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Our opinion: Sell	
 
The story of ESI Group is a beautiful one - that of a high-tech, family company and a pioneer 
in the fast-growing virtual prototype market. It's the story of a company that has 
underperformed its market, but whose investors are hoping for new momentum following the 
appointment of Cristel de Rouvray, the founder's brilliant daughter, as CEO. It's the story of a 
group that has EV/EBITDA and P/E 30 multiples 30% lower than the industry's major leaders, 
despite a 60% increase in its share over the last 3 months. It's a very beautiful story; too 
beautiful in our opinion.  
 
ESI undoubtedly has unique expertise and a unique technological position in its specialties, 
but above all it's important to understand the reasons that make the company underperform 
in its industry. The market for digital simulation software is growing at a rate of 7% per year 
and, within this market, virtual prototyping is growing at a rate of more than 10% per year. 
Over the past 10 years (on constant scope and exchange rates), the group has grown by just 
over 4% per year. Dassault Systèmes and other industry leaders have EBITDA margins above 
40%. ESI's EBITDA margin, which has continued to decline, is 5 times lower than this. 
 
In our opinion, ESI's problem is structural: it's a problem of critical mass. In an industry where 
R&D and marketing expenses are the key criteria for growth and success, ESI is too small. The 
company invests proportionally much more in developing its products than its major 
competitors. Its R&D expenses represent 31% of its gross margin, compared to 20% among 
the main players. In absolute terms however, it spends 20 times less than Dassault Systèmes 
on software development! Similarly, from a marketing point of view, the company has little to 
fight with. ESI spends USD50 million on selling its products, when American company, Ansys - 
a mid-cap player - invests more than USD400 million. 
 
What does the new and dynamic CEO intend to do about this? First and foremost, her 
objective is to accelerate growth. In recent years, ESI has significantly increased its investment 
in R&D and now hopes to reap the benefits. It relies on its small virtual reality subsidiary IC.IDO 
to open the doors to new customers, on a rejuvenated management team and new sales 
representatives in Asia and the Americas. Finally, it intends to improve its margins by limiting 
its increase in costs. Unfortunately, we fear this won't be enough. Critical mass will be an 
enduring problem and it will take time to revitalize the company (the old management is still 
largely in place). Moreover, given the company's high exposure to the automotive industry, it 
will no doubt face a slowdown in these markets very soon. These large customers are seeing 
their revenues decline and will likely decide to reduce their budgets at the end of the year.  
 
In the end, the question of valuation remains. To stick to the 30% apparent discount is a 
mistake in our opinion. Dassault Systèmes' organic growth is double that of ESI's, and the 
industry leader creates value where the small company destroys it. ESI must be valued in 
relation to its own performance profile: a group that grows by 4% to 5% per year and isn't very 
profitable (estimated ROE 2021 of 5%). On the basis of a 12-month P/E of 20 x and an 
EV/BITDA of 11.5, its share would be priced at EUR20. To justify higher multiples, the company 
would have to change its size and its founder would have to accept a loss of control. He has 
agreed to renounce his position as CEO in favor of his daughter, but won't go beyond that. 
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Chapter One  From crash test simulation to virtual prototyping 
 

ESI group is a small French software and services company specialized 
in virtual prototyping. Founded in 1973 by	Alain de Rouvray, an engineer, 
ESI is one of the pioneers in this industry and the first to digitally simulate 
a vehicle crash test in 1985. Following this, the company developed 
specialized software modelling structural crashes for the automotive 
industry (Pam-Crash) that became quickly one benchmark in the world.  
 
Taking advantage of this achievement, the company then gradually 
extended its offer and expertise (through internal development and 
acquisitions) to offer broader virtual prototyping solutions (fluid 
mechanics, vibro-acoustics, motion & dynamics, electromagnetism...). At 
the same time, ESI developed manufacturing software and became one 
specialist of several industrial processes (foundry, stamping, welding, 
etc.). Finally, more recently, the company has added virtual reality, 
bigdata analysis and machine learning to its expertise. Beyond the 
specific benefits of each of its solutions, ESI aims to offer global solutions 
for the development and manufacture of industrial products through 
integral Virtual Prototyping and Product Performance Lifecycle (“PLM”) 
approaches. 
 
Despite all its developments, however, ESI remains a niche player and is 
perceived as a specialist (particularly in crash testing and materials 
physics). The company is global (it achieves significant sales in all the 
major regions of the world) but remains very small compared to the 
giants of its industry and automotive-oriented. ESI achieved 57% of its 
sales in this industry in 2018. Heavy industry (mainly metallurgy), 
aeronautics and the energy sector accounted for only 12%, 11% and 7% 
of sales respectively. This is a strength but also a weakness. 

