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PREFACE

The publication of the 2019 Financial Statement Analysis officially mar-
ks the launch of the new MECS Research Department. The organisation
has been transformed from a study centre affiliated to an industrial as-
sociation into a limited liability company that operates autonomously
on the market with the aim of providing an increasingly rapid and com-
plete response to the needs of international ceramic sector companies.

Amid the COVID pandemic, 2020 is a difficult year to be embarking on
a new enterprise, but we are well aware that times of crisis are also a
source of great opportunity. With more than twenty years of experien-
ce conducting studies in the field of capital goods - not just for cerami-
cs but also for packaging and plastics — we have a wealth of knowledge
and a similar approach to research to that of the companies in our
sectors, combining attention to detail with a vision for the future. And
today we have integrated this expertise with a new managerial appro-
ach and new young staff members.

Operating as a business for businesses, we are well aware that indu-
strial development is built on a relationship of mutual understanding,
continuous improvement and the sharing of vital information. This is the
starting point for our extensive range of up-to-date economic and sta-
tistical studies and data, available not only to companies but also to all
researchers interested in understanding the development trajectories
of traditional yet strategic manufacturing sectors.

MECS Chairman

Paolo Gambuli
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ABSTRACT

The global ceramic and brick machinery manufacturers’ 2019 financial
statements confirm the significant and longstanding superiority of Ita-
lian technologies and manufacturers over their international competi-
tors. Italian companies, particularly those operating in the niche market of
ceramic sanitaryware machinery, have reported an improvement in their
economic and financial performance despite the unfavourable demand
situation that has impacted the downstream capital goods supply chain.

The sectors that have been most severely hit by the crisis are the cera-
mic tile industry and the construction market in general. The financial
statement analysis conducted by the MECS research centre has confir-
med that the close, almost symbiotic, relationship between the ceramic
machinery manufacturers and their client sectors together with the pre-
sence of an extensive network of upstream sub-suppliers are now funda-
mental competitive resources for the supply chain. It is therefore essential
to adopt public industrial policies capable of protecting these resources,
particularly in times of crisis.

The key factor that enables Italian companies to maintain their high le-
vels of performance would appear to be the large investments they are
making in tangible and intangible capital resources, reflected in the very
high productivity of the workforce. The most profitable and resilient tech-
nologies are those produced by companies specialising in moulds, kilns
and digital decoration and finishing machinery.

The benchmarking analysis shows that the production strategy and bu-
siness model adopted by the best performing companies retain factors
such as high industrial margins, which guarantee liquidity and creditwor-
thiness, and a high degree of capitalisation, which protects against exces-
sively large borrowing costs.
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1 INTRODUCTION

ORT DESCRIBES A COMPLETE METHOD FOR EVA-
THE PERFORMANCE OF THE MOST SIGNIFICANT
OF WORLD CERAMIC MACHINERY MANUFACTU-

It is the first part of a broader suite of products, for analyzing data, pro-
vided by the MECS Research Department (the other products are the in-
ternational sales trends and the benchmarking analyses) which have the
aim of providing entrepreneurs, managers, scholars and sector analysts
tool for greater understanding of the main characteristics and
the sector and its key players and competitors.

powerful integrated tool containing organized data that will
preneurs and managers draw up the best manufacturing and
cial strategies at a company or group level.

t will enable readers to evaluate the economic performance of sector
companies in ltaly and in other countries (or groups of countries) where
tiles manufacturers have a significant presence.

ORT IS ORGANISED AS FOLLOWS:

r 2 provides an initial analysis of the results on a geographical
this stage the analysis is performed by grouping companies
her by country: ITALY compared to other countries and the world
otale. This section examines the incidence of costs and profit margins
at all levels of operation and the relevant trends, comparing the last few
years of financial statement data and calculating the relevant variations.
The main geographical regions are then compared and commented on.

o Chapter 3 provides an analysis of companies grouped into homoge-
neous groups or clusters of profitability performance based on a clu-
ster analysis approach. The aim is to interpret economic and financial
data and performance indicators independently of prior, geographical,
sectoral or dimensional classifications, thereby allowing a more consi-
stent comparison to be made with companies with similar results and
levels of performance regardless of their size and nationality. In other
words, direct comparisons can be made between companies’ manage-
ment and business models. This section also examines the most impor-
tant economic and financial variables (including indices and ratios) for
differentiating companies into clusters, namely the indicators that more
than others determine whether a company is to be placed in a strongly
performing cluster (corresponding to a business model) or one expe-
riencing structural, economic or management difficulties. Lastly, the cha-
racteristics of the various business models are compared and a list is

e
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provided of Italian and non-ltalian companies with similar characteristics.

