
   
 

   
FORTUNE BRANDS (FBHS:NYSE): MARKET LEADER 1 

 

 

 

 

 MAS is a leading US manufacturer, distributer and installer of home 

improvement and building products. MAS operates in the products such as 

faucets, cabinets, architectural coatings and windows. 

  

 The company operates in a highly cyclical sector (new home and home 

repair and remodel) which is currently benefiting from significant tailwinds 

as a result of the housing recovery. 

 

 The current price assumes that the recovery growth and margins will last 

forever. The longer term perspective highlights that the growth is not 

constant, the margins are extremely volatile and that Masco has oftentimes 

misallocated capital. As the recovery continues to take place, there is room 

for the MAS share price to appreciate, however, a mid cycle valuation 

highlights the limited price appreciation opportunity with the significant 

downside risk in any downturn. 

 

  

MAS: Historicals Highlight Volatility Of Earnings & Poor Historical Capital Allocation Decisions 
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Market Information  

  
Share Price $ $21.26 
52 Week High $23.72 
52 Week Low $18.45 
3M Avg Vol. $mm $21.20 
  
Mkt Cap $bn $7.7 
Firm Value $bn $10.1 

 
 
 

Financials ($mm) 2011 2012 2013 

    
Revenue 7,467 7,495 8,173 
EBIT (295) 302 673 
  % Margin (%) 4% % 
  % Growth NM NM NM 
Net Income (575) (115) 272 
  % Margin 1%) 3% 5% 
  % Growth NM NM NM 
EPS (1.65) (0.33) (0.77) 
  % Growth NM NM NM 
Div. Per Share 0.30 0.30 0.35 
    
Net Debt / (Cash) 2,369 2,277 1,883 
Net Debt / EBITDA NM (4.4x) 2.2x 
    
ROE (48.7%) (12.7%) 65.8% 
ROIC (9.3%) (1.3%) 7.1% 
5 Yr Avg ROIC   (4.5%) 
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MAS Investment Thesis 

 

MAS is a leading US manufacturer, distributer and installer of home improvement and building products. MAS 

operates in the products such as faucets, cabinets, architectural coatings and windows. However, the company 

operates in a highly cyclical sector (new home and home repair and remodel) which is currently benefiting from 

significant tailwinds as a result of the housing recovery. The current price assumes that the recovery growth and 

margins will last forever. The longer term perspective highlights that the growth is not constant, the margins are 

extremely volatile and that Masco has oftentimes misallocated capital. As the recovery continues to take place, 

there is room for the MAS share price to appreciate, however, a mid cycle valuation highlights the limited price 

appreciation opportunity with the significant downside risk in any downturn. 

 

What investors should focus on: 

 

1) Over 14 years, operating profit margin has been extremely volatile fluctuating from 14% to (7%) with an 

average long term margin of 7.1%. 

 

2) Between 2002 and 2006 (the boom), the MAS operating margin declined. 

 

3) Past 14 years Net Income fluctuated from $900mm to ($1bn). Sum of Net Income over the time frame is 

$2.9bn or $200mm a year (current equity value of $7.7bn) 

 

4) Between 1959 and 2013, the US new home starts compound annual growth rate (CAGR) is negative 0.9%.  

 

5) Between 1959 and 2006 (peak of recent boom), the US new home starts CAGR is 1.1%. 

 

6) The peak US new home starts were in 1973. 

 

7) Between 2000 and 2006, new home starts CAGR was 2.3% and MAS operating income CAGR was 2.9% ( we 

have not adjusted operating income from M&A) 

 

8) Between 2006 and 2013, new home starts CAGR was (10.5%) and MAS operating income CAGR was (7.3%).  

 

9) 30% of the balance sheet is in Goodwill and Intangibles (after impairments took place in downturn). 

 

10) Incentive reward problems. Long term incentive compensation was changed to be based on ROIC in 2012. 

Since then, the 3 year average ROIC targets have changed from 6.0% to 8.5% for the period 2012 to 2014 

to 9.0% to 17.0% for the period 2014-2016. It makes no sense to change the ROIC targets for compensation 

based on different timeframes. We would not invest in a business that targets a 6.0% to 9.0% return.  

 

11) Between 2006 and 2013 total assets fell from $12.3bn to $6.9bn as Goodwill and Intangibles fell from 

$4.3bn to $2.1bn and Net PPE declined by $1bn. 

 

12) High Net Debt to EBITDA ratio of 2.6x and Debt to EBITDA ratio of 4.0x (net interest payments between 

2008 and 2011 were greater than EBIT and 2012 EBIT was only narrowly greater). 

 

13) MAS spent $4.5bn on share repurchases between 2003 and 2007 (reducing the shares out by 30%) when the 

share price was at all time high. The current share price is still below that period’s buyback price. 

 

14) Home Depot has consistently represented over 20% of total sales over the last 10 years and Lowe’s was 

disclosed as a material customer in 2011. 
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MAS has significant tailwinds to drive operational improvement and benefits from market leading positions which 

make the business, from an operational perspective, attractive. However, the current price ($21.26) leaves little 

room for error. In addition, the current levels of leverage highlight additional potential risks. We recommend 

BUYING MAS below $17 per share and re-assessing the investment when MAS reaches over $27 per share. 
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Source Documentation: All Publicly Available Online 

 

1) FBHS Website 

2) FBHS SEC Filings 

3) FBHS Investor Presentations 

4) MAS Website 

5) MAS SEC Filings 

6) MAS Investor Presentations 

7) US Census Bureau Website 

8) General Internet 

 

Disclosures and Notices 

 

Soulor Research research and reports express our opinions, which we have based upon generally available 

information, field research, inferences and deductions through our due diligence and analytical process. To the 

best of our ability and belief, all information contained herein is accurate and reliable, and has been obtained 

from public sources we believe to be accurate and reliable, and who are not insiders or connected persons of the 

stock covered herein or who may otherwise owe any fiduciary duty or duty of confidentiality to the issuer. 

However, such information is presented “as is,” without warranty of any kind, whether express or implied. Soulor 

Research makes no representation, express or implied, as to the accuracy, timeliness, or completeness of any such 

information or with regard to the results to be obtained from its use. Further, any report on this site contains a 

very large measure of analysis and opinion. All expressions of opinion are subject to change without notice, and 

Soulor Research does not undertake to update or supplement any reports or any of the information, analysis and 

opinion contained in them. 

 

Investing is a risky activity and can lead to substantial losses. This research report does not provide individually 

tailored investment advice. It has been prepared without regard to the individual financial circumstances and 

objectives of persons who receive it. The securities discussed in this report may not be suitable for all investors 

 

This research report is not an offer to sell or a solicitation of an offer to buy any security. Soulor Research is not 

registered as an investment advisor in any jurisdiction. 

 

You agree that the information in this research is copyrighted, and you therefore agree not to distribute this 

information (whether the downloaded file, copies / images / reproductions, or the link to these files) in any 

manner. 

 


