be any 
reasonable cause for concern that an issue 
may occur. The firm recently established an 
acid regeneration system in order to reduce 
consumption and sludge generation. So far 
there have been major improvements with 
nitric acid, hydrofluoric acid, sulfuric acid, 
lime, and wastewater sludge being reduced by 
57%, 30%, 25%, 35%, and 20% respectively. In 
2018, the firm developed a process with 
different recyclers to produce briquettes from spent shotblast baghouse dust and scale and have been using it 
as raw material, thus reducing the amount of purchased material and eliminating excess waste by-products. 
 

Social & Corporate 

Every year ATI participates in multiple volunteer activities and 
works with many different charitable organizations. Community 
involvement and maintaining a close relationship is one of their 
core values. In 2018, ATI worked with Boys & Girls Club, H.O.P.E, 
United Day of Caring, YMCA, Toys for Tot, and Red Cross. ATI also 
donated $20,000 to various fire departments and emergency 
rescue units across the United States. The company also focuses 
on donating excess materials to schools and educational 
programs. Currently, 3 of the 12 directors are women and only 1 is a minority. The company has been 
recognized for 8 consecutive years of comprising their board with over 20% women. While the minority 
percentage is still low the company continues to strive for diversity and inclusion in all aspects of their working 
environment. 
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APPENDIX 1: FINANCIAL RATIOS 
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APPENDIX 2: INCOME STATEMENT 
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APPENDIX 3: BALANCE SHEET 
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APPENDIX 4: INTRINSIC VALUATION 
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APPENDIX 5: RELATIVE VALUATION 

 
 

 

 

 

 
 