In the second part (Chapter 4) focus is on the individual companies,
each of which is examined and compared with the reference groups
described in the first part.

In this section the companies are analyzed through a standard in-
dex-based financial statement analysis using balance sheet and inco-
me statement data.

In particular it focuses on the following:

1. structure and recent trends in the economic and financial results of
the various management areas (e.g. production, production costs
and the inventory cycle; personnel management; financial manage-
ment; asset management, etc.);

. structure of debt and equity capital;

. main financial indices and economic ratios;

. the added value creation process, including its implications in terms
of costs and plant capacity utilization and make-or-buy trade-off cor-
porate decisions (which in turn determine the company’s degree of
vertical integration);

5. other profitability margins at various levels in the company’s chain
of value;

. alert and financial vulnerability indices;

7. ratings (from various sources) of individual companies, each placed

within the context of sector averages;

8. graphical representation (using RADAR diagrams) of the degree of si-
milarity between each company and the cluster it has been assigned
to during the cluster and benchmarking analysis. The radar diagrams
show the key characteristics of the companies and clusters based on
the 6 most interesting variables.

N

H W

o

In Chapter 5 world ceramic machinery manufacturers are further classi-
fied according to a multidimensional ranking based on a system of 12
indicators (10 financial statement ratios and 2 rating company synthetic
indicators).
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This will enable readers to make a direct comparison between a com-
pany’s results and those of its competitors

It should be noted that compared to the previous edition of the report
on the economic and financial performance of the world ceramic ma-
chinery manufacturers (three-year period 2017-2019), the choice of the
12 indicators underwent some minor changes. This decision was based
above all on the results of the cluster analysis showing which indicators
can be considered robust for discriminating between levels of company
performance.

The general approach to construction of the multidimensional ranking
proposed by the MECS Research Department and the corresponding
results were confirmed in the cluster analysis.

Methological notes and ratio glossary are described in detail in Chapter
6.

#
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FINANCIAL STATEMENT ANALYSIS
TALIAN VS. NON-ITALIAN MANUFACTURERS

jal statement analysis of ceramic and brick industry machinery
rers conducted by the MECS Research Department based on
confirms the continued year-on-year decline in revenues and
ic performance. However, the key profitability ratios (Return on
stment ROI and Return on Sales ROS) show that despite the crisis
talian companies have maintained a significantly higher performance
than their global competitors. The Italian companies’ average ROI stood
at 4.64% (compared to the previous year’s 5.45%), more than 1.5 percen-
tage points higher than the average in other producer countries (3.17%).

The Italian manufacturers, who are the world leaders in this mechanical
engineering segment and make up more than 80% of the global compa-
nies that filed 2019 financial statements, likewise posted an average ROS

of also down from the >f 2018 but more than 2.5 points
higher than that of international competitors. This relative resilience in
terms of margins (even the Italian average net profit of higher

than that of international competitors) together with the lower capitali-
sation of Italian companies corresponds to a high net return on equity
RETURN ON EQUITY (ROE ), which although 2 percentage points down from the pre-
vious year is almost antage points higher than the average value
in other countries.
Italy

World The traditionally low level of capitalisation in relation to loan capital, evi-
denced by an equity ratio of _is also gradually improving (up from
in 2017). The economic crisis has convinced many lItalian companies
of the need to reduce short-term debt (by 3 percentage points), while
maintaining a high level of long-term debt (almost three times the ave-
rage of other world producers). Notwithstanding the relative theoretical
risk associated with low debt coverage, it is worth noting that the eco-
nomic situation and the projected interest rate trends mean that finan-
cial charges are expected to remain very low for several years to come.
The average interest rate on debt incurred by Italian ceramic machinery
manufacturers was positive but C in 2019 ( average
overall rate, average mortgage rate). So as long as interest rates
are expected to remain at record low levels for the foreseeable future,
the average industrial return on investment is high (above 1and the
cost of borrowing money is almost zero, it is highly advantageous for
companies to maintain relatively high leverage and bear the correspon-

ding higher costs and risks.