 
Most significant historical acquisitions 
 
Date Name Country Activity 
02/1997 Framasoft (Systus International) France Mechanical, hydraulic and thermal analysis 
12/1999 Dynamic Software & DSA France Simulation of stamping processes. 
08/2002 VALS and VASci US Vibro-Acoustic simulation 
12/2003 Calcom Switzerland Casting simulation 
01/2004 Product Division of CFDRC  US Fluid dynamics simulation 
12/2008 Mindware Engineering Inc US Fluid dynamics simulation 
08/2011 IC.IDO Germany Virtual reality solutions 
09/2012 OpenCFD UK Fluid dynamics simulation 
01/2016 ITI GmbH Germany Mechatronics systems simulation 
02/2016 Mineset Inc US Visual bigdata analysis & machine learning 
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Chapter 2   Low growth and low margins 
 

ESI undoubtedly has a unique know-how and technological position in 
its specialties, but unfortunately has had difficulty keeping pace with the 
growth of the market and its major competitors. Over the past 12 years, 
the group's turnover has more than doubled from 66 million euros in 
2006 to 139 million euros in 2018. This may seem like an excellent 
performance, but at the same time, Dassault Systèmes, the world leader 
in the industry, has increased its sales fivefold. The American Ansys has 
tripled its income. In addition, between 2008 and 2018, at constant 
scope and exchange rates, ESI posted average annual revenue growth 
of only 4.3%. The digital simulation market is growing at a rate of 7% per 
year and within this market, virtual prototyping is growing at a rate of 
more than 10% per year. Finally, the group's sales growth is not 
continuous. Despite a very recurring sales model based on an annual 
license rental system (85% of license sales in 2018), ESI recorded 
decreases in revenues (at constant scope and exchange rates) in 2009 
and 2017. In 2009, the group suffered from the financial crisis and in 2017 
from an internal reorganization. 
 
In terms of profitability, ESI also underperforms its competitors. The 
company posted an EBITDA margin of 8.1% in 2018 and, over the last 
ten years, this margin has averaged just over 10.5%. In comparison, last 
year, Dassault Systèmes recorded an EBITDA margin of nearly 39% and 
Ansys more than 46%! Siemens' Digital Industry division, which includes 
the PLM subsidiary of the German group, has an EBITDA margin of 
nearly 20%. Hexagon AB, owner of the competitor MSC Software, 
generates 32% of the EBITDA margin. ESI's low profitability is also 
reflected in the group's ROCE (after tax) and ROE, which amounted to 
only 2.4% and 3.2% respectively last year. The average ROIC over 12 
years was 5.3%.  

 
ESI and competitor’s turnover growth (base 100)    EBITDA margin 2018 (% of revenues)  
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Chapter 3   The ambitions and hopes of the new CEO 
 
While ESI underperformed the industry, the appointment of Cristel de 
Rouvray (42) as Group CEO at the beginning of the year has generated 
a strong renewed interest from investors and hope for a new dynamic. 
Daughter of founder Alain de Rouvray, the new CEO had no formal 
operational responsibility in the company but was a member of the 
Board of Directors and chair of the Compensation and Nominations 
Committee. This strategic position has enabled her to prepare her 
appointment well, to surround herself with a rejuvenated and renewed 
team (recruitment of a new CFO, promotion of a new sales director, etc.) 
and to set up a new growth-oriented organization. 
 
In fact, at the strategic level, the new group CEO aims first and foremost 
at accelerating growth. ESI has significantly increased its R&D 
investments in recent years and the company now expects to reap the 
benefits. The company is relying on its new virtual prototyping solutions 
but also on the success of its small virtual reality subsidiary IC.IDO (+35% 
of sales in 2018) to open the doors of new customers. ESI has also 
recruited new sales representatives in Asia and the Americas, regions 
which have underperformed in recent years. At the same time, the new 
CEO intends to optimize its resources and limit the increase in its costs. 
R&D spending, which has almost doubled in the last 5 years, is expected 
to stabilize.  Other expenses (G&A, Sales & marketing costs, etc.) should 
also remain under control. Despite inflation in salary costs, the increase 
in staff costs should be limited by stabilizing the workforce. 
 
In the end, reaccelerating growth and controlling costs can theoretically 
enable the company to achieve an EBITDA of 15%. This is the objective 
of the new CEO. On our side, we have doubt that the company will 
succeed in achieving this. 

 
Historical R&D spending           Theoretical operational leverage (EURm) 
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Chapter 4   A critical mass issue 
  
ESI's first issue is its size. The company has doubled in size and has 
broadened its field of expertise well, but remains very small compared 
to its major competitors. In 2018, ESI generated revenue of EUR139 
million. Last year, Dassault Systèmes and Siemens PLM each posted 
sales figure of nearly EUR3.5 billion. The American player Ansys 
generated USD1.3 billion in sales. Even the small players Altair and MSC 
Software, the Swedish subsidiary of Hexagon, are larger than ESI with 
sales of USD385 million and USD230 million (estimated) respectively. 
 
