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Executive summary 

In 2011, after six years of ownership, the private equity owners of the Danish facility service provider ISS 

announced a plan to exit the company through a reintroduction to the stock exchange within the same 

financial year, thus creating the largest public offering since the TDC offering in 1994. Addressing the 

general market sentiment at this time, it is explained how the successful IPOs of both Pandora and Chr. 

Hansen affected the expectations for a market being mature for more IPOs.  

Introducing the private equity investment and the ISS exit process and, where both a secondary buyout, a 

reintroduction to the stock exchange and an industrial sale was considered, the dual track strategy and its 

implications are analyzed. Through this analysis and discussion it is shown, that the general private equity 

setup, the use of financial engineering and related covenants, and the distressed situation of ISS were some 

of the main drivers behind the process considerations related to the exit. Hence, this initial discussion 

enables a better understanding of the motivation for the chosen exit strategies, but also serves as an 

important prerequisite for the further discussion on the failed exit process. 

After having described and analyzed the motivations for the exit plans, the thesis turns towards the 

evaluation of the market conditions and the internal conditions of the company prevailing at that time. 

Doing so, it is here investigated whether the price of DKK 44.3 billion offered by G4S constitutes a fair value, 

or whether an overpriced offer could help to explain the G4S shareholder’s rejection of the transaction.  

The foundation for the valuation is based on a strategic and financial analysis, required in order to prepare 

the forecasts of the future value drivers. Here, ISS’s market position as one of the leading facility service 

providers is highlighted, while external factors affecting the future business of ISS are analyzed. Through 

this analysis, ISS is shown to provide an interesting investment case due to the strong market fundamentals 

and the leading market position, indicating strong future growth, but at the same time potential concerns 

in form of decreasing profitability. 

Based on the valuation of ISS it is found that the fair value of ISS as of September 17 2011 was DKK 41.8 

billion, thereby indicating that the offer by G4S should include a strategic EV premium close to DKK 2.5 

billion in order for ISS not to be overpriced.  

Based on this paper, the failure of the exit process could not be isolated to one single event or explanation. 

The IPO was cancelled as a consequence of too high volatility in the market and, in part, bad fundamentals 

in ISS. The industrial sale to G4S on the other hand was cancelled due to external decisions by the buyer’s 

shareholders who evaluated that ISS was overpriced, and thereby also as a consequence of bad 

fundamentals surrounding the ISS business and the market as of 2011. 



 

 

 
1 

 

Contents 
1. Preface 4 

1.1 Problem statement 6 
1.2 Methodology 7 
1.3 Operationalizing the problem statement 7 
1.4 Delimitations 9 
1.5 Data collection and validity 10 

Part 1 11 
2. Private equity investments 11 

2.1 The structure of a private equity acquisition 11 
2.2 Value creation in PE funds 12 
2.3 Capital structure and types of capital in PE funds 13 

2.3.1 Financing the initial investment 15 
2.3.2 Capital structure in portfolio companies 16 

2.4 PE ownership and operational strategies 17 
2.5 Covenants in a private equity setup 18 

2.5.1 The effect of covenants 19 
2.6 Private equity and exit considerations 20 
2.7 Sub-conclusion 21 

Part 2 23 
3. ISS – a world of service 23 

3.1 Company history – characterized by growth 23 
3.2 Company structure – a global company 24 
3.3 Business areas – moving towards integrated services 24 

3.3.1 Cleaning services 25 
3.3.2 Support services 25 
3.3.3 Property services 26 
3.3.4 Catering services 26 
3.3.5 Security services 27 
3.3.6 Facility management services 27 

3.4 Change of strategy in ISS 27 
3.5 The ISS situation in late 2010 and early 2011 28 

3.5.1 The financial situation for ISS – refinancing the debt 29 
3.5.2 Exit considerations in ISS 30 
3.5.3 ISS exit through an IPO process 30 
3.5.4 ISS exit to a trade buyers - G4S 31 

3.6 Sub-conclusion 31 
4. Strategic analysis 32 

4.1 PESTEL-analysis 33 
4.1.1 Political and legal factors 33 
4.1.2 Economics 35 
4.1.3 Social 36 
4.1.4 Technological 37 
4.1.5 Main findings in the PESTEL analysis 38 



 

 

 
2 

4.2 Porter’s Five Forces: 38 
4.2.1 Rivalry among existing firms 39 
4.2.2 Bargaining power of suppliers 40 
4.2.3 Bargaining power of buyers 41 
4.2.4 Threats from substitute products and services 42 
4.2.5 Threats from new entrants 42 
4.2.6 Main findings from Porter’s five forces 43 

4.3 Core competencies within ISS 43 
4.3.1 Perceived customer benefits 44 
4.3.2 Difficulty of imitation 44 

4.4 SWOT 45 
4.4.1 Internal drivers 45 
4.4.2 External drivers 46 

5. Financial analysis 47 
5.1 Value drivers 48 
5.2 Accounting standards 49 

5.2.1 Chosen auditing practice 49 
5.2.2 Reformulation of financials 50 

5.3 Introduction to the ISS financials 50 
5.4 Profitability analysis 51 
5.5 Financial analysis 52 
5.6 Sub-conclusion 54 

6. Forecast 55 
6.1 Forecast assumptions 55 

6.1.1 The length of the explicit budget period 55 
6.2 Estimation of value drivers 56 

6.2.1 Revenue growth 56 
6.2.2 Profitability 60 
6.2.3 Other operational drivers 61 
6.2.4 CAPEX 61 
6.2.5 Net working capital 62 
6.2.6 Other balance sheet drivers 63 

6.3 Sub-conclusion 63 
Part 3 65 
7. Valuation 65 

7.1 Valuation methodology 65 
7.2 Estimation of a discount factor 67 

7.2.1 Estimation of a Risk-free rate 67 
7.2.2 Estimation of Beta 67 
7.2.3 Market risk premium 69 
7.2.4 Debt/Equity ratio 69 
7.2.5 Cost of Debt 70 
7.2.6 Tax rate 70 

7.3 WACC calculation 70 
7.4 Valuation conclusion 71 
7.5 Sensitivity analysis 71 
7.6 Introduction to multiples valuation 72 

7.6.1 Introduction to premiums and discounts related to multiples 72 
7.7 Trading multiples 73 



 

 

 
3 

7.7.1 Illiquidity discount and control premium 73 
7.7.2 Valuation conclusion on trading multiples 74 

7.8 Transaction Multiples 74 
7.8.1 Valuation conclusions 75 

7.9 Sub-conclusion – valuation summary 75 
Part 4 76 
8. Discussion and conclusions 76 

8.1 Exit considerations 76 
8.2 Cancelling / postponing the IPO (reintroduction) process 77 
8.3 Valuation of the G4S offer and the rejection among G4S shareholders 77 
8.4 Conclusion 78 

9. Perspectivation 80 
10. Bibliography 81 
11. Appendix 84 

11.1 Peer group 84 
11.2 ISS – Reported figures 86 
11.3 Financial analysis 88 
11.4 Value drivers overview 89 
11.5 DCF valuation output 90 

 

  



 

 

 
4 

1. Preface 

In 2005, after 27 years on the Copenhagen Stock Exchange, ISS A/S (ISS) was delisted as part of the 

leveraged buyout by funds advised by EQT Partners and Goldman Sachs Capital Partners. Both funds saw a 

large potential in the industry and therefore believed ISS to offer a great business case. Therefore, 

shareholders were offered DKK 470 per share as the funds were making a voluntary conditional public 

tender offer for the total outstanding share capital of ISS.1 

During the process, the consortium indicated that the future delisting of ISS and a further development of 

ISS as a private company was a prerequisite for future growth. At the time, the ISS share was caught in a 

deadlock. More acquisitions were needed in order to create further growth, but ISS had not succeeded in 

creating the required cash flow to finance these acquisitions. As a result, ISS would be forced to take on 

further debt and thereby challenge its future capital structure and in the end the profitability of the 

business. Ole Andersen, partner of EQT Partners, explained the rationale for the investment when 

announcing that, “We believe EQT can help accelerate the execution of the Company’s strategy by investing 

further in organic growth and add-on acquisitions.”2 On the 13th of April, the offer was finally approved at 

the annual general meeting, and the offer was finally accepted by the board on the 29th of April.3 

During the next years, ISS went through a great development, including several strategic acquisitions 

creating the foundation for further acquisitive growth, while at the same time maintaining high organic 

growth levels. As time went by the funds started to investigate the exit opportunities and during 2010, the 

market started to receive the first indications that the exit decision could be expected within a fairly short 

time horizon.4  

In the same period there were a general acceptance and belief, that the market was mature for more IPOs 

following the successful IPOs of both Pandora and Chr. Hansen.5 Some analysts had predicted a boom in 

IPOs in 2010 and 2011, while other analysts began to argue for a shrinking IPO potential due to the 

volatility of the financial markets.6  

Following a dual track strategy both the IPO (in this thesis referring to the reintroduction to the stock 

exchange) and a divestment to either another strategic buyer or another fund were investigated. First, 

rumors in the market indicated that Apax Partners LLP in January dropped a EUR 6.4 billion (DKK 47.7 

                                                             
1 Børsen (2005, April 27) 
2 EQT (2005, March 29) 
3 Annual report 2005 
4 Børsen (2010, October 2010) 
5 Børsen (2005, April 27) 
6 Børsen. (2011, March 21) 
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billion) bid for ISS.7 However, on February 17 2011 ISS announced that it would be reintroduced to the 

stock exchange in Copenhagen.8 However, this did not come as a surprise for the financial markets, but it 

took the markets by surprise when it later was announced that the IPO would be postponed. At the time it 

was still argued that the IPO had the top priority and was planned to be executed later in 2011.9 

In the late summer 2011, G4S entered the stage with a bid for a total value of 5.2 billion pounds (DKK 44.3 

billion).10 This acquisition would potentially create a company with more than 1.1 million employees, 

hence, becoming the largest company in the world determined by number of employees.11 Despite the 

interesting perspective, some analysts began to question whether paying about 8.5x top-line earnings 

would be a good deal.12  Only few days later the transaction process had collapsed. G4S board had failed to 

secure the ISS takeover as some of the larger shareholders voted against the deal, which needed the 

support of 75% of voted shares to be approved.13 

This left ISS in a situation where it was still owned by the two funds, and many analysts questioned the 

future development of the company, both regarding the increasing debt concerns, and more general the 

growth and owner perspectives.  