Added value Observing the value creation process that emerges from the reclassified
“value added” income statement, we find an average value added mar-
gin of . a big year-on-year improvement ( »). This two-point
EE gain in added value is certainly attributable to a slowdown in the pro-
curement of subcontracted semi-finished products, raw materials and
energy, all triggered on a bottom-up basis by the slowdown in orders

margin rises

N
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Sanitaryware
best performer

FINANCIAL STATEMENT ANALYSIS
BY SECTORS AND TECHNOLOGIES

This kind of financial statement analysis is conducted not over the indu-
stry as a whole but over global sub-samples chosen according to the
type of technology (machinery produced and sold) and the target sec-
tor. As for client sector, it should be noted that the majority of the equi-
pment sold by manufacturers of machinery for the ceramic industry is
supplied to the ceramic tile sector. Companies that predominantly serve
this sector perform sllghtly better than average in terms of both ROl and
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profitability with average ERITDA% at over 8%, a perfectly respectable

result given the already negative economic environment of 2019. At the

EBITDA PER SECTOR
% moulds, kilns, digital decoration and finishing machinery

D, . . .y . .
% presses, materials preparation and traditional decoration machinery

#



GENERAL OVERVIEW: AVERAGE RATIOS

ITALY

AVERAGE
MAIN RATIOS 2019 2018 2017 2017-2019

ROE using Net income %

ROI

ROS

ROT

Leverage

Incidence of non-core operations %
Current Assets to Total Assets Ratio %
Added Value margin %

Added Value per employee (th EUR)
Costs of employees / Turnover
Liabilities to Equity Ratio (1/solv ratio)
Equity Ratio %

Short-term debt Ratio %

Long-term debt Ratio %

Quick Ratio

Current Ratio

Equity to fixed assets Ratio

EBITDA margin %

EBIT margin %

Profit/Loss margin %

ROCE using net income

ROA using net income

Cash flow / Operating revenue %

OTHER Operational Ratios
Net assets turnover
Interest cover

Stock turnover
Collection period (days)

Credit period (days)

OTHER Structure Ratios

Shareholders liquidity ratio
Long term NFP /EBITDA

Short term NFP /EBITDA
Gearing %

OTHER Per employee Ratios values in th EUR

Profit per employee
Operating revenue per employee
Average cost of employee

Shareholders funds per employee
Working capital per employee

Total assets per employee

ZEXVI



Italy Italy
Gross/Net Profit to Sales Margins % Main budget indexes
16.00
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14.00
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o HI'HE B HR N HR IIIIIIIII
2019 2018 2017 0.00
2019 2018 2017
M Added Value margin % EBITDA margin %
W EBIT margin % ® Profit/Loss margin % ® ROE using Net income % ROl ®WROS M Leverage
Comparison between main average ratios
45.00
40.00
35.00
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25.00
20.00
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10.00
5.00

Italy

W Added Value margin %

Other Countries World

EBITDA margin % M EBIT margin % M Profit/Loss margin % M ROE using Net income % M ROl mROS M Leverage
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CLUSTER AND
BENCHMARKING ANALYSIS

CLUSTERING TECHNIQUES

MECS has classified companies in the global ceramic tile manufacturing
sector using robust clustering statistical techniques so as to offer rea-
ders an initial general benchmarking analysis of the performance of each
company against the standards of the homogeneous competitive and
managerial context in which it is located.

The keyword here is homogeneity: the goal of the analysis is to enable
companies to be compared with a homogeneous set of direct or indi-
rect competitors that have the same characteristics in terms of internal
structure (assets, production, financial), behaviour (in the labour market,
in the downstream supply chain and in the use of outsourcing upstre-
am) and performance (gross and net profitability, financial strength and
resilience).

Following this statistical analysis based on a classification of the 2019
financial data, five homogeneous clusters of companies were identified
and named in order of decreasing levels of performance as AA, A, B, C
and D. A further cluster was created for companies that are not classi-
fied as part of specific groups and instead have remained unclassified:
grouped together in cluster O, these companies differ both from each
other and from those in other clusters in terms of the various structu-
ral, managerial and profitability criteria taken into consideration. For the
benchmarking of the companies in cluster zero, reference should there-
fore be made to the overall sample medians shown in the table under
the column “Cluster O”.
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THE TOP PERFORMING COMPANIES

o
In the following table we can compare the median results of the clusters
in terms of the key variables describing structure, management and per-
formance characteristics. We will focus in particular on the results and
ROI & ROS
above 13%

rates on the loans are low compared to the profitability the company gains rrom the
invested capital, in other words the ROI.