In an industry where R&D and marketing expenditure are the 
determining criteria for growth and success, this is a problem. To 
maintain its competitive edge, the company has massively increased its 
R&D spending and invests proportionally much more than its major 
competitors (ESI’s R&D spending represents 31% of its gross profit vs 
20% for the main players). Yet, in absolute terms, it spends 20 times less 
on software development than Dassault Systèmes! To compensate for 
this, the company has developed an important eco-system with 
academics and industry leader but this is not enough. In terms of sales 
and marketing, it is the same problem. The small company's selling 
expenses amounted to EUR43 million in 2018.  Dassault Systèmes has 
spent more than one billion euros and Ansys 414 million dollars to sell 
its software worldwide. Despite very heavy investments, ESI cannot fight 
with the "commercial war machines" of its competitors.  
 
We therefore believe that, to stay in the race, the ESI group will have to 
continue to spend more and more and accept low EBITDA margins. 
Note that the French company is not the only one facing this problem. 
The other little players also have difficulties. Altair has very low margins 
and MSC Software has seen its sales decline due to a lack of investment.  

 
R&D expenses 2018 in % of gross profit         R&D expenses 2018 in millions of euros  
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Chapter 5   An uncertain growth acceleration 
 

Beyond the fundamental problem of critical size, we are concerned that 
the group's new growth strategy may be jeopardized by the upcoming 
economic slowdown. ESI considers its business to be counter-cyclical as 
its virtual prototyping solutions enable its major customers to be more 
productive and save money. In practice, however, the company remains 
dependent on the financial health of its customers and their budgets. In 
2009, following the financial crisis, ESI's sales contracted in all regions of 
the world (-3.7% at constant scope and exchange rates).  
 
Even if a recession is not anticipated at this stage, the global economic 
slowdown should have an impact on the group's major customers and, 
therefore, on ESI. Declines in sales are expected in 2019 for four of the 
company's top five automotive customers. Similarly, cost pressures (and 
therefore pressure on budget) in heavy industry can be expected. 
ArcelorMittal and Alcoa (two of ESI's major customers) are expected to 
record a sharp drop in profits and seek to make savings. The aeronautics 
(Safran, Airbus, etc.) and energy (Framatome, EDF, etc.) sectors should 
remain solid, but this should not compensate the other sectors. 
 
Beyond the economic situation, the success of the commercial recovery 
initiated by the new CEO has yet to be demonstrated, especially since 
she will still have to deal with the old management. The latter, which, it 
should be recalled, has not recently succeeded in keeping pace with the 
growth of the industry, retains key positions within the group. The 
founder, Alain de Rouvray (75 years old), is no longer CEO but remains 
very present as Chairman of the Board of Directors. His deputy Vincent 
Chaillou (69) is responsible for Europe. The manager in charge of Asia is 
also approaching 70 years old.  
 

Car manufacturers’ sale growth 2019E  GDP growth prospect by region 

										 	
Sources: Thomson Reuters     Sources: The World Bank  
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Chapter 6   A limited and slow rebound 
 

The year 2018 was quite disappointing in terms of growth (rebound of 
only 3.9% in sales at constant scope and exchange rates after a year 2017 
in decline) and margins (almost 100 bps decrease in EBITDA margin). 
2019 should be a little better thanks in particular to a still favorable sales 
momentum in Europe and a rebound in the Americas, but we fear that 
revenue growth will remain comparable to that of last year due in 
particular to the group's persistent difficulties in Asia (sales in the region 
declined significantly in the first quarter). The cost control plan should 
lead to an improvement in the EBITDA margin but, in the absence of 
strong top line growth, not on the expected scale. Thus, while the 
EBITDA margin could increase from 8.1% to 8.6% and adjusted net 
income by 35% (due to a more normative tax level), ESI's profitability 
level should remain well below the average of the last 5 years. 
 
Beyond 2019, we also remain very cautious. Contrary to the consensus 
of analysts who expect a further acceleration in the group's sales growth 
(+9% in 2020 and +6% in 2021), we fear a further slowdown (+3% in 2020 
and +5% in 2021) due in particular to an expected contraction in the 
budgets of certain major customers but also to competition. Given the 
natural inflation in costs and the need to continue investing in order not 
to be marginalized, ESI's margins are also expected to remain under 
pressure. We forecast an EBITDA margin below 10%. The company, 
which does not distribute a dividend, generates positive free cash flow 
and has low debt (29% gearing), could make new small targeted 
acquisitions to further expand its expertise and boost its growth.  
Unfortunately, given the company's family ownership and the 
appointment of the founder's daughter as CEO, it seems unlikely that 
the company will accept to carry out a major and transformative M&A 
transaction that would dilute the family.   

 
Revenue and EBITDA estimates           Net profit and returns estimates 
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Chapter 7   Beware of comparisons, simply too expensive in absolute terms 
 

When comparing ESI's valuation multiples with its major competitors, 
the company may appear significantly undervalued. Dassault Systèmes 
and Ansys are valued on a multiple of 9x and 11x their turnover, Altair 6 
times its sales, ESI only 1.5x its estimated 2019 revenues! In terms of 
EV/EBITDA and P/E, ESI's discount is less pronounced but remains 
apparently substantial. ESI is valued at 17.4x its 2019 EBITDA when the 
enterprise values of Dassault Systèmes and Ansys represent 25x their 
EBITDA. The P/E show the same differences. ESI's P/E 2019 is 33.8x 
compared to 44x for Ansys and 54x for Dassault Systèmes.  
 
