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THE COMPANY  
 
Prysmian (PRY.MI) is world leader, together with Nexans, in the energy cable market 
and second player worldwide in the optical cable industry after Corning, designing, 
manufacturing, supplying and installing a wide range of different cables & systems.  
Company’s sales totalled €5.12bn in FY2007 with an Adj. EBITDA equal to €529mn.                                       
The Energy Cable business (c. 90% of total sales) includes both high and low 
technology products while the Telecom Cable business (c. 10% of total sales) comprises 
copper and optical cables.  
The firm has a strong global presence, with 41 energy dedicated plants, 6 telecom 
dedicated plants and 7 shared ones.  
By geography, 70% of total sales are realized in the EMEA area, while the remaining 
percentage is evenly divided between N. America (12%), L. America (9%) and the 
APAC area (9%).  

 
  

 

 
 
HIGHLIGHTS  
 
The global cable reference market is worth roughly €84bn (2007, CRU data), with a 25% of the business 
coming from Europe, 13% from North-East Asia, 19% from North America, 3% from Latin America and 40% 
from the Rest of the World.  
Two are the main product categories: Energy Cables (€73.9bn), and Telecom Cables (€9.7bn).  

The Cable Market1 is expected to suffer a significant slow-down in the period 2008-2011 after several years 
of brisk growth. Specifically, the three main developed regions (North America, Western Europe and North 
East Asia), will likely face a slumping demand for building and automotive wires, while infrastructure should 
be able to resist the downturn. On the other hand, developing economies, which now account for almost half 
of the global market, will probably see continued growth.  
According to CRU, the global cable market growth should decelerate from a 6.5% YoY growth registered in 
2007 to an expected YoY growth of c.3% in 2009 and 4.5% in 2010. 

 
Over the past years, Prysmian has consistently strengthened its profile by: 
·  Improving  the Product Mix  – resilient longer-cycle activities now account for more than 50% of  

EBITDA;  
·  Tightening Control on Costs – fixed costs are basically flat since 2005 at €420-450m; 
·  Down Leveraging the Balance Sheet – strong cash generation (some €250m in the past year) 

contributed to the reduction of Net Debt/Adj. EBITDA from 3.37x in FY2005 to 1.35x in FY2007. 
 

Management strategy should also improve the competitive position thanks to: 
·  Selective capacity increases: focused on high value added, long-cycle resilient businesses; 
·  Entrance into the renewable energy market: proved by a €240mn backlog in the highly promising wind 

farm business; 
·  Diversification in the Oil & Gas industry: with production of flexible pipes; 
·  Consolidation activity: up to €1bn cash pile could provide, in the current market scenario, attractive M&A 

opportunities. 
 
Company related risks are: 
·  Economic cycle – despite geographical diversification and strategic focus on high value-added products, the 

cable business is still inherently cyclical, being linked to capex cycles (utilities and telecoms) and, to some 
extent, to the construction  market (e.g. T&I); 

·  Exposure to copper price fluctuations – copper price dynamics impact both NWC and FCF of divisions in 
which metal hedging on orders is not possible (e.g. T&I);  

·  Competition in low value added markets – top line pressures could lead low quality companies in 
commoditized segments to irrational pricing behaviors; 

·  Overhang risk –  lock-up period on the c.34% remaining stake controlled by GS Group expired on Feb 2008; 
·  Regulatory cable inquiry – Antitrust Authorities investigation started in February 2009 could affect                

negatively Prysmian’s submarine and HV cable sales and margins due to backlog reductions and penalties. 
 
 

                                                                 
1 CRU data, Oct. 2008 

Source: CRU  

Chart 2: Global Cable Mkt 
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Chart 1: Sales 2007 by Area 

Source: Annual Report 2007 
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BUSINESS  OVERVIEW 
 
Prysmian’s activities can be grouped into 4 main areas (the first 3 account for the Energy Cable business) with 
several sub-sectors each:  

.i    Utilities: Transmission, Distribution; 

.ii   Trade & Installers;  

.iii  Industrial: OGP and Renewables, Heavy Duty, Other Industrial; 

.iv  Telecom: Optical Cables & Fibers, Copper Cables. 
 
 

 

 
 

ENERGY CABLES  

Energy Cables business represented 89.6% of total sales in 2007, with a 10.5% Adj. EBITDA margin and a 
9.0% Adj. EBIT margin. 
The activities in this business cover three main areas: Utilities, Trade & Installers and Industrial. 
In the energy cable business, Prysmian, operates with 41 dedicated plants on a local-for-local basis since cable 
companies need to have installed capacity close to the target market. 
 
UTILITIES  
 
The Utilities division, representing 37.0% 2007 total sales with a 12.5% Adj. EBITDA, comprises the 
Transmission and Distribution power cables segments.  

 
�  TRANSMISSION (45% of 2007 Sales in Utilities): High and Extra-high voltage cables, Sub-marine 

deepwater links for power transmission between generation plants and primary distribution networks.  
This area is characterized by long cyclicality, high visibility (18/24 months backlogs), high profitability 
(17% of sales contribution margin avg.) and strong technological content.  
Track-record and high value-added products are order winners in this business: rather than on price 
issues, competition is therefore played on turnkey and customized projects. 
Despite the global macro malaise, long-term demand for HV cables and sub-marine links is still 
increasing due to rising interconnection needs in Europe and between islands/mainland and offshore Oil 
& Gas platforms.  
Backlog will take up a large majority (about 70%) of existing productive capacity in 2009, including the 
North American Abbeville site to be opened soon. The backlog of submarine cable projects will also take 
up a significant share of capacity out to 2010.  
In the short term, the credit crunch could result in project delays and order intake reductions, however 
these negative effects should be more than compensated by the massive fiscal stimulus plans, explicitly 
targeting the development and modernization of infrastructures, approved by several countries (USA, 
China and Europe).  