When announcing the 2011 annual report Jeff Gravenhorst, the CEO in ISS, stated that an IPO was still the 

long term plan.14 However, in 2012 two new investors entered the company, Kirkbi and Ontario Teachers' 

Pension Plan, with a total ownership of 26% (DKK 3.7 billion), reflecting a share price of 105 DKK. This 

should be compared to an expected price at the IPO considerations of 100-135 DKK per share.15   

 

  

                                                             
7 Financial Services (2010, December 8) 
8 Politiken (2010, August 25) 
9 Børsen (2011, March 21) 
10 Bloomberg (2011, October 17) 
11 ISS website 
12 The Guardian (2011, October 17) 
13 Berlingske (2011, November 1) 
14 Annual report 2011 
15 Børsen (2012, August 16) 
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1.1 Problem statement 

The motivation for the thesis arise from a general interest in Private Equity investments, but also the lack of 

research  covering the potential downsides from the PE setup, and the considerations surrounding the exit 

process in the Danish PE funds and their portfolio companies. Furthermore, the lack of previous Danish 

IPOs creates a need for further understanding of the strategy and considerations in the exit process. Finally, 

ISS offers a great case; both due to the dual track strategy chosen by the owners, and especially due to the 

hectic 2011 where first the IPO plans collapsed followed by the failure of the G4S divestment. 

The purpose of the thesis is to both analyze and quantify some of these issues. First, this leads to the 

overall problem statement: 

Why did the owners not manage to exit ISS as planned during 2011? 

The overall problem statement will be approached through the following research questions:  

1. What is the rationale behind a PE investment, and how is value created? 
2. What are the funding opportunities related to a PE investment and what are the role of 

covenants? 
3. Why did the funds want to sell ISS in the first place, and how did the possibility of financial 

distress affect this situation? 
4. Why did the funds decide to follow a dual track strategy and what were the consequences from 

this? 
5. Why was the stock exchange reintroduction postponed and why did the G4S acquisition fall 

apart? Did the DKK 44.3 billion (or DKK 130 per share) offer reflect an overpriced company? 
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1.2 Methodology 

The purpose of the following section is to describe and set out the structure for the rest of the paper. 

Hence, this section will focus on the operationalization of the overall problem statement and the research 

questions. 

In general, the thesis will be divided into 4 parts. The first part of the paper will elaborate on Private Equity 

as a general investment type, including the rationale behind these investments, the financing decisions and 

the role of covenants, the value creation processes, and finally the exit considerations. The remaining part 

of the paper will be based on the ISS case, approaching the remaining research questions from different 

angles.  

In part 2 the ISS fundamentals are analyzed. Doing so, both a strategic and a financial analysis will be 

performed, which will then feed into the forecasting part. In this part, the capital structure consideration in 

the ISS case will also be analyzed. The actual valuation will be performed in part 3, applying both a DCF 

approach and a multiples approach. Finally, a general discussion will elaborate on the previous sections. For 

a further overview of the thesis structure, Figure 1 illustrates the separate parts and the general process. 

Figure 1  – Thesis structure  

 

 

1.3 Operationalizing the problem statement 

The initial analysis in Part 1 of the thesis describes, analyzes and discusses the essentials in PE related 

investments. Doing so, first the rationale for the PE approach is discussed through empirical studies and an 

analysis of existing theory. Then, focus is turned towards the actual PE process (e.g. the financing process) 
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and analysis of specific PE literature. Furthermore, considerations surrounding the exit strategy are 

analyzed, here again through existing theory within this subject.  

Understanding the PE sector as a business and investment type creates the needed foundation for the 

analysis of the ISS case. Therefore, the paper dives down into the specific case analyzing the fundamentals 

surrounding the ISS case, as an understanding of the fundamentals allows for further analysis of the specific 

exit decision for the owners.  

With this analyzed, the process now turns towards a new perspective trying to enable the answering of the 

research questions regarding both the financial distress considerations and the exit strategy. In order to 

understand the exit choice one should look at the different opportunities during the process. Hence, a 

thorough valuation will be performed in order to evaluate the bid from G4S. Therefore, the analysis will be 

grounded in the value of the company at the time it was offered to G4S (October 17, 2011).  

In order to perform a valuation and understand the exit consideration, it is important to understand the 

fundamentals of the ISS business. Therefore, much focus will be placed on the strategic position of ISS at 

the time of valuation. When analyzing the strategic part, both the external and internal effects will be 

approached in order to create the best foundation for a realistic estimate of the future growth potential for 

ISS. Following the natural causality of the process in Figure 1, the analysis will continue with a financial 

analysis of the historic performance based on financials from 2006 to 2010.  

Understanding the business and the financials one could now turn towards an analysis of the capital 

structure issues surrounding the ISS case. Hence, this part also addresses the issues arising when a 

company experience financial distress. Understanding the capital structure issues one should be in a 

position to better understand how the exit opportunities might have been affected at this time. 

Performing this analysis, the focus will here be on general tendencies in the historical performance, but 

also on specific value drivers such as profitability measures, balance sheet drivers and financial risk. 

Understanding the business, the financials and the historical value drivers, allows for estimations of the 

future value drivers and hence a better forecast.   

In Part 3, the quality of the forecast will become essential for the actual valuation quality. When performing 

the valuation, the concept of fair value will be introduced in order to value ISS as a private unlisted 

company (due to the lack of any stock market value of the equity). When being a delisted company the 

equity value is however not the only company specific information which could not found. Therefore, peer 

groups and alike are analyzed in order to obtain further knowledge and better estimates of e.g. capital 

structure, cost of equity and cost of debt. The DCF valuation is supported by a further valuation through 
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multiples as a sanity check to the estimated value. Finally, the brief introduction to the IPO implication 

should enable a discussion on the missing exit during 2011. 

Following part 3, the final part elaborates on the different analysis previously performed, creating the 

foundation for the final discussion of the ISS case and an evaluation of the exit decision and a brief 

perspectivation, in order to elaborate on the knowledge obtained in the paper.  

 

1.4 Delimitations 

During this thesis the reader might experience and question that the perspective change from general PE 

related subjects to more company specific analysis of the ISS case. This is to some extent true, but the 

underlining motivation for the different parts is, throughout the paper, to answer the specific problem 

statement and the subsequent research questions. Therefore each angle and new perspectives, whether 

being on general PE level or company specific level, serves the same purpose; to find out why the owners 

did not manage to exit the investment as planned. 

Hence, the theoretical analysis of the PE investment serves as a foundation for the rest of the analysis. 

Therefore, some aspects of a PE investment will also be neglected, as these parts will not serve any purpose 

in the analysis (e.g. active ownership and operational value creation in the holding period). With regards to 

the choice of valuation approach, this is also done based on a subjective evaluation of the most adequate 

for the purpose of answering the present questions. However, the approach is at the same time grounded 

in theories used in practice, but also theories acknowledged in the theoretical world.   

This valuation part analyzes the exit decision for ISS in 2011 (October 17, 2011). Therefore, the data applied 

and all sources applied will be based upon material available at this time. For example, market reports and 

company specific financials will only be applied in the analysis if published prior to this. Nevertheless, some 

general articles might be applied in the introduction and the final discussion in order to put some of the 

findings into perspective. For the same reason, this paper will not deal with events that arose during 2012; 

the most important being the two new investors entering the company, Kirkbi and Ontario Teachers' 

Pension Plan. Even though this event might in itself be interesting, the event does not serve a purpose in 

relation to the unsuccessful IPO process and G4S deal in 2011. 
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1.5 Data collection and validity  

In general, all the information applied throughout the thesis, whether it is financial numbers, strategy 

issues, market information or theoretical papers, these will be publically available material from either 

news papers, the Internet, books or press releases. This should create a general credibility and reliability. 

However, the main source of financial information will often be from annual reports, hence, one should 

recognize the potential subjectivity and tendency to present a more positive picture of the companies than 

fair is. Therefore, this type of material will be applied with precaution and a critical view in order to secure 

the same degree of reliability as with the rest of the material.  

Besides the information which is public available, the analysis will also be based on data from larger 

acknowledge data providers, including Merger market, Capital IQ, One Source and Greens. It should here 

be noted that not all of these are public available. In general, these providers are all considered to have a 

high degree of credibility due to the extent in which they are applied by many professionals. However, also 

this information has been applied with precaution and in a rational way in order to secure the validity of 

the numbers applied.  

When dealing with the PE field there is in general limited information available. Therefore, much of the 

theoretical material is provided by the sector itself. Hence, one should cover this field with precaution, as 

the information might be colored by the underlying interests. For example, DVCA (Danish Venture Capital 

and Private Equity Association) material will be applied in the paper. Using material from an organization 

like DVCA, serving the industry, could lead to potential misinformation. However, this is at the same time 

one of the best sources for information within this field, and therefore this source and similar ones will be 

applied throughout the paper, however, taking a critical point of view towards their credibility.  

Throughout the process, the approach towards the field should be characterized as desk research, meaning 

that secondary sources of information are the foundation of the paper. Doing so, the writer acknowledge 

the need for data triangulation in the process; both in terms of using both quantitative and qualitative data, 

but also collecting information from multiple data sources, reducing the potential for the effects from 

biases in the material applied. 

In order to increase the validity of the thesis, different kinds of theoretical models are applied when 

analyzing the empirical data. For example, value related calculation of e.g. fair value of the equity of ISS is 

triangulated through the use of calculations with both the DCF and multiples. Even though these will not 

reach one single “true” value, the result increases the validity of the applied theory.  
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Part 1 

 

2. Private equity investments 

In this part, the general motivation and rationale for a private equity fund investment and the ownership 

process will be outlined. First, the general structure of private equity acquisitions will be analyzed, focusing 

on the PE as an investment type, but primarily on the financial engineering aspect of the investment 

process. Due to the relevance of the initial financing considerations and the covenants following from this, 

the first part will focus on the typical type of capital applied. Secondly, the typical exit strategies will be 

discussed in order to facilitate an understanding of the importance and interrelation between these 

aspects. 