#
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ROE using Net income %

ROI

ROS

ROT

Leverage

Incidence of non-core operation
Current Assets to Total Assets R

Added Value margin %
Added Value per employee
Equity Ratio %

Short-term debt Ratio %
Long-term debt Ratio %
Quick Ratio

Current Ratio

Equity to fixed assets Ratio
EBITDA margin %

=R P O N NN Ww

EBIT margin %

Profit/Loss margin %

ROCE using net income

ROA using net income

Cash flow / Operating revenue 9

OTHER Operational Ratios

Interest cover %
Stock turnover

Collection period (days)
Credit period (days)

OTHER Structure Ratios

Shareholders liquidity ratio
NFP on EBITDA
Gearing %

M| o N T BN = & O O

OTHER Per employee Ratios
Profit per employee

Operating revenue per employe
Costs of employees / Turnover ¢

Average cost of employee
Shareholders funds per employe
Working capital per employee
Total assets per employee

N
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B mC WD mD
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B mC mD mE

ROA using net income Cash flow / Operating
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COMPANIES BY CLUSTER

The statistical procedures used for identifying key variables as predic-
tors of differences between clusters showed a high degree of significan-
ce for most of the variables used for the index-based financial statement
analysis.

The same statistical procedure (TwoStep Clustering in SPSS) allowed
companies from the sample of ceramic tile manufacturers to be placed
in the cluster most similar to them on the basis of all the significant va-
riables (14 variables, described in greater detail below).

The companies belonging to the various clusters are listed in the fol-
lowing table.
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BALANCE SHEETS

At the time of printing of the present report a few companies, according
to our main data provider (Orbis, Bureau Van Djik) haven’t yet any avai-
lable data for 2019. Hence the single companies’ sheets we present se-
parates into two different subgroups: those who actually have published
2019 data from those who haven’t.

THE FOLLOWING SUBSECTION PRESENTS THE SINGLE COMPANIES’
BALANCE SHEETS FOR FIRMS WHOSE DATA ARE AVAILABLE
FOR 2017-2019.



Company name
City

Country

Website address

%VAR

BALANCE SHEET values in th EUR 19/18
Fixed assets
Intangible fixed assets
Tangible fixed assets
Other fixed assets iyid i, i
Current assets
Stock
Debtors
Other current assets 777 i 12,464  19.0% b

Cash & cash equivalent i i.0%

Total assets 37, . ) %

2019 2018 2017

Shareholders funds ) ) ) %
Capital %
Other shareholders funds ~  ~°~~'=  ~°°°2 ~77°n Bl
Non-current liabilities 1,239 1,166 1,249 8.2%

Long term debt

Other non-current liabilities ) . . )
Provisions o

Current liabilities 6,540 FT1510%

Loans

Creditors i ) i >

Other current liabilities 0 0 >

Total shareh. funds & liab. , ) , %

Working capital
Net current assets

INCOME STATEMENT values in th EUR
Operating revenue(Turnover)

Sales . . .
EBIT (Core operations margin) . , X o
Financial revenue 28 24 50 14:9%
Financial expenses

Financial P/L 5
P/L before tax .98 ,278 , _
Taxation

P/L after tax 3,655 3,199 1,603 14.3%

Extr. and other revenue

Extr. and other expenses ' ] i
Extr. and other P/L 0 0 0
P/L for period [=Net income] i

SYNTHETIC DATA values in th EUR
Material costs

Costs of employees
Depreciation & Amortization

Interest paid

Cash flow

Added Value

EBITDA

Number of employees

Detailed Fixed and Current Assets

100%
80%
60% | 73.2%

40%

20%

H N
0%

2019 2018 2017

Current assets/total assets mOther fixed + tang. assets
m|ntangible fixed assets

26.8%

Liabilities and shareholders funds

100% -

80% - %
60% -

40% - 5%
20% -

0o B e

2019 2018 2017

m Shareholders funds Non-current liabilities

m Current liabilities

Liquidity and Financial Structure

ratios
5.00 - 1750.00
- 1700.00
4.00
- 1650.00
3.00 - 1600.00
- 1550.00
2.00 - 1500.00
- 1450.00
1.00
= = S - 1400.00
000 M I 1 &' - 1350.00
2017 2018 2019
| iabilities to Equity Quick Ratio

mmmmm Current Ratio Liabilities to capital

$
#



MAIN RATIOS

%VAR
2019 2018 2017 19/18

ROE using Net income %

ROI

ROS

ROT

Leverage

Incidence of non-core operations %
Current Assets to Total Assets Ratic

b

Added Value margin %

Added Value per employee (th EUR)
Costs of employees / Turnover
Liabilities to Equity Ratio (1/solv ratio)
Equity Ratio %

Short-term debt Ratio %
Long-term debt Ratio %

Quick Ratio

Current Ratio

Equity to fixed assets Ratio
EBITDA margin %

EBIT margin %
Profit/Loss margin %
ROCE using net income

ROA using net income
Cash flow / Operating revenue %

bl
o
)

o

OTHER Operational Ratios

Net assets turnover
Interest cover

Stock turnover
Collection period (days)
Credit period (days)

