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Basic Information 
Last Closed Price US$24.54 
12M Target Price US$31.71 
+/- Potential +44.2% 
Bloomberg Ticker TEN US Equity 
GICS Sector Consumer Discretionary 
GICS Sub-Industry Automotive 

 

1Y Price v Relative Index 

 
Company Description 
Tenneco engages in the manufacturing and 
distribution of powertrain and ride performance 
products and systems for light vehicle, 
commercial truck and off-highway applications. 
It also manufactures and markets automotive 
aftermarket products. It operates through the 
following geographical segments: North 
America, Europe and China.  
 

Key Financials 
Market Cap  1.775B 
Basic Shares O/S 80.7M 
Free Float 98.9% 
52-Wk High-Low US$21.55 - US60.20 
Fiscal Year End 31-Dec-18 

 

(US$ M) FY17A FY18A FY19E FY20E 
Revenue 9274 11763 18891 20593 
Gr Rate (%) 7.3 21.2 60% 9% 
EBITDA 641 651 1256 1327 
Margin (%) 6.9 5.5 6.6 6.4 
Net Income 207 55 274 299 
Margin (%) 2.2 0.5 1.5 1.5 
ROA 4.5 0.6 2 2 
ROE 32.6 4.5 15.5 16.8 

Tenneco’s new drive 
 

We are initiating coverage of Tenneco with a Buy rating and a $31.71 
12M price target.   
 

4Q18 Earnings Review 
● Total revenue up 79% yoy and cost of sales up 83%, driven mainly 

by completion of Federal-Mogul acquisition 
● EBIT decreased by 123% yoy and EBITDA decreased by 31% yoy 

due to primarily due to restructuring expenses and costs associated 
with the acquisition and expected spin 

● Adjusted EBIT was up by 44% yoy after removing non-recurring 
costs such as acquisition, synergies cost and purchase accounting 
adjustments 

● Management guide full year 2019 revenues to be US$18.3b, 
implying an annual growth of +54%, with gross margins to remain 
flat 

 

Investment Thesis 
● Combined powertrain technology division increases efficiency and 

lowers total system cost from positive synergy, creating one of the 
largest pure powertrain suppliers with engine to tailpipe solutions 
that addresses both greenhouse gas and criteria pollutant 
emissions. Strategic position to meet higher demand of aftermarket 
products of hybrid electric vehicles due to rising pollutant criteria. 

● Outstanding positioning of original equipment and aftermarket 
powerhouse division after merger to capture Asia Pacific 
aftermarket growth with a broad range of products, coupled with 
extensive economies of scale of its broad portfolio of products. 

● Increasingly number of older cars coupled with slowdown of US car 
sales would signify an increase in repair and automotive 
components replacement, driving Tenneco’s sales. 

 

Catalysts 
● Strong earnings synergies from acquisition is to be anticipated 

during Q3 earnings release 
● Separation of DRiV from Tenneco to two publicly traded companies 

in 2H19 would increase publicity of Tenneco and its upcoming 
earnings and cost synergies 

 

Valuations 
● Our 12M price target from date of coverage is $31.71, derived 

via a blended DCF and forward P/E valuation approach. We also 
used a slightly more conservative growth rate of 0%. 

 

Investment Risks  
● Unprecedented rise of electric vehicles would lower demand of 

Tenneco’s hybrid and internal combustion emission-control 
products 

● Fluctuations of commodity and raw material pricing could cause a 
spike in cost of production 

● Slow materialization of synergies hinders Tenneco’s leading 
position in aftermarket and clean air segments 

   Equity Research Department  24 April 2019 

Tenneco 

BUY: US$24.54 (+17.3%)  
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EV/EBITDA 6.5 11.05 5.11 4.83 
P/E Ratio 14.9 15.1 6.5 5.9 
D/E Ratio 2.1 3.2 3.1 3.1 

 

Key Executives 
Brian J. Kesseler Co-CEO & Director 
Roger J. Wood Co-CEO & Director 
Jason M. Hollar CFO & Executive VP 

 

 
Figure 1: Revenue by Products, FY18 

 
Source: Tenneco Annual Report 2018 
 
Figure 2: Tenneco’s acquisition of Federal-
Mogul 

 
Source: Tenneco 
 
Figure 3: Pro Forma Revenue by Geography, 
FY17 

 
Source: Tenneco Quarter 4 2018 Presentation 
 
 
Figure 5: Combined Tenneco’s top customers 

Company Overview 
 
Tenneco Inc. ("Tenneco" or "the Company") is one of the world’s leading 
manufacturers of powertrain and ride performance products and 
systems for light vehicles, commercial trucks and off-highway 
applications. The company also engineers, manufactures, markets and 
distributes leading brand name products to a diversified and global 
aftermarket customer base. 
 