 

2.1 The structure of a private equity acquisition 

Applying the term “private equity “actually refers to the structure of the investment, this investment type 

could be illustrated as below. In brief, the private equity firm set up a private equity fund where the 

investors’ committed capital is used for investments in portfolio companies.16 

Figure 2  – Structure of the private equity investment 

 

In general the main role of the private equity fund is to act as a legal entity, which is used for investors to 

place their capital, and facilitate the acquisition of the different portfolio companies. The private equity 

                                                             
16 DVCA (2008) 
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firm is administrating the fund, and will often have more than one active fund. The different funds are 

managed by a team consisting of general partners who have the responsibility for the operation and might 

also be committed through investments in the fond (this is often the case). These teams constitute the PE 

firm and are responsible for executing the business case and developing the company according to the 

plan. This is done in cooperation with the portfolio company, and the PE firm will often play a key role in 

the board of the portfolio company. Thus the actual active ownership is performed by the private equity 

firm and not the private equity fund. There can of course be variations to the setup depending on the 

structure of a specific PE firm. For example, the incentive structure for the PE firms will differ, but often the 

incentives will include a constant return on the invested cash and a performance fee called “carried 

interest”.17 Even within the larger Danish and Scandinavian PE Funds there are significant differences in the 

setup. At the Nordic Private Equity Conference 2011 one of the panels briefly covered these differences, 

the most important take away was that the funds are very reluctant when it comes to announcing the exact 

incentive structure, as this is often used as a competitive factor in the bidding process.18 

This thesis will not go further in detail with  the characteristics of the PE firms and funds nor the capital 

funding aspects, instead address the focus will beon the actual portfolio investment and the financing 

considerations.  

 

2.2 Value creation in PE funds 

When investing in portfolio companies, private equity funds generally seek to drive value through several 

different factors, including financial engineering, governance engineering, operational engineering and 

strategic engineering. Robers Spliid argues that financial engineering and the composition of the capital 

structure is the most important contribution of the PE fund.19 However, financial engineering is by others 

viewed to have a negative effect on the portfolio company due to the high gearing. Often the PE industry 

will defend itself by referring to the higher returns experienced from these investment. However, Knut N. 

Kjær, Chairman in FSN Capital Partners, argues that there could be some truth in the criticism. At the 

Nordic Private Equity Conference he questioned the ability, of the PE industry as a whole, to be able to 

deliver sufficient return, when comparing to public equities, to compensate for the higher fees, the 

illiquidity, the less transparency, the higher risk and the agency costs. Oliver Gottschalg from HEC School of 

Management in Paris has looked at 500 funds, and found that 66% of them could claim to be in the top 

                                                             
17 Bennedsen, et al. (2008) 
18As VP for the Nordic Private Equity Conference the author had the opportunity to participate in this event in 2010 and 2011 and therefore, this will 
also be used as a source throughout the paper 
19 Spliid (2007) 
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quartile depending on what “vintage year” they said their fund was from.20 From the figure below, 

presenting an analysis from Russell Mellon Analytical Services, it is however evident that there are actually 

large differences in return among the PE funds and that it is only the top quartile that is actually able to 

create value. Based on this research, it is seems to be evident that not all PE funds create value, and it 

becomes absolute to discuss whether “the PE industry” creates value, as it will depend on the individual 

fund.      

Figure 3 – 10-year annual returns (through September 2011) for PE funds  

Fund type Top Quartile Median Bottom Quartile 
Buyout universe 25.1 % 2.0 % -12.8 % 
Venture capital universe 13.5 % -5.7 % -21.8 % 

 

There have, however, also been conducted larger studies supporting the theory of general value creation in 

the PE sector. The study by Oliver Gottschalg actually provided evidence that PE funds do generates an 

average alpha, excess return, of 7.1% relative to comparable stock market investments, where the alpha 

describes the effect after correction for the leverage effect and is therefore attributable to other factors. 

Based on Knut N. Kjær’s dispute, this is however of less importance as this might differ from fund to fund – 

similar to the difference that might exist between different listed companies.  

Based on the above introduction to the PE field it should be evident that one should not take PE value 

creation for granted. A critical view should be applied when approaching PE investments, and therefore, in 

order to understand the funds motives, one should remember to address the fund-specific characteristics, 

while at the same time addressing the method of value creation rather than the degree of value creation.  

 

2.3 Capital structure and types of capital in PE funds 

In the following, the focus will be turned towards the financing aspect of the funds’ work and the 

implications from their practices, based on the previous argument put forward by Spliid, arguing for 

financial engineering at an important driver for the value creation.   

When acquiring a new portfolio company through a leveraged buyout, the PE fund will usually choose 

higher debt levels than seen in industrial transactions. When investing in a portfolio companies, by 

conducting a leverage buyout (LBO), the fund will typical use a significant amount of debt while only 

                                                             
20 Gottschalg (2009)  
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funding 10-50 % of the capital itself.21 When applying external funding, this part could be partly secured in 

the company’s assets. However, it will never be possible to secure the entire funding, as this is not legally 

possible according to Danish law.22 

An explanation for the higher gearing could be found in the nature of the PE setup where funds often have 

easier access to additional equity (if needed) compared to a public company, which has to make a capital 

expansion through the stock exchange. For a public company this is both expensive and time consuming. 

This is furthermore supported by the pecking order theory, suggesting that companies prefer internal 

funds, then debt financing and lastly new equity.23  

In traditional capital structure theory the capital structure should be irrelevant in a perfect capital market, 

where investors have the ability to gear their investments in the same way as the companies.  However, the 

capital markets are far from perfect, which is exemplified through the differences in investors’ and 

companies’ borrowing cost, tax opportunities and tax benefits. Taking all this into consideration, Modigliani 

and Miller many years ago concluded, that debt financing should be most favorable, hence indicating that 

companies should strive for the highest possible gearing.24 As indicated earlier, there are however 

problems arising from this strategy too. The high degree of leverage will in general increase the risk and 

probability that a company might experience financial distress. Furthermore, the financial crisis has had the 

implication that both credit agencies and banks are today more focused on the potential threat of a future 

bankruptcy. This change will of cause affect future PE investments, but more important it will affect the 

existing investments.  

This argument arise from the fact that future investments in the years to come will take the strengthen 

regulation and the strengthen covenants into account when investing. The banks require a premium for the 

increased financial risk in the period of downturn. Therefore, the interest pick-up will continue to growth. 

The optimal capital structure could be found in the spot where the marginal tax shield from the debt will be 

equal to the marginal cost from obtaining new debt. The purpose here is however not to find the optimal 

capital structure, but rather to understand the implications of the applied gearing mechanisms in a PE 

investment. This will be further analyzed when returning to the covenant concept. 

                                                             
21 Discussed at the Nordic Private Equity conference 2011 in the Small-/mid cap panel 
22 Cf. the financing limitations in ASL § 115, indicating that companies could not guarantee safety or facilitate loans for acquisitions of shares in the 
company 
23 Meyers (1984) 
24 Meyers (1984) 
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2.3.1 Financing the initial investment  

In general, the PE funds apply many different borrowing facilities with different attributes, offering 

different degrees of security, but also very different interest costs. Below are presented the most important 

types2526. 

Senior Debt 

In general, senior debt ranks above all other debt and equity capital in the business. Thus, it needs to be 

repaid before other lenders can receive any cash from the company, and therefore this is typical also the 

cheapest kind of debt. Often, the debt will be provided as ABCP (Asset Backed Commercial Paper) through 

investment banks. Senior debt facilities could, in part, be secured in the company’s assets or through 

guarantee in the company’s assets. 

In general, senior debt could be split up into different tranches, offering different specifications, rights and 

obligations with regards to both time perspectives and the requirements when it comes to securitizations 

of a potential loss. The time horizon of the tranche is typical customized to the fund’s investment horizon 

and the expected structure of the payback.  

Subordinated Debt  

Further down in the hierarchy subordinated debt is found. In general, this debt type ranks behind senior 

debt in order of priority in case of liquidation. The requirements for this type of debt are often less strict 

than those for senior debt. However, interest costs are typically higher due to the fact that this debt gives 

the lender less security than in the case of senior debt. 

In larger buyouts, it could be seen that the holding company decides to use bonds as part of the funding, 

similar to what is seen for listed companies. Doing so, cash flows from the target company are used to pay 

the interest payments. Many of these bonds will often not be registered as investment grade bonds, but as 

junk bonds. Therefore, these offer a low credit security and a relatively high interest rate. However, they 

are often offered without security in any assets, offering more freedom than what is experienced towards 

traditional creditors.  

Mezzanine Debt 

Mezzanine debt is usually high risk subordinated debt and ranks behind senior debt and unsecured debt. 

While the interest rate is higher on this debt, there are also other characteristics that should be noted. In 

                                                             
25 Discussed at Nordic Private Equity Conference 2010 in relating to the funding discussion 
26 Rosenbaum (2009) 
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general, the interest expenses should be paid in cash, however, part of the interest could be (PIK or “paid in 

kind”) rolled up into the principal. Within the last years the use of mezzanine debt has gained more ground, 

also in the Danish PE practice.   

Equity 

Finally, equity is used in order to finance the transactions, offering the most risky, and hence the most 

expensive form of capital, due to its characteristics of being lower in the credit hierarchy in case of 

bankruptcy. Thus, in case of bankruptcy, the investors will not receive any payout before the interests of 

the obligations are paid. Despite these characteristics, the funds will invest significant levels of equity, in 

order to prove to the creditors that the investment should be considered attractive.  

2.3.2 Capital structure in portfolio companies 

The different funding opportunities explained above each serve a specific purpose and could be combined 

in different ways. It is however not only in the investment process that the funding decisions are made. 

DVCA has made an extensive analysis of the capital structure development in Danish funds and how funds 

in practice change their capital structure.27 The analysis was based on 73 Danish portfolio companies and 

showed how the capital structure developed over time, prior and under the investment. Below is presented 

the main findings, in order to facility a general understanding of the typical financial engineering process 

associated with the PE setup. 

First, in the period of three years leading up to the PE investment, the portfolio companies investigated had 

an asset base which grew remarkably. This was often explained by considerable growth levels. Though not 

addressed in the study, this supports one of the general foundations of PE investments, where it is in most 

cases companies with a strong growth potential which are acquired. When addressing the holding period, 

the study show declining asset bases in the first years. In most cases, this was due to disposals of 

subsidiaries and buildings, but also to some extent due to the focus on reduction in working capital levels 

and other operational initiatives. In relation to this paper, the most interesting finding in the study was 

however, that most portfolio companies experience rising debt levels post buyout, and that the debt-asset-

ratio continues to increase even though the debt levels decrease after some years, as the asset base often 

will decrease with a higher pace than the debt. For example, the debt to equity ratio develops from a level 

of 2.2 prior to the buyout to a maximum level of 3.6 in year two after the PE entrance. 

