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I N D U S T R Y :  S T E E L   

 
MTUS’ 3Q26 reinforced the earnings benefit of its shift toward higher-value 
specialty steel, while DLA shipments are expected to begin in 2Q27 versus our 
prior 2H27 assumption. Pricing and mix drove profitability, although 
manufacturing headwinds and inventory investment constrained operating 
leverage and cash conversion. We believe the FY27 outlook improved, 
supported by defense awards, longer lead times, and anticipated contract pricing 
gains. Converting that visibility into higher throughput and cash generation 
remains the priority as maintenance and seasonality are expected to impact 4Q. 
 

Results – Revenue declined 1% q/q to $337.2M but increased 10% y/y. Adj. 
EBITDA rose 19% sequentially and y/y to $34.5M, matching management’s 
outlook, while adj. EPS increased to $0.35 from $0.26 in 2Q. Adj. EBITDA margin 
expanded 170 bps q/q to 10.2% despite shipments declining 5% to 165,800 tons. 
Price/mix contributed $9.6M sequentially, offsetting $3.7M of volume pressure 
and $3.6M of manufacturing headwinds. GAAP results included a $15.7M pre-
tax benefit-plan remeasurement gain excluded from adjusted results. CFFO 
declined to $6.8M from $12.8M, reflecting inventory investment and annual 
insurance payment. CapEx totaled $13.1M, including $4.9M government-
funded. Cash totaled $98.6M, with no borrowings and $388.7M of liquidity. 
 

Volumes and Pricing – A&D is the primary mix improvement driver. Sales 
increased 41% y/y to $66.4M, achieving the $250M annualized run-rate target 
before YE, while shipments rose 10% q/q to 21,900 tons. A&D represented 13% 
of shipments and 20% of sales, supporting earnings growth beyond consolidated 
volume trends. Management expects existing capacity to fulfill the initial $125M 
DLA order; shipments begin 2Q27, ramping into FY28. Broader capital 
requirements remain under review. Additional orders against the $995M ceiling 
are not guaranteed. Another $10M order from a new prime contractor diversifies 
defense exposure. Industrial shipments declined 3% q/q, partly reflecting 
electricity curtailments, although bookings remain elevated and distributor 
inventories low. Auto’s sequential decline reflected timing following elevated 2Q 
shipments.  
 

Operational Improvement – Manufacturing conversion remains the clearest 
incremental earnings lever. Melt utilization was 76%, excluding approximately 
three percentage points of electricity curtailments. Curtailments reduced melt 
production by approximately 10,000 tons and constrained industrial deliveries. 
Management cited improved melt-shop performance following October 
maintenance, supporting potential FY27 reliability gains. 
 

Outlook – FY26 adj. EBITDA guidance of $100-105M implies approximately 
$12-17M in 4Q. Management expects high-single-digit q/q shipment declines, 
slightly weaker mix, and a $10-15M sequential EBITDA headwind from 
shutdown costs and lower fixed-cost absorption. Weaker mix reflects customer 
requirements rather than pricing deterioration. Lead times extend into 2Q27. 
Management targets annual agreements for approximately 70% of long-product 
orders and expects pricing gains net of inflation, although backlog could delay 
realization until later in 1Q or early 2Q. October’s $60/ton increases on bar and 
quench-and-temper seamless mechanical tubing outside annual agreements 
should benefit FY27 progressively. Contract settlements and post-maintenance 
throughput should clarify the pace of earnings improvement. FY26 CapEx 
remains approximately $70M. 
 

Valuation - Given the volatility in steel prices, we are averaging our FY26 and 
FY27 adjusted EBITDA estimates to obtain a “normalized” run rate. Using an 
EV/EBITDA range of 7.5x to 8.5x with a midpoint of 8.00x, we arrive at a 
valuation range of $22.90 to $25.63 with a price target of $24.26. 

COMPANY DESCRIPTION 

Metallus is the largest domestic 
producer of seamless mechanical tube 
products, manufactures alloy steel bars 
and manufactured components. The 
Company specializes in the production 
of a wide size range of special bar 
quality steel products with an annual 
melt capacity of approximately 1.2M 
tons. The Company is headquartered in 
Canton, Ohio.  
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E Q U I T Y  R E S E A R C H   

Metallus Corporation 

 

S T O N E G A T E  C A P I T A L  P A R T N E R S  

INVESTMENT FACTORS 
 

Metallus is a manufacturer of high-quality specialty steel, manufactured components, and supply chain solutions. 
The Company has a long history dating back to 1917 and is the largest domestic producer of seamless mechanical 
tube products. The Company also specializes in producing a wide size range of special bar quality (SBQ) steel 
products. The Company produces 100% of its steel primarily from recycled scrap metal in electric arc furnace (EAF), 
with an annual melt capacity of approximately 1.2M tons. Metallus manufactures high-performance carbon and alloy 
steel products for use in diverse industries such as energy, automotive, oil and gas, among others. 
 
