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Executive Summary 

In March 2005 two PE-funds - EQT and Goldman Sachs - acquired the Danish service 

giant ISS A/S. Within short time they will get reintroduced to Copenhagen Stock 

Exchange. 

The main objective in this thesis is assessing whether the ownership has been successful 

for the PE funds. To answer this question I have made a description of the changes that 

the PE-funds owners made during their ownership and I conducted an extensive 

strategy analysis. The changes have made ISS bigger especially in emerging markets and 

enlarging the scope in terms of the services they offer. This has given good growth 

opportunities for multiple services and integrated facility service (IFS) where ISS stand 

good chances of becoming market leader which important because of higher 

profitability and longer contract that in single service. 

In the account analyses, where reclassifications of the financial statements are made and 

an extended DuPont-analysis is conducted, it is concluded that it has been the low 

profitability that has been the main reason for an unsatisfactory results in period. Also 

the high debt has influenced the results negatively in the period except in 2010. With the 

upcoming IPO the capital structure is going to change, which can be seen in the pro 

forma statement that I made based on the strategic analyses and the accounting analyses 

together, and it can also be seen on the WACC, which is calculated to be 7.71%. 

This lead to a valuation done by discounting the forecasted cash flows (FCFF), and 

thereafter deduct the current financial liabilities and by discounting the residual income 

and adding the net operating activities. This provides an equity value of 15.076 billion 

DKK. I measured the sensitiveness on the primary value drivers and concluded that the 

value is highly sensitive to changes in assumptions and have a positive bias. 

The IRR is calculated to be 12.2%. Even though it is in low end of the normal 

requirements for PE funds, one can argue that it is a good investment, also considered 

the impact of the financial crises. The price they get in the upcoming IPO is going to be 

about 30% less than this value, but is corresponding well with the price that their peer 

group is traded at. Based on the valuation I recommend the stock for potentially new 

investor. 
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Chapter 1 - Introduction 

Through my studies in Finance and Strategic Management at Copenhagen Business 

School (CBS) I have developed an interest in valuation of companies. I have obtained 

theoretical knowledge on a variety of aspects within valuation, but I have never before 

conducted a full valuation including considering all its aspects. I welcome this challenge 

as a good learning experience, which I can use in the future and I am very exciting as this 

area is also a personal interest of mine. 

There are many approaches to valuation and all of them are interesting, but the reason 

that I have selected to develop a valuation of ISS one of the major Danish companies is 

that they find themselves in a very interesting situation with a reintroduction on the 

stock exchange within a relatively short period of time. This makes this thesis highly 

topical and very interesting for both the current owners as well as the investors who 

might want to invest in them in the coming IPO. From a broad perspective it is also very 

interesting to see what occurs to companies when private equity funds acquire a large 

public company. This thesis will not address all the aspects and issues within this topic, 

but the thesis will investigate and provide a thorough example of this situation.  

1.1 Problem Background 

The business adventure of ISS began 110 years ago. It was initiated as a small watchmen 

company with its headquarters in a living room in Copenhagen. Through the company’s 

development, it has experienced both successes and difficulties.  However, today ISS is 

the world’s fourth largest company measured in terms of employees, they have more 

than 520.000 workers in 53 different countries.  

Between 1998 and 2005 the stock share of ISS did almost not increase.  A solution 

strategy performed by ISS was to acquire smaller companies; however ISS did not 

succeed in creating enough free cash flow to finance the acquisitions. As a result, ISS was 

forced to loan a significant amount of money and thus reprocessed debt. The owners did 

not manage to produce the intended organic growth, so they acquired even more 

companies, but were still unsuccessful in creating a higher operating margin. The 

owners at this point could not change the strategy, so ISS was caught in a situation, 

where prices were low and the competition hard1.  

                                                        
1 Berlingske Tidende 4th April 2005: 3rd section p. 2 
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On March 29th 2005 FS Funding A/S (later PurusCO, today ISS Holding A/S) made an 

offer to buy all of ISS´ shares. FS Funding A/S is directly owned by the private equity 

funds EQT Partners and Goldman Sachs Capital Partners. The price was settled at 22.1 

billion DKK for the equity, based on public accessible information. That year on April the 

13th the offer was approved on the annual general meeting, and on the 29th of April the 

board accepted the offer2.  

The shares were traded at a price 31% higher than the last quoted share price, and 49% 

higher than the average share quoted in the last 12 months prior to the announcement 

of the acquisition3. On the 17th of February 2011 ISS announced that they would be 

reintroduced to the stock exchange in Copenhagen. It is thus very topical to find out 

what ISS is worth at the current state and to see whether the current owners have made 

a good investment. 

1.2 Problem Statement 

Based on a valuation of ISS, I want to assess whether the investment in ISS is a successful 

business case for the PE-funds owners. 

To answer the problem statement I will conduct a strategic and economic analysis of ISS. 

The strategic analysis will answer how value is created within ISS. Following questions 

will be addressed: 

- Which internal and external factors influence the creation of value in ISS? 

- How is the competitive intensity in the business? 

- Which opportunities and threats do ISS have? 

- How is the current development in the business markets relevant to ISS? 

The examination of these issues will lead to the economic analysis, which will measure 

the value of the financial drivers. Following questions will be addressed: 

- How is the current financial situation in ISS? 

- Based on the financial and strategic analyses, how will the future profit, growth 

and capital structure develop? 

- How sensitive is the figures to changes in assumptions? 

                                                        
2 ISS 2005 p. 8 
3 ISS memorandum 
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- Based on the value that is calculated on the future development has the current 

owners managed to develop the business and have they made a good 

investment? 

By addressing the above issues, the final valuation of ISS can be conducted, and the 

problem statement will be discussed profound. 
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Chapter 2 - Methodology 

To answer the problem statement I will make an analysis consisting of two parts; a 

financial analysis and a strategic analysis.  

The strategic analysis will investigate the non-financial drivers, which creates value for 

ISS currently, and will continue to do so in the future. Through this analysis I will gain 

significant knowledge of the underlying factors, i.e. changes in market conditions, who 

can affect the strategic position of ISS, and how these influential factors might change 

the financial statement. Through this analysis it will also be possible to predict the 

future more precisely of ISS.  

I will examine both the internal and external factors concerning ISS. The external factors 

will be described with use of a PESTEL-model. Through the use of this model I will 

describe the political, economic, social, technological, environmental and legislative 

factors that influence ISS. To examine how ISS interacts with its surroundings I will use 

the Porter’s Five Forces model. This is a well-known model, which provides a good 

insight regarding how the competition situation is in the business, and how this 

influences ISS. To examine the internally parts of ISS I use ISS´ own value chain model. 

All of this information will feed into a SWOT-analysis, which will be used for the budget 

at a later stage. Additional information concerning the models is described in chapter 4. 

Before this I will give a presentation and description of ISS with focus on what has 

happened in the company in recent years. This is presented in chapter 3. 

The valuation is essential in order to assess whether the business case has been a good 

investment or not. Therefore I will use 3 different models in order to facilitate the best 

projection of ISS. The 3 models are: 

1. Residual Operating Income model (ReOI) 

2. Free Cash Flow for the Firm model (FCFF) 

3. Multiple analysis based on peer-group 

The first two models calculate the fair value, while the third calculates the fair price. The 

Residual Income model (ReOI) is similar to the well-known model EVA4. The FCFF 

                                                        
4 While ReOI uses the market or book value of assets for capital invested in the firm, EVA uses the market value of 
total equity and interest bearing debt 
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model is a discounted cash flow (DCF) model where all cash flows are discounted to all 

claim holders in the company.  

Prior to this I will analyze the account statements against the guidelines in the book 

“Account analysis and Valuation5 – a practical approach”. To get the most correct results, 

reclassifications of the account statements is important in order to get a valuation point 

of view instead of an auditor point of view. In the reclassification all entries in the 

financial statements are divided into operating activities and financial activities, in order 

to get the operating activity isolated as the future primary source of value creation. By 

reclassification of the equity statement, balance sheet statement, income statement and 

cash flow statement from 2005-2010, I can then perform and develop an accounting 

analysis. Based on this and on the strategic analysis the budget can then be developed, 

which will lead to the valuation. To do the valuation it is needed to do a Weighted Cost of 

Capital (WACC). Here I will make the assumption that ISS’s capital structure will change 

dramatically when they enter the stock market, and hereby get a more healthy capital 

structure.  

The multiple analysis is the third method to find the value of ISS. I will do this to refine 

the results I have collected through the theoretical approach. This methodology 

provides a more practical view on what the owners can expect to get for ISS. Both the 

theoretical and the practical need to be considered and assessed, each of them cannot 

stand alone in a professional valuation6. This analysis is seen in chapters 5-7. 

Subsequently I will do a sensitivity and scenario-analysis in order to determine how 

changes in certain prerequisites will influence the company value. Through this analysis 

the stakeholders can gain insights on how much the budget need to change in order for 

the situation to change in ISS with a different value as outcome. This topic will be 

addressed in chapter 8. 

When all of the above mentioned aspects are examined, the thesis question on whether 

the current owners have made a good investment can be addressed. An assessment and 

discussion about this question is to be found in chapter 9. 

                                                        
5 Regnskabsanalyse og værdiansættelse – en praktisk tilgang. Stig Elling 
6 Damodaran 2005, p. 27 
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2.1 Structure 

The structure of the thesis can be seen graphically in figure 2.1. The figure shows which 

steps that I will conduct in order to answer the thesis question, and how each part is 

dependent and linked to each other. The figure also shows that each part is dependent 

on a part/information prior to it, thus it is recommend that the thesis is read 

chronological.  
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Figure 2.1 - Own creation 

2.2 Data collection and Validity 

All information and sources used in this thesis, whether being from newspapers, 

internet, books or others are public accessible.  

The empirical information will primarily be annual reports from ISS and other 

companies mentioned, which each year are published on their website. These annual 

reports are revised without any comments, and I assess them as valid.  
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Articles found on ISS´ website are most likely subjective, and I will use these sources 

with precaution. Therefore due to the source, I cannot rule out the possibility of it is 

providing a more positive picture of ISS. 

Articles and texts from newspapers, online media, and the web in general is considered 

objective, except the parts build on opinions from ISS insiders. However, each source 

will carefully be assessed and evaluated before it is used.  

2.3 Delineation 

I will not valuate the different business parts of ISS. The valuation will be of the ISS as a 

whole, which include all business parts in all countries where ISS operates. This choice is 

related to the complexity of valuating every business area. Another important fact is that 

when ISS is sold, it is going to be sold as one unit and thus it would not be good practice 

only to assess one area of ISS.  

The economic analysis will cover the period between 2005 and 2010. The selection of 

these years is to cover the entire ownership by EQT Partners and Goldman Sachs Capital. 

In the valuation I assume that ISS is going to be introduced again at the stock exchange 

within the next months, even though the recent suspension of the IPO might change that 

fact. I therefore change the capital structure to the level that it will have after the IPO. 

Consequently I do not consider other ways of selling ISS, as they already has announced 

that they have started the process of a return to the stock market.  

All numbers in the figures and otherwise mentioned are in million Danish Kroner unless 

anything else is stated. 
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Chapter 3 – Company Description 

3.1 History7 

ISS is the world’s largest facility service provider with more than half a million 

employees, with a presence in 53 different countries on all continents except Africa. In 

1901 Copenhagen-Frederiksberg Night Watch was established as a security company. In 

1934 the director established DDRS (Det danske rengøringsselskab /The Danish 

Cleaning Company), as an idea for making the cleaning people be at the properties, when 

the watchmen finished their shift, and therefore there would always be someone to keep 

an eye of the properties. Structured cleaning was a new concept in Denmark, as 

companies were hiring private cleaners. After some difficult years, both companies were 

growing rapidly, and became nationwide.  

Growth in the public sector in the 1960s, where the welfare state grew and was 

expanded, also implied new and large customers for DDRS, and they also grew at 

international level with activities in more than 10 countries during those years. 

However, the security company was not doing as well as the DDRS, so the two 

companies were merged into International Service System (ISS). The company was 

listed on Copenhagen Stock exchange in 1977.  

Price war in the industry throughout the 1970s and 1980s made ISS to enter new 

markets such as aircraft cleaning, hospital services and abattoir services. In the 1980s a 

new outsourcing trend was starting to become popular, especially in the UK, where new 

standards of privatization and outsourcing were outlined. ISS took advantage of this 

opportunity, and grew rapidly.  

 In the 1990s ISS implemented a more focused strategy, selling ISS security and other 

parts of the company, which were not in line with core business line of cleaning. The 

American part of the company, which had started in 1979 by acquiring Prudential 

Maintenance, ISS had to let it go in 1997 after severe financial losses. This provided the 

financial resources to acquire competitors within the cleaning business, which ISS 

continued to do throughout the 1990s and the new millennium. This has made ISS the 

largest facility service company in the world, and a market leader in the majority of the 

markets, in which they are present today. 

                                                        
7 http://www.issworld.com/about_iss/history/pages/history.aspx 

http://www.issworld.com/about_iss/history/pages/history.aspx
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In the new millennium ISS made a strategy change from an international cleaning 

organisation into a global service group. This led to many new acquisitions in order to 

fulfill this new goal. To transform such a big and worldwide organisation was and still is 

seen as a major task, which will take at least 10 to 15 years more.  

3.2 Geography 

From 2004 and to 2009 ISS has made 450 acquisitions in order to fulfill their strategy of 

becoming a global service group. Today, ISS operates in 50 countries (53 if you count 

Faroe Island, Greenland and Hong Kong as independent countries), and each country has 

its own country management. The vision of the company is to “Leading Facility Services 

globally – by leading Facility Services locally”. This means that they use a country based 

organization model, and in this way lead the market locally. The organisation model, and 

which countries ISS operates in, is shown in figure 3.18. 

 

Figure 3.1 – Organization diagram 

Local motivation is an important driver in order to be successful, so ISS emphasizing 

strong local incentives and flexibility to perform in the different market conditions and 

national contexts. Because of this decentralized model, where decisions to a large extent 

are done locally, the local management is very important to the company. This can be 

seen in the incentive programs, where 120 country managers from all countries 

participate to an amount of 120 million by the end of 20099. As it can be seen on figure 

3.1, the countries are divided into eight regions, where regional management is used to 

strengthen cooperation within countries that have similar culture and marked 

situations, to benchmark and knowledge-share.  

                                                        
8
 http://www.issworld.com/about_iss/organisation/PublishingImages/Org_structure_big.gif 

9 ISS 2009, p. 38 

http://www.issworld.com/about_iss/organisation/PublishingImages/Org_structure_big.gif
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The size of each region can be seen in figure 3.2. The only difference is that Central 

Europe is a part of Western Europe in this figure. Western Europe counts for more than 

half of the revenue. 

 

Figure 3.2 – Own creation 

3.3 Business Areas 

ISS operates within six different areas (the number in the parenthesis are the part of the 

total revenue in 2010): 

 Cleaning services (51.8%) – includes a range of services within daily office 

cleaning, hospital cleaning, food hygiene, industrial cleaning, cleaning in 

transport systems, dust control, washroom services and specialized cleaning 

solutions. 

 Property Services (19.7%) – includes building maintenance and technical services, 

pest control, landscaping and damage control.  

 Catering Services (9.5%) – includes in-house restaurants, catering services, e.g. 

for meetings and events, executive dining and coffee solutions. 

 Support Services (7.6%)– includes operations of receptions, internal mail 

handling, scanning and other office logistics, call centers, manpower and 

outplacement services.  

 Security Services (7.1%) - includes primarily manned guarding, access control and 

patrolling. 
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 Facility management (4.3%) – includes onsite management of facility service, 

change management, space management and consulting.  

In ISS the contract is specialized to each customer, both within the different business 

areas and in the combination of them. The goal for ISS is to take care of several or all of 

their customers service needs. Conducting more services, can lead to the development of 

cost synergies, and by also considering the level (both at country level and on a global 

scale) ISS can be more cost efficient than it is possible for the customer to be. ISS calls 

this combination of business areas Integrated Facility Service (from now on IFS). The 

ambition with IFS is to develop partnerships with the customers, in the sense of that the 

customers can focus on their core business, and thereby outsourcing a broad range of 

support services to ISS.  

3.4 New Ownership 

In March 2005 a bid was made on ISS from the private equity funds, Swedish EQT and 

the American Goldman Sachs Capital Partners through their joint company PurusCo. The 

bid was 470 DKK per share, with a share price of 359 the day before (an overbid of 

31%). The total bid was 22.1 billion DKK, with an enterprise value of more than 30 

billion DKK10. The board at that time recommended the shareholders to accept the offer, 

and more than 98% of the shareholders accepted the public tender, which was enough 

for the new owners to redeem the rest by force. As I described in the introduction, an 

investment in ISS had not been a good investment. In figure 3.4 the development in the 

year-end prices is shown11. This reveals that ISS did not manage to create value for its 

owners, and considering this aspect it is no surprise that the investors accepted the 

offer.  

                                                        
10 Jyllands-Posten 10th May 2005 p. 16 
11 Made with year-end prices found in ISS financial reports in the shown years 
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Figure 3.3 – Own creation 

ISS was delisted from the stock exchange, by 26th of July 2005. From having about 18 

thousand owners from all over the world12, with only two holding more than 5% (ATP 

and Frank Templeton – both holding about 9%) ISS went to have only two owners, 

where EQT has 55% and Goldman Sachs Capital Partners has the remaining 45%.  

3.5 Active Ownership 

In recent years there have been discussions about capital funds in Denmark, mainly 

because of their closed style, and short sighted view concerning ownership. The strategy 

is to keep the ownership 3-7 years. Within that time period, the capital funds normally 

make changes in the business to make the company more focused in the things they do 

best. Furthermore they normally make changes in management and board, and give the 

new board and management big personal incentives for the company (and people) to 

perform well, and thereby get a high price when they divest it again. With only a few 

owners it is easier to interact more active with the company regarding influencing 

directly and also to change the capital structure in order to gain a tax advantage.  

In the following I will discuss some of the changes made by the new owners of ISS in 

order for them to make their investment successful and profitable. 

After the takeover the new owners quickly made a big change in the board, recruiting 

people from EQT and Goldman Sachs Capital Partners to the board. The board was 

reduced from nine to six members (later expanded to eight members). Before the 

                                                        
12 65% of shareholders came outside Denmark (ISS 2004 p. 130) 
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takeover the board had consisted mainly of business leaders from other big Danish 

companies13. In the new board (and in the current) all members except one are 

managers in either EQT or GE Capital Partners. This indicates a more active ownership, 

where the board has more direct influence on the daily management, also on control and 

supervision. For instance, a sign that shows a more active board is the amount of 

meetings that the board conducts, in 2004 (before the takeover) the board held 7 board 

meetings, while they in 2009 had 12 meetings. Now the board receives a monthly 

operational and financial reporting package. Before the takeover the meeting agenda 

was developed jointly by the chairman and the CEO.  

Several of the members in the previous board did not have any or very little personal 

economic interest in ISS, as they did not have any or very few shares or stock options. 

After the takeover all members of the board have been offered to enroll in a 

Management Participation Programme14 (which has a total value of about 300 million 

DKK, with the upcoming IPO15) where they have a mix of shares and warrants, and 

additionally, they have invested with the principal shareholders. Together with the 

management incentives program, the value of the program is about 2% of the share 

capital. 

3.6 Change in Top Management 

At the time of the takeover the CEO of ISS was Eric Rylberg, he had been the CEO of ISS 

since 2000. He was the man behind the strategy plan called Create2000. About a year 

after the takeover he was replaced with Jørgen Lindegaard, former CEO of SAS. The 

reason for the replacement was that Rylberg used to run the company without 

interference from the board. With the new active ownership, as described above, he now 

had to get used to a whole new style from the owners. A style he apparently did not 

appreciate and thus took his leave. Jørgen Lindegaard continued as CEO until May 2010, 

where the current CEO Jeff Gravenhorst took over. Lindegaard stopped because of his 

age, as he stated in an article16; it will be better to have a CEO which is not on the edge of 

retiring. Lindegaard is now a board member. Jeff Gravenhorst began in ISS in 2002 as 

CFO UK; in 2005 he became Group CFO before he was elected as the new CEO.  

                                                        
13 The board at takeover point in 2005 consisted of the following: Chairman Erik Sørensen, Karina Deacon, Claus Høeg 
Madsen, Peter Lorange, Sven Riskær, Tina Hilligsø, Flemming Quist, Tom Knutzen, Karin Verland 
14 ISS 2009, p. 38 
15 http://inv.issworld.com/releasedetail.cfm?ReleaseID=558676 
16 http://borsen.dk/nyheder/karriere/artikel/1/175674/lindegaard_jeg_er_ikke_laengere_den_rette.html 

http://inv.issworld.com/releasedetail.cfm?ReleaseID=558676
http://borsen.dk/nyheder/karriere/artikel/1/175674/lindegaard_jeg_er_ikke_laengere_den_rette.html
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Also at local level changes have been made. During 2009-2010 13 country managers 

have been replaced. The reason for that is mainly that other profiles are wanted to make 

the implementations on new acquisitions, than the persons that expanded the company 

by acquisitions17.  