Tenneco has a diversified business profile after acquiring Federal-
Mogul in October 2018. It manufactures emission control and ride 
control products and systems for the automotive components original 
equipment and the aftermarket. Products range from cylinder to 
tailpipe, such as catalytic converters, gasoline particulate filters to 
valves. Also, it has product offerings which are “around the wheel”, 
which includes dampers, brake pads, brake motors. Tenneco distributes 
its products globally, mainly to North America, Europe and China. 
 
Tenneco has two focused divisions: a powertrain and clean air 
technology division, and aftermarket and ride performance division. 
The latter would be spin off in the second half of 2019 into a new 
company as DRiV, with the former remaining as Tenneco. 
 
 
4Q18 Earnings Review 

● Total revenue up 79% yoy and cost of sales up 83%, driven 
mainly by completion of Federal-Mogul acquisition 

● Gross profit margins decreased by 180bps, from 15.4%  to 
13.6% 

● SG&A spiked by 189% yoy 
● EBIT decreased by 123% yoy from US$135m to US$-31m while 

EBITDA decreased by 31% yoy from US$134m to US$194m due 
to primarily due to restructuring expenses and costs associated 
with the acquisition and expected spin 

● Adjusted EBIT was up by 44% yoy after removing non-
recurring costs such as acquisition, synergies cost and 
purchase accounting adjustments 

● Management guide full year 2019 revenues to be US$18.3b, 
implying an annual growth of +54%, with gross margins to 
remain flat 

 

Industry Outlook 
 
Vehicle Unit Sales Set to Continue to Grow 
According to a report by McKinsey, overall global car sales will continue 
to grow, but the annual growth rate is expected to drop from the 3.6 
percent of the last five years to ~2 percent annually by 2030. This drop 
will be largely driven by macroeconomic factors and the rise of new 
mobility services such as car sharing and e-hailing. 
 
A detailed analysis suggests that dense areas with a large, established 
vehicle base are fertile ground for these new mobility services, and 
many cities and suburbs of Europe and North America fit this profile. 
New mobility services may result in a decline of private vehicle sales, 
but this decline is likely to be partially offset by increased sales in 
shared vehicles that need to be replaced more often due to higher 
utilization and related wear and tear.  
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Source: Tenneco Quarter 4 2018 Presentation 
 
 
 
Figure 6: Porter’s 5 Forces 

 
Source: NUS Investment Society Estimates 
 
 
 
 
Figure 6: Global Aftermarket Value 2017-2030 

 
Source: McKinsey 
 
 
 
 
 
 
Figure 7: Growth of Chinese Automotive 
aftermarket till 2030 

 
The remaining driver of growth in global car sales is the overall positive 
macroeconomic development, including the rise of the global consumer 
middle class. As established markets are no longer expanding, growth 
will continue to rely on emerging economies, particularly China and 
India. 
 
Tightening Fuel Economy and Criteria Pollutant Regulations 
Generally, companies are facing strict environmental and pollutant 
restrictions. Hence, automobile manufacturers will be inclined to 
source for auto parts dealers who are able to solve their emissions 
conundrum as a result of fuel efficiency regulations raising fuel-
economy standards. Sourcing for auto parts dealers who can provide 
them with clean air and ride performance innovation that meet current 
and future legislative requirements, in addition to components being 
ready for production anywhere in the world. 
 
Thus, the demand for improved engine performance will mean that auto 
parts dealers will be tweaking and adding into their product portfolio 
solutions to meet the auto manufacturers changing preference of 
products - those that reduce emissions and improve fuel efficiency and 
vehicle performance.  
 
Distance Travelled to Propel Aftermarket Growth  
McKinsey estimates the aftermarket value in 2017 to be approximately 
EUR 800 billion. Business in North America accounted for 
approximately 270 billion of global revenue, Europe was second at 
approximately EUR 240 billion, and business in China generated 
approximately EUR 90 billion. The overall automotive aftermarket has 
an expected CAGR of 3% and will reach approximately EUR 1,200 billion 
by 2030.  
 