 
�  DISTRIBUTION  (55% of 2007 Sales in Utilities):  Cables and network components for the transmission 

of energy between primary networks and: 
o civil/industrial facilities (medium voltage);  
o residential and non-residential constructions (low voltage).  

Chart 3: 2007 Sales by Business 

Source: Annual Report 2007 

Resilient: benefiting from 
fiscal stimulus 

More volatile  
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This business is mainly local, based on standardized contracts and it is characterized by shorter 
cyclicality, lower visibility and profitability than the Transmission segment. Contrary to sub-marine and 
high-voltage cables, selling prices are not fixed when the contract is drawn, therefore copper price 
fluctuations may affect profitability. 
A significant slowdown is foreseeable due to the link with the trailing construction business.  
Nonetheless, power distribution is unlikely to be hit as hard as the housing market itself thanks to 
maintenance activities. 

 
TRADE & INSTALLERS  
 
The T&I segment represents 35.2% of 2007 total sales with a 8.6% Adj. EBITDA and a 7.6% Adj. EBIT. 
T&I portfolio includes mainly rigid and flexible building wires in addition to low voltage cables for the 
distribution of electric power to and within residential and commercial structures.  
Even if T&I is a low margin, low visibility business with high local competition, it is a fundamental channel for 
offering complete and turn-key solutions. 
The worldwide crisis in the building sector (residential and non-
residential) will severely affect margins and returns for T&I. 
Prysmian intends to reduce its production capacity and also aims 
to shift its offering towards less commoditized products 
meanwhile optimizing customer service.  
Nevertheless given the low entry barriers it is reasonable to 
assume losses of market share if the company resists to the 
inevitable price competition. 
On the cost side, management skills have so far enabled the 
Company to limit the negative effects of copper price volatility 
(which represents 70% of total costs) but this may change 
considering that an efficient hedging strategy is hard to get in an 
environment of low order visibility.� � � �� � � � �
� � � �

Figure 1: Transmission, distribution and T&I activi ties 

 
Source: Company data 
 

INDUSTRIAL 
 
The Industrial division represents 15.5% of 2007 total sales with a 10.6% Adj. EBITDA and a 9.0% Adj. EBIT.  
This area includes a broad range of different activities, grouped into 3 sub-sectors: OGP and Renewable, Heavy 
Duty Industries and Other Industrial. 
   
�  OGP AND RENEWABLES (35% of 2007 Industrial sales): umbilical cables for oil platforms (Up-stream 

Off-shore), cable solutions for refineries (Down-Stream On-shore) and products for wind and solar energy 
generation. 
In the short term a growing number of projects risk being shelved as oil prices plummet, affecting their IRRs 
but, at the same time, it must be taken into account that these are backlog-based businesses, so some growth 
seems secured for 2009 and 2010. 
Longer term, declining oil production from ageing fields (-7/9% year, according to the IEA), which incurs 
moderate costs, will likely push oil companies to operate more complex and more costly oilfields. 
Therefore oil and gas production capex is expected to grow substantially, with new capacity mainly installed 
in deepwater offshore projects; the natural consequence is an increased demand for cables, both for platforms 
(upstream off-shore) and for refineries (downstream onshore).  
Flexible pipes, as an example, are part of a project started in the past few years by Pirelli and they will be 
commercialized in 2010 with a four years contract of €135mn with Petrobras. The contract is related to the 
supply of Subsea Umbilicals, Risers and Flowlines (SURF).  
This is a new high value added market, which is growing at a 10-15% rate and where the company aims to 
increase its share. 

Vulnerable to the global 
construction slump 
 

Source: Company data 

Short term , oil price risk…  
 

…but longer -term, off -shore 
capex a clear opportunity 
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Renewables are also an interesting segment where the company holds a strong position especially with regard 
to Wind Farms and Solar Business. This segment is characterized by low cyclicality, medium visibility (c.6 
months backlog), high profitability and strong growth perspectives (high double-digit rate), mainly due to 
national policies (EU, USA) targeting an increase in energy production from alternative sources. In the next 
future though Prysmian’s investments are going to be reduced (e.g.: -50% in wind farm) due to the effects of 
the bank system crisis, and the cancellation or the delay of order intake. On the long term renewable is 
expected to return to double-digit growth levels mainly thanks to the above government policies. 
 

·  HEAVY DUTY INDUSTRY (30% of 2007 Industrial sales):  cables for crane, mining, marine and railways.  
Cyclical woes are already taking a heavy toll on many of these industries but metal mining and refining 
projects, in particular copper, aluminum and ferrochrome, seem to be at greater risk as demand has fallen on 
account of the construction market. 
On top of that, competition may be opened to non-global players, especially in case of firms operating in 
developing countries and is likely to be played on prices. 
As for future growth perspectives, Prysmian appears to be well positioned considering the continued shift 
from occidental countries to emerging nations, where building of basic infrastructures still shows a significant 
potential. 
 

�  OTHER INDUSTRIAL (35% of 2007 Industrial sales): cables for several industries including automotive 
and nuclear. 
This cluster includes mainly non-basic sectors that have been dealt a significant blow by the current crisis; 
consequently, it is now burdened by a very low profitability.  
It is reasonable to assume a significant reduction in volumes coupled with a deterioration of the credit quality 
and the relative increase in working capital.  
It is also important to consider that the timing and size of financial aids to the auto industry could 
significantly affect this segment’s performance. 

 
TELECOM CABLES & SYSTEMS 
 
Telecom Cables business represented 10.45% of total sales in 2007, with a 8.6% Adj. EBITDA and a 7.9% Adj. 
EBIT. 
This sector is evenly split between two segments: Optical Cables & Fiber and Copper Cables. 
Both are operating on global/local scale with telecom carriers, system integrators and network operators as 
main customers.  
Telecom Cables production is realized in six dedicated plants, plus seven shared with the Energy division. 
 