The problem, as we have seen, is that the perspectives of the major 
leaders in digital simulation software are very different from those of ESI. 
The small French company posted growth nearly 2x lower than that of 
the industry and an EBITDA margin 5x lower than that of the leaders. 
Dassault Systèmes should generate a ROE of 17.9% in 2019 compared 
to only 4.1% for ESI. That's 4.4 times more. Note that it is the same 
multiple difference in P/B (7.4x for Dassault Systèmes, 1.7x for ESI) but 
the growth prospects of the two groups have nothing in common. 
 
In fact, if we forget for a moment the valuation multiples of the major 
competitors and look only at the company's figures, namely organic 
growth (between 3% and 5% estimated for the next 3 years), the 
relatively modest rebound in net profits (+20% expected over the next 3 
years) and a destruction of value (ROIC lower than WACC), ESI appears 
excessively expensive. By 2021, the company is still trading at nearly 15x 
its EBITDA and 27x its net profits. ESI has PEG greater 2x! It has an EV/IC 
2019 of 1.3 while its ROIC 2019 is 45% lower than its WACC. In view of 
the drop in results and disappointments in the past, betas greater than 
one could easily be justified. Also, in the end, it seems very difficult to us 
in the current context to value ESI's action at more than 20 euros. 
 

Valuation ratios at 32.8 EUR/share*               DCF valuation summary (EUR/share)* 
 

  01/2019 01/2020E 01/2021E 01/2022E  Beta 0.8 0.9 1.0 1.1 1.2 1.3 

EV/Sales (x) 1.59 1.50 1.43 1.33  WACC 6.5% 7.1% 7.6% 8.2% 8.8% 9.3% 

EV/IC (x) 1.34 1.30 1.26 1.22                

EV/EBITDA (x) 19.7 17.4 17.0 14.8  G 1.0% 23.0 19.9 17.3 15.1 13.3 11.7 

P/BV (x) 1.76 1.68 1.61 1.53  G.1.5% 25.2 21.6 18.6 16.2 14.2 12.4 

P/CF (x) 18.2 22.6 21.2 19.0  G 2.0% 27.8 23.6 20.2 17.4 15.2 13.2 

P/E (x) 45.5 33.8 31.0 26.6  G 2.5% 31.2 26.0 22.1 18.9 16.3 14.2 

Free Cash-flow Yield (%) 3.2% 2.0% 2.3% 2.8%  G 3.0% 35.4 29.1 24.3 20.6 17.7 15.3 

Dividend Yield (%) 0.0% 0.0% 0.0% 0.0%  G 3.5% 41.1 33.0 27.1 22.7 19.3 16.5 

                         
 *Based on LPE Research estimates            G: Infinite growth rate 
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Appendix 1: The Company and its industry 
 
Business summary 
ESI Group is specialized in the design, development and marketing of software packages 
designed for performing virtual testing (digital simulations for prototypes, manufacturing 
processes and product behavior). ESI was founded in 1973 and is headquartered in Paris, 
France 
 
Sales by industry (01/2019)                 Sales by region (01/2019)  

	 	 
 

 
Industry and sector: 
Software 
 
Some listed competitors: 
Dassault Systèmes (FRA), Ansys (USA), Altair (USA) 
 
Sales 2018 (EURm)             EBITDA margin 2018 (% of sales)  
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Appendix 2: Shareholders and corporate governance 
   
Shareholders structure          Main institutional investors (% free-float)*  
 

	  
 

 
Board structure                    Board members 

	  
 

 
CEO’s compensation structure (01/2019)         Management team  

				  

De 
Rouvray & 

Dubois 
families; 

37%

Treasury 
stocks; 6%

Free-float; 
57%

Loys investment & Loys AG.                        9.2%

FIL Fund Management Limited.                   6.8%

AXA Investment Managers Paris                  3.9%

Allianz Global Investors GmbH                    3.8%

Inocap Gestion                                             2.0%

HMG Finance                                               2.0%

Natixis Investment Managers                       1.9%

Schroder Investment Management Ltd.      1.6%

De Rouvray 
family & 

Management; 
43%

Independent; 57%

Alain de Rouvray (Chairman - non independent) 

Vincent Chaillou (non independent)

Cristel de Rouvray (non independent)

Charles-Heln des Isnards (independent) 

Eric d'Hotelans (independent) 

Véronique Jacq (independent) 

Rajani Ramanathan (independent) 

Yves de Balmann (independent) 

Fixed 
salary; 
100%

Cristel de Rouvray (CEO) 

Vincent Chaillou (Deputy CEO, Strategy & Europe)

Christopher St John (Deputy CEO, Asia)

Corinne Romefort-Régnier (Corporate governance)

Christian Matzen (Solutions, Sales & Marketing)

Olfa Zorgati (CFO)

Mike Salari (Innovations, Services, Americas)

Dominique Lefebvre (COO and products)
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Appendix 3: Stock Reputation® 
 
 

Criterion Points Comments 

        

Share price behavior    

    

    - Erratic share price movements  7/10  On a daily basis, the ESI share has a fairly stable behavior with 
little erratic price movement. Unfortunately, the stock can 
deviate rather strongly from its stock market trend. 