In order to strengthen the focus on operations and improve the organisation’s ability to 

facilitate development, knowledge sharing and benchmarking between the countries 

organisations18, a new organisation structure was implemented in 2007. As part of the 

active ownership strategy an operational board was created, so the owners can have a 

better insight and influence on the development in each region. Furthermore 

multinational clients have become a growing segment, and by having a more top-down 

organisation, it is easier to deal with this type of clients.  

3.7 Change of Strategy  

After the takeover in 2005, the new owners wanted to speed up the strategy process, 

which was already in place, so the growth could go faster, especially through 

acquisitions in emerging markets. However, in 2009 and 2010 the acquisition strategy 

was toned down, in order to strengthen the capital structure and a changed focus from 

growth to profitability. Furthermore ISS would continue to widen the scope from 

cleaning service to IFS and become the leading provider in this area19. This strategy was 

already initiated 4.5 years before, in the Create2005-plan and had increased the revenue 

by 12 billion DKK (41%) from 2001 to 2005, whereas the 10 billion came from 

operations outside cleaning. The new strategy called Route101 has the main objective to 

raise the turnover to 101 billion DKK. The new owners however did not outline a date to 

reach this goal. In 2004 the turnover was about 40 billion DKK. In 2010 ISS revenue was 

74 billion DKK, so the goal is still relatively far away. This can be reasoned at least to 

some extent with the global recession in 2009 which affected the customers of ISS and 

thereby also ISS.  

In 2008 the strategy plan The New Way was introduced, which focuses more on the 

integration of aligning the business model and strengthening knowledge-sharing 

abilities. This shall lead to an increase in cross-sale of the products, so clients get more 

                                                        
17 ISS renser ud blandt direktører, Børsen 13th October, 2010 
18 ISS 2006 p. 4 and 11   
19 Jyllands-Posten 30th March 2005 – Erhverv  og Økonomi, page 4  
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out of the products that ISS offers, and a part of them get ISS to do all their non-core 

business – the so called integrated facility service. 

The main point of The ISS Way20:  

- Lead globally - with presence in all main regions and countries. 

- Lead locally – with leading in all established markets and the ambition to 

quickly achieve this position in new markets. 

- Lead the industry – by offering best-in-class single services and Integrated 

Facility Services (IFS) 

The economic goal for this plan was to double the revenue in 2015 from the 2007 level. 

Whether or not this seems too optimistic as it was the case with the Route101-goal can 

be seen in chapter 6, where a budget is shown.  

During the ownership ISS has expanded not only to new markets, but also with new 

services. In 2004 89% of the revenue came from cleaning and property services. This 

has been reduced to only 71.5% in 2010. This has been done primarily through 

acquisitions e.g. ISS did not offer security services before 2007 and also catering and 

support services has been expanded on more markets in order to be able to provide a 

comprehensive range of services and thereby IFS. 

3.8 Corporate Governance 

One of the things that private companies have been accused of is that they appear to be 

very closed regarding information and reporting etc. how ever; this is not the case with 

ISS. They have continued with the openness in their annual reports which are still very 

extensive. Furthermore they also still provide quarterly reports. When the present 

owners made a tender offer, they did it only based on the public available information. 

This indicates how open ISS were and still is concerning reporting and information. For 

this effort they were in 2003 awarded with the “information Award”, given to the 

company with the highest market information standards21. This strategy the new 

owners continued with, which makes sense, taken the short-term ownership into 

consideration, and the plan to reintroduce ISS to the stock exchange. Higher level of 

information gives higher confidence and less risk to the possible new investors. 

                                                        
20 ISS 2010 Q2 presentation 
21 ISS 2004 p. 14 
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3.9 Capital structure 

To make the company debt-ratio higher is not an abnormal thing to do for capital fund 

owners, because they can get easier access to more equity if they are going to need it, 

than a public company which has to make a capital expansion through the stock 

exchange. This is both expensive, time consuming, and is normally what managers 

prefer last according to the pecking order theory22. Thereby the capital structure is not 

optimal, leading to financial slack.  

Capital fund owners do not have to consider the pecking order theory, and can therefore 

change the capital structure in order to eliminate financial slack. Also the cost of 

financial distress is lower because of the active ownership, and because of the personal 

economic benefits the managers have. Therefore the optimal capital structure is a higher 

debt ratio, than it is for a public company.  

This argument is clearly shown in ISS. After the takeover in 2005 the new owners 

significantly raised the debt-ratio. This almost led to a lawsuit from the bondholders of 

the company, due to the drop of the obligation rate, to offset the higher credit risk. By 

decapitalizing the company, the net income are significantly lower, due to higher 

interest payments. Therefore the tax payments are significantly lower, which gives the 

owners a higher return on their invested capital. As it can be seen on figure 3.4, the 

equity ratio has gone from 32.6% in to only 4.7% in 2010, declining every year except 

from 2009 to 201023. 

 

                                                        
22 The pecking order theory, where companies prefers financing of internal funds, then debt financing and last by new 
equity, which leads to financial slack. 
23 The figures used are found in ISS annual reports from the used years 
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Figure 3.4 – Own creation  

3.10 Economy 

One approach to see how the development in ISS was before and after the takeover is to 

look at the development in revenue and in number of employees.  

In figure 3.5 both developments are seen together24. Here it is showed that the 

development in number of employees and revenue is closely connected. The higher 

growth in revenue compared to the development in employees can be explained with a 

different development in the different parts of the business. The difference is more 

significant when the numbers of full time employees are included. In 2001 only 51% of 

employees were on full time while it was 71% in 2009, an increase of 40%.  

There is an increase in numbers of employees from 2001 to 2010 from 259.800 to 

527.000 ultimo 2010– a double up in the 9 years. Since the takeover in 2005 the change 

has been 67%. This is significant since the development in employees from 2001 to 

ultimo 2004 was only 5.3%. In the change of revenue the tendency is even stronger. The 

total increase from 2001 to 2010 was 113%, while the increase from 2005 to 2010 is 

97%. From 2001 to 2004 the change however was only 3.8%. Altogether this shows that 

ISS was put up to speed after the takeover in 2005. 

                                                        
24 The figures used are found in ISS annual reports from the used years 
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Figure 3.5 – Own creation- Left axis - number are in million DKK; right axis - total number of employees 

When I look at the operating income they changed account policy in 2005, and they do 

not have IFRS account statements from before 2004. So I cannot compare the numbers 

directly. However I can compare the changes from 2001 to 2004 with the changes from 

2005 to 2010. In figure 3.6 it is seen that the tendency is the same as with the revenue 

and number of employees, even though it is not as significant25. From 2001 to 2004 the 

operating income increased with 37%, or 11.2% a year in average. From 2004 to 2010 it 

increased with 12% per year in average.  

 

Figure 3.6 – Own creation - numbers are in million DKK 

With “The ISS Way” in 2008 they changed their prior focus from growth by acquisitions 

to the following three areas: 

                                                        
25 With numbers from annual reports 
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1. Cash conversion 

2. Operating margin 

3. Organic growth 

Cash conversion measures the proportion of profits that are converted to cash flows. 

This is important for investors because it is cash flow that matters to them because it is 

the cash flow that can be paid to them. In ISS the cash conversion has been around 100% 

in recent years. That this is the highest priority for ISS and has been around 100% 

shows that their focus is on creating wealth for the owners and not on just getting 

bigger, as ISS was known for before the takeover. 

The operating margin is priority number two. ISS focus much on an improved 

relationship between sale and operating costs. This again shows that ISS does not focus 

as much on the growth in revenue but more on keeping their costs down and thereby 

improving the profitability. However even though this has high priority they have not 

succeeded to improve this from 2006 to 2010, it has stayed unchanged at 5.8%. 

The third priority – organic growth shows that they are more focused on profitability 

than just increasing the revenue. The easiest way to increase the revenue is through 

acquisitions. The acquisitions growth has fallen from 15% in 2006 to 0% in 2010, with 

only one acquisition – a service provider in India. However the organic growth has fallen 

from 5.5% in 2006 to only 0.6% in 2009 – which is reasoned with the financial crises – 

in 2010 the organic growth has been on 3.5%. 

In chapter 5 I will go much more into the financial part of ISS. 
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Chapter 4 - Strategic Analysis 

As mentioned in the methodology section the strategic analysis will describe the non-

financial value drivers in ISS. This will generate a better knowledge of the company and 

the business industry it operates in. Whereas the account statements provide insights to 

the past (I will analyze this in the following chapter), this analysis will examine the 

situation as it is now, and thus provide valuable insight in how ISS will manage the 

upcoming years, which I will use in the budgets. The analysis will consist of three major 

parts; the macro part concerning the external environment of ISS, the meso-analysis 

which concerns ISS’s interaction with the industry, and a micro-analysis to analyze the 

internal situation of ISS. 

4.1 PESTEL-analysis 

In the macro part of the analysis a PESTEL-analysis will be elaborated. The analysis will 

investigate which political, economic, social, technological environmental and legal non-

financial drivers that influence the value creation in ISS. These factors from the external 

environment are components that ISS cannot influence; they can only adapt and manage 

themselves against these factors. The political and legal components will be examined 

together, as they have connecting features.  

Within the six areas of the PESTEL, the most influential factors on ISS will be identified. 

The PESTEL-analysis has a broad scope over the macro-economic factors, but the scope 

is not enough to describe the factors from the surroundings that they influence. 

Therefore I also conduct a Porter’s Five Forces-analyze, which describes factors from the 

surrounding industry. Figure 4.1 shows the PESTEL-model. I will examine each factor in 

the following. 
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Figure 4.1 – Own creation  

4.1.1 Political and Legal Factors 

ISS operates in 53 countries and thus they are subject to many different kinds of laws 

and regulations. Laws and regulations should of course be respected, which means that 

the company needs to adjust their activities, so they are coherent with the country’s 

rules however, a change in the country’s laws and regulations can also effect ISS both 

positively and negatively, and thus their expenses related to their activities in these 

countries.  

In each country ISS has a management who tries to act according to local rules and 

regulations. This decentralized business model is an advantage for ISS, because they 

gain a greater knowledge of the different countries in which they operate. A centralized 

management might have difficulties overlooking the rules and laws of 53 different 

countries. For ISS it is important to hire the right kind of people for management 

positions. 

78% of ISS´ revenue in 2010 came from European markets26. This is a significant part of 

their total revenue, and due to the recession, they have experienced loses in these 

markets cf. the paragraph on economy and demography. When ISS loose contracts with 

companies, they are quite flexible with regard to their workforce, as the employees can 

be transferred to another company, if the new job is within the same area of expertise 

and the same geographical area. This provides ISS with a quite substantial amount of 
                                                        
26 ISS 2009 p. 8 
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flexibility. If regulations should be developed within this area against this transferability, 

it would have a negative impact on ISS. 

Many EU regulations have had a positive effect on business, trade and industry, because 

the markets are now more homogeneous, with common legislations and open markets. 

This openness and homogeneous effect have made mergers and acquisitions more easy 

– something that ISS has benefitted from with the expansion strategy that they 

implemented during the last decades. With the expansion of EU to the east, where ISS 

has fewer activities (compared to other parts) there is an opportunity for growth and 

have the same activity level as in the Western Europe. Globally, the world is 

considerable more open for trade and foreign investments, which could provide ISS with 

even more growth potential. ISS is now following the BRIC countries very closely, as 

they see opportunities there and the positive political developments have also made 

these markets more attractive.  

In especially the low technology services, primary within cleaning and property services, 

there is a threat of unauthorized and illegal work practices by competitors. This can be 

by using questionable workers with works under minimum wages and without the 

standards that ISS keeps. This can threat ISS and they are thus dependent of legal 

systems that work in order for this problem not getting too extensive. 

4.1.1.1 Outsourcing 

If there is one thing in the last 30 years that has been important for the growth of ISS it is 

the outsourcing, especially in the UK as I described earlier. Through the liberalization in 

several countries the market for outsourcing has been expanding. ISS considers the 

market more volatile than the rest of the free market as it is impacted by political 

decisions, the public opinion, which again is highly influenced by the media, and the 

actual results that are experienced27. 

ISS sees the public sector as an important customer in many countries. However, the 

government might choose to regulate against privatization and outsourcing, which will 

have a negative effect on ISS. This happened in the 1980s when Margaret Thatcher 

privatized a large part of the public sector and outsourced cleaning. Back then ISS was 

                                                        
27 ISS 2004 p. 43 
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quick to respond to this regulation and benefit from it, and thus gain a significant market 

share in the UK28. 

Within the private market facility service is more widespread than in the public. The 

main reason for outsourcing is saving money. From the 1990s and forward companies 

also tended to have more focus on core competences, instead of trying to do all kinds the 

functions and business themselves.  

Research29 shows that almost all players on the Nordic market – both private and public 

– has passed the first phase, meaning that they outsource some services to one or more 

service providers, normally to more than one. It is primarily within cleaning, security, 

property, catering and renovation30. The reason why outsourcing has become so popular 

is the economic advantage, but also the better quality and service and the possibility to 

focus on their core competence instead of support services31.  

The second phase is the coordination of the services – the IFS. This is not state-of-the-art 

yet, but is becoming more and more used32. It might be cheaper to buy services from 

individual providers, but it requires more resources and increases the risk of sub-

optimization. This research has only investigated the Nordic region, and as ISS is doing 

business in many other countries than the Nordic, where the IFS are not as developed.    

The markets are not identical; however this provides ISS with opportunities to create 

growth by developing IFS in other regions. 

4.1.1.2 Tax 

Tax is an important factor for all companies, because it has a big influence on the 

economic results. As described earlier, ISS is very high leveraged, and therefore has a 

lower tax payment. However the Danish government has implemented laws to limit how 

many expenses it is possible to deduct, which has made the tax payment higher. From 

2008-2010 it has influenced the efficient tax percentage with 10.1%, 14.1% and 8.6% 

respectively. 

                                                        
28 History about ISS 2005 p. 11 
29 http://www.coor.co.uk/Templates/Page____12315.aspx 
30 http://www.coor.co.uk/Templates/Page____17543.aspx 
31 http://www.coor.co.uk/Templates/Page____12315.aspx 
32 http://www.coor.co.uk/Templates/Page____15473.aspx 

http://www.coor.co.uk/Templates/Page____12315.aspx
http://www.coor.co.uk/Templates/Page____17543.aspx
http://www.coor.co.uk/Templates/Page____12315.aspx
http://www.coor.co.uk/Templates/Page____15473.aspx
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Another factor is that ISS has paid double taxes on their business in France and Spain. 

On January 1st 2008 the tax agreement between Denmark and Spain/France ended, but 

ISS paid 33.3% in taxes on their gross income in France, and 24% on their gross income 

in Spain (ISS 2009:22), as well as paying taxes from this in Denmark. From January 1st 

2010 the agreement has changed, so they now pay taxes of the net income in France and 

Spain however. They are two rather large markets, so when ISS paid double taxes the 

efficient tax percentage gets significant higher.  

This shows that ISS, as well as other multinational companies, are dependent on 

cooperation between Governments, to make agreements on e.g. the tax area in order to 

make it possible for companies to do successful business. But the above mentioned 

situation demonstrates that EU and the Member States need to improve this area. 

Primary these factors have made the efficient tax very high in ISS compared to the 25% 

that is the company tax rate in Denmark. In the period 2008-2010 it has been on 51.8%, 

60.4% and 42.4% respectively.  

4.1.2 Economic Factors  

The economic development in Denmark and in the rest of the countries, where ISS 

operates has a high impact on their earnings. The demand for facility service often 

follows the economic situation in each country, which can be seen in the development of 

GDP. The financial crises, which hit the world in autumn 2008, have left its marks on ISS 

as well as on most other companies. When the general activities slow down, ISS of 

course are influenced by it, but not as much as most other sectors, since the service 

business is rather defensive.  

Even in a financial crisis the services that ISS provides cannot be dispended, so if the 

clients try to reduce costs by not using ISS, the clients still have to get it done in some 

other way. The lack of organic growth is due to either their clients’ shuts business down, 

cut down on activities or chooses another solution. For ISS it is partly about re-

negotiating the contracts, so their clients do not choose other and maybe cheaper 

solutions. The other part is of course getting new clients, either from competitors or new 

clients, who have not outsourced parts or the whole of their non-core businesses. The 

main reason for the lack of growth in 2009 is a big drop in revenue in Europe33. The 

                                                        
33 ISS 2009, p. 17 
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activity level in Europe has lowered significantly, because of the financial crisis, and this 

has had a negative effect, because Europe is as mentioned before the largest market for 

ISS. 

ISS is geographically present in 53 countries in many parts of the world and this can 

imply a smaller volatility in their business, when a crisis strikes. Despite of the financial 

crises, they succeeded in creating organic growth, because of their presence in Asia, 

Latin America and North American, where they have had positive growth. This more 

than compensates for the drop in revenue in Europe, especially in Eastern Europe. 

Particularly, China has performed well during the crisis, and has a large part in the 15% 

growth in Asia in 2009. Also Latin America showed satisfying growth, with an increase 

of 10% in profit, and organic growth of 12% in 2009. In total ISS obtained positive 

growth in 2009 (0.6% organic growth) which shows the fact that they not were hit as 

bad of the financial crisis that the average company. 

In 2010 the growth has continued to be very high with 48% in Latin America and 31% in 

Asia. A part of the growth comes from currency displacements, but even without these 

the organic growth has been 13% in Asia and 29% in Latin America34. These parts of the 

World have recovered quicker from the financial crisis than the western world, and this 

has benefitted ISS as well.  

 ISS believes that they in the years to come will be able to continue their growth in these 

markets. Jeff Gravenhorst has announced, that they will continue with their investments 

in these markets where the growth is the highest35, in order to continue to experience 

growth in the coming years. This strategy is also shown with the new presence on the 

Indian market where they have had made a massive venture on pest control and 

security, and have more than 50,000 employees, all this is accomplished within a few 

years36. India has had an enormous growth in recent years. This situation is similar to 

China, a very big market where ISS is expecting the growth to continue in the years to 

come. 

Another aspect is the ageing population in the western countries where ISS has most of 

its turnover. The ageing population needs and demands care. In the welfare society that 

                                                        
34 ISS 2010 p. 15 
35 Dagens Industri 25th October 2010, p. 1 
36 Udenrigsministeriet 30th October 2010 
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most countries in the Western world have, this facilitates additional work in the 

businesses that ISS operates in. Furthermore the public sector in these countries will 

come under pressure to become productive and efficient, and this can lead to even more 

outsourcing in order to fulfill this goal. This is of course an opportunity for ISS. Already 

in the coming years a large part of the population will start to retire, being the ones from 

the big baby boom in the post - Second World War years. 

In order to meet the high standards and a high performance it is important to have a 

high degree of employee loyalty. In the business in general the turnover of employees is 

high37. ISS is aware of this and pursue strategies in order to retain the employees. After 

the financial crises the unemployment rate has increased all over the world and, this has 

made it easier for ISS to attract skilled employee, as ISS tends to use. However, in the 

near future lack of skilled employees will become a problem in many countries in the 

western world due to the change in demography described above. These socio-economic 

factors can lead to a pressure on the salaries in order to re-skill and attract qualified 

employees. 

4.1.2.1 Currency risk and Interest rates risk 

The currency risk has three different subcategories.38 The most significant is the 

translation risk, which occurs when translating the economic results from other 

currencies to DKK. Since ISS has the great majority of their business outside Denmark, 

this can have a huge impact on the results, how the DKK moves toward other currencies. 

The Danish currency however is tight up to the Euro (with a maximum span of 2.5% in 

each direction), which somewhat lowers this risk. In the future most likely a significant 

part of the growth will come from countries outside Europe, and thus this risk will be 

higher. 

The second type of currency risk is the transaction risk, which is basically cash flow risk. 

This is typical, when production and delivery costs are not in the same currency. This 

often happens when it is done in different countries. This risk is not significant for ISS, 

because the services that ISS deliver are produced in same country and same currency. 

Only imported products can give some kind of risk to ISS, but this must be stated as 

minimal. 

                                                        
37 ISS 2009, p. 34 
38 http://www.financial-domain.info/types-of-currency-risk/ 

http://www.financial-domain.info/types-of-currency-risk/
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The last type of currency risk is the economic risk. This is an overall measure of the 

currency risk, focusing on the present value of future cash flows. If the cost inflation is in 

line with the general inflation there is no economic risk, but this not very often the case. 