�  OPTICAL FIBER CABLES (50% of 2007 Telecom sales)   

OFC business is experiencing a significant growth, driven by increased investment in fiber access networks 
(FTTx), mainly in the US and the APAC area while in Europe growth is restrained by regulatory matters 
imposing accessible networks to all competitors.  
The high technological content allows OFC to reach better level of performances than traditional data 
transmission technologies; this is the main reason why competition in this sector is played mostly on product 
features and customization rather than on prices.  
Given the structural need for data transmission capacity, it is reasonable to assume that this sector will suffer 
limited impact from the current crisis. It has however to be pointed out that small scale, house use of cables is 
probably going to shrink in the mid-long term in favor of newer wireless technologies; this is instead not 
likely to happen anytime soon with regard to heavier data transmission tasks. 
Optical fiber cables are the company’s main strategic focus due to the significant opportunities they seem to 
offer either in terms of expansion (increase in volume) and evolution (new technologies development).  
From a strategic perspective, Prysmian is pushing hard on the innovation front while working to lower 
installation costs, which are presently one of the main issues in this segment.  
 

�  COPPER CABLES  (50% of 2007 Telecom sales)   
CC have been showing a declining trend in the last years, which is likely to continue also in the future despite 
strong demand for network expansions from emerging markets . 
Competition in CC segment is mainly based on price, given the low technological content of products and the 
high number of local and global players. Thanks again to the structural need of data transmission 
technologies, CC cyclicality is likely to be limited, even though higher than in the OFC segment.  
A very critical point though is the current high volatility of copper price; this element, alongside with a 
negative long-term trend in cable copper prices, is the cause of decreasing margins.  
Therefore, the main strategic focus in this segment is the pursue of strong cost efficiencies mainly achieved 
through delocalizing productive plants in low labor cost countries. 

 
 

A play on renewables  
 

Fiber growing  

Copper slowing  
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BUSINESS  SUMMARY 
 
The chart below shows how businesses are positioned (2007 data) in terms of growth and profitability while 
their (EBITDA) relevance is defined by the bubble size.  
The whole activity portfolio exhibits only a modest exposure to the “low growth - low profitability” area and a 
more pronounced tilt towards faster growing and higher margin segments. 

 
Chart 4: Business Positioning and Relevance 

 
Source: Company data and group analysis 

 
 
In the following table, we use different colors to assess business conditions, expected to prevail in a global 
recession environment, with regard to cyclicality, visibility, profitability, competitive rivalry and growth. 
The meaning of the colors is as follows: 
- Green: limited impact 
- Yellow: significant impact   
- Red : huge impact 
   
 

Chart 5: Recession Stress Monitor 
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Source: Company data and group analysis 

 
The aggregate picture is somewhat reassuring on the company ability to withstand the difficult macro 
conditions and preserve its competitive position.  
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VALUATION  
 
DCF ANALYSIS 
 
We adopted a 2-stage discounted free cash flows 
from operating assets over a six year period and a 
terminal value based on a forecasted growth rate 
calculated as a weighted average of each business’ 
growth perspectives.  
We used   a 9% WACC (consistent with current 
market conditions) to discount future cash flows.  
We then figured out 3 different scenarios: a “base 
case” (see below) and two other cases obtained as 
follows: 

·  + 10% / - 30% on Sales growth for each 
business; we limited growth in the best 
case scenario since we consider that 
current market conditions make faster 
and shorter-term growth too unlikely to 
be reasonably included in the model. As 
for the worst case scenario, the lower 
value tries to include the effects of future 
and unpredictable economic and financial 
shocks. 

·  +/- 20% on EBITDA margin for each business 
·  + 20% on Capex forecasts in the best case scenario. We did not modify the capex plan for the worst 

case scenario since in the base case we already considered only really strategic investments which are 
not going to be called off in any case. 

As for debt repayment plans we considered only the New Credit Agreement; this credit line, according to the 
notes to the balance sheet, should be partly repaid after 2010 (33%) and then completely extinguished in 2012. 
We kept the structure of the first repayment plan, while we considered reasonable to postpone the payment of 
the last 67% to 2013. Otherwise, according to our forecasts, Prysmian could have suffered significant losses in 
2012, which are lower in the following year due to higher sales and EBITDA margin. 
Our DCF analysis was the basis for a sensitivity analysis. 
 
See Appendix A.1, A.2, A.3 for numerical analysis in the three scenarios we have considered. 

 
SENSITIVITY ANALYSIS 

 
0.05 0.15 0.2 0.2 0.2 0.15 0.05

8.0% 8.5% 9.0% 9.5% 10.0% 10.5% 11.0%

0.5 Scenario 1 13.3 12.1 11.1 10.2 9.3 8.6 7.9

0.2 Scenario 2 25.0 22.7 20.7 18.9 17.4 16.0 14.8

0.3 Scenario 3 8.8 8.0 7.2 6.6 6.0 5.5 5.0

Total 13.5 12.3 11.2 10.2 9.4 8.6 7.9 10.4

S
H
A
R
E
 
V
A
L
U
E  

 
The sensitivity analysis was performed combining our three fundamental scenarios with different WACCs. 
In order to obtain the final share value, we first consolidated along each column with a weighed sum 
considering Scenario 1 as the most likely (50%), followed by Scenario 3 with 35% and Scenario 2 with 15%. 
This probability distribution, though really conservative, is consistent with the current gloomy market 
conditions and limited visibility. 
We then performed a second weighted average along the last row; we considered WACCs of 9.0%, 9.5% and 
10.0% as the most likely (20% each), while more “extreme” values as less likely with probability going from 
15% to 5% each. 
The resulting share price is equal to €10.4.  
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The  Base Case  Scenario 
We forecast a decrease of 8% in sales and 50% in EBITDA in 2009 and no top line growth in 2010.  
More significant growth should start in 2011 with a global 3% increase in sales, while the EBITDA margin 
should start rising again but returning to pre-crisis levels only in 2013. 
Interesting to note (chart 6) that crisis will severely affect company performance in 2009 but EBITDA margin 
should bottom at higher levels relative to previous cyclical lows in 2002. 
 