    - Share price deviation from its trend  2/10  

    Criterion total 9/20  

        

Focus on shareholder value    

    

    - Focus of the board  7/7  The Chairman of the board is the main shareholder of the 
company and no longer holds the position of CEO. On the other 
hand, the CEO is his daughter and does not hold any direct 
shares to date. Managers have also little share incentive. 

    - Focus of the CEO 1/7  

    - Investor Relations intensity 3/6  

    Criterion total 11/20  

        

Quality of the shareholders`    

    

    - Ownership by ‘major’ institutional investors 8/10  Nearly 25% of the free float is held by large institutional 
investors and, despite the major change in the share price, they 
have been relatively loyal as shareholders. 

    - Shareholder loyalty 7/10  

    Criterion total 15/20  

        

Communication of the equity story    

    

    - Business model communication 3/4  The equity story is generally clear and the business model is well 
explained but the communication on the strategy is not very 
precise. The company does not communicate on its capital 
allocation, does not give long-term financial objectives or 
guidance. Yet, there is enough information to build a robust 
model 

    - Strategy communication 2/4  

    - Capital allocation communication 1/4  

    - Results and performance communication 2/4  

    - Communication coherence 3/4  

    Criterion total 11/20  

        

Consistency    

    

    - Strategy consistency 5/7  The strategy has been modified somewhat with the arrival of the 
new CEO but remains in continuity. There is also very little 
change in reporting. On the other hand, the lack of guidance 
penalizes the company's reputation. 

    - Guidance and targets achievement 3/7  

    - Reporting consistency 5/6  

    Criterion total 13/20  

        

Total over 100 59/100  Average reputation on the stock market 
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Appendix 4: P&L 
 

(EURm) 01/2013 01/2014 01/2015 01/2016 01/2017 01/2018 01/2019 01/2020E 01/2021E 01/2020E 

Revenues 109.0 109.3 111.0 124.7 140.6 135.3 139.4 145.0 149.0 156.0 

 - Change % 16% 0% 2% 12% 13% -4% 3% 4% 3% 5% 

EBITDA 11.5 10.6 11.8 13.7 18.6 12.2 11.2 12.5 12.5 14.0 

 - EBITDA margin % 10.5% 9.7% 10.7% 11.0% 13.2% 9.0% 8.1% 8.6% 8.4% 9.0% 

D&A 2.9 3.8 2.6 2.9 3.0 2.6 3.5 3.5 3.5 4.0 

Non cash losses (gain) 0.5 0.6 0.9 1.4 1.8 1.6 0.8 1.0 1.0 1.0 

Operating Income 8.0 6.2 8.4 9.4 13.7 8.1 7.0 8.0 8.0 9.0 

 - Operating margin % 7% 6% 8% 7% 10% 6% 5% 6% 5% 6% 

Other income (expense) 0.6 0.1 1.6 0.3 -0.8 -1.3 0.4 0.0 0.0 0.0 

Equity method income 0.0 0.0 0.1 0.1 0.1 0.2 0.1 0.3 0.4 0.6 

Financing income (costs) -0.6 -1.0 -0.9 -1.3 -1.3 -1.4 -1.7 -1.3 -0.9 -0.6 

 - Net interest rate % 7.3% 7.9% 7.0% 5.4% 3.5% 4.1% 5.6% 5.2% 4.2% 3.6% 

Pre-tax 8.1 5.2 9.2 8.5 11.7 5.6 5.8 7.0 7.5 9.0 

Income tax expense 3.0 2.7 3.6 3.2 4.0 3.2 2.5 2.5 2.5 3.0 

 - Apparent tax rate % 38% 52% 39% 37% 34% 57% 43% 36% 33% 33% 

Income before minority 5.0 2.5 5.6 5.4 7.7 2.4 3.3 4.5 5.0 6.0 

Discontinued operations 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Minority interest 0.0 0.1 0.1 0.0 0.2 0.0 0.0 0.0 0.0 0.0 

Net income 5.0 2.4 5.5 5.3 7.5 2.4 3.3 4.5 5.0 6.0 

Adjustment 0.5 0.6 0.9 1.4 1.8 1.6 0.8 1.0 1.0 1.0 

Adjusted net income 5.5 3.0 6.4 6.8 9.3 4.0 4.1 5.5 6.0 7.0 

 - Change % -10% -45% 111% 6% 38% -58% 3% 35% 9% 17% 

                      

Nb of shares (millions) 5.436 5.470 5.540 5.535 5.548 5.595 5.616 5.616 5.616 5.616 

Nb of shares dil (millions) 5.533 5.534 5.554 5.577 5.592 5.649 5.667 5.667 5.667 5.667 

                      