The best way to deal with this is to finance operations in the currency where the value is 

most sensitive. In the ISS case this is of course Denmark, and the most part of the debt in 

ISS is in DKK or Euro39, so this risk is quite small.  

To manage the interest rate risk, ISS uses fixed-rate bonds and derivatives such as 

interest rate swaps, where a part of the interest payments on the senior notes (which is 

the major debt facility) have been swapped from floating to fix rate. According to the 

senior note agreement at least 50% of the long term debt and bonds must carry fixed 

interest rates40. Therefore the interest rate risk is evaluated as low.  

4.1.2.2 Market condition 

The market conditions are very important for a successful sale of ISS. ISS already tried in 

2007 to pursue the possibilities of entering the stock exchange once again. The financial 

crises in 2008 put a hold to that since the price they could get under these market 

conditions was not favorable for them. In autumn of 2010 two other big companies 

which were private did enter the stock market. Pandora, a jewelry company, which 

partly is owned by Axcel, a Danish Private Equity company, and TDC which just like ISS, 

was bought by private equity funds in 2006.  

Both companies were successfully introduced on the Danish Stock Exchange, and 

Pandora has after the IPO performed very well and has outperformed the market in the 

first months. TDC did however not perform well after the PE owners sold out their 

shares, but still they managed to get the sales carried out successfully. 

PriceWaterhouseCoopers sees good prospects for IPOs in 2011, based on a quadrupling 

of the total value of IPO in the 4th quarter of 2010 compared to the third quarter41. 

Furthermore the activities from PE funds according to Ernst & Young42 show a high 

increase in 2010 compared to 2009 both in entries and exits. Altogether signs of good 

                                                        
39 http://inv.issworld.com/facilities.cfm 
40 ISS 2009 p. 105 
41http://www.sydinvest.dk/nyheder/finansnyt.aspx?Action=1&NewsId=11464&currentPage=11&PID=9258&t=IPO/  
PwC:+Gode+udsigter+for+b%C3%B8rsnoteringer+i+2011 
42 http://www.ey.com/DK/da/Newsroom/News-releases/pm_kapitalfondene_er_tilbage_paa_banen_200410 

http://inv.issworld.com/facilities.cfm
http://www.sydinvest.dk/nyheder/finansnyt.aspx?Action=1&NewsId=11464&currentPage=11&PID=9258&t=IPO/%20%20PwC:+Gode+udsigter+for+b%C3%B8rsnoteringer+i+2011
http://www.sydinvest.dk/nyheder/finansnyt.aspx?Action=1&NewsId=11464&currentPage=11&PID=9258&t=IPO/%20%20PwC:+Gode+udsigter+for+b%C3%B8rsnoteringer+i+2011
http://www.ey.com/DK/da/Newsroom/News-releases/pm_kapitalfondene_er_tilbage_paa_banen_200410
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market conditions for ISS to transform into a public held company on the stock 

exchange.  

Recently there has however been turbulence in several Arab countries as well as the 

catastrophe in Japan, which has made the markets more volatile, this has made ISS 

suspend the IPO (more on this in chapter 9). This shows clearly how important timing is 

in these situations.  

4.1.3 Social Factors 

ISS depends on a good reputation in the public eye. A large part of their business 

consists of cleaning, food and safety areas where people demand a high standard. If ISS 

does not meet these standards, costumers are likely to choose a different provider. If 

diseases are continually spread on a hospital where ISS cleans, or an entire company 

gets food poisoning from ISS catering, it will hurt their reputation. This happened in 

2004, when Danish Crown and ISS got caught in a cleaning scandal. ISS used a lot of 

resources to prove themselves as not guilty, and it worked to some extent, as they got 

through the scandal relatively easy. 

4.1.4 Technology Factors 

The majority of the services conducted by ISS are performed manually. There is one 

system that is crucial for ISS and that is the internal computer system that links all of 

ISS´ divisions together. A large amount of information about customers, workers and 

communication between them and the management is in this system. To protect 

themselves from breakdowns and viruses ISS have outsourced their computer system to 

the computer science corporation CSC on a 10 year agreement which started in May 

200343.  

Another aspect of technology is innovation. Even though most of the work is conducted 

manually, machines might do a significant part of a job function in the future. It can be 

some of the cleaning functions, but also in the security and support businesses, more 

and more activities can be performed by machines. This might mean that the companies 

can provide their own services in these areas instead of using ISS.  

                                                        
43 http://www.issworld.com/press/news_stories/Archive_-_News_Stories/Pages/iss_and_csc_sign_pan-
european_agreements_on_outsourcing.aspx 

http://www.issworld.com/press/news_stories/Archive_-_News_Stories/Pages/iss_and_csc_sign_pan-european_agreements_on_outsourcing.aspx
http://www.issworld.com/press/news_stories/Archive_-_News_Stories/Pages/iss_and_csc_sign_pan-european_agreements_on_outsourcing.aspx
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4.1.5 Environmental Factors  

Environmental factors such as climate changes can have a positive impact on the 

business that ISS operates in contrary to most businesses. With more extreme weather 

as most meteorologists thinks will be seen in the future there will be e.g. more damage 

control and plumping service as well as other property services. It may even create new 

business opportunities for ISS in new areas in supporting governments and companies 

in preventing the effects from climate changes. 

The reputation is also influenced with environmental policies, which ISS states that they 

have44. With the big scope that ISS does business in, ISS operates under many 

challenging environments. With a decentralized organization these policies are 

therefore very important in order to maintain the standards. Especially in Europe there 

is a focus on keeping a healthy environment, with huge reputation consequences if the 

standards are not met.  

4.1.6 Summarization on PESTEL analysis 

The PESTEL-analysis shows that it is the economic and political/legal factors are the 

most important for the value creation at ISS. That economic factors are important is no 

surprise since the macroeconomic development has a big influence on most companies’ 

ability to create value. This is best shown with the financial crises that has somewhat 

meant a lot for the economic results in ISS, even though the worldwide dispersion on 

several markets has compensated for this and had led ISS better through the crises than 

many others. In the years to come ageing in the public is a good opportunity for ISS 

because it increases the market. Most of ISS employees are in the low income and less 

skilled group and the turnover of employees are high. With the change in demography in 

near future in Western Europe it can lead to difficulties in finding sufficient employees, 

and that can be threat to the quality of the work, and also lead to higher wages. 

With the dispersion the currency risk increases with especially the translation risk as 

the dominant. The economic factors also influence the market condition for when the 

current owners can receive the optimal price on a sale.  

The political and legal factors are as stated the other important factor for value creation 

in ISS. Most of the revenue comes from EU-countries and thus the legislation here is 
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important. With the expansion of EU ISS has easier access to more countries, which they 

have taken advantage of. Also in other parts of the world as China and India, as well as 

South America political stability and deregulation has made it possible for ISS to expand 

here. Outsourcing in both private and the public sector has been and still is important 

for the future growth in ISS. Especially in the public sector there are still lots of potential, 

as in many countries outsourcing of welfare services and other services are still not 

outsourced. Here political benevolence is crucial as it were in the UK in the 1980ies. Tax 

is another important factor. Both the level of it in general and that the companies have 

agreements so companies can avoid double taxation, which ISS had in France and Spain 

in recent years. 

Less important, but still with a role in the value creation is the social factors. The 

reputation in the public is important, especially when going in to the public market. The 

technological and environmental factors are less important to the value creation in ISS. 

The development of more advanced technology in the future can turn out to be both an 

advance and a disadvantage. The environmental challenges that the world faces in the 

future is a supposing advantage for ISS, because it creates market opportunities and 

expand the existing market. 

4.2 Porter’s Five Forces 

The facility-service business in which ISS is present has influence on ISS´ ability to create 

revenue. In 1980 Michael M. Porter made figure 4.245. 

                                                        
45 http://www.berg-marketing.dk/GIF/five_forces.gif 
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Figure 4.2 

The figure explains how 5 market forces within a business have influence on the firm. 

There is a constant rivalry going on in the business, where the suppliers, buyers, the 

threat from new competitors and the competition from substituting products plays a 

part in ISS creating of value.  

Porters Five Forces is not to be used on a specific business, so there is no unique 

advantage in using this model. But I find that this model is the best, hence there is no 

model describing the competitive situation in the facility-industry. This model does not 

take internal affairs into consideration, therefore a Value chain will be developed later.  

4.2.1 Competition amongst existing companies in the business 

The environmental business where ISS are represented is very fragmented. Both 

concerning the different services that ISS provides and in the different markets. It is 

impossible in this analysis to examine all parts and sub-sections in all parts of the 

different businesses.  

Cleaning amounts for 51.8% of the revenue in 2010 in ISS, while property services stood 

for 19.7% and they are thus by far the most important areas. But it is also here that the 

market conditions are most difficult, because there is close to perfect market conditions 

in these areas – at least with regard to traditional cleaning and most of the parts of the 
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property service. This is mainly due to the low entry barriers (see 4.3.4) and the fact that 

it is a low skilled and manual work.  

In the 1990’s and the beginning of this century ISS became a very big player in the 

cleaning business and also property services primarily through acquisitions. However 

the economic results and thereby the development in the share price was not very good. 

The new owners make more emphasize on the other businesses. The cleaning part stood 

for 65% in 2004 while property services were 24% of the revenue, so the declining has 

been significant in only 6 years46. Even though ISS has made many acquisitions there is 

still a lot of small cleaning businesses and property support companies on all the 

markets where ISS is present, and on many of them the public institutions do not use 

private companies at all.  

The growth in the last years has thus been in the other business areas. Within facility 

management there are two kinds of competitors – the one that only do facility 

management, and therefore do not offer their own labor to fulfill the needs that the 

different companies have and the other, who like ISS, fulfill all or most of the different 

needs that the customers have itself. Facility management stands for only 4.3% of the 

revenue in 2010, but it leads to growth in the other areas as well, because when ISS gets 

a facility management contract other areas in ISS benefits, because the customers 

channel all their needs to ISS. Within this area the completion comes from other big 

companies within the service industry such as; Serco, Rentokil and Compass Group. 

With IFS ISS can offer more services and thereby link their customers closer, by taking 

over all non-core services, and at the same time become more cost efficient and thereby 

more competitive. In other words ISS has moved from only focusing on economic of 

scale to focus more on economic of scope. Furthermore they increased their focus on 

multinational customers and have adjusted their organization accordingly by local 

leadership, operational board and so forth as described earlier. 

Looking specific at the competition in the other areas Sodexo is very big in more than 

one of the businesses – especially in the catering sector they are very big. Catering 

stands for 9.5% of the revenue in ISS (6.5% in 2006). But also smaller local companies 

have a part of the market share.  

                                                        
46 ISS 2004 p. 56 
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On the security area G4S and Securitas are by far the biggest competitors. The security 

stands for 7.1% of the revenue of ISS in 2010 (4.4% in 2006). The intensity of the 

competition in the business is therefore not so high, and this is an area where ISS can 

benefit from IFS. 

Support services stood for 7.6% of the revenue in ISS in 2010 (5.3% in 2006). Compass 

Group and Rentokil are very big on this area, and have showed steady progress during 

the recession and have all been acquiring new business in Europe.  

In appendix 1 a presentation of the peer group companies can be found.  

4.2.2 Bargaining power of buyers 

The customer base of ISS vary to some extent, it consists of private and public 

companies in all sizes. ISS has customers like HP, Falck, IBM Argentina and the Financial 

Department of Finance in Holland. None of their customers represent a large percentage 

of the total customer base. But customers around the world in different countries can 

have a huge impact on the different divisions. E.g. UBS is a large and a very important 

client for ISS in Switzerland, if this key customer chooses a different supplier the Swiss 

department might have to close. This will not have a huge impact on the ISS group, so 

when you look at the ISS group the bargaining powers of the buyers are not that 

significant.  

ISS makes single service or multi service contracts. They do this to adjust themselves to 

different companies, so the buyers will only need one supplier in case they need more 

than one service.  

If a company has a contract with ISS that specifies that they only want one service like 

cleaning, they have a good bargaining power. In the case with cleaning it would be very 

easy to change supplier, and therefore one could ‘push’ the price lower. The bigger the 

customer, the more important it becomes for ISS to acquire the customer, to a limit of 

course.  

If the customer is in need of a bigger facility contract covering more areas than one, 

there are not many suppliers to pick from, as seen in the peer group. This gives the 

buyer little bargaining power. If a contract is designed to take care of many areas the 

bargaining power will shift from buyer to ISS. Especially with the IFS condition, where 
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the contract length typically is longer and ISS and the customer are developing a 

partnership.  

4.2.3 Bargaining power of suppliers 

ISS uses more than 5500 suppliers each year. Every division of ISS uses different 

suppliers. ISS wants for all their employees to: 

- Buy from the right suppliers, at the right price, and that the goods are delivered at 

the right place in the right amount and the quality is good47. 

To make sure this happens ISS has made a computer system, which makes sure that the 

1500 people, who buy goods for ISS, are doing it right, and thereby ensuring a 

continuously good quality and price. ISS states that they ensure that they suppliers live 

up the code of conduct in ISS48. This shows that they cannot use too many suppliers, 

because it will take too many resources to check up on them. This also makes it easier to 

secure a homogeneous quality, and make the orders bigger and thereby it easier to get 

volume discounts.  

Looking at the income statement from 2010, it shows that cost of sales is only a little 

more than 6.4 billion DKK out of total revenue of 74 billion. They do not buy that much, 

and taking their large supplier base into consideration it is assumed that it is rather easy 

for them to find new suppliers, if someone would stop supplying them. The bargaining 

power of suppliers is on ISS´ side because they are a very big customer for the suppliers. 

There a several suppliers of many of the products that ISS use, such as cleaning products 

and devices and vehicles.  

4.2.4 Threat of new entrants 

When the entry barriers are low a market will attract more new companies and 

competition intensity will increase. If ISS has to compete with many others, they might 

lose revenue.  

A large part of ISS´ total revenue comes from cleaning and property services. Traditional 

cleaning is an area with very low entry barriers, as it is easy to set up a cleaning business 

all you need is cleaning supplies and a set of hands (some of the cleaning business is 
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more complex than traditional cleaning and here it is harder to enter the market, 

because it takes more skills and more capital to buy the machines). The same can be said 

with property services where e.g. building and ground maintenance can in many cases 

be done just as easy as the traditional cleaning. With easy access to the market, a 

minimum cost of setting up a business and low exit barriers, this business is a good 

place to start up.  

Many people might try out to start a business, and therefore becoming a competitor to 

ISS for a period of time. As described in the PESTEL analysis, unauthorized companies or 

companies that use illegal labour is especially in emerging markets a potentiating factor 

to this. At the same time the market is homogeneous and the mobility is also high. This 

makes it somewhat close to perfect competition. This means, it is hard to make this 

business profitable.  

ISS has its size as an advantage over the large amount of minor cleaning and property 

businesses, but this factor is only an advantage with larger clients and in the public 

sector. With small businesses, which have small needs ISS does not have an advantage 

from their size and the fact that they offer other services as well. This is the situation in 

all markets. These facts make the traditional cleaning and parts of the property industry 

a pretty unattractive business to be in. 

It requires more if you want to start up a business handling catering, support services 

and security. You need more know-how, and bigger investments in machinery. It takes 

more to make food for an entire hospital, or cleaning up after floods than cleaning 

traditionally. But once the entry barriers are broken down there is a better chance of 

getting profit, hence there are not many competitors.  

In facility management the barriers are quite higher because the contracts are longer, 

and because that the company that provides facility management and IFS need to offer 

several business areas. This is somewhat harder for new entrants to compete with, than 

only have to compete with one of the businesses alone.  

With multinational companies the entry barriers are also higher, even when it is only 

traditional cleaning. There is different legislation in different countries and to be present 

in more countries takes much more capital.  
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All in all the entry barriers are low in traditional cleaning, medium regarding the other 

businesses, and high on the facility management and IFS, and with regard to the market 

for multinational customers. 

4.2.5 Threat of substituting products 

The threat of substituting products can be so big that a company has to change their 

product offerings dramatically. Assessing ISS no sudden danger of that happening is 

visible. A service like cleaning or catering is hard to substitute; however the way it is 

done can perhaps be changed. Almost everything ISS does is done manually, and it is 

difficult to see how this will change but, machines may take over, so that ISS no longer 

needs people to clean, but everything can be done automatically.  

The real threat here lies in the fact that companies in case of recession might choose to 

handle cleaning and other areas themselves even though the opposite might as well be 

the trend. From the 1990’ies and forward the tendency has been towards an increase in 

outsourcing, but there is no certainty that this will continue forever. In the future it 

might change and again be more common for companies to do all the processes in the 

company themselves. This might come together with a technological development, 

where more of the processes can be made by machines or even robots. However this is 

not any urgent threat and this might as well be an opportunity for ISS as it can heightens 

the entry barriers.  

4.2.6 Summarization of Porter’s Five Forces 

Through this analysis I have discovered how the competition in the service industry is. 

Mainly, the bargaining power of suppliers and buyers are relatively low. This is due to 

their size, both at country level, and with the presence in so many countries, and with 

the IFS respectively.  

Especially their size has made the bargaining power towards suppliers important while 

the IFS are important when it comes to bargaining power towards the buyers. Threat of 

substituting products is also low, as it seems very difficult to substitute the services that 

ISS provide. At least in the near future cleaning and other services are not going to be 

outdated.  

Threat of potential new entrants is two-sided, with regard to the traditional cleaning 

and property service as a single service in a local area or country there is a very high 



 
 43 

threat, while the threat is significant smaller on the other services. On the IFS the threat 

is low, as the knowledge and capital demands are quite high.  

The competition among the existing companies is also two sided – in traditional cleaning 

and partly on property service the competition is very high, but when I look at the 

number of companies which offers more or less the same as ISS does on the most 

important markets there are two big competitors – Rentokil and Compass Group.  

4.3 Internal value creation in ISS 

Internally ISS creates value for themselves as well; this value is being created without 

interference from the surrounding world. ISS do not have tangible products to which 

they can add value, but they have services in which they can increase value. The chain of 

activities adds more value to the services, and will create more profit for ISS. ISS has 

made its own value chain presented in figure 4.349. 
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This business model is used in all of ISS´ divisions. Each division manager has a duty to 

report how he or she follows the model. The basis of the model is like an ordinary 

Service Profit Chain model. 

The value chain starts with their business platform, where the strategy of ISS is 

described. This strategy “The ISS Way” states that ISS should lead globally as well as 

locally and constantly fulfill customer needs. To make sure this happens, they use a 

decentralized management model with local managers, 95% of all managers are from 

the local community50.  

Service concept: ISS offers single and multi-services as well as IFS. ISS focus on tailoring 

services so they match each customer no matter where they are located. This is a great 

way for ISS to create value. Due to this employee satisfaction is very important. ISS has 

therefore implemented a series of rules and values for their employees to follow. This 

ensures that both customers and employees are happy which of course can lead to 

longer relationships with both. The contracts in IFS is normally longer than on the single 

                                                        
50 ISS 2009 p. 67 

Figure 4.3 – The Value Chain of ISS 
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and multi-service contracts which not only benefits financially but also that employees 

can stay longer in the same place, and thereby get more efficient and also more satisfied. 

ISS has trouble in this area where only 61% of employees has been more than one year 

in the company while it in 2004 69% with a falling tendency all years51. The number of 

fulltime employees has however gone up from 57% in 2004 to 73% in 2010. The service 

industry has generally a high turnover of employees but it is surprising that the 

turnover in ISS has increased in year where a smaller and smaller part of the activities 

comes from business with less skilled employees and most manual work, where the 

highest part employees has the job as a secondary or short time job between other kinds 

of jobs52. 

Values of services are perceived different from each customer. By making service-level 

contract ISS tries to eliminate any misunderstanding between what customers expect 

and what ISS delivers. Meaning that ISS will know exactly what the customer wants. ISS 

does this, because success is linked to the satisfaction of the customer. If this value chain 

is followed, and they create value for their customers, it can lead to more profit. Maybe 

customers hear about the good reputation of ISS and want their services as well.  

ISS has primarily grown through acquisitions, which has created and still does a huge 

customer base. Every time ISS make a new acquisition the value chain must be 

implemented, so ISS can profit from their new business. ISS uses a lot of resources to 

identify the right companies to acquire, meaning a lot of research of different businesses 

in different countries. The most important criteria for ISS are whether their services are 

needed.  

They now think they are in the right markets with the right size and the right products, 

and thus the focus now more are on organic growth through improvement in 

profitability instead of growing through acquisitions which has lowered the profitability 

because of high integration costs and write downs on goodwill.  