 
 

1998 2001 Dotcom   
Bubble

2007 
Credit  
Crunch

2003 Beginning
of Economic
Boom

2005

2008 Financial  Crisis contagious
to Real Economy

2009 
Recession1878
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The breakdown of our forecasts is as follows: 

·  Telecom; Sales down in 2009 and 2010 (-3% and -1% respectively) due to copper cable 
market contraction; while optical cable should decrease in the first year because of 
significantly reduced order intake. In 2011 and followers we forecast a slow increase related 
to new investments in fiber while copper cables is not likely to recover. Margins are expected 
to drop in 2008 and 2009, and to start increasing in 2010 reaching pre crisis level at the end of 
our forecast period; 
 
·  Trade & Installers; Sales are likely to decrease for the whole considered period due to this 
segments’ strong link with housing and non-residential construction which are reaching 
historically low values. The same goes for EBITDA margin which should reach 3% level 
compared to 8.6% in 2007; 

 
 
·  Utilities; Sales down in 2009 (-1.5%) because of contraction in the Distribution segment; 
Transmission should on the other hand remain stable thanks HV and Submarine cables orders 
and will benefit in the following years from the infrastructural public investments. Margins 
are expected to decrease in 2009 and to overcome 2007 values in 2013; 
 
·  Industrial; Sales and margins down in 2009 due to order decrease in all the three segments. 
For the following years we forecast significant growth thanks to the beginning of the strategic 
supply of Flexible Pipes to Petrobras; recovery in other segments is not expected to start any 
sooner and it will probably be characterized by low single-digit growth. 
 

 
 
 
 
 
 

Chart 6: Ebitda Margin and Revenues (as base case) 

Source: Company data and group analysis 
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Chart 7: FCF  

Source: Company  data and  group analysis 
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Capex 
Apart from the strategic Flexible Pipes segment, due to current recession Prysmian has not planned any 
significant capacity increase or R&D investments in the following years. We therefore assumed capex to be 
higher in 2009 linked to the SURF market, while investments should remain stable from 2010 on at 2008 level 
(€100mn). 

 
 

MULTIPLES ANALYSIS 
 
We take into consideration the three main peers of the company: Nexans and Draka (European comparables) 
and the Us General Cable.  
 

Nexans is a leading player in the cabling and cabling systems industries, manufacturing a vast 
array of energy and communications cables and systems for the infrastructure, industry and 
building/construction markets. Nexans has a worldwide presence, with c. 90 industrial sites across 
30 countries and staff of c. 22000. 
Notably, Nexans is Prysmian’s main competitor as well as its most significant term of 
comparison. This is because they have the same business structure and global geographical 
presence; it may also be observed that the two firms are quite similar in size as well. 
 
General Cable is a leading manufacturer of copper, aluminum, and fiber optic cable for electric 
utility, communications, and industrial and specialty markets. With revenues of over $1.5bn, 
General Cable is the largest domestic producer of electric utility cables and one of the largest 
producers of outside plant telecom cables in the U.S. The firm sells electric utility cables include 
low, medium, and high-voltage power distribution and      transmission cables; it also offers 
industrial and specialty cables used in industrial power and control applications as well as 
communications cables (copper and fiber optic cables). 
The firm’s relevance with regard to the comparative analysis we made is mainly linked to its 
dimension and business structure, while its geographic scope significantly differs from 
Prysmian’s one since BGC is mainly focused on US market. This is going to be especially 
decisive in the current market conditions, considering the dramatic effects of the recession on US 
economy. 
 

Draka Holding engages in the development, production, and sale of wire and cable solutions. In the 
Telecom segment it offers optical fiber cabling and copper cable, mobile telecommunications products, 
such as a line of antenna products. It is also involved in different industrial sectors, providing cables to 
the petrochemical industry, automotive cables, cables for in power distribution applications to building 
and construction industries, and public institutions.  
Of the three considered competitors, this is probably the least significant one considering both dimension, 
business structure and level of performance. Nonetheless, we decided to include the firm in our analysis 
because its relevant presence in the Telecom sector makes it probably Prysmian’s most significant 
competitor in that business segment. 
 

Chart 9: 12M Stock Performances 

Source: Group analysis 

Chart 8: Ebitda Margin by Business 
 

Source: Group analysis 
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Table 1: Multiple Analysis 

  �� -=�� �:=1�
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0.5 Nexans 7.9x 4.9x 0.6x 0.3x 6.4x 2.9x 

0.2 Draka 3.9x 3.3x 0.6x 0.4x 5.5x 4.2x 

0.3 General Cable 4.2x 3.5x 0.7x 0.5x 6.5x 4.6x 

  Prysmian 5.97x 4.16x 0.67x 0.37x 6.23x 3.65x 
Source: group analysis 
 
 
Considering the limited comparability with competitors (see above) we decided to use multiple analysis only as 
a sanity check.  
Target multiples were calculated as a weighted sum of competitors’ multiples, with Nexans being the most 
relevant one. Competitor multiples were calculated on the basis of consensus at the time of the present report.  
Each multiple was applied to EPS, sales, EBITDA as of our three scenarios and the target share price derived 
from an average using the same weights used in the DCF analysis.  
The resulting share price is equal to €9.8. 
The limited difference between this price and the one resulting from DCF is consistent with the very 
conservative assumptions we used in our DCF model.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Investment Research Challenge Student Research 

��
�	��������	 	 �������� �������	
�

Osaka Hercules� ���

INVESTMENT RECOMMENDATION: BUY  
 
Buy recommendation is based on: 
 

