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Aalok Sathe 

OVERVIEW 

Growing up in the 1970s, some of the best-known films were Westerns. The 1960 film, The 
Magnificent Seven, remains one of the classics of all time. It was shown so often, my brother and I 
could quote almost every line perfectly. Led by Yul Brynner and Steve McQueen, the seven hired 
guns fight against fifty marauding bandits who are raiding a small Mexican village. In one 
memorable scene, Vin (Steve McQueen) is asked by the villageôs wise old man, ñHow is it going?ò 

 

The line reminds me of the old adage, most recently used by our friend John Hussman: 

ñDO NOT CONFUSE THE DELAY OF CONSEQUENCES WITH THE ABSENCE OF CONSEQUENCES.ò 

In Vinôs anecdote, the consequence of falling off a high story building will soon be tragically obvious. Unfortunately, 

there have been periods of history where the consequences of past actions are not so immediate, probably none more 

so than the current one. 

Most people are aware of the extraordinary monetary response, broadly named Quantitative Easing. This was 

employed by the worldôs central banks to contain the 2008 financial crisis, where interest rates were dropped to zero or 

even negative and electronic money was created to buy government bonds. However generally accepted these 

policies have been over the last decade ï under any fancy name ï this is money printing, pure and simple, no different 

to Zimbabwe a few years ago. 

The chart below shows you the extent of the increase in the balance sheet at the US Federal reserve, with the increase 

in US money supply M1.  

MAY 17 

ñSo far, so good.ò 

Vin (Steve McQueen) 
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We have dropped interest rates to levels never seen before and accepted the permanence of óa low interest rateô world 

and all that it entails. 
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And yet there has been no roaring inflationary fires in the broad-based consumer indices to date as many had feared. 

How come? 

With low interest rates, we ï the global seven billion of us ï have been increasingly able to borrow until our debt 

mountain reaches to the sky, which has led to headlines like these: 

Global Debt Hits 325% of World GDP, Rises To Record $217 Trillion 
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Source: Zerohedge 

The level of indebtedness the world over is now so extreme, there is no hope of being able to repay it. Even at these 

low interest rates, we cannot service the debt interest without taking out yet more debt. 

But we have had no debt deflation collapse yet, as one might expect. Maybe the Greeks understand some of the harsh 

realities of too much unrepayable debt and the misery that austerity brings, but most of us have no idea, yet. 

Of course, many assets have benefitted from the monetary expansion policies, with equities, bonds and property driven 

to levels never, or only occasionally, seen in history. 

 

US stocks are higher than ever on some measures, but is the market still happy óto believe in Trumpô? 
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Source: Money Week 

Itôs the same chart as last month, but what does London real estate at 10X income levels mean? Just because credit is 

still free, it is not normal to have to pay ten times your earnings to buy a property. It is insane. Even with these 

valuations and all the worrying concerns of a post-Brexit world, not to mention the 27,000 luxury new units that are 

currently unsold under construction, it would appear to not mean much. So far so good. 

Savers might disagree with the lack of consequences as they see the earning power of their pension pots and savings 

disappear. Yet we have had no real pension crisis to date? 

 

In the political world, we have perhaps seen some consequence of poor past actions, no matter how good the intention 

was. A naïve tragedy. The decision to allow almost unlimited immigration into Europe, mostly Muslim, must surely have 

tipped the balance in terms of Brexit and maybe Trump. But we have yet to see is the real consequences of this 

upsurge in populism and changing population mix and the very real possibilities of poor outcomes of stand-alone 

Britain and an unpredictable US president. 
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I have provided some charts and tables that concern me, but everyone needs to do their own analysis and decide what 

strategy is best for their investments and life preparations at this truly historic abnormal time.  

In my mind, we have become accepting of the new world, both politically and the very high valuations of asset classes. 