Under CEO, Mr. Michael Williams, the Company is undergoing a significant transformation focused on cost and 
cash discipline, coupled with improved manufacturing processes. These efforts are expected to drive sustainable 
growth with expanding margins above historical levels. Mr. Williams plans to retire as CEO effective December 31, 
2026, with current President and COO Kristopher Westbrooks succeeding him as President and CEO on January 
1, 2027. 

 

Investment Positives 

Business transformation is underway 
While the Company was undergoing restructuring efforts between 2019 and 2020 to simplify the business and drive 
profitability, this was under interim CEO, Terry Dunlap. In January 2021, the Company hired a new CEO, Mr. Michael 
Williams, who refined and jumpstarted the transformation with a focus on cost and cash discipline, coupled with 
improved manufacturing processes. The Company is now preparing for a planned leadership transition to Kristopher 
Westbrooks, who has served as President and COO and is expected to assume the CEO role in January 2027. 
 
All leading to improved operations, expanding margins, and financial performance 
Metallus has outlined through-cycle, long-term operation and financial targets that show significant improvements. 
The Company is targeting a melt utilization rate in the mid 80% (historical average of 61%), 12%+ adjusted EBITDA 
margins (historical average of 8%), ROCE of 15% to 17% (historical average of 11%), and net leverage of less than 
1.0x (historical average of 1.2x). 
 
Strong customer demand 
Order book growth continues to support demand visibility, with management highlighting strong demand entering 
FY27. Aerospace & defense remains an increasingly important growth driver, supported by higher shipments, the 
commissioning of new manufacturing assets funded in part by the U.S. Army, and the Company’s recent AS9100D 
aerospace and defense certification. These initiatives expand Metallus’ capabilities in higher-value specialty 
applications while supporting further diversification of its end-market mix. 
 
Balance sheet to support growth initiatives 
As mentioned, the Company has transformed itself via cost and cash discipline and has strengthened its balance 

sheet via FCF generation and reduction of its outstanding debt. As of 3Q26, Metallus had $98.6M of cash and 

total liquidity of $388.7M. The Company also had no borrowings outstanding at quarter-end. 



 

 

 3 
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Metallus Corporation 

 

S T O N E G A T E  C A P I T A L  P A R T N E R S  

Investment Challenges / Risks 

Competitive industry and potential global overcapacity 

The steel industry is characterized by intense competition both domestically and internationally. Additionally, the 
industry has historically been characterized by periods of excess global capacity and supply, which has negatively 
impacted steel prices. To protect the US steel industry, various tariffs, duties, and quota have been implemented by 
the US government. Any changes to revise or repeal these protections could lead to increased imports of foreign 
steel, thereby creating pressure on domestic steel industry. 

 

 

The Company depends on recycled scrap metal, chrome, nickel, and molybdenum to produce steel. Raw material 
prices have historically witnessed significant fluctuations with steep increases in raw material prices. Metallus’ 
customer agreements have surcharge pricing provisions that enable them to recover raw material costs increased. 
However, the Company may face a change in the relationship between market indices and their underlying cost, 
impacting its revenues, earnings, and cash flows. The Company procures raw materials from third parties to produce 
its products and may face uncertainty in pricing and procurement. 

 

Customers operate in highly cyclical industries  

An increase in the cost of credit, volatility in capital markets, and creditworthiness of its customers and suppliers 
significantly impact the growth prospects and profitability of Metallus’ business. Any changes to the global 
macroeconomic environment will impact the Company’s financial operations. 

 

Loss of key customers 

For F25, sales to the ten largest customers accounted for ~50% of Metallus’ net sales. The loss of any major 
customer will likely have an adverse impact on the Company’s operations and financial situation. 

 

Execution risk associated with aerospace & defense expansion 

Metallus is investing to expand production capabilities and throughput in support of growing aerospace and defense 
demand. The timing and returns associated with these investments depend on successful equipment 
commissioning, production execution, and customer demand. Additionally, the DLA IDIQ contract carries a 
maximum ceiling rather than a committed purchase amount, with ultimate revenue dependent on the timing and 
value of future delivery orders. 

 
 
 

 

Raw material price volatility 
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Metallus Corporation 

 

S T O N E G A T E  C A P I T A L  P A R T N E R S  

VALUATION SUMMARY 
 
We use a comparative analysis to frame our valuation. For our comps, we are using steel/metals manufacturers. 
 

 
 
Based on our F26/F27 estimates, MTUS is trading at a 7.6x/6.3x EV/EBITDA multiple compared to median comps 
at 9.7x/8.4x. For our EV/EBITDA range, we are using a range of 7.5x to 8.5x with a midpoint of 8.00x. We think that 
the Company will trade closer to comp multiples as it executes on its cost savings initiatives and improve its melt 
utilization rate. 
 