1. Attractive valuation  
Our DCF and subsequent sensitivity analysis show a  reasonable share price range going from €5 to 12.  
Higher values are unlikely as Prysmian share reached those levels in the last years mainly due to the 
ongoing economic boom but, at the same time, prices lower  than €5 seem difficult to justify even in the 
most bearish scenarios. 
Therefore the current price (€6.53), close to the low end of the above mentioned range,  results in a very 
attractive risk/reward profile. 
On a 12 month horizon, we set a target price of  €10.40; 
 
2. Strong competitive position 
Given the current recession environment, we focused our analysis on Prysmian’s mid to long term 
recovery and growth perspectives.  
As far as the Energy sector is concerned, the Company appears to be well positioned in several strategic 
sectors; we are referring especially to renewable energies and high-tech cable solutions. 
Considering the intrinsic high value added of these products and their infrastructural characteristics, the 
negative effects of the current crisis should be less severe and durable. Also the high level of 
globalization achieved, with a not negligible exposure to emerging markets, should enable the company 
to diversify risk and improve its recovery perspectives. 
The same goes with regard to the Telecom sector, where the firm is focusing on the newer and more 
profitable optical cable technologies rather than on the traditional copper cables; 
 
3. Sound business strategy 

Strategy focus seems to be particularly apt for the present crisis conditions.  
Management is indeed oriented towards: 

o investments in favor of higher value added products and growing markets (e.g.: Far East) 
o strict cost cutting policy, which resulted in Prysmian having a significantly leaner cost 

structure than most of its competitors; 
 

 
 

    
 
 

 
4. Solid balance sheet 

The significant reduction in financial leverage experienced in the last years, which is bound to continue 
also in the next future, represents an important element adding a margin of safety to our buy 
recommendation. 
Prysmian high level of available cash and liquid instruments should actually keep the company fairly 
protected from any kind of liquidity shock. 

 
 
 

Chart 10: Strategy - Towards Highly Resilient Businesses 
 

Source: Group analysis 
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Table 3: Profit and Loss Account 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
Source: Company data and Group analysis 

 
Table 4: Ratios 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
Source: Company data and Group analysis 
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Table 5: Balance Sheet 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Company data and Group analysis 
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Table 5: Cash Flow Statement 
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Source: Company data and Group analysis 
 
 
 
 
 

 
 
Appendix A.a – Swot Analysis 

 
Source: Group analysis 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 



Investment Research Challenge Student Research 

��
�	��������	 	 �������� �������	
�

Osaka Hercules� ���

Appendix A.1 – DCF Analysis in Scenario 1 – Base Case  
SCENARIO 1

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS
TAX RATE -22% || -22% -24% -26% -30% -30% -30%

INCOME STATEMENT
SALES 5,118.0 || 5,234.3 4,830.0 4,837.7 4,921.4 5,048.8 5,192.1

||
OPERATING COST (4,589.0) || (4,675.0) (4,548.1) (4,498.1) (4,533.2) (4,585.8) (4,639.9)

____________|| ________________________________________________________________________
Adj. EBITDA 529.0 || 559.2 281.9 339.6 388.2 463.0 552.2
ebitda margin 10% || 11% 6% 7% 8% 9% 11%
DEPRECIATION & AMORTISATION (65.0) || (71.0) (70.0) (80.0) (80.0) (80.0) (80.0)

____________|| ________________________________________________________________________
EBIT 508.0 || 488.2 211.9 259.6 308.2 383.0 472.2

||
INTEREST, REPAYMENT & LOSSES (230.1) || (162.2) (115.3) (223.6) (223.2) (227.1) (775.9)

||
GAINS 109.6 || 105.3 45.7 56.0 66.5 82.6 101.8

____________|| ________________________________________________________________________
EBT 387.5 || 431.3 142.4 92.0 151.5 238.4 (201.9)

||
TAXES (84.7) || (94.9) (34.2) (23.9) (45.5) (71.5) 0.0

========= || ======================================================
NET INCOME 302.7 || 336.4 108.2 68.1 106.1 166.9 (201.9)

CALCOLO DCF

NET INCOME 336.4 108.2 68.1 106.1 166.9 (201.9)

DEPRECIATION & AMORTISATION (71.0) (70.0) (80.0) (80.0) (80.0) (80.0)

CAPITAL EXPENDITURES (CAPEX) (105.0) (150.0) (100.0) (100.0) (100.0) (100.0)

? (WORKING CAPITAL) 4.0 (20.0) (20.0) (10.0) 30.0 20.0

INTEREST, REPAYMENT & LOSSES 61.8 60.2 132.8 119.5 113.4 486.9
________________________________________________________________________

FREE CASH FLOW 360.2 108.4 200.9 215.6 230.3 245.1
________________________________________________________________________

DISCOUNTED FREE CASH FLOW 330.5 91.2 155.1 152.7 149.7 146.1

TERMINAL VALUE (TV) 1,687.6

DISCOUNT RATE 9.0%

PRESENT VALUE 1,832.9 Per Share 10.1522

YEAR 2007 || 2008 2009 2010 2011 2012 2013

DETAIL ON WORKING CAPITAL
WORKING CAPITAL 536.0 || 540.0 520.0 500.0 490.0 520.0 540.0
? (WORKING CAPITAL) N.A. || 4.0 (20.0) (20.0) (10.0) 30.0 20.0

DETAIL ON DEBT
INTEREST RATE 8%
OUTSTANDING BALANCE (YEAR END) 990.5        || 990.5 990.5 881.5 772.6 663.6 400.0
DEBT REPAYMENT (PRINCIPAL) || 0.0 0.0 109.0 109.0 109.0 663.6  

 
Appendix A.1.1 – Scenario 1 by business 

Telecom

SCENARIO 1

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 5.5% -3.0% -1.0% 3.0% 4.0% 3.0%
||