The study from DVCA serves as a sound foundation for an understanding of the development in a portfolio 

company’s capital structure during the PE ownership. The high gearing is part of the investment model and 

                                                             
27 DVCA (2008) 
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for many years it was the main value creator in the PE industry. However, the latest years’ financial 

downturn has proven several shortcomings from this practice. The financial gearing is however not the only 

value creator in PE, even though the financial gearing often affect the other operational activities.   

 

2.4 PE ownership and operational strategies 

During the last couple of years, PE funds have been criticized for their short time perspective when it comes 

to their investments approach. Included in the critic is often the question whether it is reasonable to use 

the high gearing to the degree applied by the funds, while at the same time paying out the equity, creating 

a situation where cash flows out of the company. However, the funds have typically rejected this critique, 

stating that the main objective always will be to create value and then sell the company at the highest 

possible price, which sometimes could only be done through this practice; aligning the company in order to 

drive the business properly.  

When in general considering a PE investment, the funds could follow different operational strategies or a 

combination of them in order to create value during the holding period – each briefly described below28: 

Buy and Build: Here the focus will be on creation of revenue growth, both organic and acquisitive. This 

strategy will require high gearing, and thereby potential risk, for the target company. This is the strategy 

which has been used in the ISS case.29 

Split up: Focus will be on the core business. Doing so, non-core business units will be divested. 

Increasing profitability: Focus is here to reduce costs and therefore non-profitable units could be closed or 

sold. When the fund can no long cut down more costs, it will often be time to follow another strategy or to 

resell the portfolio company. 

The different operational strategies serve different purposes which again depend on the investment case 

and the overall rationale for the individual investment. However, it is important to understand that there is 

a close interrelation between the financing approach described earlier and the operational strategy; an 

acquisitive strategy will require more cash for investments in the holding period than it is the case in an 

investment where focus is only on increasing profitability. This understanding will become important later 

in the paper, when addressing the strategy behind the ISS acquisition and the considerations around the 

exit talks in 2011. 

                                                             
28 DVCA and EVCA website 
29 In the section where ISS is analyzed this strategy will be further described, but for now this serves as an introduction. 
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2.5 Covenants in a private equity setup 

As already discussed, PE funds use extensive leverage levels. However, the PE model also consists of 

another key element; the alignment of interests between management and the new shareholders. 

Understanding the financing decisions, its interrelation to the portfolio strategy and the typical 

development of both equity and debt in relation to a PE investment allows for an understanding of the 

covenant principles. Principles which are important when later addressing the ISS case. 

In short, debt covenants are key financial ratios which are arranged in agreement between a company and 

its creditors. The objectives of these are to safeguard that the company operates within certain limits. The 

conditions can vary between transactions and depending on the funding type,(c.f. funding types introduced 

earlier). However, the covenants are in most cases in place to limit or maintain certain levels of leverage, 

working capital and interest coverage, all with the overall aim of securing the creditors.30 

Using the framework developed by Ortiz-Molina31, it could be argued that conflicts of interest arise when 

shareholders (and management with high pay-performance sensitivity) may have incentives to reject 

positive NPV projects that would benefit bondholders, but at the same time reduce the value of equity. 

Another example could be that a shareholder has incentive to take high-risk negative NPV projects that 

increase equity value but reduce bonds value. In general, the purpose of debt covenants is therefore to 

reduce the common agency problem experienced by debt holders where shareholders will benefit from a 

riskier business at the cost of the debt holders (sometimes referred to in theoretical articles as a call 

option). Using the terminology of options, this would correspond to an option with an exercise price equal 

to the net interest bearing debt. Hence, the higher risk the management will take on, the greater the value 

of the call option will become. Due to this fact, debt holders intend to impose a set of debt covenants when 

providing and negotiating the acquisition finance terms. These covenants should help to avoid the 

problems just described and thereby control the management and the company better. Furthermore, it 

helps to ensure that the management does not take on unnecessary risk in order to set them self in a 

better financial position while ignoring the debt providers.  

In general, what will happen if the covenants are breached is that the control rights will shift to the banks. 

The banks could then ask for an immediate repayment of the loan, thereby forcing the company into 

bankruptcy. In practice, this is however rarely the case. In most cases, the debtor does not have the cash 

flow or the cash at hand to repay the entire loan. Consequently, a breach of covenants usually leads to a 

renegotiation of the terms (often referred to as a technical default).  

                                                             
30Chave et. Al. (2008) 
31 Ortiz-Molina (2006) 
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In addition to the actual renegotiation process, the creditors also have additional opportunities. First, the 

company could be offered a grace period, referring to the fact that the company would not be obligated to 

fulfill the covenants and pay installments for a shorter time-period. Second, a set of new and less strict 

covenants could be negotiated. Finally, the lenders in some cases require an equity cure, that is injection of 

more equity, or decide to write down debt.32  

With regards to the specification of the covenants, these could set requirements for levels of specific 

financial key indicators such as the company’s ability to cover its ongoing debt payments with its operating 

profit (EBITDA / interest cost), the ability to cover the total debt in the long term (EBITDA / NIBD) or 

requirements towards maintaining a minimum level of working capital (Revenue / WC).33  

2.5.1 The effect of covenants 

In the following section, previous research on debt covenants and decision-making will be analyzed in order 

to facilitate a better understanding of the behavior of management and shareholders in cases where 

covenants are breached. Empirical studies are here applied in order to understand the behavior of the 

management team as to the effects of their future investment decisions and operational initiatives and for 

the company the effect on earnings.  

Historically, the PE as an industry has only to a limited extent disclosed performance and methods of 

creating value. The same is the case for situations of financial distress and restructurings. Hence, only 

limited research on the breach of covenants for PE owned companies exist. In 2008 a study were 

performed by Chava and Roberts where it was investigated how a firm’s investment policy was affected in 

cases where there were breach of covenants. These studies highlighted several interesting things. First of 

all, the authors were able to show that the behavior was affected by the actual breach and not necessarily 

the distance between the actual ratios and the covenant ratios. Chava and Roberts were able to prove that 

strict covenants would have an effect on the management behavior, however, at the same time arguing 

that the significant change in investment policy would not happen until the covenants are in fact violated.34 

In the analysis, where data from US corporations were applied35, the authors conclude that capital 

expenditures declined by approximately one percent per quarter after breaching covenants. Furthermore, 

the study shows that companies with only one creditor will experience significantly larger declines in 

investments than for companies with a large lending syndicate. Finally, the same analysis showed the 

importance of the concept reputational capital, related to the fact that a company with no or only limited 

historical relationship to the creditor will experience larger declines in investments (1.7%) compared to a 
                                                             
32 Ortiz-Molina (2006) 
33 Ortiz-Molina (2006) 
34 Chave et. Al. (2008) 
35Data from period from 1994 to 2005 
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company using a creditor with a long historical relationship, who will instead experience a slight increase in 

investments. 

Chava and Roberts are however not the only ones who have addressed the role of covenants from a 

theoretical perspective. For example, Beneish and Press have previously investigated several effects caused 

by a violation of covenants.36 Assuming that private and public companies would share similar reactions to 

a breach of covenants, they examined the changes in the default firms' investment, financing, and payout 

policies within one year of violation.  

Based on the studies, Beneish and Press were able to conclude that from a sample of 91 firms, 54 divested 

its assets, 12 reduced its dividends, 12 reduced their R&D expenditures, while 8 issued warrants or 

refinanced and exchanged debt, and finally 6 decided to reduce the labor forces. Based on the limited 

foundation for his analysis, it is difficult to draw any statistical conclusions from this survey. However, the 

analysis serves to show how most companies breaching the covenants manage or are force relatively 

quickly take new measures to improve the financial situation.  

Based on the empirical studies presented it is evident that one would expect clear actions from a company 

experiencing financial distress in form of breached covenants or even when only being troubled by poor 

key measures in relation to the covenants.  

In the case of ISS, it was know by public that debt had grown large. Hence, the understanding of the role of 

covenants helps to explain the situation of ISS during 2010 and 2011. Based on the existing theory, one 

could question whether ISS would consider any initiatives such as reduced investments to preserve cash 

flows for servicing the debt. Furthermore, it would seem likely that ISS would have investigated the 

possibility of divesting any non-core assets and further equity contributions. This could provide an 

important explanation for the rationale for the exit consideration during 2011, as a potential IPO could 

serve the need for additional equity contributions. 

 

2.6 Private equity and exit considerations 

The exit decision is the final part of the lifecycles in the portfolio investment. The exit will often occur when 

the fund finds that this would be optimal in order to optimize the return. Often each fund has its own 

guidelines regarding this, and already when doing the initial screening, investment analysis and thereafter 

the actual investment, the fund will or at least should consider the different exit opportunities. 
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When it comes to exit choices, the funds have different opportunities. The two primary routes used to be 

through an industrial sale or an IPO. An industrial sale would target an existing competitor in the market or 

a new company that wants to establish itself in the industry. This exit option if often preferred due to the 

synergy value impact, which arise when an industrial buyer is ready to pay a strategic premium.37 However, 

PE funds' preferred exit option was previously IPOs, as these were believed to yield the highest valuation 

and hence the highest return.38 Furthermore, an IPO would also allow fund investors, in the form of 

pension funds and insurance companies to continue as minority shareholders.39 But with downturn in the 

equity markets in the wake of the financial crisis, the potential from an IPO has in recent years shown to be 

less favorable.40 

The funds have thus been forced to find new exit options. A more and more used method today is a 

secondary buyout, where companies are sold from one private equity fund to another. In these 

transactions there is no intention to obtain any of the synergy valuation effects that could be obtained from 

a trade sale. However, in times where the financing markets are squeezed the missing synergy effects could 

be offset by the better financing opportunities at the potential secondary fund, allowing for a potential 

higher valuation transaction, or sometimes just providing the only exit opportunity.  

When it comes to evaluating the best exit strategies there are only limited consensus. For example, it is 

argued among some theorists that this is dependent on markets, deal sizes and geographic areas.41 Thus, 

the funds are therefore left with a hard decision when deciding on the final exit strategy, as they should 

incorporate the general market sentiment, the available strategic buyers, and the initial exit strategy 

chosen when making the investment. 