4.4 SWOT 

SWOT is used here to conclude on the strategic analyses and it will give a 

comprehensive view of the strengths, weaknesses, opportunities and threats in ISS. The 
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internal factors show the microeconomic matters, while the external shows the 

macroeconomic matters that ISS has no influence on. The different factors in each box 

are prioritized with the most important first. The most important factors are described 

more thoroughly in the following paragraphs.  

Strengths (Internal) Weaknesses (Internal) 

1. Market leaders in several 

countries 

2. Offers several services 

compared to competitors 

3. Bigger attachment to customers 

through IFS 

4. Economic strength to make 

acquisitions 

5. Strong bargaining power to 

suppliers 

1. Big part of revenue comes from 

two divisions (cleaning + 

property) where competition is 

high 

2. 84% of revenue from one region 

(Europe) 

3. High (and increasing) employee 

turnover 

4. Decentralized organization 

 

Opportunities (External) Threats (External) 

1. Presence in growth countries  

2. Development in outsourcing 

trend both in public and private 

sector  

3. More multinational contracts 

4. Trend toward more outsourcing 

in both public and private 

sector 

5. Demographically change with 

more older people in Europe 

 

1. Low economic growth in 

Europe 

2. Low entry barriers in major 

service business 

3. Risk of bad cases, and  bad 

reputation in consequence  

4. Difficult to find qualified labour 

5. Bigger currency risk because 

bigger parts of revenue comes 

from other currencies 

 

 

 

4.4.1 Internal Environment 

A competitive advantage and thereby a strength for ISS clearly is their size, which means 

that they have the economic power to acquire many companies. Both direct competitors 
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but also to get into new markets. This has been a clear growth strategy for ISS and has 

had the consequence that they today are market leaders on several markets. ISS focus 

much on that they companies they buy quickly get integrated, so they can start profiting 

from them as fast as possible. Before 2005 they had problems with that, which meant 

that the organic growth suffered. 

The size and range of business areas does also mean that ISS can offer big IFS contracts, 

where they take care of everything in their customers’ business that does not have to do 

with their core business. At the same time they can operate with the same customer in 

several countries, as they do with more multinational companies. The contract here are 

not only larger but normally also longer and more profitable.  

With the broad range of services they now offers they have a good opportunity become 

market leaders in IFS. No one of their competitors (see appendix 1 for the peer group 

presentation) offers the same broad range of services that ISS does. Their big presence 

in cleaning and property services gives good opportunities to expand their business to 

the customers with other services. By already having a contract with the customer this is 

somewhat easier to do than without any contact. The more focus on organic growth thus 

make good sense because they stand in a good position to gain market share in the years 

to come. 

With presence in so many different countries local leadership is very important. It is a 

big challenge to get new strategies implemented in all parts of the company. It can be 

difficult to manage such a big company where all countries have their own local 

management. The implementation of the present strategy “The ISS Way” therefore take 

longer to get implemented that it would in a smaller company.  

Both when it comes to demography and in the sector ISS are dependent of one region 

and branch, meaning that they have a very big part of their revenue in one region and 

this can be a weakness because of the risk of bad performance in this sector or region 

can have big influence on the results. This has already been in seen with the financial 

crises where Europe where hit harder than the emerging markets which had big 

influence on the performance. With cleaning it can also be seen that hard competition 

can influence the results. ISS is in both cases doing much to improve this by big growth 
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in emerging markets, and by using their big presence in cleaning to expand with other 

services or even make IFS-contracts.  

The decentralized organization and the high turnover in employees is other weaknesses, 

but the first is necessary in order to meet the different customers’ demands in very 

different cultures, and the other is a general weakness in the business. High turnover of 

employees is something that ISS has to focus on in the future, because the employees are 

the key to sustain the high standards that ISS carry, and with increasing turnover, the 

risk of bad cases also increases. 

4.4.2 External Environment 

Externally ISS has good growth opportunities in Latin America and Asia, where they 

already are present, and in recent years has had big progress. Both have come faster 

through the financial crises than the rest of the world, so here does ISS stand good 

chances of building a big business. Nordea believes in their growth assumptions that the 

so called BRIC53-countries are going to stand for more than half of the growth in the 

world in the years to come54.  

The threat can be in the public sector if the governments are reluctant to outsource the 

business where ISS operate from public to private. This is a threat which also can 

become reality in the many western countries, where there is a lot political discussions 

about this issue. 

Another threat is that especially on the traditional cleaning area and support area there 

are low barriers for entry and exit. Together they stand for more than 70% of the 

revenue in ISS (included advanced cleaning) and are by far the largest segments. The 

low barriers results in low profit, which of course leads to low organic growth and 

thereby bad economic results. The same can be sad about most of the other segments, 

but in a smaller extent, because the barriers are somewhat higher.  

Even with the financial crisis, ISS has been able to achieve growth both organic and by 

acquisitions. Their strategy with acquisitions and big spread all over the world, and the 

ability to adapt to the local market conditions and individual customer, has made ISS the 
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biggest company in the business and one the biggest in the world measured in number 

of employees.  

Another challenge can be that it can be difficult to get qualified labour when the 

populations get more educated and more opportunities of better jobs. This has already 

been seen in more Western countries before the financial crisis. With changes in 

demography this can be a more serious threat in the decades to come, but the changed 

demography is at the same time a good opportunity as it widens more of the market that 

ISS are in.  
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Chapter 5 - Accounting analysis 

This chapter will enlighten those historical financial value drivers in ISS, which are the 

underlying factors for the economic results and cash-flows. Only by knowing where ISS 

are today I can make a meaningful budget, which is the foundation the valuation is based 

on.  

The value of ISS comes from two things: operating activities and financial activities. To 

find the income from the operating activities I will reformulate the income statement, 

the balance, cash flow statement and the equity statement, these can be seen in 

appendix 2. The operating activities are the main source to future valuation, while the 

finance activities explain how the operating activities is financed. In order to be able to 

calculate the most correct key figures in the profitability analyses, the reformulations 

are necessary, because they will provide the analysis with a more clean result when I 

divide the operating and financing activities.  

After the reformulations I will make a profitability analyses, and here I will use the 

numbers found in the reformulated statements. I will therefore not comment on the 

numbers before that part. 

5.1 Validity of the annual reports and applied accounting policies  

To give a thorough analysis, which consist the entire ownership period, I have used the 

financial statements from 2005-2010.  ISS Holding was started in March 2005, so the 

numbers from this year is not from a full fiscal year. 2010 is the last whole fiscal year, 

where the annual reports are published. The statements are all signed by the board, the 

group executives, and the auditors without comments. This indicates that it gives a 

rightful picture of the assets and liabilities, as well as the results and cash flows.  

In the period ISS has changes from Danish accounting policies to IFRS. However, ISS has 

incorporated IFRS in the old reports also, so there are no problems in comparing the 

numbers between the different years. Besides that, there are only been smaller changes 

in the accounting policies in the period, and nothing which I find will have any influence 

on the analysis. To ensure that the validity is high, I have in each year used the reversed 

number from the later annual report to double check the numbers, and see whether 
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there have been made changes from year to year. I have not found anything that 

suggests that except small changes in 2010 which I have commented on under each 

reclassification. 

The reclassifications and comments to them can be found in appendix 2. 

5.2 Profitability analyses 

The profitability analysis is based on the key figures of ISS. Those are calculated based 

on the reformulated statements that I just have presented. It is based on the years 2006-

2010, since 2005 not is useful, since it was the first year of ISS Holding, and therefore no 

“previous year” exists. I could have done the calculations without, but then they are not 

fully comparable with the other years, so I have chosen not to.  

The analysis explains the underlying factors that make the statements look as they do. It 

links the ability to make a profit together with the invested capital there is used to reach 

this profit. This is the foundation for the budget that I will make in the next chapter. I 

will broaden the analyses by going down three levels in order to find more specific 

drivers to explain why the profitability has developed as it has. The DuPont-model 

(figure 5.1) shows how the analysis is linked.  
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Figure 5.1 - The Extended DuPont Model 

5.2.1 Return on Investment 

ROE (Return on Equity) is the overall profitability goal, because it shows the ability to 

remunerate the owners invested capital. The development is depended on the ROIC 

(Return on Invested Capital) and the financial value drivers. This means that if ISS had 

no debt, there would not have been any financial value drivers, and ROE would give the 

same results as ROIC.  

As stated earlier, ISS has very high debt, with a ratio in 2010 of more than 95%. This can 

be seen in figure 5.2, which shows that the difference between ROE and ROIC. From 

2006 to 2009 the debt had a negative influence on the ROE – which can be seen on the 

negative spread. This was significant in these years, and with the high financial gearing 

(FGEAR) the ROE was very negative especially in 2008 and 2009. In 2010 the situation 

however was very different, as the ROIC grew from about 2% to more than 6%, and at 

the same time the SPREAD was positive. All this together gave a great change to ROE so 

it went from -45% to almost 15%. I will go into the reasons in the following paragraph. 
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Figure 5.2 - Own creation  

5.2.2 Level 1 - ROIC 

ROIC is the overall profitability goal for the operating part of ISS. It shows to which 

extend ISS is able to create profit on its operation. Generally the ROIC is not very good 

any years, which is either caused by a low margin (profitability) or too high net 

operating activities (NOA) compared to revenue.  

In figure 5.3 it can be seen that the development in ROIC (from operating income) has 

improved from being negative in 2008 to 6.06% in 2010.  In the entire analysis period 

2010 has been the best year. The reasons for the improvements are both an improved 

operating income and an improved relationship between NOA and revenue which I will 

go more into in level 2 and 3. 

 

Figure 5.3 - Own creation  

In fall 2008 the financial crisis came, and this is the main reason for the negative 

operating income, because of huge losses on hedges and foreign exchange adjustments 

of subsidiaries and non-controlling interests. I have therefore calculated the ROIC only 

from sales. Here ISS had a ROIC (sales) on 5.04% in 2008 which is better than the other 

years, except 2007. This shows that the core business was improving until the financial 

crises put an end to it in fall 2008. In 2009 there was a huge write-down on the French 

and Spanish business. This affects both the ROIC calculated. Besides that ISS managed to 

both raise the revenue and lower the NOA in a year with financial crises, which shows 

that they came well through the crises, which can be seen from 2010 numbers. Even 

with the big improvement in 2010 the ROIC is not great, since the cost of capital 

normally is higher, and ISS thus does not create wealth. 

Main Key Figures 2010 2009 2008 2007 2006

ROIC 6.06% 2.10% -0.38% 3.48% 2.83%

SPREAD 0.68% -4.39% -6.45% -2.86% -3.85%

FGEAR 12.86 10.70 6.63 4.94 3.93

ROE 14.76% -44.90% -43.13% -10.63% -12.28%

Level 1 - Operating part 2010 2009 2008 2007 2006

Operating income (OI) 2,042        705          (131)         1,189        888           

Net operating activities (NOA) 33,876     33,545    33,663     35,414     32,903     

ROIC (OI / (NOA (Avg. Primo + Ultimo)) 6.06% 2.10% -0.38% 3.48% 2.83%

Operating income from sales 1,329        897          1,742        2,112        1,265        

ROIC (sales) 3.94% 2.67% 5.04% 6.18% 4.03%
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5.2.3 Level 1 – Financial gearing 

The other part of ROE is the financial value drivers. By gearing the investments the risk 

is higher and the higher gearing the higher risk. The financial gearing in ISS is very high 

and is getting higher over the years as it can be seen in figure 5.4. As described earlier it 

is part of the strategy for the current owners to have a high gearing. Because of the 

losses that ISS have every year, mainly due to the high financial expenses, the equity is 

getting smaller each year. To compensate for this the owners have to inject new capital, 

but they have not done that. The financial gearing is therefore rising every year. 

 

Figure 5.4 - Own creation  

It would not be negative for the ROE, if the SPREAD were positive as it is in 2010. The 

SPREAD is the difference between ROIC and the average interest rate that ISS pays on its 

debt (after tax). When it turns positive in 2010 it means ROIC is higher than the rate that 

ISS pay for their debt and thereby they are leveraged “up” for the first time during the 

current ownership. In all the other years the leverage has been the main reason for the 

bad ROE. The reason for the positive SPREAD is a higher ROIC (as described in 5.2.2) 

and a lower interest rate. If the interest rate was on the level around 6% as it was the 

other years, the ROE would not have been positive influenced, and this shows how big 

influence the debt has on the results in ISS. 

5.2.4 Level 2 

ROIC consists partly of ISS’ ability to create surplus on each invested DKK (profit rate) 

and partly of the turnover speed of the asset (asset turnover rate). The profit rate 

express the ratio between the revenue and the costs, while the asset turnover rate 

express how much turnover the investment in NOA creates.  

Normally companies have to choose between a high profit rate and a high turnover rate 

because a high profit on each asset gives a low volume and therefore a low asset 

turnover rate. Luxury products will have that condition. The other extreme is the 

discount product which has a low margin, but instead has a high turnover rate.  

Level 1 - Financial part 2010 2009 2008 2007 2006

Average Net Financial Liabilities (NFL) 31,278 30,731 30,013 28,409 25,031

Average Equity 2,432 2,873 4,526 5,749 6,377

Finansial Gearing 12.86 10.70 6.63 4.94 3.93

Net financial expenses after tax (NFE) 1,683 1,995 1,821 1,800 1,671

Net financial expenses ( r  ) (NFE / NFL) 5.38% 6.49% 6.07% 6.34% 6.67%

SPREAD (ROIC - r ) 0.68% -4.39% -6.45% -2.86% -3.85%
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As it can be seen in figure 5.5 the profit rate at ISS has been very low in the whole period 

even though it shows big improvement in 2010, which is the best year in the period. 

After an improvement in 2007 it fell in 2008 and became negative and even with an 

improvement in 2009 it is still significantly lower than 2006 and 2007. This has to do 

with the extraordinary costs that I described in paragraph 5.2.1. The generally low level 

tells that ISS in average operates on very competitive markets with low margins. In level 

3 I will go more into the profit rate. 

 
Figure 5.5 - Own creation  

With a low profitability the asset turnover rate needs to be at a high level. They do not 

have high capacity costs, but mostly floating costs e.g. staff costs and this gives a better 

asset turnover rate. The asset turnover rate is showing an improvement from 2006 to 

2010 with improvement in all years with a total improvement of 23.6%. This comes 

from the improvement in the revenue without the NOA has increased in the same pace. 

This shows that ISS has improved their integration of new companies that they have 

bought.  

With the synergies they have kept the development in assets down while the turnover 

has increased. However with the low profit margin the rate is still not great, which can 

be seen in ROIC. A big part of the assets come from goodwill and with the current 

strategy of less acquisitions this will decrease the NOA, and higher the asset turnover 

rate. The current owners focus on integration and organic growth and less on just 

getting bigger by acquisitions.  

5.3.5 Level 3 

To see which underlying drivers there is behind the profit rate and the asset turnover 

rate I will now go a step further. It is important in order to make the most precise and 

conducted budget as possible. At ISS the staff costs is by far the biggest cost. It has not 

changed much in the period. This is not a surprise since that the staff is much tightened 

up to the revenue. It means that every time ISS hire a new employee they can increase 

their revenue with a certain amount. This of course also means that ISS quickly can get 

Level 2 2010 2009 2008 2007 2006

Revenue 74,073     69,004    68,829     63,922     55,772     

Operating income after tax (OI) 2,042        705          (131)         1,189        888           

Profit rate (OI / Revenue) 2.76% 1.02% -0.19% 1.86% 1.59%

Average Net operating activities (NOA) 33,710     33,604    34,539     34,158     31,408     

Asset turnover rate (NOA / Revenue) 2.20         2.05       1.99         1.87         1.78         
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rid of this cost again if they e.g. loose a big contract. This goes for a big percentage of the 

employees, as there of course is a part of it that is in the administration. Here is the 

relationship not as tight. ISS is trying with the facility management to lower the staff cost 

percent of the revenue, as the employees can be more efficient. The sales costs are also 

not changing in the period, as they also are very tighten up to the revenue.  

The efficient tax percent has been higher in 2008-2010 mainly due to double taxation in 

France and Spain and to the limitation to interest deduction in Denmark. This was 

described more closely in paragraph 4.1.1.2. 

 
Figure 5.6 - Own creation  

As mentioned in the previous paragraph the asset turnover rate is improved in the 

period. In figure 5.6 the inverse value can be seen. This tells how much money there is 

tied to operating activities to generate 1 DKK of revenue. In 2010 there ISS uses 0.455 

DKK for every 1 DKK they have in revenue.  There has been an improvement in all the 

years, because of the improved long-term NOA. The working capital55 has been negative 

in all years which mean that the short-term liabilities are larger than the short term 

activities. In short term ISS therefore cannot meet the liabilities. This shows that they 

receive money before they delivers the service to its customers, and is possible because 

of the low inventory they have in ISS.  

5.3 Summarization of accounting analysis 

The accounting analyses shows that ISS has had two years in 2008 and 2009 with not 

very good results, which mainly can be reasoned with the financial crises. In 2010 there 

has been improvement on all parameters, and this show that they have successfully 

gone through the crises. However, in none of the years the results have been showy with 

                                                        
55 Working capital consist of the following items: Deferred tax assets + Other financial assets + Inventories + Trade 
receivable + Tax receivable + Other receivables - Pensions and similar obligations – Deferred Liabilities – Other 
Provisions – Trade payable – Tax payable – Other liabilities 

 

Level 3 - Profitability 2010 2009 2008 2007 2006

Staff costs (in % of revenue) 64.79% 64.90% 64.15% 64.14% 65.06%

Sales costs (in % of revenue) 8.58% 8.76% 8.91% 8.78% 8.81%

Effecient tax percent 45.98% 40.14% 34.38% 18.98% 32.29%

Profit rate 2.76% 1.02% -0.19% 1.86% 1.59%

Level 3 - Assets Turnover Rate

Work operating capital / Sales (0.068)      (0.077)    (0.077)      (0.087)      (0.103)      

Longterm NOA / Sales 0.523        0.564      0.579        0.622        0.666        

Inverse value of ATR (1 / ATR) 0.455      0.487    0.502      0.534      0.563      
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especially low profitability while the asset turnover has improved significantly and has 

been on a more satisfied level. The financial part is the main reason for the big 

improvement in 2010, where they went from much decreasing results due to the 

financial part to increasing results caused by both a lower r and a higher ROIC. 
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Chapter 6 - Budgeting 

This pro forma financial statement shows how I believe the financials will develop in the 

future. The budget is built on the profitability analysis, which gives a retrospect on how 

ISS has been performing in the past. This is done because, trying to figure out how the 

future looks, will be easier when know how the current state is. I will also take the 

strategic analysis into consideration, because it will help determining the development 

in the years to come.  

As described earlier ISS will go public in the near future. The price the present owners 

can get for ISS will not reflect what ISS is worth to them, but what ISS is worth to the 

new owners. Because of that and because of it being more correct to look forward 

instead of backward when doing the budget, I will use a WACC (Weighted Average Cost 

of Capital) I calculate for the new owners in chapter 7 in the budget. The WACC is highly 

influenced by the debt in the company and I assume that this will change dramatically. 

Public traded companies do not have the same easy access to equity and without the 

active ownership the distance between the owners and board and management get 

bigger which means shareholders will demand a higher return on their investment. The 

prerequisites I make can be seen in the paragraph on financial gearing and budgeting of 

r. 

6.1 Budget period 

Theoretical value assessment methods are based on discounting cash flows for infinity. 

This however will take far too long. It is not possible to say exactly how long the budget 

period should be, but the further you try to look into the future, the more uncertain it 

will be.  

The budget will start in the present year, 2011, and will go into the terminal period, 

which is the time when all the growth rates are constant.  According to Elling56 the 

terminal period will start when: 

1. Sales growth will fall to a constant (long term) growth rate. 

2. Operating margin must stay constant. This condition with 1 makes sure, that the 

costs relating sales will grow at the same rate as sales.  

                                                        
56 Elling 2005 p. 234 
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3. The overall turnover rate must stay constant. This condition with 1 makes sure 

that NFL grows at the same rate as sales.  

4. FGEAR must stay constant. This condition with 1 and 3 makes sure that NFF grows 

at the same rate as sales. 

 

These conditions will not be stable forever, but it is all about finding a point, where you 

assume they will be more or less stable in the future. ISS is a rather stable company, and 

I believe that the four conditions are met in 2015, which I thus have made the terminal 

year. 

6.2 Budgeting the Value Drivers 

I will in the following paragraph budget the different value driver there has influence on 

the value of ISS. The different figures for the input to the budget and the pro forma 

statement can be found in the last parts of the chapter.  