Basic EPS (EUR) 0.92 0.44 0.99 0.96 1.36 0.42 0.59 0.80 0.89 1.07 

Adj. EPS (EUR) 1.00 0.55 1.15 1.21 1.67 0.70 0.72 0.97 1.06 1.24 

 - Change % -9% -45% 110% 5% 37% -58% 3% 35% 9% 17% 

Dividend per share (EUR) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

Pay-out (%) 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 
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Appendix 5: Balance sheet 
 
 

(EURm) 01/2013 01/2014 01/2015 01/2016 01/2017 01/2018 01/2019 01/2020E 01/2021E 01/2020E 

Non-current assets 79.1 82.0 84.8 113.0 122.8 127.6 129.4 130.4 131.4 131.9 

Intangible asset 63.9 67.5 69.3 93.1 98.6 100.9 103.2 104.0 104.7 105.1 

PP&E 4.0 3.6 3.5 4.3 4.4 4.9 6.1 6.4 6.6 6.7 

Investment & Other 11.2 11.0 12.0 15.6 19.7 21.8 20.1 20.1 20.1 20.1 

           
Current assets  60.2 70.4 78.6 86.0 94.0 84.7 92.3 96.5 101.1 107.0 

Working capital 41.0 47.9 53.7 59.6 63.2 53.0 56.3 56.8 57.2 57.9 

Other assets 11.6 11.8 13.0 16.0 16.4 16.0 18.0 18.0 18.0 18.0 

Assets held for sale 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Cash & cash equivalents 7.6 10.7 11.9 10.3 14.5 15.7 18.1 21.7 25.9 31.1 

           
Shareholders' equity 77.7 80.6 86.9 91.7 99.5 101.5 105.6 110.1 115.1 121.1 

Group share 77.3 80.2 86.4 90.8 98.5 100.6 104.9 109.4 114.4 120.4 

Non-controlling interest 0.4 0.4 0.5 0.9 1.0 0.8 0.8 0.8 0.8 0.8 

           
Non-current liabilities 19.0 19.5 18.5 44.0 48.8 47.6 51.4 51.4 51.4 51.4 

Interest bearing liabilities 12.6 12.8 9.9 32.6 36.0 34.1 36.3 36.3 36.3 36.3 

Pension Liabilities 5.6 5.8 7.1 6.8 8.5 8.8 10.0 10.0 10.0 10.0 

Provision and other 0.8 0.9 1.5 4.6 4.3 4.8 5.1 5.1 5.1 5.1 

           
Current liabilities 42.5 52.3 58.1 63.2 68.6 63.1 64.7 65.4 66.0 66.4 

Interest bearing liabilities 5.9 11.9 12.7 14.0 15.8 13.5 8.8 8.8 8.8 8.8 

Liabilities held for sale 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Other 36.6 40.4 45.5 49.2 52.8 49.7 55.9 56.6 57.2 57.6 

                      

Invested Capital 108.9 118.9 126.5 157.0 166.2 158.7 165.6 167.2 168.6 169.8 

Net financial debt 10.9 14.0 10.7 36.2 37.4 31.8 27.0 23.3 19.1 13.9 

Net debt 16.5 19.8 17.7 43.1 45.8 40.6 36.9 33.3 29.1 23.9 

                      

Asset 139.2 152.4 163.5 198.9 216.8 212.3 221.7 226.9 232.5 238.9 

Liabilities 139.2 152.4 163.5 198.9 216.8 212.3 221.7 226.9 232.5 238.9 
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Appendix 6: Cash Flow and ratios 
 
 

(EURm) 01/2013 01/2014 01/2015 01/2016 01/2017 01/2018 01/2019 01/2020E 01/2021E 01/2022E 

EBITDA 11.5 10.6 11.8 13.7 18.6 12.2 11.2 12.5 12.5 14.0 

Financing costs 0.6 1.0 0.9 1.3 1.3 1.4 1.7 1.3 0.9 0.6 

Income tax expense 3.0 2.7 3.6 3.2 4.0 3.2 2.5 2.5 2.5 3.0 

WCR change and other 7.0 5.5 2.6 9.6 4.3 -4.5 -3.1 0.6 0.4 0.7 

Cash-flow from operat. 0.8 1.4 4.8 -0.3 9.0 12.1 10.1 8.1 8.7 9.7 

CAPEX 3.2 3.0 1.4 5.2 2.7 3.6 4.2 4.5 4.5 4.5 

Free Cash-flow -2.4 -1.6 3.3 -5.6 6.3 8.5 5.9 3.6 4.2 5.2 

Acquisition/Disposal 2.9 2.1 1.0 19.6 7.9 2.9 2.4 0.0 0.0 0.0 

Dividend and return 0.0 0.1 0.2 0.2 0.3 0.3 0.2 0.0 0.0 0.0 

Equity issuance 0.2 1.0 0.1 0.1 0.4 0.6 0.0 0.0 0.0 0.0 

Other & Adjustment 0.8 -0.2 1.0 -0.2 0.4 -0.4 1.5 0.0 0.0 0.0 

Reduction in net debt -4.3 -3.0 3.3 -25.6 -1.1 5.5 4.9 3.6 4.2 5.2 

                      