 

2.7 Sub-conclusion 

Throughout Part 1, the objective has been to obtain a general understanding of the motivation and 

rationale for the private equity investments. First, a short introduction was given to the PE funds and their 

structure. Doing so, it was shown how value is created in PE funds through financial engineering, 

governance engineering, operational engineering and strategic engineering. Furthermore, studies from e.g. 

Gottschalg provided evidence that there might be a tendency to oversell the effect from a PE ownership 

compared to traditional private or public ownerships. With a further reference to Knut Kjär from FSN it was 

                                                             
37 Ernst & Young Private Equity Study 2010 
38 Fenn et al. (1997) 
39 Fenn et al. (1997) 
40 Fenn et al. (1997) 
41 Fenn et al. (1997) 
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here stressed that it is only the top quartile in the PE sector which are actually able to provide the high 

returns often associated with PE.  

From the analysis in this chapter it furthermore became evident that financial engineering plays a major 

role in the private equity setup. The brief introduction to the different operational strategies provided the 

framework for an understanding of the interrelation between these strategies and the overall financing 

structure. Dealing with the financing decision the covenant concept was introduced and analyzed. Here the 

empirical studies from Chava and Roberts and Beneish and Press helped to stress the importance of these 

covenants, identifying several consequences experienced when breaching these. Based on the discussions 

so far, one should now be able to understand how a PE owned company could be affected by the leveraged 

company structure, thus also taking a critical stand when addressing the later capital structure in ISS. 

Finally, the different available private exit strategies were briefly introduced in order to facilitate an 

understanding of the exit process. Doing so, it was describe how the IPO might serve different needs than 

e.g. an industrial sale, while also the valuation outcome and transaction likeliness might vary depending on 

the exit strategy.    

The first part has served as an important prerequisite for the next part of the paper where the specific case 

of ISS will be introduced. Doing so, the company’s situation will be presented; with regards to the PE 

ownership, the financial (distressed) situation and the exit considerations.  
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Part 2 

 

3. ISS – a world of service 
The following section will serve as an introduction to ISS. Doing so, the Company’s history, strategy and 

business model will be introduced, while the development during the PE ownership will be analyzed 

together with the prevailing situation during 2010 and 2011. 

 

3.1 Company history – characterized by growth  

In 1901, ISS was founded in Copenhagen. Beginning as a small security company with 20 employees the 

company rapidly grew and started the international expansion in 1946. By 1977, the company was 

introduced to the Copenhagen Stock Exchange and by 1989 reached 100,000 employees. 2005 was a busy 

year for ISS; both introducing a new strategy aiming at a continuous transformation towards an Integrated 

Facility Services company, but also changing owners. ISS A/S was acquired by EQT Partners and Goldman 

Sachs Capital Partners, and de-listed from the Copenhagen Stock Exchange. The acquisition price was 

settled at DKK 22.1 billion for the equity part and April the 13th the offer was approved on the annual 

general meeting, and on the 29th of April the board accepted the offer. At the same time the total number 

of employees in the Group reached 300,000 employees. During the following years ISS followed an 

acquisitive strategy. This meant continuing organic growth, but at the same time considerable growth from 

the acquired businesses. Figure 4 refers to further major events also affecting the company’s development. 

Figure 4 – Timeline  

 

1901:Foun
ded in 

Denmark as 
security 

company

1934: 
Entry into 
cleaning

1946: 
Expanded 
within the 

Nordic 
region

1965: 
Expanded 

into 
Northern 
Europe

2005: Taken 
private by 
EQT and 
Goldman 
Sachs CP

2008: 
Launch 
of the 

ISS Way 
strategy

2010: 
Surpassed 

500,000 
employees



 

 

 
24 

3.2 Company structure – a global company 

As of 2011, ISS was the world’s fifth largest employer with close to 525,000 employees in more than 50 

countries. During the last years, the company has experienced a high growth rate primarily through 

acquisitions of more than 600 companies within the last 10 years.42 Entering into many new countries, ISS 

have strived to become the “Leading Facility Services globally, by leading Facility Services locally”. Following 

this strategy, a country-based organization has been established in order to fulfill this goal.43 As illustrated 

in the figure, ISS maintains a decentralized structure. Doing so, each country organized as a separate entity, 

assisted by a regional management structure. 

Figure 5 – ISS group structure44 

 

3.3 Business areas – moving towards integrated services 

ISS offers a broad pallet of different services within the facility services industry, covering services within 

cleaning, support, property, catering, security and facility management.45 Depending on the costumers’ 

wishes, ISS delivers single services, multi services or integrated facility services. 

In 2010, single services, generated 64.8% of total revenue, while multi services and integrated facility 

services generated 16.5 % and 18.7 % of the revenue, respectively.46 These numbers should be compared 

to the previous year where the corresponding numbers were 67.0 %, 15.3 % and 17.7 % respectively.47 This 

2.2 percentage point increase (decrease) in integrated services (single services) indicates a shift or a trend 

from single provider status toward a more integrated service provider; something that are in line with the 

strategy plan of becoming the leading global provider of integrated services.48 
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43 ISS website 
44 Annual report 2010 
45 Annual report 2010 
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47 Annual report 2010 
48 ISS 2020 Vision 
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During the latest years ISS has focused on developing market presence within a broad range of different 

industries. However, 56.0% of revenue is still generated from the three main customer segments Business 

services & IT, Public administration and Industry & Manufacturing.49  

ISS operates with six different service categories, specifying the nature of the performed service. Cleaning 

services is currently the largest business segment with revenue representing 52.0% of total Group 

revenue.50 However, in recent years cleaning services relative share of total revenue have continuously 

been diluted as part of the strategy to become and offer an even more broadened service platform. 

Following this strategy, some of the smaller business segments, including support, catering and security 

services have continued to increase.  

3.3.1  Cleaning services51 

Cleaning services is today the largest business segment, comprising services within daily cleaning, periodical 

cleaning, special cleaning and segment cleaning. Within Daily Cleaning and Periodical Cleaning ISS offers 

several different services, including interior and floor cleaning, dust control and window cleaning. Services 

included under special cleaning range from fixtures, façade cleaning and telephone and computer cleaning 

to laundry cleaning, while the segment cleaning covers the expertise and competencies which ISS has 

developed with certain industries, such as office, health care, food hygiene and retail cleaning.  

3.3.2 Support services52 

Support Services comprise an extensive range of on-site services central to the customers’ day-to-day 

operations, including front office, back office, welfare facilities and labor supply. 

                                                             
49 Annual report 2010 
50 Annual report 2010 
51 Based on website and annual reports 
52 Based on website and annual reports 
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While front office services are crucial to the customers’ external relations trough e.g. reception services, 

back office services comprise printing and copying, storage management, mail handling etc. All services 

which are crucial for the day-to-day operations. Finally, welfare facilities and labor supply services are 

related to e.g. sport facilities, recreational and medical services and services related to replacement and 

recruitment. In general, this segment has developed positively within the last years, primarily driver by an 

increasing demand for outplacement services and cross sales to cleaning customers. However, this 

tendency has partly been offset by decreasing demand for manpower supply services.53 

3.3.3 Property services54 

The property services segment comprises different services within building maintenance, grounds 

maintenance, environment management, energy and damage control. While building maintenance includes 

repairs and replacements, plumbing services, painting services and preventive maintenance, grounds 

maintenance include services related to landscaping and road services. Environment management and 

energy services cover pest control, waste management, energy management and water supply. Finally, 

damage control comprises loss prevention, damage recovery and dehumidification.  

In 2010, property services accounted for DKK 14.6 billion in revenue, equaling 20 % of the total revenue. 

However, the segment was still negatively impacted by the general decline in the construction industry, 

causing few building installation projects and landscaping projects.55 This was however not the only 

significant driver, as revenue levels were affected negatively by several divestments in 2010. For example, 

the divestment of the waste management business in France, the non-core building maintenance business 

in Spain and the non-core property services business in Norway affected these figures. 

3.3.4 Catering services56 

Being the third largest business area, catering services account for approximately 9% of revenue in 2010. 

This revenue was generated through four sub segments, including contract catering, vending services, 

events catering and confectionery services.  

The contract catering comprise all services related to staff dining, hospitality services and conference 

facilities, while events catering relates to event management and off-site dining services.  

                                                             
53 Annual report 2010 
54 Based on website and annual reports 
55 Annual report 2010 
56 Based on website and annual reports 
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Finally, confectionery services covers all services related to beverages, incl. tea/coffee etc. In 2010, 

revenues within Catering services was still affected by cross selling to existing customers combined with a 

continuing recovery in revenue from non-portfolio-based services (e.g. event catering). 

3.3.5 Security services57 

Security services are within ISS generally divided in five sub segments, including physical services, 

surveillance, technical installations, workplace emergency management and consulting services. First, 

physical security includes manned guarding, access and admission control and leys and card management. 

Second, surveillance covers monitoring and store detectives, while technical installation include e.g. fire 

and gas detection, alarm systems and car park management. Finally, workplace emergency comprise first 

aid services and emergency initial response management. In 2010, Security Services generated total 

revenue of DKK 5.2 billion.58 Furthermore, 2010 offered both further acquisition and further divestments. 

For example, ISS acquired approximately 49% of the India based security firm SDB, while on the other hand 

divesting the activities in France. Doing so, an increase in revenue from security services have latest been 

the result, however partly offset by the divestments.59 

3.3.6 Facility management services60 

The facility management offering comprises an on-site management of all the facility services offered by 

ISS. In 2010, revenue equaled DKK 3.2 billion, an increase by DKK 0.6 billion, equaling 4% of the total Group 

revenue.  

 

3.4 Change of strategy in ISS 

Post to the buyout in 2005, the new owners decided that the implementation of the existing strategy 

should be accelerated. The main objective, and also an important part of the investment case, was to 

increase the acquisition levels especially in emerging markets.61 The new strategy, that was called 

Route101, had one overall objective; to raise the turnover to DKK 101 billion within the holding period 

(from a 2004 turnover of DKK 40 billion).  