6.2.1 Growth rate of sales 

I will divide the growth rate of sales into the 6 business areas that ISS operates in. I will 

do this because the 6 areas so far, have developed differently, and I believe they will do 

so in the future. In addition to this these areas will drive the growth for ISS, and thereby 

be of essential meaning to the valuation. ISS still work on making IFS contracts a bigger 

part of their revenue, and in 2010 they have succeeded in getting more of IFS contracts. 

The facility management area has gone up with 21.8% and I think the new owners will 

work on getting more IFS contract. By making IFS ISS have the possibility to differentiate 

themselves from the competitors and get higher attachment to the customers.  

The growth in facility management will also lead to growth in most of the other 

businesses, because of the customers are going from using only a single service to 

several. Also they will still need to acquire businesses within the other areas to offer the 

broad range of services that IFS demands. Even though cleaning and property services 

still will grow their growth will be significantly smaller both because of the strategy 

focus on IFS and development of the other areas, and because the competition is tough 

in those areas.  

Cleaning has from 2006 to 2010 moved from 57.5% of the revenue to 50.6% while 

property moves from 22.6% to 19.7% (all numbers can be seen in figure 6.3). I expect 
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this trend to continue, so in 2015 cleaning only stands for 46.6% of the total revenue 

while property services stand for 16.1%. Catering, support and security has even 

through the crises shown growth, and I believe that this will continue with a higher 

speed in the budget period. They all stand for less than 10% of the revenue in 2010 

(7.2% to 9.5%) so the big growth does not have the same influence on the total growth 

as the two big businesses.  

As describes in the PESTEL analysis; ISS has been influenced by the financial crisis, 

especially on the European markets. The impact from the financial crisis has been 

diminishing through 2010, there have been organic growth on 6 out of 7 markets57 I also 

expect that many of the customers, who, during the financial crisis, have had a decrease 

in their contracts, will begin to get full contracts again which to some extent already can 

be seen in the 2010 figures.  

In the PESTEL analysis I described ISS´ entry on the Indian market, where they have had 

a great start in catering, security and pest control. In 2008 the organic growth on the 

Indian market was 10%, it rose to 18% in 200958 (there are no numbers from 2010, 

which describes the growth in India). India has had a soaring growth in GNP since the 

mid-nineties, and the economic spur do not seem to be stopping. ISS expects more 

growth in India as well as in the rest of the growth-countries.  

I also think they will grow on these markets with growth rates on 2010-level. This 

cannot continue forever and around 2015 competition has caught up with ISS and they 

will only grow with about 5% a year. I believe the many acquisitions and shaping of the 

company will pay off in the years to come, they will be market leaders with IFS on many 

markets and represented on the important markets like India and China.  

Competitors such as Rentokil, Serco and Sodexo also offer IFS and as seen with other 

businesses local companies will most likely catch up with ISS and others on emerging 

markets, which will raise the competition in these countries and thereby lower the 

growth for ISS. No other big growth markets in the size of BRIC-countries exist so I have 

difficulties seeing where the high growth should come from hereafter.  

                                                        
57 ISS 2010 Q3 p. 4 
58 ISS 2009 p. 17 
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In the strategy “The ISS Way” the financial goal was a revenue of 126 billion in 2015, and 

that seems very unrealistic. As it can be seen in the budget, I expect it to be around 104 

billion. In order for it to get to 126 billion in 2015 they have to have an average of a 

double digit growth which is not realistic in the service business.  

6.2.2 Operating expenses  

The operating expenses follow the revenue very closely because for every new contract 

ISS get, they need to allocate equivalent resources (mainly staff costs) to fulfill the 

contract. This makes it difficult to cut down on operating expenses. With more IFS 

contracts, it should be possible for ISS to be more efficient, and thereby have a more 

beneficial development in operating expenses compared to the development in 

turnover. Therefore I have made a small improvement in operating expenses until 2014, 

there after I expect they will develop at the same rate. From 2015 and onwards the 

operating margin will be at a constant rate. 

6.2.4 Depreciations, Amortizations and Write-downs 

In 2009 they had rather large depreciations, mainly due to great losses in France. The 

level thus fell with 18.1% in 2010. This is still higher than it was in 2008 and back, and I 

predict that it in 2011 will stay in the level from 2010. This also due to the fact that focus 

is not so much on growth through acquisitions, and better integration with local 

management, and this will bring the levels down. In 2011 it will start to go up again and 

I have set it to follow the regular development in inflation; about 2.75%.  
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Figure 6.1 – Own creation  

6.2.3 Other operating expenses 

There are no underlying drivers that drive other operating expenses, and by looking at 

the analytical period, it shows that these expenses are quite volatile.  Generally these 

expenses mainly consist of costs relating integration of acquired companies, gains and 

losses on sold companies and other financial expenses besides interest. They have a 

strategy of cutting down on acquisitions cf. company description paragraph 3.10, plus I 

expect a different capital structure; thus I made a decrease in other operating expenses. 

It is very hard to predict this because it mainly contains of recurring items, so in the 

budget I have put them at zero. Because it stays unchanged it is included in figure 6.2 

where each item percentage of the revenue can be seen, 

6.2.5 Tax percent 

In recent years the efficient tax percent has been significantly higher than the Danish 

corporate tax that is 25%. The two main reasons for that is the limitation on deduction 

due to the high debt ratio, and because of double taxation in France and Spain. I expect 

that a new agreement between the countries will put an end to the double taxation and 

with the new capital structure with significantly lower debt ratio I believe that the tax 

percent in the future will be around the Danish corporate tax level.  

 
Figure 6.2 - Own creation 

Growth in Variables 2007A 2008A 2009A 2010A 2011E 2012E 2013E 2014E 2015E

Sales growth - Cleaning services 8.5% 5.0% -1.3% 6.4% 5.0% 5.0% 5.0% 5.0% 4.0%

Sales growth - Support services 32.2% 6.8% 20.1% 12.5% 13.0% 12.0% 12.0% 10.0% 7.0%

Sales growth - Property services 20.2% 1.5% -5.9% 0.8% 2.0% 3.0% 3.0% 3.0% 3.0%

Sales growth - Catering services 15.5% 36.4% 8.3% 13.8% 17.0% 16.0% 13.0% 11.0% 7.0%

Sales growth - Security services 40.3% 27.5% 7.6% 12.3% 15.0% 15.0% 14.0% 12.0% 7.0%

Sales growth - Facility management 19.0% 7.9% -2.9% 21.8% 20.0% 22.0% 20.0% 16.0% 9.0%

Sales growth - total 14.61% 7.68% 0.25% 7.35% 7.51% 7.89% 7.65% 7.05% 5.06%

Operating expenses - sales 14.38% 7.86% 0.57% 7.30% 7.38% 7.71% 7.46% 6.87% 5.06%

Depriciation, apriciation, writedown -1.7% 9.7% 42.5% -18.1% 0.0% 2.75% 2.75% 2.75% 2.75%

Percent of sale 2007A 2008A 2009A 2010A 2011E 2012E 2013E 2014E 2015E

Cleaning Services 54.4% 53.1% 52.2% 51.8% 50.6% 49.2% 48.0% 47.1% 46.6%

Support Services 6.1% 6.0% 7.2% 7.6% 8.0% 8.3% 8.6% 8.8% 9.0%

Property Services 23.8% 22.4% 21.0% 19.7% 18.7% 17.9% 17.1% 16.5% 16.1%

Catering Services 6.6% 8.3% 9.0% 9.5% 10.4% 11.2% 11.7% 12.1% 12.4%

Security Services 5.3% 6.3% 6.8% 7.1% 7.6% 8.1% 8.6% 8.9% 9.1%

Facility management 3.9% 3.9% 3.8% 4.3% 4.8% 5.4% 6.0% 6.5% 6.8%

Total revenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Operating expenses - sales 92.7% 92.8% 93.1% 93.1% 93.0% 92.8% 92.7% 92.5% 92.5%

Depriciation, apriciation, writedown 3.2% 3.3% 4.7% 3.6% 3.3% 3.2% 3.0% 2.9% 2.8%

Core OG (sales) (before tax) 4.1% 3.9% 2.2% 3.3% 3.7% 4.0% 4.3% 4.6% 4.7%

Effective tax 18.98% 34.38% 40.14% 45.98% 25.00% 25.00% 25.00% 25.00% 25.00%

Core OG (sales) (after tax) 3.30% 2.53% 1.30% 1.79% 2.76% 3.00% 3.23% 3.44% 3.49%

Core OG (other) -1.44% -2.72% -0.28% 0.96% 0.00% 0.00% 0.00% 0.00% 0.00%

Total operating income 1.86% -0.19% 1.02% 2.76% 2.76% 3.00% 3.23% 3.44% 3.49%
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Figure 6.2 shows how much each business area contributes to the total revenue. Thus 

the total revenue is set to 100% each year. Below the total revenue it shows how much 

the different items are of the total revue. Altogether this gives a good knowledge on how 

the different figures affect the total operating income.  

6.2.6 Asset Turnover Rate 

ISS has in the last 5 years showed great improvement of 23.6% in this area, where NOA 

has almost stayed unchanged while the revenue has increased much. I believe that this 

will continue in budget period, even though not in the same pace. It is the long term NOA 

that will improve since I do not believe that the working capital can improve much more. 

The forecasted changes can be seen in figure 6.3. 

6.2.7 Financial Gearing and Interest Rate 

The financial gearing and the interest rate do not directly affect the theoretical valuation 

that I make in the next chapter, because they do not take the finance part into the 

calculation. However the WACC of course is highly affected by these parameters.  

As described in the profitability analysis the financial gearing is very high. This will 

change dramatically when ISS enters the stock market as earlier described. Before the 

takeover in 2005 the equity part of the capital structure was 58%59.  In the prospect of 

the upcoming IPO ISS wants to raise about 13.3 billion DKK in new equity. That will 

change the gearing from about 7.7% equity ultimo 2010 to about 44.25% from 2011 and 

forward. Thus I have changed the gearing to reach this level in 2011.  

The level of r which are average the average interest rate after tax paid on their debt, is 

expected to fall because of this. This level is also decided on the general level of the 

interest rates and those are expected to go up in the years to come. In the next chapter I 

calculate the WACC and I will go much more into the issues of r.  

The changes of the financial gearing and interest rate can be seen in figure 6.3.  

 
Figure 6.3 - Own creation  

                                                        
59 ISS 2004, p. 99 

Balance and Financial Gearing 2007A 2008A 2009A 2010A 2011E 2012E 2013E 2014E 2015E

Work operating capital / Sales -0.08 -0.08 -0.07 -0.07 -0.07 -0.07 -0.07 -0.07 -0.07

Longterm NOA / sales 0.63 0.57 0.56 0.52 0.52 0.51 0.50 0.49 0.49

1/Asset turnover rate 0.55 0.49 0.49 0.46 0.45 0.44 0.43 0.42 0.42

FGEAR 4.94 6.63 10.70 12.86 1.26 1.26 1.26 1.26 1.26

r 6.3% 6.1% 6.5% 5.4% 3.4% 3.4% 3.8% 3.8% 3.8%
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6.3 Pro forma statements 

The budget ends up with the pro forma statement. In 2011 the improved operating 

result is expected to continue with a profit of almost 2.2 billion DKK, which is expected 

to rise to 3.6 billion DKK in 2015. The improvement in total income is bigger because of 

the change in capital structure.  

 
Figure 6.4 - Own creation 

The change in capital structure can be seen in the pro forma balance sheet in figure 6.5. 

From equity of 2.651 billion ultimo 2010 to 15.856 billion in 2011, this is a change of 

13.2 billion. This comes from the capital injection of about 13.3 billion DKK and an 

expected change of about minus 120 million DKK from the operating part60. From 2011 

and forward the capital structure is set to stay unchanged, which means that ISS would 

have to pay dividend (or buy back shares) as showed in the figure in percent of the total 

income. 

 
Figure 6.5 - Own creation 

The pro forma cash flow statement can also be seen in figure 6.5. This is very useful in 

the FCFF valuation that I will do in the next chapter. The cash flow falls from the level in 

                                                        
60 With an unchanged financial gearing the change of equity would be -120 million 

Proforma Statement - Income Statement 2007A 2008A 2009A 2010A 2011E 2012E 2013E 2014E 2015E

Cleaning Services 34,773   36,528   36,050   38,372    40,291    42,305   44,420   46,641   48,507      

Support Services 3,881      4,146      4,981      5,606      6,335       7,095      7,946      8,741      9,353         

Property Services 15,186   15,410   14,503   14,626    14,919    15,366   15,827   16,302   16,791      

Catering Services 4,198      5,727      6,201      7,059      8,259       9,580      10,826   12,017   12,858      

Security Services 3,406      4,344      4,672      5,246      6,033       6,938      7,909      8,858      9,478         

Facility management 2,478      2,674      2,597      3,164      3,797       4,632      5,559      6,448      7,028         

Total revenue 63,922 68,829 69,004 74,073 79,633  85,917 92,487 99,007 104,015 

Operating expenses - sales 59,242   63,899   64,262   68,956    74,044    79,752   85,699   91,583   96,216      

Adjusted EBITDA 4,680    4,930    4,742    5,117    5,589     6,164    6,788    7,424    7,800       

Depriciation, apriciation, writedown 2,074      2,276      3,243      2,657      2,657       2,730      2,805      2,882      2,962         

Core OG (before tax) 2,606    2,654    1,499    2,460    2,932     3,434    3,983    4,542    4,838       

Effective tax 495          913         602          1,131      733          859         996         1,135      1,210         

Core OG (after tax) 2,112    1,742    897        1,329    2,199     2,576    2,987    3,406    3,629       

Core OG (other) (after tax) (922)        (1,873)    (192)        713          -                 -                -                -                -                   

Total operating income 1,189    (131)      705        2,042    2,199     2,576    2,987    3,406    3,629       

Net financial expenses (after tax) (1,800)    (1,821)    (1,995)    (1,683)    (870)        (698)       (818)       (854)        (895)          

Total income (611)      (1,952)  (1,290)  359        1,329     1,878    2,170    2,553    2,734       

Proforma Statement - Balance 2007A 2008A 2009A 2010A 2011E 2012E 2013E 2014E 2015E

Working operate capital (5,055)    (5,508)    (5,052)    (4,981)    (5,574)     (6,014)    (6,844)    (7,327)    (7,697)       

Non-current assets 40,469   39,171   38,597   38,857    41,409    43,817   46,244   48,514   50,967      

NOA 35,414 33,663 33,545 33,876 35,835  37,803 39,400 41,187 43,270    

NFL 29,896   30,130   31,332   31,225    19,979    21,076   21,966   22,963   24,124      

Equity 5,518      3,533      2,213      2,651      15,856    16,727   17,433   18,224   19,146      

Net dividend payout 24.4% -1.7% -2.5% -22.0% -893.9% 53.6% 67.4% 69.0% 66.3%

Proforma Statement - Cashflow

Total operating income 1,189      (131)       705          2,042      2,199       2,576      2,987      3,406      3,629         

Delta NOA (past year - present year) (2,512)    1,751      118          (331)        (1,959)     (1,969)    (1,596)    (1,787)    (2,083)       

FCF (1,322)  1,620    824        1,711    240         607        1,391    1,619    1,545       

Net dividend payout (149)        33            30            (79)           (11,876)  1,007      1,463      1,762      1,812         

Debt finance (1,173)    1,587      794          1,790      12,117    (400)       (72)          (143)        (267)          

Total finance (1,322)  1,620    824        1,711    240         607        1,391    1,619    1,545       
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2010 in 2011, 2012 and 2013 which is caused by that NOA is increasing more that the 

operating income. 

To see how the overall key figures is expected to develop I have calculated ROE and 

ROIC which can be seen in figure 6.6. ROIC is improving every year because of the 

expected improvements in both the profitability and asset turnovers. The ROE will 

however fall from the 2010 level, which is caused by the lower level of financial gearing, 

which was the main reason for the high ROE in 2010.  

 
Figure 6.6 - Own creation  
  

Pro forma - Key figures 2007A 2008A 2009A 2010A 2011E 2012E 2013E 2014E 2015E

ROE -10.63% -43.13% -44.90% 14.76% 14.36% 11.53% 12.70% 14.32% 14.63%

ROIC 3.42% -0.37% 2.06% 5.93% 6.31% 7.00% 7.74% 8.45% 8.59%
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Chapter 7 – Valuation 

In this chapter I will valuate ISS based on the budget from the last chapter. I will do that 

using three different methods. The primary valuation is the first two; they are 

theoretical and indirect methods. By indirect I mean that I find the enterprise value of 

ISS, and then deduct the debt, which gives the equity value. It is this value that the 

current owners receive, and therefore this value is the most interesting. Both methods 

use the operating income and consequently it does not take the capital structure in 

consideration. The budgeting of the future capital structure and interests level does not 

have influence directly on the valuation. However the WACC (Weighted Average Cost of 

Capital) takes care of this, because the level of WACC involves the capital structure, so 

indirectly the capital structure is taken into consideration. I will therefore start by 

calculating the WACC. The third method is the secondary part of the valuation. This is 

the comparison with the peer group through key multiples. 

7.1. WACC 

The WACC is the discounting factor in both the ReOI and the FCFF model. In the ReOI it 

is also used to find the added value that together with the NOA gives the enterprise 

value. It is therefore crucial for a correct valuation, that the WACC is correct. I will later 

in the sensitivity analyses find out how the value of ISS changes when change in WACC 

occurs. As the name suggest the WACC covers the average capital demand for both 

equity and debt. I will find both in the following. 

7.1.1 Expected Return from Equity Holders 

To find the expected return on the equity I use the following formula: 

rf + ß [ E (rm) – rf ] 

Where the different components of the formula is: 

rf  = risk free rate 

ß = beta (systemic risk) 

E (rm) – rf = market risk premium 

In the following paragraphs I will find the different parts. 
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7.1.1.1. The risk free rate and market premium rate 

The interest rate is the rate you can get on a risk free investment. It is recommended to 

use the effective interest rate from the 10 year government bond61. This rate is 

calculated from the average bond rate which is made of the National Bank in Denmark. 

As it can be seen in figure 7.1 in the last 6 years has moved within the range from almost 

5% in spring 2008, and to only 2.4% in September 2010. Within the last year the 

average has been around 3.0%, which is also what the level is at the moment62. 

For ISS is the opposite. Even though the interest level affects their interest, they do have 

a high leverage, which means a high loan rate, they will have a lower interest rate when 

they inject capital in 2011, as I expect they will in connection with the IPO. From thereon 

it will continuously rise gradually to follow the general interest rate movement that is 

expected to go up in the years to come. 

 

 

Figure 7.1  

The market premium rate is the additional return that the investor expects to get for an 

investment in an average unsecured company. PriceWaterHouseCoopers makes a report 

of about the pricing on the stock market where they make a survey of asking players in 

                                                        
61

 Brealy Meyes p. 126 
62 http://tradingeconomics.com/Economics/Government-Bond-Yield.aspx?symbol=DKK 

http://tradingeconomics.com/Economics/Government-Bond-Yield.aspx?symbol=DKK
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the market. Here it can be seen that the market risk premium is 4.9% in the newest 

report from 200963.  

7.1.1.2 Beta 

The higher the risk an investor takes on, the more he will demand in return. Beta is a 

way to find the risk for investing in a company compared to investing in the market. 

Normally beta can be calculated from a regression of the company’s historical stock 

price, but because ISS is not listed I cannot do that in this case. Instead I could have done 

a regression of the peer group, but the peer group is not very similar to ISS in many 

aspects, and thus I use a broader beta with 168 companies instead of only using the six 

peer group companies – the service industry beta64. 

I use the unlevered beta because I then by lever it when the expected debt-ratio in ISS 

get a more accurate result. The unlevered beta for the service industry is 0.84. To lever 

it, I use the following formula: 

Levered beta = Unlevered beta x (1 + (1 – Tax percent) x (Debt / Equity) 

In the IPO-material that ISS has come with it is the plan to use the proceeds from the IPO 

to reduce the debt. The IPO is believed to give about 13.3 billion DKK which will reduce 

the debt accordingly as described in paragraph 6.3. This will give a capital structure of 

44.25% equity and thus a debt ratio of 55.75%. With a tax rate of 25% that gives a beta 

of 1.634. This is a pretty high beta for a company is a rather defensive branch. Even with 

the new capital structure the leverage is still significantly higher than the average in the 

business, where the average levered beta only is 1.07. Thus this is the main reason for 

the high beta.  

The total calculation of the expected return to equity holders is done in paragraph 7.1.3. 

7.1.2 Expected return from Debt Holders 

The expected return from debt holders can be calculated from the following quotation: 

kg = (rf + rs)  (1-t) 

Where the different components of the formula is: 

                                                        
63 This is somewhat higher than the previous years from 2002 to 2007 where it has been between 4.4% and 4.6%. In 
2008 it was 4.7%. Before 2002 the level was around 4%. 
64 http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/Betas.html 

http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/Betas.html
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rf = risk free rate 

rs = risk premium 

t = company tax percent  

The risk premium on the debt is decided from how big the debt ratio is. The higher debt 

ratio, the higher risk of defaulting, and therefore debt holder requires a higher premium. 