EBITDA MARGIN 9.0% || 10.0% 5.0% 6.5% 8.0% 9.0% 10.0%

INCOME STATEMENT
SALES 535.0 || 564.4 547.5 542.0 558.3 580.6 598.0

% on group sales || 10.78% 10.46% 10.36% 10.67% 11.09% 11.43%
OPERATING COST (487.0) || (508.0) (520.1) (506.8) (513.6) (528.4) (538.2)

____________|| ________________________________________________________________________
EBITDA 48.0 || 56.4 27.4 35.2 44.7 52.3 59.8  
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SCENARIO 1

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || -6.0% -17.0% -5.0% -3.0% -2.0% -2.0%
||

EBITDA MARGIN 8.6% || 7.0% 3.0% 3.5% 3.5% 4.0% 5.5%

INCOME STATEMENT
SALES 1,802.0 || 1,693.9 1,405.9 1,335.6 1,295.6 1,269.6 1,244.3

% on group sales || 32.36% 26.86% 25.52% 24.75% 24.26% 23.77%
OPERATING COST (1,647.0) || (1,575.3) (1,363.7) (1,288.9) (1,250.2) (1,218.9) (1,175.8)

____________|| ________________________________________________________________________
EBITDA 155.0 || 118.6 42.2 46.7 45.3 50.8 68.4  

 
Utilities

SCENARIO 1

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 8.0% -1.5% 3.0% 3.5% 4.0% 5.0%
||

EBITDA MARGIN 12.5% || 12.0% 8.0% 9.5% 10.0% 12.0% 14.0%

INCOME STATEMENT
SALES 1,894.0 || 2,045.5 2,014.8 2,075.3 2,147.9 2,233.8 2,345.5

% on group sales || 39.08% 38.49% 39.65% 41.04% 42.68% 44.81%
OPERATING COST (1,657.0) || (1,800.1) (1,853.7) (1,878.1) (1,933.1) (1,965.8) (2,017.2)

____________|| ________________________________________________________________________
EBITDA 237.0 || 245.5 161.2 197.2 214.8 268.1 328.4  

 

Industrial

SCENARIO 1

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 5.0% -8.0% 3.0% 4.0% 5.0% 4.0%
||

EBITDA MARGIN 10.6% || 16.0% 6.0% 7.0% 9.5% 10.0% 10.0%

INCOME STATEMENT
SALES 795.0 || 834.8 768.0 791.0 822.6 863.8 898.3

% on group sales || 15.95% 14.67% 15.11% 15.72% 16.50% 17.16%
OPERATING COST (711.0) || (701.2) (721.9) (735.6) (744.5) (777.4) (808.5)

____________|| ________________________________________________________________________
EBITDA 84.0 || 133.6 46.1 55.4 78.2 86.4 89.8  

 
Others

SCENARIO 1

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 4.0% -2.0% 0.0% 3.5% 4.0% 5.0%
||

EBITDA MARGIN 5.4% || 5.4% 5.4% 5.4% 5.4% 5.4% 5.4%

INCOME STATEMENT
SALES 92.0 || 95.7 93.8 93.8 97.0 100.9 106.0

% on group sales || 1.83% 1.94% 1.94% 1.97% 2.00% 2.04%
OPERATING COST (87.0) || (90.5) (88.7) (88.7) (91.8) (95.4) (100.2)

____________|| ________________________________________________________________________
EBITDA 5.0 || 5.2 5.1 5.1 5.3 5.5 5.8  
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Appendix A.2 – DCF analysis in Scenario 2 – best case 

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS
TAX RATE -22% || -24% -26% -28% -30% -33% -33%

INCOME STATEMENT
SALES 5,118.0 || 5,406.0 5,073.0 5,116.0 5,236.8 5,408.0 5,601.0

||
OPERATING COST (4,589.0) || (4,828.9) (4,720.4) (4,688.5) (4,745.1) (4,817.3) (4,890.3)

____________|| ________________________________________________________________________
Adj. EBITDA 529.0 || 577.2 352.6 427.5 491.7 590.7 710.8

||
DEPRECIATION & AMORTISATION (65.0) || (71.0) (80.0) (100.0) (100.0) (100.0) (100.0)

____________|| ________________________________________________________________________
EBIT 508.0 || 506.2 272.6 327.5 391.7 490.7 610.8

||
INTEREST, REPAYMENT & LOSSES (230.1) || (165.3) (125.6) (235.1) (237.3) (245.5) (799.5)

||
GAINS 109.6 || 109.2 58.8 70.6 84.5 105.8 131.7

____________|| ________________________________________________________________________
EBT 387.5 || 450.0 205.8 163.0 238.8 351.1 (57.0)

||
TAXES (84.7) || (108.0) (53.5) (45.6) 0.0 (115.9) 18.8

========= || ======================================================
NET INCOME 302.7 || 342.0 152.3 117.3 238.8 235.2 (38.2)

CALCOLO DCF

NET INCOME 342.0 152.3 117.3 238.8 235.2 (38.2)

DEPRECIATION & AMORTISATION (71.0) (80.0) (100.0) (100.0) (100.0) (100.0)

CAPITAL EXPENDITURES (CAPEX) (126.0) (180.0) (120.0) (120.0) (120.0) (120.0)

? (WORKING CAPITAL) 4.0 (20.0) -20.0 -10.0 30.0 20.0

INTEREST, REPAYMENT & LOSSES 60.2 58.6 129.2 119.5 108.6 466.1
________________________________________________________________________

FREE CASH FLOW 343.2 130.9 246.6 348.3 293.8 387.9
________________________________________________________________________

DISCOUNTED FREE CASH FLOW 314.9 110.2 190.4 246.8 191.0 231.3

TERMINAL VALUE (TV) 3,010.7

DISCOUNT RATE 9.0%

PRESENT VALUE 3,415.2 Per Share 18.9161

YEAR 2007 || 2008 2009 2010 2011 2012 2013

DETAIL ON WORKING CAPITAL
WORKING CAPITAL 536.0 || 540.0 520.0 500.0 490.0 520.0 540.0
? (WORKING CAPITAL) N.A. || 4.0 (20.0) (20.0) (10.0) 30.0 20.0