In the coming years, a larger number of investments were carried out all over the world.62 However, in 

2008 and 2009 the active acquisition strategy was partly put on hold when the strategy plan The New Way 
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was introduced. This was primarily due to the requirements for a strengthened capital structure. However, 

another reason should be found in a general shift in strategy from buy-and-build to a more profitability-

oriented strategy. This change supports the argument made earlier, arguing that PE funds could use 

different strategies within the same holding period. Furthermore management wanted to change the 

service mix from being primarily a cleaning service provider to an integrated facility management 

provider.63  

The strategic path is important to understand in relation to the exit situation. Especially in a case like ISS 

where some analyst argued that it had been a problem for several years that the company was not able to 

fulfill the goals stated in its previous strategies.64 Based on the previous three strategies, “Create2005”, 

“Route 101” and “The ISS Way”, some analyst have argued that the plans generally has a tendency to 

overshoot by almost 30 percent compared to the realized numbers. An example of the optimism in the 

plans could be found in The ISS Way, where the most conservative goal was to double the present turnover 

before 2015. According to an earlier ISS boss, Waldemar Schmidt, these overambitious goals were actually 

met with shrugging further down in the organization.65 

The above introduction to the ISS strategy development serves as a short description of the strategic 

situation in the company during 2011, but should also be used as a foundation and reminder that the 

budget set up by the PE funds and the ISS management should be addressed with care, as these might be 

too ambitious. Finally, this fact might also have affected the lenders in the same period as companies not 

able to deliver on their goals are often related to a greater degree of insecurity.   

 

3.5 The ISS situation in late 2010 and early 2011 

During 2010, the current owners of ISS had begun the more serious considerations in relation to the future 

exit of the company. These initiatives were both related to a general strategy of exiting the company within 

a 5-10 year period, but also due to some internal challenges related to the financial situation. Additional 

financing would be need in the years to come, while some of the existing ones had to be refinanced. As 

indicated above, it is important to both understand the motives behind the sales process and the 

fundamentals of ISS, in order to analyze the different events and consideration in relation to this exit 

process. 
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3.5.1 The financial situation for ISS – refinancing the debt  

As previously described, the ISS investment case is based on a Buy & Build strategy (c.f. Part 1 for 

description of this strategy), requiring financial strength to perform the required acquisitions. However, 

one of the potential problems using this strategy could be seen in the situation that ISS found them self in 

during 2010 and 2011. After the LBO, the gearing was extremely high.66 As indicated below several of the 

key debt measures indicate an increasing debt pressure. For example, the financial gearing metric clearly 

indicate an unfortunate development, caused by increasing debt levels and decreasing equity levels. The 

remaining metric are only to a smaller extent affected by the development from 2005 and onwards.  

Figure 8 – Debt development 

Ratios FY07A FY08A FY09A FY10A 
Revenue / WC 29.6 27.2 28.9 31.8 
Equity ratio 0.3 0.3 0.1 0.1 
EBITDA / net interest 1.6 1.5 1.7 1.8 
IBD / EBITDA 6.6 6.5 7.5 6.2 
Financial gearing 7.8 10.2 16.4 19.6 

 

However, having to refinance some of its debt during 2010 and 2011, these metrics would however be 

affected. Due to the high financial gearing ISS could expect increasing interest rates on the new borrowing 

in order to be able at all to obtain addition debt.  

Historically, ISS have been required to maintain an extremely high growth in order to cover the interest 

expenses. Do to the financial crisis this was however challenging during 2007 to 2009, and the situation was 

only further challenging due to the banks tightening their requirements, and hence covenants, when 

refinancing existing loans. Numerous credit agencies stated their concerns towards ISS in these years, 

including S&P who argued for a weak capital structure that could affect the future credit rating, thereby 

creating future increases in the interest expenses. To describe the size of the problem, the CFO for ISS, 

Kristian Kofoed, told the public in 2008 that a refinancing at this period would have been really expensive, 

and that it would practically have been impossible.67 It was even argued that some of the covenants had 

actually been violated. 68  This is not possible to verify due to the limited access to the specific covenant 

measures set up in the debt financing. However, it is important to understand this financial situation when 

addressing the exit considerations in the company and among management.  

                                                             
66 Økonomisk Ugebrev nr. 35 
67 Økonomisk Ugebrev nr. 35 
68 Børsen (2008 December 17) 
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3.5.2 Exit considerations in ISS  

As ISS began the exit considerations, a dual track strategy were introduced. Therefore, both the IPO and a 

divestment to either another strategic buyer or another fund (secondary buyout) were investigated. 

Entering 2011, London-based private equity firm Apax Partners entered exclusive talks to buy ISS. If closed, 

the deal would be worth DKK 47.5 billion and would be the biggest leveraged buy-out since the financial 

crisis started. However, the deal talks were abandoned and on the 17th of February 2011, ISS instead 

announced its reintroduction to the stock exchange in Copenhagen.69 ISS owners, Goldman Sachs and EQT 

Partners, were both expected to obtain a good return on the investment from 2005 where approx. DKK 22 

billion was paid for ISS. 

3.5.3 ISS exit through an IPO process 

In March 2011, ISS had prepared to complete the IPO. By reintroducing ISS to the stock exchange, the hope 

was that the debt levels of 6.2x EBITDA could be reduce this to 3.5x EBITDA, and thereby improve the 

ratings at Moody’s and S&P which were at that time B2 and BB- respectively.70 Often IPO valuations have 

also been related to significant premiums compared to traditional transactions. Hence, this could help to 

explain the motivation for the IPO approach. The larger credit rating agencies reacted positively in response 

to ISS preparing an IPO to finance its repayments of loans. Both Moody’s and Standard & Poor’s decided to 

place the company bonds on their watch list for potential improvements. Therefore, the IPO could serve as 

the solution on the growing debt challenges at that time, as the company’s bonds could then improve its 

status from junk bonds, and hence also facilitate better conditions prior to the debt renegotiations. This 

reasoning could help to explain the motives for the IPO consideration, as an IPO would enable the owners 

to obtain the required short term financing while postponing the final / ultimate exit of the company and 

thereby gain from a potential value increasing period in the years to come.    

Only few weeks later, ISS however announced that it had managed to postpone the debt repayment of DKK 

18 billion with two years. The loans were extended from June 2012 to December 2014 and some from 2013 

to April 2015.71 Doing so, it was suddenly questioned whether at all the IPO scenario was a plan, as ISS was 

no longer forced to obtain additional liquidity.72 Hence, the refinancing reduced the pressure for the IPO as 

the financial flexibility was improved significantly. Even though ISS had dealt with the short term liquidity 

issues, the implementation of this refinancing was not cheap for ISS. Some analysts estimated that the new 

credit facility would cause the interest rate to increase by 1.25 to 1.50 percentage point, creating an extra 

                                                             
69 Berlingske Business (2011 February 23)  
70 Berlingske Business (2011 February 18) 
71 Berlingske Business (2011 June 22) 
72 Berlinske Business (2011 June 3) 
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interest cost equal to DKK 225 million.73 When first announcing the IPO plans, the Company was by Nordea 

valued to an EV of DKK 51 billion and the stocks were therefore offered at a price equal to DKK 100-110 per 

share74, indicating that ISS hoped to raise between DKK 13.3 billion and DKK 18 billion.  

In the end, the IPO was however cancelled. 15 hours prior to the deadline. The first reports indicated that it 

was due to a weak market characterized by high levels of uncertainty and volatility, primarily due to the 

specific events in Japan and Libya, but also the general financial crisis in southern Europe.75 Canceling an 

IPO in this way could however be costly. In the days after the cancelled IPO, analysts argued that it would 

cost DKK 100 million to redo the IPO process.76 In the days after the cancelling, the management public 

stated that it was only postponed, and that a new try would be made whenever the market was ready.  

The financial situation of ISS could however help to further explain the cancelled process, as the immediate 

need for financial injection was not as present as earlier. However the market fundaments also holds a 

large part of the explanation. The owners might have evaluated that the potential stock price would not be 

able to offset the costs associated to an IPO, including the underwriting spread (underwriters are 

compensated with a percentage of the proceeds for their services), under pricing effects and the effects 

from a very volatile market.  

3.5.4 ISS exit to a trade buyers - G4S 

Despite the failed IPO, the exit considerations were still affecting the strategic considerations among 

management and the owners. Furthermore, during turbulent times like these, M&A activity will often pick 

up in pace, as companies have excess cash (dry powder) and buying  power to perform these takeovers 

while a discount is available due to market fundamentals. This was only reinforced when suddenly G4S 

knocked on the door within an offer to pay DKK 44.3 billion for the business. If accepting this deal, the new 

company would then have more than 1 million employees and a total turnover of DKK 135.6 billion. With 

this new offer the owners were suddenly left with different opportunities, but also some tough decisions. 

 

3.6 Sub-conclusion 

This chapter has served as an introduction to ISS, its history, strategy and development during the PE 

ownership. Doing so, a better understanding of the strategic, as well as the financial, considerations behind 

the exit process have been analyzed. For example, the approach to ISS financial performance through 

                                                             
73 Berlinske Business (2011 June 3) 
74 Berlingske Business (2011 March 18)  
75 Berlingske Business (2011 March 18) 
76 Berlingske Business (2011 February 23). 
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analysis of some covenants measures, helped to identify the degree of financial distress. Thus, this enabled 

an understanding of the dual track strategy and the motivation for an IPO, as the IPO could serve as a short 

term solution to the growing leverage problems arising as a consequence of the missing growth, the 

general leverage structure in the PE investments, and the requirement for refinance of existing loans during 

this period.  

Though often associated with higher valuations, the study by Bayar and Chemmanur showing that IPO 

premiums disappear for larger VC backed firms, and the perspectives of a weak IPO could helps to explain 

why ISS ended up refinancing the loans and cancelling the IPO, thereby increasing the interest rate by 1.25 

to 1.50 percentage point, creating an additional interest cost of DKK 225 million, affecting the future 

profitability of the business. 

Understanding the motivation for the dual track strategy, and more specific the motivation for an IPO and a 

sale to an industrial player, one could now turn towards a further examination of the reasons for the failing 

exit. Some reasons have already been stated. For example, the IPO were cancelled due to market 

sentiment and conditions including high volatility on the stock markets, and potentially also due to the 

refinancing agreement which reduced the need for a new capital injection. However, no reasons have yet 

been suggested for the failure of the sale to G4S. Therefore, the next chapter will focus on a strategic, as 

well as a financial analysis of the company, in order to evaluate whether it was price considerations which 

affected the outcome of the transaction process. 

 

4. Strategic analysis 

The strategic analysis will be used as the foundation for a further understanding of the non-financial value 

drivers affecting the business potential for ISS. Doing so, focus will be on factors that will affect ISSs growth 

opportunities and future profit possibilities. Here, general conditions within the relevant industry play a 

crucial role, so does the internal factors affecting the daily operations.  