This premium is calculated from investor service companies as the well-known Moody’s.  

Here ISS are rated B265, which is a junk rating. This gives a risk premium of 878 basis 

points. However I assume that this will be changed and I therefore assume that ISS 

returns to the credit rating they had in 2004. There they had a BBB- rating, and this 

rating gives a premium of 380 basis points or 3.8%.  

7.1.3 Calculation of WACC 

Now the expected return on equity can be found from the formulas mentioned; 

Equity holders expected return = rf + ß [ E (rm) – rf ] = 3.0 + 1.634 x (4.9)  = 11.01% 

Debt holders expected return = (rf + rs)  (1-t) = (3.0 + 3.8) x (1 – 0.25)  = 5.10%  

WACC is the weighted average of the equity and the debt. With the weights of 44.25% 

percent of equity and 55.75% of debt, is can now be calculated in the following way: 

WACC = 0.4425 x 11.01% + 0.5575 x 5.10% = 7.713% 

7.2 Theoretical Valuation 

Now when the WACC is calculated and the pro forma statements are made, it is possible 

to do the valuation. To do that I will use to theoretical methods there are commonly 

used to valuate assets. Both are indirect methods there finds the enterprise value and 

then deduct the debt to get the equity value. I use the operate income, which is before 

the financial items. There is taken care of this part in the WACC calculation, where the 

expected return for both equity and debt holders is directly influenced by the capital 

structure. Thus the budgeting of the financial gearing does not have any impact of in the 

valuation, and is only made to indicate how the financial statements will look after a 

takeover. 

                                                        
65 ISS 2009, p. 129 
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Instead of the chosen methods I could have used the Adjusted Present Value approach 

which allows changing the factors in the WACC in the budget period. Had ISS continued 

as a LBO (Leveraged Buy Out) or had plans to sell it to another capital fund this could 

have been a good alternative if we had knowledge about the capital structure in the 

future. In the APV the company is valued as an all equity company, and then the tax 

advantage is added. In appendix 3 I had done a valuation after the APV approach, with 

some vague assumptions about the capital structure and other parts of the WACC, if ISS 

stayed entirely on capital fund ownership and the future expectations for the finance of 

the company was known as well as how much of the debt there can be deducted 

according to the Danish tax rules.  

7.2.1 FCFF – Free Cash Flow for the Firm 

This method uses the future cash-flows that I forecasted in the budget. In this way the 

value of the operating part of ISS is found. The value of these future cash flows gives the 

enterprise value, since the cash flows are for both the equity and the debt holders. To 

find the equity value the debt is deducted, and the equity value is found. To get the 

present value I discount the cash flow back to 2010.  

The terminal value I calculated with the perpetuity formula, which requires the four 

points that I described in paragraph 6.1 is fulfilled. The formula is: 

FCFF for terminal year / (WACC – Terminal growth) 

The terminal growth is calculated as the growth in the revenue, which is also the change 

in NOA. As it can be seen in the budget input the perpetual growth is 5.06%. With a 

WACC of 7.713% and a forecasted cash flow of 1,545 in 2015 the calculation is: 

1,545 / (7.713% - 5.06%) = 58,203 billion 

This is discounted to ultimo 2010, and together with the discounted cash flows from 

2011-2014 the enterprise value is found. With a deduction of the expected net financial 

liabilities in ultimo 2010 the equity value is found. The calculations of the FCFF model 

can be found in figure 7.2. 
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Figure 7.2 - Own creation  

7.2.2 ReOI – Residual Operating Income 

The residual operating income-model is another indirect model which measures the 

value of ISS. It is based on the residual income which is the operating income with the 

capital costs deducted. This means that value only is created when the ROIC is higher 

than the WACC. This makes good sense because ROIC is the return on the invested 

capital, and the WACC is the weighted average cost of capital.  

If the return on invested capital is not higher than the WACC the value is not created but 

destroyed, because the return does not give enough return to meet the demands from 

equity and debt holders. This is expected to be the case in ISS in 2011 and 2012, where 

ROIC is 6.5% and 7.2%, which is lower than the WACC (7.713%). From 2013 and 

forward the residual income is expected to be positive.  

 
Figure 7.3 - Own creation 

In contrary to the FCFF-model where the value only comes from future cash flows the 

value in this model comes from the added value, and therefore the net operating 

activities (NOA) are added to get the enterprise value. The result is the same as in the 

FCFF model, which is no surprise as the models uses the same pro forma statement, and 

FCFF-model 2010A 2011E 2012E 2013E 2014E 2015E

FCFF 240         607         1,391     1,619     1,545     

Discount rate 1.077 1.160 1.250 1.346

PV of FCFF 223         523         1,113     1,203     

Total PV of FCFF until 2014 3,062      

Terminal value 58,203  

PV of TV 43,238    

Enterprise value 46,301    

Book value of NFL 31,225    

Equity value 15,076 

ReOI model 2010A 2011E 2012E 2013E 2014E 2015E

Operate income 2,042         2,199     2,576        2,987        3,406     3,629      

NOA 33,876      35,835  37,803     39,400     41,187  43,270   

ROIC 6.5% 7.2% 7.9% 8.6% 8.8%

ReOI (414)       (188)          72              367         452          

Discount rate 1.077 1.160 1.250 1.346

PV of ReOI (384)       (162)          57              273         

Total PV of RIOI until 2014 (216)           

Terminal value 17,016  

PV of TV 12,641      

Enterprise value 46,301      

Book value of NFL 31,225      

Equity value 15,076    
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just uses to different ways to give the same result. As long as the after tax operating 

income that is used to calculate the free cash flow is the same as that is use in ReOI. 

Together with the same WACC and same terminal growth rate, this ought to give the 

same result.  

Both methods give a result of 46.301 billion in enterprise value and 15.076 billion in 

equity value. In 2005 the current owners gave about 30 billion (about 22.1 billion in 

equity, and 7.833 billion in debt). The theoretical methods give the correct value with 

the given inputs. However small changes in the assumptions can change the value, as can 

be seen in chapter 9. To make the results more valid and to see whether the input is in 

line with the market expectation I will also make a valuation from comparison with the 

peer of ISS. I will do that in the following.  

7.3 Multiples 

The secondary valuation is by using multiples. It is done in a by comparing ISS with their 

peer group. The peer group is companies with characteristics comparable to ISS. I will 

use the six competitors that I have described in appendix 1. The optimal peer group is 

companies, which are very equal in size, products and markets as well as growth and 

capital structure. This is impossible with ISS since no one is very close to many of these 

factors, so the results have to been interpreted with care. All of the companies in the 

peer group uses IFRS and have a big part of their revenue in Western Europe like ISS. 

They are all in the service industry but most of them with focus on other businesses than 

ISS. Also the capital structure is very different from ISS, and even with the upcoming IPO 

ISS still have significantly higher debt ratio than the peer group. 

I do not use the analytical figures from the reformulated statements from chapter 5, but 

on the accounting figures from the annual report. However values of companies are 

highly made from future performance, and here I use the budget that I have made in 

chapter 6.  

The most commonly used multiple is the Price/Earnings multiple. However in this case 

it is not optimal because of the difference in capital structure. This difference will make 

the comparison somewhat useless, because of the differences in financial expenses. 

Furthermore individual taxation policies are not ignored which also can give somewhat 

blurry results. In appendix 4 the debt ratio of the peer group can be seen.  It shows that 
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even with a change in the capital structure in later this year, the debt ratio in ISS will still 

be higher than the average where only Rentokil will have a higher debt ratio. Another 

common used multiple is the Equity/Book Value, but with the same reason this is not a 

good multiple in this case. 

It will therefore give a more useful result to use the earnings before interest, tax, 

amortization and depreciation –also called EBITDA. Figure 7.4 shows the EBITDA 

compared to the enterprise value and the expected growth in the revenue as well as the 

EBITDA from 2009 to 2011 as well as from 2011 to 201366. In appendix 4 you can find 

the multiple for the EBIT and the revenue as well. EBIT gives significant lower value to 

ISS (actually a negative equity value between 450 million and 14.5 billion) while the 

revenue gives a significant higher equity value to ISS (22.5-27.5 billion). This shows that 

the cost structure of ISS is somewhat different from the peer group. ISS profitability is 

lower than the competitors –every krone they get in revenue is made into less profit 

than their competitors. In the accounting analyses in chapter 5 this was where I saw the 

biggest issue, and where they should improve most. Even with improvement in the 

figures in the budget (until 2013) that these figures are based on they are still behind 

the peer group. 

 

Figure 7.4 - Own creation 

The growth in revenue is set to decrease from 2009-2011 to 2011-13 from 8.1% to 

5.8%. Comparing to expected growth in ISS which are 15.4% from 2009-2011 and 

15.3% from 2011-2013, which is significant higher. Looking at the EBITDA growth the 

average in the peer group is 12% in 2009-2011 and 15.8% from 2011-2013. 

Comparing with ISS, that has expected growth of 34.6% from 2009-2011 and 19.0% in 

2011-2013. This is also significant higher, and this can also be seen in the value 

                                                        
66 The number for the expected growth in the future is an average of several analysts. Figures are found on 
http://www.4-traders.com/ 

Company Country

2010A 2011E 2012E 2013E 2009-11 2011-13 2009-11 2011-13

Compass Group UK 90,452 8.63 8.00 7.40 6.80 13.4% 5.6% 20.1% 17.6%

Rentokil UK 20,979 5.46 5.28 4.90 4.72 1.0% 3.1% 7.2% 11.7%

Sodexo FR 60,720 8.06 7.33 6.67 6.13 9.4% 6.1% 15.5% 19.4%

G4S UK 41,847 7.49 7.14 6.70 6.25 9.1% 6.0% 11.3% 14.2%

Securitas SE 34,576 9.19 8.79 8.23 7.82 0.9% 4.9% 1.2% 12.4%

Serco UK 25,462 10.06 8.96 8.12 7.49 15.1% 9.1% 16.7% 19.7%

Average 8.15 7.58 7.00 6.54 8.1% 5.8% 12.0% 15.8%

Enterprise 

Value

EV / EBITDA EBITDA GrowthRevenue Growth

http://www.4-traders.com/
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calculation in figure 7.567. The equity value here is getting higher on every year due to 

this fact. The value gives an equity value between 10.117 billion and 12.862 billion. 

 

Figure 7.5 - Own creation 

An important factor is the difference in ownership that there are between ISS and the 

public traded companies. The multiples are done on a basis on the minority trades of the 

stocks. ISS Holding holds all the stocks and even after the IPO they will hold a large part 

(almost half) of the shares. This gives the controlling rights of ISS and thus is should 

have a higher value. How much this controlling premium should be is there no clear 

answer to, but studies shows that it should be between 20% and 40% and I thus choose 

a premium of 30%68.  

With an increase of 30% of the equity value it increases to 13.152 billion to 16.721 

billion. However, the control premium is only relevant if the current owners give up the 

control to another large shareholder. If the current shareholders keeps the majority 

themselves or sell their shares in small bites there is no justification of a control 

premium. 

7.4 Summarization of Valuation 

The valuation of ISS has been done in both two theoretical ways, and a more practical 

way through a multiple comparison with a peer group.  

In the theoretical methods I use a WACC to discount the future cash flows and residual 

operating income. WACC consist of a risk free, where I have used the efficient rate of a 

government bond with expiration in 2021. The market risk premium is taken from a 

report where multiple analysts have answered what they use. For the beta I have used 

                                                        
67 I have set the net debt to 30.619 billion DKK which are the net debt from annual report 2010. Even though I expect 
the debt to fall after the IPO from 2011 and forward, I have set them at the current level because I want to see the 
equity value for the current owners, before the IPO. 
68 http://www.grantthornton.com.au/Publications/Newsletters/cf_0609.asp 

 

2010A 2011E 2012E 2013E

Average EBITDA multiple 8.15 7.58 7.00 6.54

EBITDA/Revenue 4,999 5,574 6,106 6,653

Enterprise Value 40,736 42,259 42,747 43,481

Net debt 30,619 30,619 30,619 30,619

Equity Value (before control premium) 10,117 11,640 12,128 12,862

Control Premium 30% 30% 30% 30%

Equity Value 13,152 15,133 15,767 16,721

http://www.grantthornton.com.au/Publications/Newsletters/cf_0609.asp
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the unlevered beta for the business, and then levered with the expected future debt ratio 

in ISS. On the debt part I assume that ISS get back to rating they had last time they were 

public traded and had a similar debt ratio in 2004. For deduction the tax rate is set as 

the Danish company tax of 25%. This gives a WACC of 7.713%.  

The results are an enterprise value of 46.301 billion and an equity value of 15.076 

billion. The ReOI model shows that until 2013 ISS destroy value because the WACC is 

higher than ROIC. Hereafter it is expected that they start to created value, and both 

models shows that the predominant part of the value comes from the terminal part from 

2015 and forward. In the next chapter I will go into the sensitivity of this valuation to 

see how risky the results are. 

The secondary part of the valuation is done through a multiple comparison with the 

peer group that is described in chapter 4. It shows that ISS cost structure differs from 

the peer group, and the more down in the income statement you go, the more the value 

of ISS decrease. The best multiple to use in this case is the EBITDA because it focuses on 

the operating parts and thus does not include capital structure, tax, depreciation, and 

amortization and write downs, which can blur the results with e.g. recurring costs. This 

gives a value between 10.117 and 12.862 billion. Including the control premium of 30% 

there can become relevant if they choose to sell their shares in one part to a big investor 

which gains control of the company. Then a premium of 30% should be added and this 

gives a price between 13.152 and 16.721 billion. Compared to the value found in 

theoretical part these values correspond well. 

In chapter 9 the IRR will be calculated on the value found in this chapter and an 

assessment of the business case will be made.  
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Chapter 8 – Sensitivity Analysis 

In this part I will look into the assumptions which is made in the foundation for the 

valuation and what happens if these assumptions do not hold. I take a deeper look on 

three different assumptions, which is the ones there is most unsecure and at the same 

time those which have the greatest impact on the valuation. The reason to do that is to 

see how secure the value I have got is, and how much deviations in the assumptions 

influence the value. It can be firm specific deviations and market specific deviations. The 

only thing that is sure is that it is not going to be exactly as budgeted.  

8.1 Sensitivity analyses of the sales growth 

The most important value driver is the sale. I therefore do three analyses of it with 

possible scenarios of the development. I have split it up into two different kind of sales 

growth; the one in the budget period, and the one in the terminal period - and the two 

together of course. In figure 8.1 all three of them can be seen together with internal rate 

of return for the whole sales growth. For the exact figures check appendix 5. The first 

axe is the equity value, and the one that the growth lines uses, while the IRR uses the 

second axe. When changing the growth I also change the operating expenses 

accordingly. In the next paragraph I will analyze the relationship between the sales 

growth and operating expenses. 

 

Figure 8.1 - Own creation 
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The deviation in the budget period without deviations in the terminal period is relevant 

to study because it is uncertain how much better the growth will be in short run 

compared to the longer run. In the budget the growth is higher in the budget period than 

the terminal period because ISS on a short term is believed to have high growth in Asia 

and South America, and because of the effects of the IFS strategy. In more long term view 

statistics shows that growth is leveled at about 5%, which is very close to the long-term 

growth in the budget of 5.06%.  

How much the growth exactly is going to be is however impossible to predict and an 

analyses of the sensitivity to deviations is thus very relevant. In the calculations I have 

let the sales costs follow the development in the revenue as this is most likely as the 

connection between these two are very tight and I do a separate analysis of that in the 

next paragraph. The deviations are from 2011 to 2014. As it can be seen in figure 8.1 a 

drop and rise in sales almost have the same effect as the line is nearly proportional. In 

the exact number in the appendix it can be seen that there is a little bias to the negative 

side. A negative deviation of 20% does decrease the value with 34% while an increase 

changes the value with 29.8%.  

The second sensitivity is the terminal growth. It is hard to assess how the growth will be 

in 4 years from now and to eternity. The statistics shows that it should be around 5%, 

which is also what I have budgeted in the ISS case. However this is only the statistics, 

which is an average of all companies. It might well be different in the ISS case. With that 

in mind it is relevant to take a look on different development than the one in the budget. 

It can be seen in figure 8.1 that a similar deviation in the terminal growth has higher 

impact on the value that a deviation in terminal period do. It can also be seen that the 

line I progressive which means that it is biased to the positive side. A rise of 10% in the 

terminal growth has higher impact of the value of the company than a drop of 10%. In 

appendix 4 it can be seen that the exact numbers of a 10% rise in terminal growth is 

26.2% while an equivalent drop is only 17.8%. 

When I look at both together in it shows that they have a bigger upside than downside. 

This is because the upside in the terminal growth is higher than the downside on the 

budget period growth. It can also be seen that even small deviations can have big 

influence on the value. In both directions small deviations has a factor about 3.5, which 

means that a deviation of 1% influence value with about 3.5%. The development is 
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however digressive in the negative side, while it is progressive in the positive side. The 

higher deviations the bigger difference between the two sides. This can also be seen on 

the graph there shows that in the negative direction the deviations has close to the same 

result, but in positive direction a deviation is significant better for the terminal growth. 

Thus in total there is a positive bias in the sales growth, so if the budget does not hold, 

with an equal likelihood of going worse and better, the expected value is going to be 

higher than budgeted. How much the expected value goes is determined on the 

deviation.  

The IRR is proportional and goes from -1% when the sale is said to decrease 20% to 

25% when the sale it said to increase 20%. With an equity value of 15.076 as found in 

the last chapter, the IRR is 12.2%. I will focus more on this figure in next chapter. 

8.2 Sensitivity of Operating expenses 

Another sensitivity which has big influence on the value of ISS is the development in the 

sales costs. The sales costs are those there are directly connected with the sale. Normally 

they develop very equally to the sale. From 2006-2010 the development in the operating 

expenses was within about 0.25% in both directions. In the budget I assume an 

improvement of the relationship between sales and operating expenses which is due to 

the fact, that a lesser part of the revenue comes from cleaning and property services, 

which is the part of the business with the lowest profit rate because of the perfect 

competition. With more use of IFS, the other areas will become bigger compared to 

cleaning and properties, and this will lift the profit rate.  It is however difficult to assess 

how much it is going to improve. I only include the budget period since the terminal 

period prerequisites that the sales and growth development is the same. 

 
Figure 8.2 - Own Creation 

Figure 8.2 shows the relationship between sales growth and operating expenses there is 

directly connected to the sale (staff costs, cost of sales and other operating expenses – 

-10% -5% -2% 0% 2% 5% 10%

0.50% 7,844 9,853 11,185 12,131 13,128 14,727 17,706

0.25% 8,997 11,156 12,587 13,604 14,675 16,393 19,593

0.10% 9,688 11,938 13,428 14,487 15,603 17,393 20,726

0% 10,149 12,458 13,988 15,076 16,221 18,059 21,480

-0.10% 10,610 12,979 14,549 15,664 16,840 18,725 22,235

-0.25% 11,301 13,760 15,389 16,547 17,767 19,723 23,366

-0.50% 12,452 15,061 16,790 18,018 19,312 21,387 25,251
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with those deducted you get adjusted EBITDA). It is deviations in the operating expenses 

on the vertical axe and deviations in sales growth on the horizontal axe. It can be seen 

that even small deviations in the operating expenses gives large deviations in the equity 

value. Without any deviation in the sales growth a 0.5% deviation in operating expenses 

gives an equity value deviation of about 2.9 billion.  

The deviations in operating expenses is in addition to the changes there already is 

implied with the changes in revenue. E.g. with a drop in revenue of 5% the sales 

expenses drops also 5% (because of the tight connection between these two) and if the 

equity value then is 15.061 billion then it is because the deviation in operating expenses 

is only 4.5% (5% - 0.5%).  

An improvement of 0.5% compared to the sale will in other words offset a sale drop of 

5%, or ten times as much. The great impact comes from the fact that vast majority of the 

expenses in ISS is the operating expenses. It clarifies that if they succeed in getting this 

expenses lowered just marginally they can really do improvements on the results.  