In mature markets, growth in the aftermarket was only in the 1 to 2 
percent range over the last decade. This modest growth is expected to 
continue, leading to revenue of approximately EUR 340 billion in North 
America and approximately EUR 300 billion in Europe in 2030. As the 
average car age increases in these consolidated markets as well, 
aftermarket players here will also need to address the needs of the older 
vehicles.  
 
Emerging markets will see growth rates that exceed those of developed 
markets. It is the skyrocketing rate of car ownership, as well as the 
increasing age of the average vehicle, that will increase Asia’s share of 
the global automotive aftermarket to more than a third (EUR 430 
billion) as early as 2030.  
 
Garages and service station segment is anticipated to be the largest 
contributors to the growth. This includes company authorized service 
stations and workshops which holds a prominent distribution right 
from companies for distribution of their products. These service 
stations provide a series of maintenance procedures, which are carried 
out when a vehicle has travelled a certain distance. The increasing 
necessity for engine tuning, replacement of air filters, spark plugs, fuel 
filter, engine oils, car washing, and lubricating & greasing are autoparts 
that will drive this segment’s growth. 
   

Investment Thesis 
 
Combined Powertrain Technology Division Puts Tenneco In A 
Unique Position 
Tenneco’s transformational acquisition of Federal-Mogul and 
restructuring puts its powertrain technology division in a strong 
position to build out its product portfolio in an ever changing 
powertrain market. Tenneco is a leading supplier of clean air products 
and systems while Federal-Mogul is one of the world’s leading 
powertrain component and assembly providers. Through his 



3 
 

 
Source: McKinsey 
 
 
 
 
Figure 8: Tenneco’s Brands 

 
Source: Tenneco Investor Presentation 
 
 
 
 
 
Figure 10: Global light sales volume 

 
Source: BCG estimates, Tenneco 
 
 
 
 
 
Figure 11: Tenneco’s $200m earning synergies 

acquisition, Tenneco was able to create one of the largest pure 
powertrain suppliers with engine to tailpipe solutions, addressing both 
greenhouse gas and criteria pollutant emissions.  
 
Tenneco’s Legacy Clean Air Segment controls criteria pollutant 
emissions by managing conversion efficiency, thermal management and 
precious metal loading. On the other hand, Federal-Mogul’s Powertrain 
Segment controls greenhouse gas emissions and fuel efficiency by 
managing friction, performance, combustion temperature and ignition 
timing. The combination of both these segments into the Powertrain 
Technology division provides them with full systems emission control, 
with system capabilities enable better powertrain efficiency at a lower 
total system cost, setting them apart from the rest of their competitors.  
 
This puts them in a unique position to capitalise on the shift towards 
Hybrid Electric Vehicles (HEV) and internal combustion engines (ICE) 
vehicles that meet current and future legislative requirements. Based 
on BCG estimates, 87% of light vehicle sales in 2030 are hybrid electric 
vehicles (HEV) and internal combustion engines (ICE) vehicles, driven 
by growth of HEV due to tighter emission regulation. In fact, Hybrids 
and plug-in electric vehicles are expected to contribute to 15% of new-
vehicle sales by the mid-2020s.  
 
While electrification has captured the headlines, the reality is that 
hybridization of the fleet represents a far larger percentage of the 
electrified vehicles expected to be produced over the next decade than 
full battery electric vehicles. Compared to ICE, HEV are more complex 
and require higher content per vehicle in both cylinder and 
aftertreatment systems.  
 
With strong synergy from both powertrain and clean air technology, 
Tenneco’s new powertrain division is well positioned to capture the 
growing demand for powertrain products that reduces criteria 
pollutants. Furthermore, Tenneco’s powertrain technology 
components are able to meet the required complexities of these newer 
HEV components, allowing them to ride on this wave of HEV growth. 
 
Aftermarket & Ride Performance Powerhouse 
The combination of Tenneco’s legacy Ride Performance Segment and 
Federal Mogul’s Motorparts Segment creates a global powerhouse best 
positioned to benefit from the underlying trends in the industry. 
 
Tenneco’s new Aftermarket & Ride Performance Segment is one of the 
largest global multi-line, multi-brand aftermarket and original 
equipment suppliers, with brands such as Monroe, Fel-Pro, Walker and 
many more, who are all well established brands in their respective 
product segment. Tenneco’s new Aftermarket Segment would rank 
amongst the top 5 aftermarket manufacturers suppliers globally, in 
terms of pro-forma 2017 revenues.  
 