The purpose of the strategic analysis is to elucidate both external and internal factors expected to influence 

value creation in ISS going forward. The strategic analysis takes as its starting point an external analysis. The 

external analysis begins with an external analysis structured around the PESTEL model. The purpose of this 

part of the analysis is to discuss the central issues (at society level) which affect ISS's business model. This is 

followed by an industry analysis, which is organized within the framework of Porter's 5 Forces model. The 

purpose of industry analysis is to analyze the industry conditions where ISS operates, in order to provide a 

foundation for an understanding and later quantification of the future potential. 



 

 

 
33 

The external analysis will be followed by a brief internal analysis, adding an extra layer to the company 

presentation presented and analyzed in the last chapter. The purpose of this part of the strategic analysis is 

to assess how e.g. core competences within ISS could create potential competitive advantages that could 

ensure the company’s future return and margins.  

 

4.1 PESTEL-analysis 

The PESTEL analysis aims to identify and assess the many factors, at a society level, which are expected or 

potentially could affect ISS’s performance going forward. The analysis will, in listed order, deal with key 

issues within the following themes: Political and legal factors, economic factors, socio-cultural factors, 

technological factors and environmental factors.77 

4.1.1 Political and legal factors 

When applying the PESTEL framework the political and legal elements are often combined, as these two 

categories are often interrelated.78 Considering the international scope of the ISS business, these factors 

could play a major role as the business could be affected and should apply to legislation in all the different 

countries. Therefore, this part of the analysis could also help to explain both historical developments in 

certain countries, but especially potential future limitations or opportunities. First, the potential limitations 

and challenges will be describes, and afterwards the potential upside opportunities arising from the factors. 

Firstly, being a larger company ISS experiences that 

following regional legislation around the world 

might be very demanding. Therefore, ISS operates 

with country specific management teams for 

whom the main purpose is to secure that ISS fulfills 

and obey the legislation. However, this process 

might create additional cost compared to local 

competitors who do not have the same issues of 

understanding and implementing to their domestic 

legislation. As indicated in Figure 979, ISS managers 

                                                             
77 Johnson et. al  (2008)  
78 Hollesen (2007) 
79 A: “I am almost certain that it is correct, and it is important”, B: “I am almost certain that it is correct, but it is not important”, C: “I am not sure 
that it is correct, and it is important” and D: “I am not sure that it is correct. It is anyway not important” 
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Figure 9 -The regulation of the facility management and 
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believe that the future will bring more regional based legislation, while in general the industry believes that 

this will not be the case. Actually, this disagreement just emphasizes the future uncertainty within this 

area.80 

Secondly, following an acquisitive strategy, ISS should consider the potential limitations arising from non-

competitive clauses limiting the potential future M&A activity.81 So far, ISS have not been challenged from 

this fact. This is primarily due to the size of the historical acquisitions where the acquired entities have 

often been smaller providers in the markets, but also due to the geographical scope of the transactions; 

mainly performed with the European market. However, the fragmented nature of the current market, and 

the expected consolidation in the future, might foster a need for this type of acquisitions and then the non-

competitive clauses could prevent larger players (such as ISS) from continuing the acquisitive strategy.  

In the past, ISS have created most revenue with the European markets. Therefore, it has been possible to 

benefit from the flexibility of prevailing free market for the labor force. However, the future growth in 

developing markets might cause challenges on this matter. Moving focus into these regions, companies 

might therefore be more vulnerable with regards to the costs related to overcapacity when loosing larger 

contracts or larger customers. 

When instead looking at potential upside / postive 

factors arising from the political and legal factors 

(and thereby also environmental factors), a great 

potential could be found within the regulative 

tendencies around the world, and especially within 

Europe. In general, and as indicated in Figure 10, 

the facility management industry agrees that 

environmental regulations will positively impact 

the industry in the future. 82 This is mainly due to 

the sustainability challenges such as requirements 

for the future level of energy usage, materials usage, water and waste management. Hence, it will be hard 

for smaller providers or the companies them self to obey these requirements, leaving a greater potential 

for further growth among the larger players in the market.  

                                                             
80 Based on servey performed by for ISS prior to ISS 2020 Vision 
81 ISS Prospectus 
82 Based on servey performed by for ISS prior to ISS 2020 Vision 
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4.1.2 Economics 

Being a global company, ISS is affected and therefore also exposed to economic developments all around 

the world. However, the global and diversified geographical scope also means that challenges in a single 

country would not hit the overall business to the same extent as for smaller competitors.  

The financial crisis has affected most facility service companies in both positive and negative ways. For 

example, risks arising from the exchange risk when operating globally become more present when some 

countries experience economic downturns. This could also in the future become a potential risk, but when 

operating mainly within Europe, most of this risk will be removed due to the attribute of the Eurozone. 

Furthermore, most of the input costs in this business (wages) will often be paid in the same currency as the 

output (services), leaving little currency risk attached to this part of the business.  

The financial situation and the cost focus within the customers (companies) could however affect the 

business, as many companies could consider dropping the least important facility services as part of cost 

cuttings. Doing so, growth in some of the peripheral segments within facility services might come under 

pressure in the next years. This is further supported by at look at the organic growth for ISS in the last years 

and comparing it to the GDP levels. Here one could see clear indications of cyclicality, indication a 

correlation between the market growth and the development in the ISS business. 

Figure 11 - GDP vs. organic growth in ISS 

 

On a macro level, western economies will face different structural challenges which might impact the 

growth over the coming years. According to IMF, Western economies will only experience an annual 

growth around one percent over the coming five years. Furthermore, IMF concludes that even when 

assuming an economic growth which returns to 2% on average for Western economies by 2015-20, this 

would however only correspond to a CAGR of 1.0-1.5 % in 2020.83 

                                                             
83 Jyske Bank (2011) 
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The economic downturn is however not only a 

problem for the industry. Actually it could be the 

opposite case. For example, both ISS and the rest 

of the industry believe that the economic 

downturn will actually create positive business 

changes in the global facility management and 

services industry.84 This is primarily due to new 

alternative workplaces based on the companies’ 

desire to reduce costs, optimize resources and 

capacities, and increase flexibility of workplace 

practices. This alternative workplace will help companies reduce expenses on travel and real estate, and 

the facility services industry would generally gain from such a development.  

Finally, there is also a strong agreement that the 

high growth rates in the BRIC countries and other 

emerging economies will continue in the coming 

years, creating a strong foundation for further 

growth.85 Especially those (larger) providers 

already present these places could benefit from 

these developments. This could benefit a 

company like ISS who have been putting a large 

effort into these countries historically, and could 

therefore constitute a growth driver going 

forward. 

4.1.3 Social 

Within the last decades there has been a wave of outsourcing initiatives, a fact which the facility 

management industry in general has benefited from. No matter whether it is the governments or the public 

sector that have outsourced, this effect could explain much of the growth experienced historical. For 

example, ISS has earlier managed to obtain a leading position on the British market due to initiatives within 

the public sectors.86  

                                                             
84 Based on servey performed by for ISS prior to ISS 2020 Vision 
85 Based on servey performed by for ISS prior to ISS 2020 Vision 
86 In 1980 Thatcher privatized major parts of the public sector, including cleaning services, generating an opportunity for ISS to obtain a significant 
market share within the UK market. 
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Figure 13 - The high growth rates in the BRIC countries 

and other emerging economies will continue 

Figure 12 - The economic downturn in the West will 

create positive business changes in the FM industry 
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Currently, there is a belief within the industry that 

the outsourcing tendencies will continue, and 

probably even accelerate in the coming years. 

From the graph in Figure 14 it should be evident 

that more than 65% of both ISS managers and 

global facility management managers believe that 

governments in the future will outsource much 

more than today, generating a further growth 

potential for the facility management industry. 

When focusing on outsourcing tendencies among 

larger corporations, the expectations to the future 

show many of the same tendencies as for the 

public sector. Both ISS managers and the general 

facility management industry believe that in the 

future companies will outsource much more than 

today and that it will have a significant influence 

on the future business potential for the industry. 

4.1.4 Technological 

Future technological development could both 

foster opportunities and challenges within the 

facility management industry. New inventions 

could for example create an opportunity to 

reduce operation costs, as new machinery might 

create efficiency improvements. However, new 

machinery could also reduce the need for the 

manpowered services that ISS are providing. 

When addressing this issue both ISS and the rest 

of the industry however seem to agree that this 

challenge is only of little concern. When for example asked whether robots would become a real 

alternative to humans in the future industry, almost 80% answers that they do not believe that this will 

become a real alternative. However, most agree that it would be important if such inventions actually were 

seen in the market. 
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4.1.5 Main findings in the PESTEL analysis 

In general, the PESTEL analysis indicates that it is the economic, political and legal factors which are the 

most important and potentially the once with the must effect on future value creation in the industry. First 

of all, it is of no surprise that economic factors are important, as the macroeconomic development will 

often have a big influence on most companies’ ability to create future growth. However, it should be noted 

that the economic slowdown have affected ISS, but that it also could provide a growth foundation in this 

industry according to industrial experts. This is opposite to what is experienced in most industries, as 

growth in the economy will also affect the industries. However, in the facility services industry economic 

downturn could lead to increasing demand for the services due to companies focusing on cost cuttings. 

Furthermore, the analysis has shown indications that the regulatory landscape will become more regional, 

posing larger requirements for the companies and thereby lower margins. Also the potential non-

competitive clause could become a limitation when considering larger consolidations in the market. In 

general the emerging markets pose a great business opportunity for further growth, however limited by the 

challenges with less flexible labor markets in these regions again affecting the margins. Finally, outsourcing 

among both companies and public institutions will drive some growth in the future, just as the 

environmental requirements required towards these companies and public institutions will motivate 

additional use of external facility service providers.  