           
  01/2013 01/2014 01/2015 01/2016 01/2017 01/2018 01/2019 01/2020E 01/2021E 01/2022E 

Gross margin (%) 68.1% 68.6% 71.3% 72.5% 73.3% 72.3% 72.8% 73.4% 73.2% 73.4% 

EBITA margin (%) 10.5% 9.7% 10.7% 11.0% 13.2% 9.0% 8.1% 8.6% 8.4% 9.0% 

Operating margin (%) 7.4% 5.6% 7.5% 7.5% 9.8% 6.0% 5.0% 5.5% 5.4% 5.8% 

Net margin (%) 5.1% 2.8% 5.8% 5.4% 6.6% 2.9% 2.9% 3.8% 4.0% 4.5% 

                      

ROCE before tax (%) 7.4% 5.2% 6.6% 6.0% 8.3% 5.1% 4.2% 4.8% 4.7% 5.3% 

ROCE after tax (%) 4.6% 2.5% 4.0% 3.8% 5.4% 2.2% 2.4% 3.1% 3.2% 3.5% 

ROIC (%) 6.1% 3.1% 6.3% 4.8% 6.3% 2.2% 3.2% 4.0% 4.2% 4.7% 

ROE (%) 6.5% 3.0% 6.3% 5.8% 7.6% 2.3% 3.2% 4.1% 4.3% 5.0% 

                      

Current Ratio (x) 1.4 1.3 1.4 1.4 1.4 1.3 1.4 1.5 1.5 1.6 

WCR (% of revenues) 38% 44% 48% 48% 45% 39% 40% 39% 38% 37% 

                      

Gearing (%) 14% 17% 12% 40% 38% 31% 26% 21% 17% 11% 

Net debt/EBITDA (x) 1.0 1.3 0.9 2.6 2.0 2.6 2.4 1.9 1.5 1.0 

Interest coverage (x) 12.6 6.2 9.7 7.4 10.6 5.7 4.2 6.2 8.9 15.0 
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Appendix 7: Valuation multiples 
 
 

(EUR) 01/2013 01/2014 01/2015 01/2016 01/2017 01/2018 01/2019 01/2020E 01/2021E 01/2022E 

Share price average 19.0 22.9 24.1 25.3 33.5 47.4 37.7 32.8 32.8 32.8 

                      

Market cap. (EURm) 103.3 125.3 133.5 140.0 185.8 265.2 211.7 184.2 184.2 184.2 

Entreprise Value (EURm) 120.2 145.5 150.9 183.1 231.8 305.7 248.4 216.9 212.3 206.5 

                      

Book Value per share 14.2 14.7 15.6 16.4 17.8 18.0 18.7 19.5 20.4 21.4 

Cash-Flow per share 0.14 0.25 0.86 -0.06 1.62 2.15 1.80 1.45 1.55 1.73 

Earning per share 1.00 0.55 1.15 1.21 1.67 0.70 0.72 0.97 1.06 1.24 

                      

EV/Sales (x) 1.11 1.33 1.36 1.48 1.66 2.27 1.79 1.50 1.43 1.33 

EV/IC (x) 1.11 1.23 1.20 1.17 1.40 1.93 1.50 1.30 1.26 1.22 

EV/EBITDA (x) 10.5 13.8 12.8 13.4 12.5 25.1 22.2 17.4 17.0 14.8 

           
P/BV (x) 1.3 1.6 1.5 1.5 1.9 2.6 2.0 1.7 1.6 1.5 

P/CF (x) 136.3 90.1 28.0 n/s 20.6 22.0 20.9 22.6 21.2 19.0 

P/E (x) 18.9 41.7 20.9 20.8 20.1 67.8 52.3 33.8 31.0 26.6 

           
Free Cash-flow Yield (%) -2.3% -1.3% 2.5% -4.0% 3.4% 3.2% 2.8% 2.0% 2.3% 2.8% 

Dividend Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

                      

 
 
EV/EBITDA 2019E (x)             P/E 2019E (x)  
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Operating under the trademark LPE Research, LA PETITE ETINCELLE ASSOCIES SAS (“LPE Research”) is an 
independent equity research house exclusively dedicated to fund managers and investors. LPE Research provides 
services of investment research and financial analysis as defined by “l’article L. 544-1 du code monétaire et 
financier” of the French law. As such LPE Research’s reports strictly follow the general and specifics rules of the 
Autorité des Marchés Financiers (“AMF”) regarding investment research and financial analysis (www.amf-
france.org). In addition, LPE Research’s Directors and employees strictly follow the Société Française des Analystes 
Financiers (“SFAF”) code of ethics (www.sfaf.com). 
 