This would provide them with extensive economies of scale. with their 
broad product portfolio enabling differentiated customer and channel 
support while rationalising distribution networks for improved service 
and lower costs. Furthermore, due to the highly complementary nature 
of the goods manufactured by the companies, the combined company 
will be able to create cross-category sales incentives with retailers and 
warehouse distributors, potentially increasing revenue. This 
combination would also provide them with the scale to support new 
investments in digital and China, focusing on aftermarket branding and 
marketing capabilities. 
 
In addition, their broad range of products with superior branding 
power puts them in an outstanding strategic position to capture the 
aftermarket growth in all markets, especially in Asia Pacific region. 
Tenneco’s combined strong “house of brands”, coupled with 
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Source: Tenneco Quarterly Presentation 
 
 
 
 
Figure 12: Tenneco’s earning synergies run rate 

 
Source: Tenneco Quarterly Presentation 

investments in salesforce & distribution and product line & coverage 
are expected to help the company capture the  growth in China.  
 
Slowdown in New Car Sales in US A Boon for Tenneco 
Auto-parts manufacturers have some tailwinds that will help sustain 
top-line growth. The United States has an ageing automobile fleet (aged 
more than 7 years) that is the oldest and largest in history which is 
expected to support top line growth of the $287 billion passenger-
vehicle aftermarket auto-parts industry as consumers decide whether 
to repair or replace auto parts. In addition, new-vehicle volume above 
17 million every year since 2015 indicates that millions of automobiles 
will start to come off warranty. Furthermore, sale of new vehicles has 
already peaked in 2016 and automakers are losing some of the steam 
that kept consumers focused on new-vehicle deals, with a slowdown 
expected in 2019. Slowdown in sales volume is expected to be amplified 
by tariffs which is expected to drive input costs which is expected to 
lead the slowdown in new sales volume. The increase in average age is 
in line with the trend shift first seen in 2013, in which the combined 
fleet of cars and light trucks on the road is older than ever. This is likely 
to boost the automotive aftermarket, as older vehicles tend to have 
higher likelihood of their components being repaired or replaced. 
 
Increased necessity for travelling along with improved standard of 
living (growth in tourism sector) will result in an increased average 
distance driven per vehicle which will further promulgate the 
automotive aftermarket expansion due to the rising need for repairs 
and replacement of auto parts. 
 
With broad range of products with superior branding power, Tenneco 
is best positioned to reap the benefits of these increasingly favorable 
car parc demographics, potentially boosting Tenneco’s Aftermarket 
Segment’s top line growth. 
 
Catalysts 

● Earnings synergies from Federal-Mogul acquisition is targeted 
to hit US$200m in Q3 2020, with a run rate goal of 75% by Q3 
2019. With run rate of 50% in Q4 2018, it is expected for 
positive earnings synergy results to be released in September 
2019 during Q3 earnings release. 

● Separation of DRiV aftermarket & performance company to 
another publicly traded company is expected to occur in 2H of 
2019. It would generate more publicity of Tenneco and its 
earnings and cost synergies. 

 

Financial Analysis  
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Overview: 
The financial condition chart above indicates our expectations for TEN 
5 years forward, which highlights our assumptions (refer to appendix 
for more details), with specific attention paid to debt repayments and 
operational efficiencies. With the Federal-Mogul acquisition completed 
by TEN over the past year, the impact on its balance sheet and income 
statements are expected to be material and thus included in our 
projections. 
 
Asset Turnover 
Over the past year company completed the acquisition of Federal-Mogul 
increasing the total assets to more than two-fold while expecting to 
create synergies to increase efficiency and asset turnover for the 
upcoming 5 years.  
 
Interest Burden 
The long term debt is relatively cheaply priced as the main use of fund 
were the acquisition of the competitor Federal-Mogul which had a 
strong asset base leading to a relatively low interest burden compared 
to amount of leverage company employs. 
 
Tax Burden 
Tax burden has been stable and tax rate is expected to be around 30% 
for next few years.  
 
Leverage 
TEN operates in a very capital-intensive industry and it recently 
acquired a large competitor leading to a high D/E ratio, yet it is not likely 
that there will be further increases on leverage as the company is likely 
to cut costs as the integration of the acquired is completed.  
 