8.3 Sensitivity analysis of the WACC 

The third thing that I analyze the sensitivity of is the WACC. As earlier described the 

WACC consist of a series of uncertainties. All the following factors are such 

uncertainties: 

- Capital structure 

- Beta 

- The risk free rate 

- Market risk on debt 

- Market risk on equity 

- The tax percent 

Some of the factors are depended on deviation in others. For example will a deviation of 

the capital structure give a changed market risk on debt and a higher beta. With the 

upcoming IPO the capital structure is going to change as described earlier but in the 

budget it is assumed that it hereafter will stay unchanged. This is however not sure 

whether the owners of ISS want that, or they want to plow back more or less of the 

profit to the owners than budgeted.  
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With a different capital structure the beta will also change. The same will the rate that 

they can borrow to, also called the debt risk premium. It is hard to assess how the debt 

ratio exactly will influence on the debt risk and thus I will not make a specific analyses 

how a changed debt ratio will influence the WACC and thereby the value of ISS. However 

I do not believe that the capital structure will deviate dramatically in the future as long 

as they are public. In appendix 6 the realistic spread of the WACC can be seen.  

In figure 8.4 the results of a deviation in the WACC can be seen. It can be seen that a 

decrease in WACC have a higher impact than an increase. A decrease of the WACC with 

0.5%-point to 7.21% will increase the value with 73.49% while an increase of it to 

8.21% only will decrease value with 50.17%, which means that there is a positive bias. 

 
Figure 8.3 – Own creation 

Figure 8.4 shows that the value is very sensitive to deviations in factors that influence on 

the WACC. Other factors than the two I have used can have impact on the WACC. Most of 

the factors are out of the control of ISS. While beta and debt risk are partly in their 

control, the rest of factors are out of their control. The rest of the factors are market and 

political determined, and thus affect the whole market or at least the branch that ISS are 

in. A change of these will thus have impact on the value of the whole branch or even the 

whole market. 

8.4 Summarization of the sensitivity 

Looking at the sensitivity under one I have to conclude that ISS is very sensitive to 

deviations in the assumptions. This is primary because of the high leverage which does 

the market value of the equity to only a small part of the enterprise value. Small 

deviations will affect the value that the current can get for their equity quite much. In the 

sale growth and in the WACC is there a positive bias meaning that the same deviation in 

positive or negative direction gives a higher increase that decrease in value. In the 

operating expenses there is no such bias.  

The question is whether the chances are equal. I believe that they are in the sales growth 

and operating expenses growth. In the WACC I believe the chance of that the risk free 

rate goes up are higher than it falls. But I do also believe that the chances of an lower 

Changes in WACC 7.21% 7.46% Budget 7.96% 8.21% 8.46% 8.71%

Equity Value 26,156 20,040 15,076 10,969 7,513 4,565 2,020

Percentage change 73.49% 32.93% 0.00% -27.24% -50.17% -69.72% -86.60%

IRR 22.90% 17.60% 12.20% 6.47% 0.05% -7.79% -19.17%
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debt rate (and thereby lower WACC) is higher than the opposite because of the pecking 

order theory described in paragraph 3.9, that again will affect the capital structure when 

it is public. Which one of the factors their impact the WACC most I cannot say, but they 

will at least to some extent offset each other. 

The high sensitivity is affected by low equity part of the capital structure which 

increases the relative change. A change of e.g. 3 billion is much more compared to 

15.076 billion than it is compared to the enterprise value of 46.301 billion. With the new 

capital structure the changes thus will make less percentage changes and thereby reduce 

the risk for the individual investor.  

There are other sensitivities such as deviations in the asset turnover rate, depreciations, 

amortizations write downs and tax their can influence the value of ISS, but not in the 

same manner as the ones I have analyzed. Big write downs, which occurred in 2009 

(where the item went from 3.3% to 4.7% of the revenue), can still have huge impact on 

the value, so even though they are not analyzed further here, they do need to be taken 

serious as well. 
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Chapter 9 – Assessment of the Business Case and the IPO 

In order to assess whether or not this investment is good, it is necessary first to define 

what a good investment is. This spring 2011 the equity funds have owned ISS for 6 

years, and they have recently explained that they contemplate a listing on the Danish 

Stock Exchange (OMX Copenhagen)69, even though they just postponed the IPO, because 

of uncertainties in the recent market situation. Thus it is very relevant with an 

assessment of the business case at the moment.  

I have made an annual IRR calculation, which is to be found in appendix 7. It shows that 

the theoretical valuation gives an annual IRR of 12.2%, while the multiples (incl. control 

premium) give a span between 9.54% and 13.98%. Normally private equity funds 

demand a return on 12-17%70 so this annual IRR is considered to be in the lower part of 

this interval.  

One can evaluate this against the return they would have gotten by investing in stocks. 

The Danish stock market has increased by 15% since March 200571, which is equivalent 

to an annual IRR on 2.36%, while the MSCI World has only increased by 10%72 which is 

equivalent to an annual IRR of 1.6%. Of course, when investing in stocks, it is possible to 

spread the risk (i.e. lower the risk), so it is understandable that equity funds want a 

bigger return.  

I have examined the present owners WACC, taking their choice of capital structure into 

consideration. If the IRR is higher than the WACC it indicates that they have made a good 

investment, because they have earned more than they have paid to finance these 

earnings. They have currently a debt ratio at 92.6%, so the premium of the debt is thus 

higher. When the market premium is increased they get 878 points according to 

Moody’s, this result in a WACC at 11.55% (calculation can be found in appendix 8). The 

IRR of 12.2% is more than WACC, which makes the investment considered as a good 

one. Add to that the fact that WACC has not been this high all years, because the debt 

share has been gradually growing through the new ownership.  

                                                        
69 http://inv.issworld.com/memo.cfm 
70 Duff & Phelps 2009 p. 2 
71 http://www.nasdaqomxnordic.com/indeks/historiske_priser/?Instrument=DX0000000487 
72 http://www.mscibarra.com/products/indices/international_equity_indices/gimi/stdindex/performance.html 

http://inv.issworld.com/memo.cfm
http://www.nasdaqomxnordic.com/indeks/historiske_priser/?Instrument=DX0000000487
http://www.mscibarra.com/products/indices/international_equity_indices/gimi/stdindex/performance.html
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All in all my assessment is that the owners made a good investment, given the 

circumstances with financial crisis. The alternative for them would have been to buy 

another company in 2005. This company would also most likely have been affected by 

the financial crisis, and thereby not fulfilling the expected return on 12-17%.  

9.1 IPO Strategy 

The current owners have chosen an IPO strategy, where they remain as main 

shareholder in the future. This suggests that they cannot get the same price as I 

described in the last paragraph. In fall 2010 they did receive an offer of about 47.5 

billion (around 17 billion in equity value) from another capital fund (Apax). They 

rejected that and instead accepted a lower price through an IPO and thereby get a share 

of the future value creation in the company by maintaining their invested money in the 

company.  

The equity they get from the IPO, they will use to bring down the debt. The IPO is 

planned to give 13.3 billion, which I have used in the budget and in the calculation of the 

WACC. This will reduce the current owner’s share part to between 42% and 48.6%73. 

This provides a price range of the equity to between 23.3 billion and 26.8 billion. With a 

deduction of the new equity (13.3 billion) this gives an equity value of the current equity 

of 10 billion and 13.5 billion. This has later been reduced to a value between 10 and 11 

billion, because of low bids from the new investors.  

The price that they want to receive is significantly lower than the price that I calculated 

in the primary valuation, also lower than the price span I calculated in the multiple 

analyses and also lower than the offer they received from Apax. Compared to the 

primary valuation (which was calculated a value of 15.076 billion) there is a discount of 

27.5%-33.6%. It is very common to make a discount, when a company is going public, 

especially in the case where the selling part wants to continue as an owner and thus only 

sells a part of the company. The new equity is only going to be used to reduce the high 

debt ratio that they currently have, which also explains the discount. The current 

owners continue as major shareholder and get de facto control of the company and thus 

the control premium cannot be applied in this case. The price between 10 and 11 billion 

is corresponding well with the price found in the multiple analyses that the peer group 

                                                        
73 http://inv.issworld.com/releasedetail.cfm?ReleaseID=558676 

http://inv.issworld.com/releasedetail.cfm?ReleaseID=558676
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are traded at (10.1 billion on 2010 trailing numbers and 11.6 billion on 2011 forward 

numbers – figures is calculated in figure 7.5). 

Finally the high risk can reduce the value they can get on the IPO. In the sensitivity 

analyses I concluded that the foundations of the valuation do not have to change much 

before the value is quite different. The high beta of 1.634 does also emphasize this fact. 

Higher risk is often offset with a lower price, because new investors want a discount in 

order to take that risk, and thus requires a higher expected return. 

When that is said it is a good signal for new investors to continue as owners, because it 

shows that they believe in the business themselves. They “put their money where their 

mouths are” which is a very strong signal to new investors. This is backed up with the 

suspension of the IPO that they have decided in the last minute because of the market 

situation. Even though they could have gone through with it, it could have meant a bad 

start for the stock. This shows that they care for the price –even in the short run. 

9.2 Recommendation for potential new investors 

With a price around 10-11 billion that was indicated before the suspension, I believe 

that ISS is a good investment for the new investors – at least in the short run. Looking at 

the theoretical valuation that gives a significantly higher value I think that the stock will 

outperform the market with a potential of up to 35% in short term. With the next 

modification in the composition of the elite index (OMX C20) ISS will surely be included 

and this alone will give a rise in the price, because many investors only invest in the elite 

index and because investment funds are forced to include ISS in their portfolio then. 

Thus these factors will contribute to the good performance that I predict. 

When investing in stock it is important to consider the risks. ISS is a relatively risky 

company to invest in, because the prerequisite do not have to change much before the 

value changes. With the improved capital structure with more equity, this risk is 

reduced because a nominal change in profit will have smaller influence on ROE, because 

the equity stands for higher proportion of the total finance. Furthermore, with more 

focus on organic growth and less on acquisitions as they have stated in the last years, 

they will be able to pay out a large part of their profit in dividend. These direct return 

somewhat lowers the risk, and considering all these indicators I believe that in the long 

run ISS has good opportunities of outperforming the market. 
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Chapter 10 – Conclusion 

The main objective of this thesis was to assess whether the investment in ISS has been 

successful for the current owners – EQT and Goldman Sachs Capital. I have answered 

this question through a valuation of the company to assess the internal rate of return on 

the investment. Prior to this I have looked at the changes that the current owners made 

and thereafter conducted a strategic analyses followed by an accounting analyses to 

assess both the non-financial and financial value drivers. This has provided the 

foundations for a budget, which gives the input to the primary valuation. To see what 

deviations in the key value drivers does to the value a sensibility analyses is conducted. 

A secondary valuation through multiples is made to get a more practical perspective of 

the value. This all leads to an assessment for the current owners as well as for the new 

investors regarding whether ISS is considered to be a good investment in its current 

state.  

10.1 Strategic factors 

To maximize the value of ISS changes have occurred in the period of the current 

ownership: 

- Replacement in board and management 

- Active ownership and changed organization structure 

- Acquisitions on emerging markets 

- More focus on other areas besides the key areas; cleaning and property services 

- Development of Integrated Facility Services (IFS) to get an competitive advantage 

and improve revenue and profitability 

These changes have contributed to the development of ISS and made the company more 

competitive and present on more markets with high growth. Before the takeover, focus 

was mainly on growth in cleaning and property services, but with high competitiveness 

in these business areas the profitability suffered. With IFS ISS can tighten up the bonds 

to the customers, which means they stay as customers for a longer period of time, and at 

the same time get more profitable, because costs can be saved and because competition 

is lower.  

As a result, higher employee satisfaction can be experienced, because employees get 

more stability with the longer contracts. ISS has a good opportunity in becoming market 
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leader in IFS because no other company identified offers the same broad range of 

services as ISS and they can use their large presence in cleaning and property service to 

expand with other services to customers, who already uses the cleaning and/or property 

service. These changes have made ISS more competitive even though the profitability 

still is not considered very, because cleaning and property services still stands for 

almost three thirds of the revenue. 

Another reason for the low profitability is the external factors in which the financial 

crisis has made the business environment more difficult. The financial crisis has led to 

low growth in Europe, where ISS has a big part of their business. The result has been low 

growth in 2009 and even with improvement in 2010 the growth is still much lower than 

before the crisis. Other economic factors with high influence are the translation currency 

risk, which can have deep impact on the financial results and more multinational 

companies, which have needs that better can be performed by big service companies 

like ISS. ISS has already got several contracts with multinational companies within the 

last years. 

 Also political factor have influenced ISS. Double taxation in France and Spain and 

limitation in deduction of interest expenses has led to a very high tax payment. A trend 

towards a more positive approach on outsourcing is another political factor. Research 

shows that in the Nordic area both public and private players are using outsourcing in 

the businesses where ISS operates. The demographically changes in the years to come 

with much more old people may push even harder to this tendency but can also give ISS 

troubles to find qualified employees.  

10.2 Accounting factors 

The accounting analysis is made from 2005-2010, which is the entire period of the 

current owners. It shows that ISS has had big problems in performing well in the period 

mainly due to the high leverage. This tendency has been aggregated in 2008 and 2009 

due to the financial crisis, which led to even lower return on the invested capital (ROIC) 

and a more negative influence from the financial part the return on investment was very 

negative in these years. In 2010 there has been improvement in all factors because of 

improved operating part (ROIC) and the financial part for the first time have a positive 

impact on the return of investment.  
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The profitability has not been very high in any of the years investigated, but shows a 

large improvement in 2010 comparing to the two previous years due to improvement in 

both staff and sales costs, while the tax has offset some of the improvement. The asset 

turnover rate however has shown a big improvement in all the years, especially with an 

improvement in the long-term net operating activities, which however has been offset to 

some extent by working capital. The improvement comes from almost unchanged net 

operating activities with revenue that has improved with one third.  

10.3Budgeting 

The budgeting is made from the strategic and accounting analyses. I forecast that the 

growth will continue to primarily come from the four smallest parts of the company, and 

especially within the IFS there will be a high growth. Small improvements in the 

operating expenses are expected due to the growth in the business with higher 

profitability. Also small improvements in the asset turnover rate are expected – but not 

as high as in the budget period, as there is a limitation to how much they can improve 

this.  

The tax percent is set at the same level as the Danish company tax (25%) because of a 

different capital structure, the limit of deduction will not drive up the tax percent and 

new tax rules in France and Spain will eliminate the double taxation that they have had. 

The depreciation, amortization and write-downs reach a high level in 2009 due to large 

write-downs which still was quite high in 2010 and I predict that it returns to a the level 

it had in the years before 2009 and thereafter rise with 2.75% annually. Other operating 

expenses I have set to zero, because it is somewhat impossible to forecast how they are 

going to perform because they are much influenced by disposable items. 

Altogether I forecast that the operating income will grew from 2.76% of the revenue in 

2010 to 3.39% in 2015. The financial part is also developed, but does not influence the 

value – this is completed in the WACC-calculation. 

10.4 Valuation and sensibility 

The valuation has been done in two theoretical ways; FCFF and Residual Operating 

Income (ReOI). Both methods use the WACC which calculation is based on the situation 

after the IPO. To get the expected return for the equity holders I have used the unlevered 

beta for the business and levered with the expected new debt ratio, and is calculated to 
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1.634. The debt part of the WACC is calculated with a risk premium of the level that ISS 

had before the privatization and changed their debt ratio significantly. The risk free rate 

is set to a level of the average of the 10-year Government bond through the last half-year 

and is set to 3.0%. The WACC is calculated to 7.713%. 

The two methods provide a value of 15.076 billion DKK. The FCFF shows the discounted 

forecasted cash flow for the firm and gives an enterprise value of 46.301 billion. With 

the book value of net financial liabilities the equity value is calculated. The ReOI gives 

the same result but is calculated through the residual income, which is value that is 

available when the WACC is deducted from ROIC. It shows that in 2011 and 2012 ISS is 

going to destroy value but from 2013 and forward the ReOI turns positive.  

The secondary valuation through a multiple analyses gives a value between 10.1 billion 

and 12.9 billion using EBITDA multiple. With the control premium, which is set to 30% 

the value, is adjusted to be between 13.2 billion and 16.7 billion. The peer group carbon 

copies of ISS and the level of the control premium is not a premium set in stone. This 

value thus does have to be taken with much care.  

The sensibility analysis shows that ISS is very sensitive to deviations in the assumptions. 

This is due primary to the high leverage which makes the equity part equally smaller. 

There is a positive side bias on the sale growth and in the WACC. An equal deviation in 

positive and negative direction gives a bigger change in value on the positive side than 

on the negative side. Whether the chances are equal are difficult to say. There are factors 

that draw in both directions.  

10.5 Assessment of the business case 

The annual internal rate of return is calculated to be 12.20% for the primary valuation 

and 9.54%-13.98% in the secondary. This is much better than the stock indexes in the 

period, and also higher than the current WACC, which is calculated to 11.55%. Private 

equity funds normally demand an IRR of 12%-17% so it is in the low end of this interval. 

Taking the financial crisis into consideration I conclude that the business case has been 

successful. The current owners have developed ISS from being a giant within cleaning 

and property service to offer much more broad range services and IFS on more markets. 

If the financial crises would not had occurred the value would without a doubt had been 

higher.  
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At the IPO that they face within the next months the current owners has chosen to stay 

as the main investor. By doing this they give up a part of their return that they could 

have got if they did not do that, but instead they get part of the future value creation. The 

funds that they get from the new equity are equivalent to an equity value between 10 

and 11 billion, which is corresponding well to the EBITDA multiple the peer group is 

traded at. At that price I believe that ISS is a good investment opportunity.  
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Appendix 1 

Peer group 

The peer group will be used in Porters Five Forces and the multiple-analysis. ISS has 

several competitors, most of them being smaller competitors, each operating in only one 

of the business areas of ISS. It is difficult to identify other companies exactly like ISS, due 

to the size of ISS and their business areas. These 7 companies vary a bit from ISS in size, 

revenue and product offering, and none of them have cleaning as a core competence. But 

they are all big international service companies, which are similar to ISS in size and 

offering of products. They all do non-core business for their clients.  

Rentokil 

Rentokil Initial is an English company and one of the world’s largest service companies. 

They do business in more than 50 countries and have 78.000 employees74. Their 

services include cleaning, facility service, building services, pest control, landscaping and 

washroom solutions. The main part of their revenue is made in the UK 75. Rentokil is the 

competitor closest to ISS, its services and markets are for the most part like ISS. 

Sodexo  

French Sodexo has more than 380.000 employees and market shares in 80 countries. 

Most of Sodexo’s revenue comes from on-site service solutions like catering, health care, 

sports & leisure and more. 34.5% of the revenue is from catering76, this is also the area 

where they compete with ISS. On most of the markets where ISS is present in the 

catering business, Sodexo is also present. 

Compass 

English Compass Group has more than 380.000 employees and market shares in 50 

countries. Compass group are competing with ISS on catering and support services 

which include cleaning, safety, office services and more. Almost half of their revenue 

comes from catering and support services, and 75% of the revenue are generated in 

Europe and Northern America. They are similar to ISS in market shares and the services 

they provide. Besides they have the size and capital to threaten ISS on their market 

                                                        
74 http://www.rentokil-initial.com/about/ 
75 Rentokil 2009 p. 8 
76 Sodexo 2009 p. 12 

http://www.rentokil-initial.com/about/
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shares. In autumn 2010 they bought up a big Danish cleaning company (IDA Service) to 

strengthen this business, and have thereby become an even larger competitor to ISS77. 

Serco 

Serco is a British service company with more than 70,000 employees with presence in 

30 countries. Their main focus is the public sector where they not just do support 

functions, but also provide them. 70% of the revenue comes from UK, and the rest comes 

from other parts of the world. They deliver essential services in a wide range of markets 

around the world, in areas as civil government, defence, transport, and facility 

management. They primary compete with ISS in the facility management area and the 

support area. They deliver integrated facility services (IFS), which is also an important 

focus point for ISS in the coming years, as described before. 

Group 4 Securicor 

With almost 600,000 employees G4S is the second largest company in the world 

measured on number of employees. They operate in 110 countries in the world, on all 

continents78. G4s is focused on security, which only stands for about 7% of the revenue 

of ISS. But in this segment, they are a direct competitor to ISS, as they operate in the 

same fields and in the same markets. G4S is also started as a Danish company, and both 

of them receive a large part of their revenue from the Scandinavian and the Western 

Europe markets. 

Securitas  

As G4S is Securitas it also focuses on the security areas. They have approximately 

260,000 employees and are present in 40 countries. Their global market share of the 

global outsourced security is 11%79. It started in Sweden, and as ISS and G4S they have 

Scandinavia and the rest of Western Europe as their primary markets.  