Equity research methodology and opinions 
 
LPE Research’s services of investment research and financial analysis are based on a strict equity research 
methodology consisting of 12 steps:  
 
1- Understanding the company’s activities,  
2 - Investigating the company’s market trends and industry dynamics 
3 - Examining the company’s positions versus those of its competitors 
4  - Reviewing the company’s business model, identifying key drivers 
5 - Understanding management motivation, vision and strategy 
6 - Analyzing the company’s P&L 
7 - Analyzing the company’s cash-flow 
8 - Analyzing the company’s balance sheet 
9 - Building earnings estimates 
10 - Valuing the company 
11 - Measuring the company’s stock reputation® 
12 - Identifying potential re-rating levers and momentum 

 
Based on its methodology, LPE Research provides on demand detailed operating and financial models and 
presentations of its opinions. LPE Research’s detailed equity research methodology can be fund under 
www.lpereserach.com/our-methodology 
 
Conflict of interest 
 
LPE Research is a fully independent equity research house and does not have nor seek any business with covered 
companies that could impair the impartiality of its opinions. 
 
Except if explicitly stated, LPE Research, its directors and employees: 
 
1- do not hold a net long or short position subject issuer or the subject securities or other financial instruments 
(the “Company” or the “Companies”) 
2- do not act as a market maker or liquidity provider in the financial instruments of the Company  
3- do not belong to a consortium as a lead manager or co-lead manager of any publicly disclosed offer of 
financial instruments of the Company  
4- do form party to any other agreement with the Company relating to the provision of investment banking 
services  
5- do not form party to an agreement with the Company relating to the production of the Publication or any 
recommendation  
6- do not act as a corporate broker to the Company  
7- do not have a material conflict of interest at the time of distribution of the Publication or any other significant 
financial interest in relation to the Company  
8 – do not have received non-investment banking related compensation from the Company  
9 – are not associated with them is an officer, director, or advisory board member of the Company.  
10 - the Company do not holds shares of LPE Research 
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Disclosures and Disclaimer  
 
This publication has been prepared under the trademark LPE Research by LA PETITE ETINCELLE ASSOCIES SAS 
(“LPE Research”). Each publication specifies the publisher and the author(s): the financial analyst(s) as referred to 
on the front cover of the publication. All rights reserved. When quoting please cite LPE Research as the source. 
This Publication is provided to Qualified Institutional Investors for their information. It may not be reproduced, 
redistributed, passed on, directly or indirectly, to any other person or published, in whole or in part, in any form or 
by any means for any purpose without LPE Research’s prior express consent. 
 
The financial analyst(s) responsible for the production of this Publication certify that all of the views expressed in 
this report accurately reflect their personal views about any and all of the subject financial instruments or 
Companies. No part of any of the analyst(s)’ compensation was, is, or will be, directly or indirectly related to the 
specific recommendations or views expressed by the analyst in this Publication. In particular, the financial analyst(s) 
receive compensation based upon various factors, including the accuracy of research, client support and feedback, 
competitive factors and overall LPE Research revenues.  
 
The information, tools and material presented in this Publication are provided to recipients for informational 
purposes only and are not to be used or considered as an offer or solicitation to sell or offer or solicitation to buy 
or subscribe for securities or other financial instruments. This Publication is for clients only and it is intended to 
provide information to assist Qualified Institutional Investors in making their own investment decisions. It is not 
intended to provide investment advice to any specific investor. In particular, it does not constitute a personal 
recommendation or take into account the particular investment objectives, financial situation, or individual investor 
needs. Investments discussed and recommendations made herein may not be suitable for all investors. Recipients 
must exercise their own independent judgement as to the suitability of such investments and opinions in the light 
of their own investment objectives, experience, tax and financial position or individual needs.  
 
This Publication has been prepared by its author(s) independently of the Company, and none of LPE Research, the 
Company or its shareholders has verified any of the information given in this document, unless otherwise stated 
herein. The Publication is based on information derived from selected public sources we believe to be reliable and 
in good faith but neither its fairness, accuracy, completeness or suitability for investors' purposes can be 
represented or warranted, expressly or impliedly. Opinions expressed herein reflect the current views of the 
author(s) and not necessarily the opinions of LPE Research. Any opinions, forecasts, assumptions, estimates, derived 
valuations and target price(s) contained herein are as of the date of this Publication and subject to change at any 
time without prior notice. There can be thus no assurance that future results or events will be consistent with any 
such opinions, forecasts or estimates.  
 
LPE Research hereby expressly disclaims, to the extent permitted by applicable law and/or regulation (tort, 
contract, strict liability or otherwise), all warranties, express, statutory or implied, regarding this Publication and any 
results to be obtained from the use of this Publication, including but not limited to all warranties of merchantability, 
fitness for a particular purpose or use and all warranties arising from course of performance, course of dealing 
and/or usage of trade or their equivalents under the applicable laws and/or regulations of any jurisdiction. LPE 
Research does not warrant or guarantee the accuracy, timeliness, suitability, completeness or availability of this 
Publication or the information or results obtained from use of this Publication, or that this Publication or the 
information or results will be free from error.  
 
Under no circumstances and under no theory of any applicable law and/or regulation, shall LPE Research be liable 
to anyone for any direct, indirect, special, incidental, consequential, punitive or exemplary damages arising in any 
way from the information contained in this Publication, including damages for trading losses or lost profits, or for 
any claim or demand by any third party, even if LPE Research knew or had reason to know of the possibility of such 
damages, claim or demand.   
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