DETAIL ON DEBT
INTEREST RATE 8%
OUTSTANDING BALANCE (YEAR END) 990.5        || 990.5 990.5 881.5 772.6 663.6 400.0
DEBT REPAYMENT (PRINCIPAL) || 0.0 0.0 109.0 109.0 109.0 663.6

SCENARIO 2

 
 
Appendix A.2.1 – Scenario 2 by business 

Telecom

SCENARIO 2

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 8.3% -2.4% -0.8% 3.6% 4.8% 3.6%
||

EBITDA MARGIN 9.0% || 10.0% 6.0% 7.8% 9.6% 10.8% 12.0%

INCOME STATEMENT
SALES 535.0 || 579.1 565.2 560.7 580.9 608.8 630.7

||
OPERATING COST (487.0) || (521.2) (531.3) (517.0) (525.1) (543.0) (555.0)

____________|| ________________________________________________________________________
EBITDA 48.0 || 57.9 33.9 43.7 55.8 65.7 75.7  
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SCENARIO 2

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || -3.0% -13.6% -4.0% -2.4% -1.6% -1.6%
||

EBITDA MARGIN 8.6% || 7.0% 3.6% 4.2% 4.2% 4.8% 6.6%

INCOME STATEMENT
SALES 1,802.0 || 1,747.9 1,510.2 1,449.8 1,415.0 1,392.4 1,370.1

||
OPERATING COST (1,647.0) || (1,625.6) (1,455.9) (1,388.9) (1,355.6) (1,325.5) (1,279.7)

____________|| ________________________________________________________________________
EBITDA 155.0 || 122.4 54.4 60.9 59.4 66.8 90.4  

 
Utilities

SCENARIO 2

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 12.0% -1.2% 3.6% 4.2% 4.8% 6.0%
||

EBITDA MARGIN 12.5% || 12.0% 9.6% 11.4% 12.0% 14.4% 16.8%

INCOME STATEMENT
SALES 1,894.0 || 2,121.3 2,095.8 2,171.3 2,262.5 2,371.1 2,513.3

||
OPERATING COST (1,657.0) || (1,866.7) (1,894.6) (1,923.7) (1,991.0) (2,029.6) (2,091.1)

____________|| ________________________________________________________________________
EBITDA 237.0 || 254.6 201.2 247.5 271.5 341.4 422.2  

 
Industrial

SCENARIO 2

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 7.5% -6.4% 3.6% 4.8% 6.0% 4.8%
||

EBITDA MARGIN 10.6% || 16.0% 7.2% 8.4% 11.4% 12.0% 12.0%

INCOME STATEMENT
SALES 795.0 || 854.6 799.9 828.7 868.5 920.6 964.8

||
OPERATING COST (711.0) || (717.9) (742.3) (759.1) (769.5) (810.1) (849.0)

____________|| ________________________________________________________________________
EBITDA 84.0 || 136.7 57.6 69.6 99.0 110.5 115.8  

 
Others

SCENARIO 2

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 12.0% -1.2% 3.6% 4.2% 4.8% 6.0%
||

EBITDA MARGIN 5.4% || 5.4% 5.4% 5.4% 5.4% 5.4% 5.4%

INCOME STATEMENT
SALES 92.0 || 103.0 101.8 105.5 109.9 115.2 122.1

||
OPERATING COST (87.0) || (97.4) (96.3) (99.7) (103.9) (108.9) (115.4)

____________|| ________________________________________________________________________
EBITDA 5.0 || 5.6 5.5 5.7 6.0 6.3 6.6  
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Appendix A.3 – DCF Analysis in Scenario 3 – worst case 

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS
TAX RATE -22% || -22% -24% -26% -30% -30% -30%

INCOME STATEMENT
SALES 5,118.0 || 5,069.8 4,599.0 4,580.6 4,631.3 4,719.5 4,819.0

||
OPERATING COST (4,589.0) || (4,528.1) (4,382.3) (4,321.1) (4,336.5) (4,370.7) (4,406.8)

____________|| ________________________________________________________________________
Adj. EBITDA 529.0 || 541.7 216.7 259.5 294.8 348.8 412.2

||
DEPRECIATION & AMORTISATION (65.0) || (71.0) (70.0) (65.0) (65.0) (65.0) (65.0)

____________|| ________________________________________________________________________
EBIT 508.0 || 470.7 146.7 194.5 229.8 283.8 347.2

||
INTEREST, REPAYMENT & LOSSES (230.1) || (159.3) (104.2) (212.5) (209.8) (210.3) (754.6)

||
GAINS 109.6 || 101.5 31.6 42.0 49.6 61.2 74.9

____________|| ________________________________________________________________________
EBT 387.5 || 413.0 74.2 23.9 69.5 134.7 (332.6)

||
TAXES (84.7) || (90.9) (17.8) (6.2) 0.0 (40.4) 99.8

========= || ======================================================
NET INCOME 302.7 || 322.1 56.4 17.7 69.5 94.3 (232.8)

CALCOLO DCF

NET INCOME 322.1 56.4 17.7 69.5 94.3 (232.8)

DEPRECIATION & AMORTISATION (71.0) (70.0) (65.0) (65.0) (65.0) (65.0)

CAPITAL EXPENDITURES (CAPEX) (84.0) (150.0) (100.0) (100.0) (100.0) (100.0)

�  (WORKING CAPITAL) 4.0 (20.0) -20.0 -10.0 30.0 20.0

INTEREST, REPAYMENT & LOSSES 61.8 60.2 132.8 119.5 113.4 486.9
________________________________________________________________________

FREE CASH FLOW 366.9 56.6 135.5 164.1 142.7 199.1
________________________________________________________________________