This is because it is becoming the norm, as each day passes, and almost brainwashing the population, especially the 

youth. Fearmongers do not worry about their lives like medieval witches but crying wolf is never welcomed, no matter 

how obvious it may be to this author that weôre on very thin ice, in more ways than one. 
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Our main investment idea this month is: 

1. Aggreko PLC 
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INVESTMENT IDEA #1 
AGGREKO PLC 
by Mark Mahaffey 

 

 

 

Aggreko plc 
 

 

Price (£) 879.0 

Turnover (£mm) 1,515.0 

Net Income (£mm) 125.0 

Market Cap (£mm) 2,218.1 

Fwd P/E Ratio 15 

Dividend Yield (%) 3.20% 

Payout Ratio (%) - 

Total Debt to Total Equity (%) 50.7% 

FCF to Market Cap (%) 1.5% 

ROIC (%) 7.5% 
 

 

Aggreko plc (AGK: LSE) is a temporary energy service provider based in the UK. Luc Koopman 
originally formed the firm in the Netherlands in 1962. The company later moved to Scotland, where 
it was eventually bought by Christian Salvensen plc in 1984. The groupôs growth was signified as it 
soon afterwards acquired all the activities from General Electricôs Energy Rental unit. After 
demerging from the Christian Salvensen group, Aggreko plc listed on the London Stock Exchange 
in 1997. The company has since excelled to become a leading supplier of mobile energy units and 
temperature control equipment across the world. Employing over 6000 individuals, the company 
has a market capitalisation of over £2bn. Chris Weston, who was previously CEO at British Gas, is 
now hoping to lead Aggrekoôs future success.  

Since it was founded, Aggreko plc has managed to develop its business across 45 countries around the world. It 

derives its revenues through two main routes:  

¶ Rental Solutions ï renting power equipment to clients across the world that operates these units independently, 

with Aggreko servicing and maintaining the equipment.  

¶ Power Solutions ï a popular service within the emerging markets where Aggreko becomes each clientôs key power 

producer. The firm installs and operates the power plants. Aggreko is paid for both delivering electricity and 

building/operating the power plant for customers. 

The firmôs operations are spread across the developed and emerging markets; however, the company has a real focus 

on developing nations. Revenues from the utility sector accounts for 40% of total revenues generated, while another 

20% is generated within the oil & gas sector. The remaining sales are spread across areas, such as temporary events, 

mining and manufacturing.  
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Aggreko plc has grown and progressed due to its innovative culture and capabilities. Product development has been a 

key part of the firmôs strategy and Aggreko has shown its ability throughout history to adapt new technology within its 

progressive environment. The company has always looked to create market leading products by improving its 

efficiency. Aggreko has always stated that its focus is to create generators that are always more efficient than the 

previous ones. This automatically indicated the firmôs ambition to create products that use less fuel and, therefore, help 

its clients to reduce their costs. Aggreko has continuously targeted developing and producing engines that are long-

lasting and, therefore, created a refurbishment programme over the years that helps to extend the life of its products, 

improving each unitôs performance to the latest standards.  

Powerful Progression 

After its formation, Aggreko grew rapidly over a twenty-year period (between 1980 and 2000). It entered the US market 

through the acquisition of Electric Rental System and then made a foray into the temperature control business by 

purchasing Mobile Air and Pierce Industrial. It then focused on Asia, acquiring Yeow Kong Electrical Company in 

Singapore. The firmôs growth through these acquisitions gave it enough capacity to set up its first permanent facility in 

the Middle East. This was strategically important as it enabled Aggreko to develop its business within the oil & gas and 

construction industries across the world.  

The companyôs continual development of its product range has enhanced its appeal across multiple industries and to 

key event operators. In 2002, Aggreko was officially announced as the óTemporary Power Generation and Distribution 

Supplierô for the Winter Olympics. Since then, it has always been the supplier of choice for major sporting events, 

shows and concerts across the globe. The firmôs fleet includes three main generators (small, medium and large) that 

cater for a variety of possible uses. Recognition of its brand was rubber stamped when it was selected, first in 2009 

and then earlier this year, to support the US Presidential debates and Inauguration Ceremonies. This was a surprise 

result, as Aggreko was chosen over homegrown rivals, demonstrating the extent of the global force it has developed.   