Valuations  
Valuation Price Target: $31.71 
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Figure 11. WACC Buildup  
 

 
 
Source: Bloomberg, Damodaran, NUS Investment 
Society Estimates 
 
Figure 12. Sensitivity Tables 

 
 
Source: NUS Investment Society Estimates 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 13. Risk Matrix 

 
Source: NUS Investment Society Estimates 
 
 
 
 
 

 
DCF Model 
A discounted cash flow analysis was used to estimate intrinsic value of 
TEN’s share price due to concerns with its cash flow generation 
capabilities. The primary model is forecasted over 5 years. The model is 
driven by total assets and asset turnover ratio segmented into North 
America, Europe-SA-India and Asia Pacific regions on the revenue side. 
On the cost front, working capital, COGS, depreciation of assets and 
SG&A serve as crucial parameters for projections due to TEN’s nature 
as an expanding auto parts producer. The DCF is most sensitive to the 
following factors, derivation of which are explained below.  
 
Weighted Average Cost of Capital (WACC) 
To calculate Beta, linear regression of TEN’s stock price were run 
against the S&P 500 for time frame of 24 months on a weekly basis and 
then averaged and adjusted. CAPM was used to estimate Cost of Equity, 
while the interest rate on recently issued bonds were used as Cost of 
Debt in a weighted average manner. Tax shield was taken into account 
as TEN pays income taxes for all operations.    
 
Revenue Growth 
Revenue growth for TEN is based primarily on increasing assets in the 
4 segments: North America, Europe-India and Asia Pacific regions along 
with newly integrated Federal-Mogul unit. We estimate a 4 year CAGR 
of 7.2% after the first full year of consolidated reporting with Federal-
Mogul.   
 
Terminal Growth 
As the industry becomes increasingly competitive and more markets 
hitting saturation point, TEN’s growth rate will definitely slow down. 
This rate will reach a terminal growth rate equal to 0%, accounted for 
in the 5 year DCF model.  
 
Relative Valuation 
Using P/E, EV/EBITDA and EV/Sales, TEN is underpriced relative to 
core peer group consisting of North American Auto part manufacturers. 
Using comparables as sanity checks, TEN’s high growth prospects is 
significantly undervalued compared to peers.  
 
Relative Valuation was primarily focused on P/E multiple. A blended 
target price is calculated using equal weightings of P/E and DCF with 
perpetuity growth rate of 0%. 
 
This analysis leads to an intrinsic value of $31.71 for TEN, a 44.2% 
premium to the current trading price. We remain confident that this 
valuation reaffirm our BUY recommendation and validates our view of 
upcoming 12 month period. 
 

Investment Risks  
  
Rise of Electric Vehicles 
E1: Electric vehicles could be dominant sooner than expected, causing a 
dip in demand of aftermarket products for hybrid electric and internal 
combustion engine vehicles and therefore depressing sales of Tenneco’s 
emission-related products. 
 
Fluctuations of commodity prices 
C2: As a automotive components manufacturer, Tenneco’s cost of 
production is dependant on cost of raw materials. Hence, an unexpected 
rise in raw materials and commodities could affect Tenneco’s profits 
greatly. 
 
Slow materialization of synergies 
S3: As synergy of Tenneco’s new businesses would provide a huge cost 
savings with better capabilities and efficiencies, a possible slow or 
poor integration could threaten Tenneco’s lead against its competitors. 
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Disclaimer 

This research material has been prepared by NUS Invest. NUS Invest specifically prohibits the redistribution of this material in whole or in 
part without the written permission of NUS Invest. The research officer(s) primarily responsible for the content of this research material, in 
whole or in part, certifies that their views are accurately expressed and they will not receive direct or indirect compensation in exchange for 
expressing specific recommendations or views in this research material. Whilst we have taken all reasonable care to ensure that the 
information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or 
completeness, and you should not act on it without first independently verifying its contents. Any opinion or estimate contained in this report 
is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 
objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given 
and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons 
acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the suitability of the 
securities mentioned herein, taking into consideration your investment objectives, financial situation or particular needs, before making a 
commitment to invest in the securities. This report is published solely for information purposes, it does not constitute an advertisement and 
is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No representation or warranty, 
either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein. The 
research material should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this 
research material are subject to change without notice. 

 

© 2016 NUS Investment Society 
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Appendix:  

Third Party Research Findings 

 

Pro Forma Financial Statements 
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Expenses 
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Fixed Assets: 

 

 

Retained Earnings: 
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Ratios:

 

Extended Du Pont Analysis: 

 

 