Aramark 

Aramark is an American service company with 255.000 employees and presence in 22 

countries. They do most of their business within food services, facility management and 

                                                        
77 http://www.business.dk/service/global-kaempe-i-flaesket-paa-iss-i-danmark 
78 http://www.g4s.com/en/Who%20we%20are/Where%20we%20operate/ 
79 http://www.securitas.com/en/About-Securitas/Securitas-in-brief/ 

 

http://www.business.dk/service/global-kaempe-i-flaesket-paa-iss-i-danmark
http://www.g4s.com/en/Who%20we%20are/Where%20we%20operate/
http://www.securitas.com/en/About-Securitas/Securitas-in-brief/
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other services. They turned private in 2006, so they will not be part of the multiple 

analyses that I will make in chapter 7, since they have no public value. 

Summarization of Peer Group 

As it can be seen none of the companies in the peer group has the same part of their 

business of cleaning. Only two of them have cleaning as part of their business at all. This 

does not mean that the competition is not big in the businesses where ISS are, but more 

that ISS is a composition of businesses that is not state-of-the-art and no one else offers 

the same businesses as ISS does.  

Appendix 2 

Reclassification of Equity Statement 

The equity statement give insights about the transaction there affect the owners’ capital. 

At the reclassification the entries are split in the transaction, which has to do with the 

owners and the total income respectively. The total income is important in the analyses 

because it measures the result of each period in the balance on the basis of the value 

changes there are posted under equity. An example is the realized gains/losses on 

securities which will be included in the income statement while the unrealized 

gains/losses will be posted on the equity statement. Without a reformulation the whole 

value of this cannot be found on one place80. 

The reformulated equity statement can be seen in figure 11.181. 2010 was the first year 

with improved balance account on the equity statement after it has fallen from 6.8 

billion DKK in the end of 2005 to 2.2 billion in 2009. This comes from a very big 

improvement of the total income.  

                                                        
80 Elling 2005 p. 107 
81 In 2010 there was a minor change in the item “share-based payment” – there has been moved from total income to transaction 

with owners. I have chosen to keep it in total income for better comparison. 
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Figure 11.1 - Own Creation 

Reclassification of Balance Statement 

Also in the balance statement I will divide between operating and financing activities. In 

the account statements the balance are divided between current and non-current assets, 

and long term and short term debt. In the reformulated balance statement the assets and 

liabilities are divided into operating and financial assets and liabilities respectively. In 

figure 11.282 you can see the reformulated balance sheet. ISS have put cash and cash 

equivalent in one item, but in order to have funds to operate I have taken 1% of the 

revenue and deducted from the cash and cash equivalents83.  

                                                        
82 In 2010 there is an extra item called “prepayments”, which is part of “other receivables” in other years. I have thus 
adjusted it for 2010.  
From 2009 and backwards the interest rate swaps were in the item “other liabilities” while it 2010 were in “total long 
and short term debt” I have therefore corrected the post in 2010 for better comparison with the other years. The item 
was 135 million in 2010. 
83 Elling 2005, page 125 

Reformulated Equity Statement 2010 2009 2008 2007 2006 2005

Balance of account 1st of January (in 2005 from 11th of March) 2,213     3,533   5,518   5,980   6,774   1             

Transaction with owners:

Share issue - - - 178         - 7,693     

Dividend Paid (9)              (14)          (22)          (14)          (7)            71           

Acquisition with ISS A/S - - - - - (7)            

Remission of debt to parent company 98             - - - - -

Impact from acquired and divested companies (10)           (16)          (11)          (15)          (4)            (17)         

Transaction with owners: 79            (30)        (33)        149       (11)        7,740   

Total income

Net profit of the year (532)         (1,629)   (631)       (442)       (809)       (945)      

Foreign exchange adj. of subs. and non-controlling interest 911           364         (792)       (264)       (114)       128        

Fair value adjustments of hedges, net (138)         (327)       (266)       134         123         (31)         

Fair value adjustments of hedges, net - transf. to net finance cost 259           325         (147)       (87)          9              -

Actuarial gains/(losses) (129)         (45)          (182)       111         46            (119)      

Impact from asset ceilling (20)           18            25            - - -

Fair value adj. of PFI investments transferred to other income and expenses, net - - - (19)          (18)          

Other - - - - - (38)         

Share-based payment 2                3              5              2              14            -

Tax regarding other comprehensive income 6                1              36            (46)          (34)          38           

Total income 359         (1,290) (1,952) (611)     (783)     (967)     

Balance account of 31. december 2,651     2,213   3,533   5,518   5,980   6,774   
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Figure 11.2 - Own Creation 

Reclassification of Income Statement 

Like the other the income statements are divided between operating and financing 

activities. I therefore also have to allocate the tax between the operating and the 

financial parts. In the official income statement the tax is reported two places – the tax 

on profit before goodwill impairment/amortization of brands and customer contracts 

and the income tax effect on goodwill and amortization. Tax on financing costs would 

normally be the company tax percent on the net financing costs84, but companies can’t 

withdraw more tax than the tax percent on the operating income before tax85. In 2009 I 

have done it the following way: 

Operating income before tax: 1,499 mill. DKK. 

+ Other operating income before tax: (824) mill. DKK. 

= Total operate profit before tax 675 mill. DKK. 

x 25% company tax 169 mill. DKK. 

                                                        
84 Elling 2005, page 128 
85 Damodaran 2005, page 411 

Reformulated Balance Sheet 2010 2009 2008 2007 2006 2005

Operating Activities

Intangible Assets 35,358      35,452      36,001       37,150       36,032       32,672       

Property, plant and equipment 2,055         2,004         2,276          2,223          2,163          1,956          

Investments in associates 9                  21               24                28                66                132              

Deferred tax assets 655             514             472              598              525              599              

Other financial assets 290             281             238              229              239              234              

Inventories 318             303             264              249              324              300              

Trade Receivebles 10,896      10,130      10,097       10,114       9,281          7,564          

Contract work in progress 125             195             182              161              207              153              

Tax receivables 386             308             228              277              217              139              

Other receivables 894             1,071         776              1,036          924              844              

Asset held for Sale 824             614             -                    619              -                    -                    

Operating Liquid Funds (1 percent of revenue) 741             690             688              639              558              317              

Operating activitites (OA) 52,551    51,583    51,246     53,323     50,536     44,910     

Operating Liabilities

Pensions and similar obligations 1,053         837             834              724              885              833              

Deferred tax liabilities 2,305         2,356         2,498          2,786          3,173          3,302          

Other provisions 740             802             832              653              745              719              

Liabilities related to asset held for sale 255             379             -                    351              -                    -                    

Trade payable 2,830         2,624         2,835          2,750          2,595          1,952          

Tax payables 411             306             123              151              167              81                

Other Liabilities 11,081      10,734      10,461       10,494       10,068       8,110          

Operating Liabilities (OL) 18,675    18,038    17,583     17,909     17,633     14,997     

Net Operating Activities (NOA) (OA-OL) 33,876    33,545    33,663     35,414     32,903     29,913     

Net Financial Liabilities

Total long term and short term debt 34,109      34,103      32,489       31,921       28,640       24,685       

Securities (19)             (97)             (86)              (83)              (59)              (59)              

Cash and cash equivalents (deducted Operating Liquid Funds) (2,865)       (2,674)       (2,273)        (1,942)        (1,658)        (1,487)        

Net Financial Liabilities (NFL) 31,225    31,332    30,130     29,896     26,923     23,139     

Total Equity (TE) (TE = NOA-NFL) 2,651       2,213       3,533        5,518        5,980        6,774        
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On other operating income I have simply taken 25% (2009) of the total. Since the 

operating income is negative (in all years) the effect is positive. The tax on profit from 

sales is the rest. In 2005 and 2006 the company tax was 28% and in the following years 

25%. To get the total income I include the comprehensive income from the equity 

statement.   

 
Figure 11.3 - Own Creation 

Reclassification of Cash Flows 

The accounting profit shows the surplus when it is created, while the cash-flow 

statement shows the surplus when it is realized in cash-flows. A lot of problems can 

arise when making a reformulated cash-flow statement, but because of the balance and 

income statement is reformulated, it can be made easily be made almost as precise. It is 

done in two different ways with the same result as showed in figure 5.4. One of the ways 

that I will valuate ISS is by the FCFF (Free Cash-Flow to Firm) model. This model uses 

cash-flows, and it is therefore useful to reformulate the cash-flow in the period. 2005 

cannot be done because, that there is no NOA in present year.   

Reformulated income statements (in 2005 from 11th of March) 2010 2009 2008 2007 2006 2005

Revenue 74,073     69,004     68,829     63,922     55,772     31,741     

Staff costs (47,990)   (44,781)   (44,156)   (40,998)   (36,284)   (20,833)   

Gross Profit 26,083   24,223   24,673   22,924   19,488   10,908   

Cost of sales (6,359)      (6,044)      (6,134)      (5,614)      (4,911)      (2,556)      

Other operating expenses (14,607)   (13,437)   (13,609)   (12,630)   (10,598)   (5,969)      

Adjusted EBITDA 5,117      4,742      4,930      4,680      3,979      2,383      

Depreciation and amortisation (1,719)      (1,997)      (1,877)      (1,946)      (1,860)      (1,208)      

Goodwill, impairment and writedown (938)          (1,246)      (399)          (128)          (250)          -                  

Operating profit from sales (before tax) 2,460      1,499      2,654      2,606      1,869      1,175      

Tax on operating profit from sales (1,131)      (602)          (913)          (495)          (604)          (304)          

Operating profit from sales 1,329      897          1,742      2,112      1,265      871          

Other Operating income

Integration costs (6)               (46)            (66)            (67)            (106)          (41)            

Net finance costs - other income 105            142            89              50              134            14              

Net finance costs - other expenses (253)          (286)          (508)          (833)          (429)          (719)          

Various other income and expenses (excluding divestments), net (158)          (634)          (205)          (21)            (92)            (363)          

Other Operating income (before tax) (312)        (824)        (690)        (871)        (493)        (1,109)    

Tax on other operating income 78              206            173            218            123            277            

Other operating income after tax (234)        (618)        (518)        (653)        (370)        (832)        

Other comprehensive income 891            339            (1,321)      (169)          26              (22)            

Share of results of associates 10              4                 3                 8                 (17)            13              

Divestments, net 46              83              (37)            (108)          (17)            -                  

Total other operating expenses 713          (192)        (1,873)    (922)        (378)        (841)        

Total operating income 2,042      705          (131)        1,189      888          31             

Financial items

Interest income 93              81              153            149            96              78              

Interest expenses (2,313)      (2,245)      (2,465)      (2,383)      (2,152)      (1,094)      

Tax advantage 537            169            491            434            385            18              

Net financial expenses after tax (1,683)    (1,995)    (1,821)    (1,800)    (1,671)    (998)        

Total income  (Total Operating income + Net financial expenses after tax) 359          (1,290)    (1,952)    (611)        (783)        (967)        
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Figure 11.4 - Own Creation 

Appendix 3 

In figure 11.5 the APV approach can be seen with certain inputs. It is much more 

unsecure because I have to forecast more factors each year. I use the minimum 

respected return for equity holders in PE funds (12%) as discount rate. The NFL has 

been found by assuming that the financial gearing continues in the same level as in 2010 

and I expect a high interest rate after tax because of the high debt ratio. 

The value is much lower than the value found with the other approaches which is no 

surprises since the risk is much higher because of the high debt rate, and thus the 

expected return for the equity holders is higher. The low value shows in the long run is 

not profitable for the PE fund to continue its ownership, because the expected return is 

too high in the long run to be honored.  

Reformulation of Cashflow Statement

Method 1

FCF = Operating Income - Δ Net Operating Activities 2010 2009 2008 2007 2006

Total operating income 2,042      705          (131)       1,189      888         

Net Operating Activities (NOA) - present year 33,876   33,545    33,663   35,414   32,903   

Net Operating Activities (NOA) - previous year 33,545   33,663    35,414   32,903   29,913   

FCF 1,711    824        1,620    (1,322)  (2,102)  

Method 2

FCF = NR - ΔNFF + d 2010 2009 2008 2007 2006

Net Interest Rate Expenses (NR) 1,683      1,995      1,821      1,800      1,671      

Net Financial Liabilities (NFL) - present year 31,225   31,332    30,130   29,896   26,923   

Net Financial Liabilities (NFL) - previous year 31,332   30,130    29,896   26,923   23,139   

Net Dividend (Transaction with owners) (79)          30             33            (149)       11            

FCF 1,711    824        1,620    (1,322)  (2,102)  
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Figure 11.5 - Own Creation 

Appendix 4 
In figure 11.6 are some of the key figures from the peer group. Compared to the 

presentation in chapter 4 Aramark is not included simply because they turned private in 

2006, and thus the value is not known, since there is no daily pricing as in the public 

traded companies. With the other 6 the price is change every day, but I have used the 

public traded price from the 25th of March 2011. Rentokil, Compass Group, G4S and 

Serco are all traded on the London Stock Exchange86, so I have converted with a DKK/£ 

rate of 8.49, which is the rate of 1st of March 2011. Sodexo is traded on the stock 

exchange in Paris87 and the rate used is 7.457 DKK per Euro. Securitas is a Swedish 

Company and is traded on stock exchange in Stockholm88, and the rate used is 0.83 DKK 

per Swedish Krone. This gives the market cap and enterprise value found in figure 11.5. 

Here can the revenue from 2009 and 2010 also be seen together with the expected 

revenue from 2011-2013. 

                                                        
86  http://www.londonstockexchange.com/prices-and-markets/markets/prices.htm 
87  http://www.td d.lt/slnews/Stock_Exchanges/Stock.Exchanges.html 
88  http://www.nasdaqomxnordic.com/shares?languageId=5 

2010A 2011E 2012E 2013E 2014E 2015E

FCFF 240 607 1,391 1,619 1,545

NFL 32,577 33,894 34,759 35,383 36,404

r  (after tax) 6.0% 6.0% 6.0% 6.0% 6.0%

Net financial expenses 1,955 2,034 2,086 2,123 2,184

Tax percent 25% 25% 25% 25% 25%

Tax advantage 489 508 521 531 546

FCFF + tax shield 729 1,116 1,912 2,150 2,091

Discount rate 1.120 1.254 1.405 1.574 1.762

PV of FCFF 651 889 1,361 1,366 1,187

Total PV of FCFF until 2015 5,454

Terminal value 17,094

PV of TV 9,699

Enterprise value 15,154

Book value of NFL 31,225

Equity value (16,071)  

http://www.londonstockexchange.com/prices-and-markets/markets/prices.htm
http://www.nasdaqomxnordic.com/shares?languageId=5
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Figure 11.5 - Own Creation 

In figure 11.6 the EBITDA, debt ratio and EBIT can be seen with actual numbers and 
expected numbers.  

 
Figure 11.6 - Own Creation 

The multiple numbers for the revenue, EBIT and Net income can be seen in figure 11.7. 

The equity value based on revenue multiples are between 22.448 billion and 27.336 

billion while it based on EBIT multiples are between -14.474 billion and -450 million.  

 
Figure 11.5 - Own Creation 

Appendix 5 

Figure 11.6 shows the exact numbers used in figure 8.1  and percentage change from the 

equity value calculated. 

 
Figure 11.7 - Own Creation 

Country Rate 

Market 

Cap

Enterprise 

Value

03.25.11 2009A 2010A 2011E 2012E 2013E

Compass Group UK 550.5 87,855 90,452 114,140 122,833 129,405 136,120 136,647

Rentokil UK 90.75 13,924 20,979 21,488 21,200 21,700 22,363 23,101

Sodexo FR 50.4 57,619 60,720 109,432 113,718 119,749 127,039 133,360

Group 4 Securicor UK 251.1 30,131 41,847 59,455 62,801 64,847 68,744 72,904

Securitas SE 74.95 22,603 34,576 52,014 50,912 52,483 55,080 56,984

Serco UK 564 24,061 25,462 33,705 36,736 38,782 42,306 45,990

Revenue

2009A 2010A 2011E 2012E 2013E 2010A 2011E 2010A 2011E 2012E 2013E

Compass Group 9,415 10,477 11,309 12,226 13,295 18.1% 8.4% 8,397 9,271 10,018 10901

Rentokil 3,708 3,839 3,974 4,282 4,441 97.5% 86.5% 2,032 2,083 2,342 2425

Sodexo 7,178 7,536 8,289 9,109 9,899 20.8% 12.8% 5,747 6,424 7,125 7804

Group 4 Securicor 5,265 5,586 5,862 6,248 6,697 56.5% 49.0% 4,474 4,305 4,573 4795

Securitas 3,888 3,764 3,933 4,203 4,423 48.0% 43.3% 2,880 3,039 3,290 3476

Serco 2,437 2,531 2,842 3,137 3,401 27.9% 16.5% 2,196 2,339 2,591 2737

EBITDA Debt ratio EBIT

2010A 2011E 2012E 2013E 2010A 2011E 2012E 2013E

Compass Group 0.74 0.70 0.66 0.66 10.77 9.76 9.03 8.30

Rentokil 0.99 0.97 0.94 0.91 10.33 10.07 8.96 8.65

Sodexo 0.53 0.51 0.48 0.46 10.57 9.45 8.52 7.78

Group 4 Securicor 0.67 0.65 0.61 0.57 9.35 9.72 9.15 8.73

Securitas 0.68 0.66 0.63 0.61 12.01 11.38 10.51 9.95

Serco 0.69 0.66 0.60 0.55 11.59 10.89 9.83 9.30

Average 0.72 0.69 0.65 0.63 10.77 10.21 9.33 8.78

EV / Revenue EV / EBIT

-20% -15% -10% -5% 0% 5% 10% 15% 20%

Change in Sales growth 6,278 8101 10,149 12,458 15,076 18,059 21,480 25434 30,043

Percentage change -58.36% -46.27% -32.68% -17.37% 0.00% 19.79% 42.48% 68.71% 99.28%

Change in sales growth (excl. Terminal) 9,937 11301 12,608 13,864 15,076 16,248 17,384 18488 19,562

Percentage change -34.09% -25.04% -16.37% -8.04% 0.00% 7.77% 15.31% 22.63% 29.76%

Changes in growth (terminal only) 10,446 11346 12,391 13,616 15,076 16,842 19,025 21790 25,406

Percentage change -30.71% -24.74% -17.81% -9.68% 0.00% 11.71% 26.19% 44.53% 68.52%
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Appendix 6 

In figure 11.8 I change the beta (in the vertical axe) accordingly to a deviation in capital 

structure of 10%-points in both directions. This will mean an equity share of all assets of 

34.25% and 54.25% respectively which gives betas of 1.35 and 2.049 respectively89.  

 
Figure 11.8 - Own Creation 

The horizontal line is the risk free which is the other most unsecure factor in the WACC. 

A change in the risk free rate from the current level of 3% to 3.5% will influence the 

WACC by 0.43%-point, so almost as much as the change in the risk free rate. The risk 

free rate has been on a historical low level in the last half year, and there is a general 

believe that it will go up again in the years to come. As it can be seen in figure 7.1 the 

level was about 3.5%-4% just a year ago. Thus I have made more alternatives that it 

goes up than it goes down. The realistic span for the WACC to change in is between 

around 7.16% to around 8.66%.  

Appendix 7 

I use the figures from the reclassified equity to see how much equity the current owners 

have invested initially in 2005, and how the transactions have been since. To find the 

internal rate of return I use the value I find in theoretical valuation and the span I found 

in the multiples90.  

Invested capital when buying 7,693 billion DKK 

Transactions in 2005 besides invested 47 billion DKK 

Transactions from 2006-10 75 billion DKK 

IRR at a sales price on 15.076 billion DKK after 6 years   12.20% 

IRR at a sales price between 13.033 and 16.586 billion  9.54%-13.98% 

Appendix 8 

The calculations is in the same way as the WACC is calculated in chapter 7, but only with 

a debt ratio as it was in ultimo 201 0 and with a debt risk premium of 8.78% which is the 

                                                        
89 The formula used can be found in paragraph 7.1.1.2 
90 This is made in excel using the formula RATE 

Beta / Risk free rate 2.50% 2.75% 3.00% 3.25% 3.50% 3.75% 4.00%

1.350 7.16% 7.39% 7.61% 7.83% 8.05% 8.27% 8.49%

1.634 7.28% 7.50% 7.71% 7.93% 8.14% 8.36% 8.57%

2.049 7.40% 7.61% 7.82% 8.03% 8.24% 8.45% 8.66%
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corresponding risk premium at Moody’s with a b2-rating that is the rating that ISS 

currently have. 

 
Figure 11.9 - Own Creation 

  

Value of equity 2,651

NFL 31,225

Market value of company 33,876

Risk free Rate 3.00%

Industry beta - unlevered 0.84

Beta - levered 8.26

Market risk premium - equiy (PWC) 4.90%

Market risk premium - debt (B2-rating) 8.78%

Tax rate 25%

Equity part: 7.83%

Debt part 92.17%

Equity weightet WACC 3.40%

Debt weightet WACC 8.14%

WACC 11.55%