Industry 

The (mobile) power generator industry is a bullish growth market, according to many global experts. It is predicted that 

this market will double by 2020, generating more than $22.3bn in revenues. This growth is being driven by an 

increasing need for safe and reliable off-grid power in numerous end markets across the world. As always, the key 

areas to watch are India and China, with India predicting growth from $1.2bn (in 2011) to over $2.5bn by 2020. Key 

players across the world include Caterpillar and Cummins, who have strong positions within the distributed power 

space. However, Aggreko plc has built a market leading position across the developing world. Being a very specialised 

area, it has managed to develop a strong position within this niche market. Aggreko plc has benefitted as it has 

targeted the emerging markets, where we have seen an increase in the adoption of portable generators amongst 

residential users.  

Over the past 12 months, Aggrekoôs share price has fallen by over 36% (in absolute terms) from its high. Over the 

course of this time, there have been numerous reasons for the negativity surrounding its share price: 

¶ Weakness in the emerging markets, leading to worries over orders 

¶ Weakness in the commodity markets 

¶ Exposure to UK and Brexit  

¶ Fear of EM currency weakness leading to low power infrastructure investment 

¶ Argentina risk 
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Aggreko plc enters the HindeSight Dividend portfolio this month. For all the negativity that the stock has suffered, we 

believe this is now priced into the firmôs share price. The company is a leader within the mobile power industry and will 

adapt and manoeuvre forwards by continuing to focus on emerging regions. It currently trades with a forward P/E of 

14.3x and offers a well-protected dividend yield of 3.2%. Aggreko plc offers significant upside from its current levels to 

the portfolio. 

 

Weakness in Commodity Market 

The commodity market has suffered in the last two years relative to just a few years previously and seen oil fluctuate 

between $25-55. More specifically, research has shown that Aggreko tends to lag the commodity and oil movements. 

Aggreko (in a similar way to one of our previous recommendations: Inmarsat plc) is correlated to the oil market for two 

reasons. Firstly, with it being a provider of mobile energy, oil is a key input cost into the firmôs core product offering. 

Secondly, a number of Aggrekoôs clients are found within the oil & gas markets, so when the energy market turns 

negative, many producers review their operations. This, therefore, has a direct impact on the number of temporary 

power units that are rented by Aggreko. 

 

The group has recently been experiencing weakness in its generator hire business, as a result of the ongoing volatility 

within the upstream oil & gas sector. As expected, this weakness has seen a decline in Aggrekoôs results, with the 

firmôs management team citing a particular softness within the North American market. However, despite this, the 

power solutions division that tends to serve Aggrekoôs emerging market clients actually fared better. It not only made 

up for any negativity, but also helped to prop up the firmôs fundamental strength. Given that we have seen a sizeable 

recovery in the price of oil over the past 18
 
months, we would expect to see a relative recovery in Aggrekoôs share 

price, given its lagged relationship with the price of oil (and despite the short-term volatility).       
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This thought process is supported by analyst expectations, with some suggesting that Aggrekoôs final group revenues 

at the end of 2017 will be more positive as power demand in the emerging markets will catch up with (relatively) 

cheaper oil prices. This thought process was recently validated when Aggreko reported its Q1 2017 results, 

establishing that it had a far greater order intake compared to the same time last year. Relatively stronger results within 

this business area will go some way to restoring investor confidence. They will also help to exhibit Aggrekoôs ability to 

adapt and remain resilient through tough periods, eventually helping its share price to re-rate higher.  

BREXIT 

More than 10 months after the UKôs Brexit decision, this issue is still a concern for many businesses and clearly was 

the starting point for Aggrekoôs down trade. Investors óran for the hillsô as the UK decided to exit the Europe Union, 

leaving many worried about the long-term economic stability. These worries were no different for Aggreko plc, as its 

share price suffered a significant move down, despite the company being a net exporter of its products. This means 

that a significant proportion of its revenues are generated abroad and its exposure to the UK is very low (generating 

approx. 6% of its group revenues).  

 

Given the lack of exposure the firm has to the UK, the negativity it suffered seems to have been overdone. With the 

company being a net exporter, and given the weakness in sterling, this will help support the firmôs revenue generation 

(especially given that over 21% of its revenues are dollar based) moving forwards and will ultimately help its share 

price to move towards elevated grounds.  