OTHER Structure Ratios

Shareholders liquidity ratio
Liabilities to capital ratio

Long term NFP /EBITDA
Short term NFP /EBITDA

cluster AA
1EBITDA % 2 ROS
3 Long term NFP/EBITDA 4 AV/Sales%
5 Equity ratio % 6 Cash flow/Op. rev.%

1
70.0
14.08 500
2
3
34/38
4

e ClUStEr AA — c—

Main ratios (2019)
25.00

20.00

15.00

10.00

5.00

Gearing % d j 4 %

OTHER Per employee Ratios values in th EUR

0.00

Italy

World

Profit per employee
Operating revenue per employee
Average cost of employee

Shareholders funds per employee
Working capital per employee
Total assets per employee

RATINGS

Low High

MORE Probability of default (%) 0.15

3.77

MORE Credit Limit on op. rev %

ZEXXVI

Low

\-ligh

CRIF Financial Stability
Score: 755

4.27

NFP on EBIT %

mROE using Net income % = ROl mROS mlLeverage

Gross/Net Profit to Sales Margins %
50.00 (2019)

45.00
‘ II | in | ]

40.00
35.00
Italy World

30.00
25.00
20.00
15.00
10.00

5.00

m Added Value margin %
mEBIT margin %

EBITDA margin %
m Profit/Loss margin %
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RANKING

MECS MULTIDIMENSIONAL RANKING
COMPUTATION CRITERIA

The criteria for construction of the multidimensional ranking proposed by
MECS gave preference to the choice of 3 synthetic indices for company
profitability (ROI, ROS an d ROA), 4 indices for economic/productive
and management efficiency (Added Value margin, EBITDA margin, EBIT
margin, Profit/Loss margin) and 3 indices for structure and financial so-
lidity (Cash Flow margin, Equity ratio, Gearing).

The dimensional indicators (Operating Revenue and N. Employees), al-
though published, are not directly linked to economic performance, hence
are not part of the multidimensional ranking.

The ROE index (Return on Equity) is largely used and so its ranking is pub-
lished here; nonetheless it does not enter into calculation of the MECS
multidimensional ranking because of its ambiguity. In facts ROE could be
higher both because of higher profits and becauseof a lower equity.

Moreover two different financial rating are added, namely “MORE PROB-
ABILITY OF DEFAULT” as well as “CRIF SCORE”; both are computed into
the MECS multidimensional ranking.

The companies are first ranked on the basis of a multidimensional index
that takes account of the company’s ranking for each chosen indicator.
The final ranking is then calculated as an average of the other 12 rankings.
It should be noted however that the chosen indicators implicitly assign
greater weight to the profitability and efficiency of management process-
es than to financial strength and equity structure.
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COMPANY NAME
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OPERATING
REVENUE
(TURNOVER)

1,264,219
822,565
228,758
182,839
145,406
119,246

99,310
82,594
77,393
72,177
59,428
58,661
54,827
53,705
48,545
46,306
42,886
42,194
38,507
37,830
36,804
30,910
30,691
30,610
30,520
29,357
27,946
26,516
25,999
24,612
24,593
24,375
22,173
22172
20,704
17,672
17,209
17,204
17,037
16,811
16,570
15,112
14,685
14,629
13,172
12,341
12,278
11,494
11,331
10,508
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54
55
56
57

58 |

59
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61
62
63
64
65
66
67
68
69

70 |

7
72
73
74
75
76
77
78
79
80
81
82
83
84

85

86
87
88
89
90

91

92
93
94
95
96
97
98
99
100

TURNOVER 5.1

COMPANY NAME

OPERATING
REVENUE
(TURNOVER)

10,150
9,910
9,621
9,176
9,000
8,975
8,669
8,239
8,158
8,045
7,953
7,904
7,653
7,544
7,520
7,353
7,296
7,270
7,249
7,150
7,039
6,957
6,877
6,722
6,721
6,669
6,580
6,515
6,364
6,345
6,258
5,685
5,669
5,446
5,420
5,324
5,262
5,239
5,095
4,886
4,882
4,843
4,768
4,674
4,626
4,432
4,401
4,330
4,293
4,170
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5.16 THE FINAL RANKING

After having classified all the companies by each indicator, here we pres-
ent the final ranking 2020, calculated as an average of the other 12 rank-
ings.

As stated at the beginning of this chapter, it should be noted however
that the chosen indicators implicitly assign greater weight to the profita-
bility and efficiency of management processes than to financial strength
and equity structure.
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