DISCOUNTED FREE CASH FLOW 336.6 47.6 104.6 116.2 92.7 118.7

TERMINAL VALUE (TV) 1,253.4

DISCOUNT RATE 9.0%

PRESENT VALUE 1,190.0 Per Share 6.59094

YEAR 2007 || 2008 2009 2010 2011 2012 2013

DETAIL ON WORKING CAPITAL
WORKING CAPITAL 536.0 || 540.0 520.0 500.0 490.0 520.0 540.0
�  (WORKING CAPITAL) N.A. || 4.0 (20.0) (20.0) (10.0) 30.0 20.0

DETAIL ON DEBT
INTEREST RATE 8%
OUTSTANDING BALANCE (YEAR END) 990.5        || 990.5 990.5 881.5 772.6 663.6 400.0
DEBT REPAYMENT (PRINCIPAL) || 0.0 0.0 109.0 109.0 109.0 663.6

SCENARIO 3

 
 
Appendix A.3.1- Scenario 3 by business 

Telecom

SCENARIO 3

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 2.8% -3.6% -1.2% 2.4% 3.2% 2.4%
||

EBITDA MARGIN 9.0% || 10.0% 4.0% 5.2% 6.4% 7.2% 8.0%

INCOME STATEMENT
SALES 535.0 || 549.7 529.9 523.6 536.1 553.3 566.6

||
OPERATING COST (487.0) || (494.7) (508.7) (496.3) (501.8) (513.4) (521.2)

____________|| ________________________________________________________________________
EBITDA 48.0 || 55.0 21.2 27.2 34.3 39.8 45.3  
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SCENARIO 3

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || -9.0% -20.4% -6.0% -3.6% -2.4% -2.4%
||

EBITDA MARGIN 8.6% || 7.0% 2.4% 2.8% 2.8% 3.2% 4.4%

INCOME STATEMENT
SALES 1,802.0 || 1,639.8 1,305.3 1,227.0 1,182.8 1,154.4 1,126.7

||
OPERATING COST (1,647.0) || (1,525.0) (1,274.0) (1,192.6) (1,149.7) (1,117.5) (1,077.1)

____________|| ________________________________________________________________________
EBITDA 155.0 || 114.8 31.3 34.4 33.1 36.9 49.6  

 
Utilities

SCENARIO 3

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 4.0% -1.8% 2.4% 2.8% 3.2% 4.0%
||

EBITDA MARGIN 12.5% || 12.0% 6.4% 7.6% 8.0% 9.6% 11.2%

INCOME STATEMENT
SALES 1,894.0 || 1,969.8 1,934.3 1,980.7 2,036.2 2,101.3 2,185.4

||
OPERATING COST (1,657.0) || (1,733.4) (1,810.5) (1,830.2) (1,873.3) (1,899.6) (1,940.6)

____________|| ________________________________________________________________________
EBITDA 237.0 || 236.4 123.8 150.5 162.9 201.7 244.8  

 

Industrial

SCENARIO 3

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 2.5% -9.6% 2.4% 3.2% 4.0% 3.2%
||

EBITDA MARGIN 10.6% || 16.0% 4.8% 5.6% 7.6% 8.0% 8.0%

INCOME STATEMENT
SALES 795.0 || 814.9 736.6 754.3 778.5 809.6 835.5

||
OPERATING COST (711.0) || (684.5) (701.3) (712.1) (719.3) (744.8) (768.7)

____________|| ________________________________________________________________________
EBITDA 84.0 || 130.4 35.4 42.2 59.2 64.8 66.8  

 
Others

SCENARIO 3

YEAR 2007 || 2008 2009 2010 2011 2012 2013

QUANTITATIVE ASSUMPTIONS

SALES GROWTH (DECLINE) N.A. || 4.0% -3.0% 2.4% 2.8% 3.2% 4.0%
||

EBITDA MARGIN 5.4% || 5.4% 5.4% 5.4% 5.4% 5.4% 5.4%

INCOME STATEMENT
SALES 92.0 || 95.7 92.8 95.0 97.7 100.8 104.9

||
OPERATING COST (87.0) || (90.5) (87.8) (89.9) (92.4) (95.3) (99.2)

____________|| ________________________________________________________________________
EBITDA 5.0 || 5.2 5.0 5.2 5.3 5.5 5.7  

Source: Company data and Group analysis 
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Appendix A.4 – Performances over past years 
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Disclosures: 
Ownership and material conflicts of interest: 
The author(s), or a member of their household, of this report [holds/does not hold] a financial interest in the securities of this company.   
The author(s), or a member of their household, of this report [knows/does not know] of the existence of any conflicts of interest that might bias the 

content or publication of this report.  [The conflict of interest is…] 
Receipt of compensation: 
Compensation of the author(s) of this report is not based on investment banking revenue. 
Position as a officer or director: 
The author(s), or a member of their household, does [not] serves as an officer, director or advisory board member of the subject company. 
Market making: 
The author(s) does [not] act as a market maker in the subject company’s securities. 
Ratings guide: 
Banks rate companies as either a BUY, HOLD or SELL.  A BUY rating is given when the security is expected to deliver absolute returns of 15% or 

greater over the next twelve month period, and recommends that investors take a position above the security’s weight in the S&P 500, or any 
other relevant index.  A SELL rating is given when the security is expected to deliver negative returns over the next twelve months, while a 
HOLD rating implies flat returns over the next twelve months. 
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reliable, but the author(s) does not make any representation or warranty, express or implied, as to its accuracy or completeness. The 
information is not intended to be used as the basis of any investment decisions by any person or entity. This information does not constitute 
investment advice, nor is it an offer or a solicitation of an offer to buy or sell any security. This report should not be considered to be a 
recommendation by any individual affiliated with [Society Name], CFA Institute or the Global Investment Research Challenge with regard to 
this company’s stock.  

 