 
 
Given the volatility in steel prices, we are averaging our FY26 and FY27 adjusted EBITDA estimates to obtain a 
“normalized” run rate. Using an EV/EBITDA range of 7.5x to 8.5x with a midpoint of 8.00x, we arrive at a valuation 
range of $22.90 to $25.63 with a price target of $24.26. 
 
We see the following important catalysts for the stock in F26 and beyond: 

➢ Improvement in Melt Utilization Rate ……...................................................................... F26+ 
➢ Improvement in margins ………...………………………………………...………………… F26+ 
➢ Continued cost savings from strategic initiatives…….…...…………………………..…… F26+ 
➢ Expansion of the Aerospace and Defense segment……………………………………… F26+ 
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Metallus Corporation 

INCOME STATEMENT  
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IMPORTANT DISCLOSURES AND DISCLAIMER 
 

(a) The research analyst and/or a member of the analyst’s household do not have a financial interest in the debt 
or equity securities of the subject company. 

(b) The research analyst responsible for the preparation of this report has not received compensation that is 
based upon Stonegate Capital Partners’ (“SCP”) equity affiliate Stonegate Capital Markets (“SCM”) member 
FINRA investment banking revenues. 

(c) SCP or any affiliate has not managed or co-managed a public offering of securities for the subject company 
in the last twelve months, received investment banking compensation from the subject company in the last 12 
months, nor expects to receive or intends or seek compensation for investment banking services from the 
subject company in the next 12 months. 

(d) SCP has a contractual agreement with the subject company to provide research services, investor relations 
support, and investor outreach. SCP receives a monthly retainer for these non-investment banking services. 

(e) SCP or its affiliates do not beneficially own 1% or more of any class of common equity securities of the subject 
company. 

(f) Neither SCP nor it’s equity affiliate SCM member FINRA make a market in the subject company. 
(g) The research analyst has not received any compensation from the subject company in the previous 12 

months. 
(h) SCP, the research analyst, or associated person of SCP with the ability to influence the content of the research 

report know or have reason to know of any material conflicts of interest at the time of publication or distribution 
of the research report.    

(i) No employee of SCP has a position as an officer or director of the subject company.   
 

Ratings - SCP does not provide ratings for the covered companies. 
Distribution of Ratings - SCP does not provide ratings for covered companies. 
Price Chart - SCP does not have, nor has previously had, a rating for its covered companies, however, SCP does 
provide a price target on the covered company. Please see the following page for the historical price chart. This 
chart shows the covered company’s stock price since SCP has been covering the covered company as well as 
the corresponding SCP price target. 
Price Targets - SCP may provide price targets for its covered companies. For a complete understanding of 
valuation methodologies and risk associated please read this report in its entirety. In instances where SCP does 
not provide a price target SCP will still provide a valuation analysis. 
 
Regulation Analyst Certification:   
I, Dave Storms, CFA, hereby certify that all views expressed in this report accurately reflect my personal views 
about the subject company or companies and its or their securities.  I also certify that no part of my compensation 
was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this report. 
 
For Additional Information Contact: 
Stonegate Capital Partners, Inc.  
Dave Storms, CFA 
Dave@stonegateinc.com 
214-987-4121 
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Please note that this report was originally prepared and issued by Stonegate for distribution to their market professional and 
institutional investor customers.  Recipients who are not market professional or institutional investor customers of Stonegate should 
seek the advice of their independent financial advisor prior to taking any investment decision based on this report or for any necessary 
explanation of its contents.  The information contained herein is based on sources which we believe to be reliable but is not 
necessarily complete and its accuracy cannot be guaranteed.  Because the objectives of individual clients may vary, this report is 
not to be construed as an offer or the solicitation of an offer to sell or buy the securities herein mentioned.  This report is the 
independent work of Stonegate Capital Partners and is not to be construed as having been issued by, or in any way endorsed or 
guaranteed by, any issuing companies of the securities mentioned herein.  The firm and/or its employees and/or its individual 
shareholders and/or members of their families and/or its managed funds may have positions or warrants in the securities mentioned 
and, before or after your receipt of this report, may make or recommend purchases and/or sales for their own accounts or for the 
accounts of other customers of the firm from time to time in the open market or otherwise.  While we endeavor to update the 
information contained herein on a reasonable basis, there may be regulatory, compliance, or other reasons that prevent us from 
doing so.  The opinions or information expressed are believed to be accurate as of the date of this report; no subsequent publication 
or distribution of this report shall mean or imply that any such opinions or information remains current at any time after the date of 
this report.  All opinions are subject to change without notice, and we do not undertake to advise you of any such changes.  
Reproduction or redistribution of this report without the expressed written consent of Stonegate Capital Partners is prohibited.  
Additional information on any securities mentioned is available on request. 
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