With the mobile power provider being a UK-based company but generating more than 94% of its revenues abroad, we 

would consider Aggreko to be an exporting business and this, in fact, could act as a tailwind for its financial 

performance going forwards. Although the Sterling recently strengthened following treacherous market conditions, it 

still remains depressed and, as a result, we believe this will go on to help Aggreko strengthen its position and trade 

higher.  

Argentine Risk 

When Aggreko released its results in Q1 2017, the management team referred to the negative impact that its Argentine 

operations were continuing to have on its financial situation. The company continued to see revenues drag from re-

pricing and off-hires in Argentina. Chris Weston suggested that ómany of the contracts were agreed in this region when 

the risk of operating in the country was much higher. These old agreements reflected a higher risk of strict foreign 

exchange control and bond default. Unfortunately, the contracts today are less profitableô and are forcing Aggreko to 

reinvent itself in this region.  

Aggrekoôs power solutions division saw revenues fall relative to last year. Investors took significant notice of this 

situation, as the firm generates over 20% of its sales within the Latin American region. Clearly, Aggrekoôs Argentine 

division is going through a period of change; however, the board has steered through similar periods of negativity that 

investors seem to have overlooked. Chris Weston, who was previously in charge of BG Group, is not unfamiliar to 

negativity and we believe that, with the help of his experience, he will help guide Aggreko through these troubled 

waters. 

Overall, the firmôs power solutions division saw revenues higher with a strong performance in Eurasia and the Middle 

East. Aggrekoôs ordeal in Argentina is not too dissimilar to the trouble that it faced in the Middle East a few years ago. 

History demonstrates to us that Aggreko clearly has the ability to recover from these situations and we believe it will 

once again do the same.  
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Cost Reduction 

Due to all the troubles that Aggreko has been facing, the company has started to implement an aggressive cost-saving 

programme. It has reduced its headcount by 700 individuals and optimised its supply chain, which has helped to save 

significant costs. The firmôs management is expecting to extract further efficiencies from its procurement function, 

which has only been established over the last year. These costs savings are already helping the firm to stabilise its 

fundamental situation by helping to offset some of its troubled areas. Further costs savings will help to create a leaner 

business, which will help the management team to implement its rebuilding process.   

Analystsô Corner 

Aggreko plc is a market leader within the mobile power industry. Trading on the FTSE250, the company is well covered 

by the analyst community, who have remained largely neutral. Currently, the firm is being attributed with an average 

12-month target price (TP) of 963p, which represents an upside of over 10% from current levels.  

Summary 

Aggreko plc trades at a significant discount to its past performance, as well as its peer group. The company has 

suffered due to its exposure to the commodity markets, the overdone impact of Brexit and the firmôs exposure in 

Argentina. Looking at the firmôs performance over the past five years, it is currently trading just above its four-year low. 

Its shares have been weighed down by significant negativity. With acceleration of contract wins, this would make the 

expectations of the analyst community underrated. Finally, with the macroeconomic situation within the emerging 

markets expected to remain positive, Aggreko has the ideal circumstances to rebuild and help re-rate its share price 

higher.  

With Aggreko having settled from its numerous down trades, it appears as though most of the negativity is priced in. 

We note that even in bad times, the company tends to produce free cash flow. Being a leading player within the mobile 

energy industry the company has grown to provide a healthy dividend yield of 3.2%, which is well supported by that 

free cash flow generation. With seemingly all the bad news priced into Aggrekoôs share price (and even the firmôs 

board playing down its profit generation abilities in 2017), we believe this is a good entry point, especially on a relative 

basis to the broader market.  
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INVESTMENT INSIGHTS 

 

We are almost halfway through the year, yet the UK stock market is almost unchanged. In fact, the whole range of the 

FTSE indexôs movements this year is less than 5%. While the European stock markets are currently making a 

comeback after years of being in the doldrums, the UK stock market is seemingly happy to sit on this high plateau of 

valuations, content with 10% volatility levels. For NOW. 

 

Itôs May and so itôs always good to see the seasonality charts and tables below to remind ourselves if ówe should be 

selling in May and going awayô. As I have suggested in my overview earlier, I wouldnôt want anyone to get lulled into a 

false sense of security either with the levels of valuations or the current snooze-athon in stock market activity. 

 

 

 

 

 

 






