4.2 Porter’s Five Forces: 

In order to understand the current and future business environment driving the profit potential for ISS, it is 

important to fully understand which factors that will affect this. Doing so, Michael M. Porter’s five forces 

framework from 1980 will here be applied. The five factors applied are the competitive rivalry among 

existing firms, the bargaining power of suppliers, the bargaining power of buyers, the threats of substitute 

products and services and the threat of new entrants. Not being sufficient, this will however not stand alone 

but instead be used in the context of the rest of the previous analysis in order to determine and understand 

ISS’s ability to generate future rates of return on investments above the cost of capital. In the following, a 

practical approach will be applied based on the factors presented in the figure below. 
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Figure 17 – Porter’s Five Forces overview 

 
4.2.1 Rivalry among existing firms 

Being a truly multinational and partly diversified company, ISS could not be placed into one geographic or 

industrial location. However, operations could instead be divided into specific locations and sub industries 

and so could the competitive landscape. Doing so, this section applies two different groupings of 

companies when addressing the DKK 4.7 trillion large outsourced facility service market.87 First, 

competitions from smaller local companies offering single- or more facility services to local customers. 

Second, the larger international facility service companies such as G4S, Securitas, Compass, Ecolab Inc, 

Sodexo, and ABM Industries Incorporated. From the figure below, it should be clear that ISS measured by 

revenue is one of the absolute largest players within the cleaning segments, only challenged by a couple of 

other providers. This position is generated by a strong position especially in the European market. In 2010, 

cleaning comprised 51.8% of the total revenue for ISS.88 However, when looking at another part of the 

service mix provided (e.g. security services), the competition is more intense and hence offering different 

challenges and opportunities within the different business segments. 

Figure 18: Competitive mapping (cleaning industry)        Figure 19: Competitive mapping (FM industry) 

        

                                                             
87 ISS website and analyst report for Sodexo 
88 Annual report 2010 
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Among the competitors, Compass is considered to be the largest global player in the market. Compass is 

however not as strong in Europe as ISS, but instead receive almost 44% of its revenue from the North 

American market.89 Looking at Sodexo, most revenue is generated within the home market (France). Some 

of the other participants in the market, such as G4S and Securitas, are both major players within the 

security services market.90 However, their global market shares of the total facility services market are 

considerable smaller. This is primarily due to lower entry barriers on this market (see section on entry 

barriers). When looking at the differences between the last two, one should look at the geographical 

presence. Doing so, it is evident that the G4S business has a more global scope than the case for Securitas. 

The remaining global market is spread over many local providers with only a small individual market share. 

When instead placing the focus on the geographical competition within overall facility services, the picture 

is slightly different. ISS have a leading position within the European market, while from a global perspective 

still being challenged on market shares. To see a further description of the closest competitors, a 

presentation of the peer group companies can be found in the appendix. 

4.2.2 Bargaining power of suppliers 

When analyzing the relationship between the players within the industry and their suppliers, this is done in 

order to understand the attractiveness of the industry. If suppliers in an industry have high bargaining 

power, the industry is assumed to be less attractive to operate in.91  In general, facility services (and 

especially cleaning service) providers could be said to utilize two crucial inputs; labor and cleaning 

products/machinery.  

Products and machinery as input 

In general, facility service providers use an extensive network of suppliers. In the annual report for 2010 it 

is stated that ISS during 2010 used more than 5500 different suppliers.92 Thus, the bargaining power from a 

single supplier is low. However, one should not only look at it from a group perspective. If instead looking 

at regional or country specific sourcing there might be a higher degree of bargaining power. With e.g. 5500 

different suppliers this is however analyzed to be a limited factor. Instead one could argue that ISS have a 

bargaining power towards the suppliers, as ISS will often be one of the largest buyers of these products. In 

general, the cost of material however only accounts for a smaller part of the total operation costs, and this 

power will only have limited effect. 

 
                                                             
89 Sodexo annual report 2010 and Capital IQ 
90 G4S and Securitas annual report 2010 and Capital IQ 
91 Porter (1985) 
92 Annual report 2010 
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Labor as input 

Another input factor in the production, labor, does however show different characteristics. First of all, it is 

important to understand that ISS is running a labor intensive, and not a material based, business. Regarding 

labor the bargaining for the supplier (the labor force) could be argued to be significant. When economy is 

performing well, less people will in general settle for cleaning jobs when the supplies of better jobs are 

higher. However, when experiencing an economic downturn as now, supply of labor will actually be larger 

than the demand. Therefore, ISS could actually obtain cheaper labor costs is such environments, or at least 

better labor due to the higher supply. Looking into e.g. the southern European markets, this would be the 

case. If instead looking towards low wage countries in Asia and southern America, ISS are currently not 

experiencing any challenges within this matter.93 However, when using a longer time horizon this could 

become a challenge. It could be argued that this will be offset by the higher buying power in the 

population. However, these are two different things; the first one will affect the margins while the latter 

will affect the top line. This is an important understanding for the later forecast and the final valuation. 

4.2.3 Bargaining power of buyers 

In the current facility management market, the larger service providers are favored by the prevailing cost 

cutting focus among larger companies.94 This tendency has resulted in customers clustering their facility 

services within one service provider. Doing so, many of the smaller providers are challenged as these are 

not able to deliver this diversified service portfolio. Despite this development, many companies are also 

trying to affect the price when clustering these services within one provider.  

A survey from 2011 has assessed the 

characteristics of the present and future facility 

management market.95 In this survey, service 

providers were asked whether they believed that 

customers will get more aggressive with their 

pricing demands. As the graph illustrates, almost 

57% believed that the pricing pressure will 

increase in the future, while only three percent 

were of the opposite belief. If this should be true, 

the industry could experience a pressure on 

profitability and thereby profit-margins within the years to come.  

                                                             
93 Annual report 2010 
94 Annual report 2010 
95 KPMG (2010)  
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However, the same survey points out that the pricing issue would be less problematic within the group of 

the most experienced customers, due to their awareness of the relationship between price and quality.96 

Being so, larger corporations are instead expected to cut more on the quantity than on the willingness to 

pay the “right” price. As ISS’s customer base comprises many larger companies, this could affect the top 

line, but should accordingly to the survey only affect the profit-margins with a limited effect. This is further 

backed up by the fact that ISS’s ten largest customers only accounted for about six percent of the revenues 

in 2010.97 To sum up, the bargaining power within the ISS customer base is assumed to be fairly low, 

especially for the customers who primarily buy single services. This could however be offset by the 

customers who use ISS as an integrated service provider, as these may have some bargaining power and 

potentially be able to demand a discount due to their larger purchase of services. 

4.2.4 Threats from substitute products and services 

The analysis of existence of substitute products is important in order to access the attractiveness of a given 

industry, as such products could limit the pricing opportunities within the industry.98 Much of the facility 

management industry is based on manual work requiring a large workforce.  This is also the case for ISS, 

indicated by the growing amount of employees in the organization. As previously indicated in the PESTEL 

there seem to be an agreement that the technological threat of substitution is very weak. When looking at 

it from this angle, there does therefore not seem to be any limitation on future growth arising from 

substituting products. This does however not mean that customers could not cut down on their facility 

service spendings. Especially this could be seen if companies decide to go from a full facility service 

provider to only using cleaning services. However, most studies actually show the opposite tendency; that 

companies actually save money when clustering the services.99 

4.2.5 Threats from new entrants 

When analyzing the potential for new entrants in an industry, this serves to understand the level of 

potential future competition which will in the end affect the attractiveness of the market.100 In general, the 

facility management industry is characterized by low entry costs. This is primarily due to the asset-light 

business setup, requiring no special assets, but instead depends on a larger workforce. This could also be 

seen from the large amount of smaller facility management providers around the world.101 Furthermore, an 

asset-light industry like this might actually become even more attractive during financial downturn, as 

                                                             
96 KPMG (2010) 
97 ISS Prospectus 
98 Porter (1985) 
99 ISS 2020 Vision 
100 Porter (1985) 
101 Annual report 2010 
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many investors leave the more risky asset-heavy industries. These attributes all affect and will continue to 

affect the possibility to obtain above normal profit margins in the future. 

There is however also characteristics in the business structure that will continue to keep down the intensity 

of competitor rivalry and prevent new entrants.  The primarily reason should be found in the contractual 

relationship to the customers, where most companies are tied into long-term contracts leaving only little 

space for suddenly displacements.102 Furthermore, it would at the same time be very costly to abandon 

these contracts, leaving the existing players in a great position. 

4.2.6 Main findings from Porter’s five forces 

In general, ISS is operating in a favorable market where there are only a few larger players who are able to 

provide one-stop full services within facility management. Furthermore, there are tendencies towards a 

larger market size in the years to come, as more and more customers will demand the full facility 

management service package. There are some indications of price pressure, and hence profitability 

pressure. This will however primarily hit the smaller providers. Regarding the threat of substituting 

products, this threat is accessed to by limited. 

From a bargaining perspective, the larger providers (like ISS) are favored both when looking at the supplier 

and customer relations. First, an extensive network of suppliers is used, leaving almost no dependence on 

single suppliers. Actually, the suppliers in form of labor force could pose the greatest constraint for future 

profitability, as wages will eventually go up in the emerging market and the western economy will recover, 

and hence, labor supply again will start to fall.  

 

4.3 Core competencies within ISS 

So far, the analysis has primarily focused on external factors. However, it is important to understand the 

factors that differentiate a company from its main competitors in the market, in order to understand 

whether the future business model and plan could drive the expected revenue, profitability and in the end 

the expected cash flows. 

In order to perform this analysis, one could look at the core competencies in ISS. In general, the 

combination of a firm‘s core competencies and distinct capabilities leads to competitive advantage.103 

There are different approaches towards core competencies. However, one of the most acknowledged ones 

                                                             
102 Annual report 2010 
103 Kotler (2000) 



 

 

 
44 

was provided by Hamel and Prahalad.104 Hamel and Prahalad suggested that there are general three 

characteristics that should be considered when trying to identify a company‘s core competencies. First, one 

should evaluate whether the company’s skills create a significant contribution to the perceived customer 

benefits. Second, whether the skills are difficult to imitate and finally whether the skills have a breadth of 

applications to different potential markets. Hence, some of these characteristics are analyzed and 

discussed below in order to identify ISS‘s core competences.  

4.3.1 Perceived customer benefits 

The perceived customer benefits arise due to the service mix offered by ISS. Through the customized 

integrated facility services, ISS is able to base its main business on tasks which by the customer is perceived 

as non-core tasks. Hence, customers can achieve benefits such as cost cutting and one-stop supplier of 

services (have to deal with only one supplier), thereby securing that the customers instead are able to focus 

on their own business and competences.   

4.3.2 Difficulty of imitation 

In general, the ISS strategy is somewhat difficult to 

imitate for other players in the market. This is 

primarily due to the unique delivery of services 

through an integration of people, processes and 

management, but also due to the strong business 

growth, created through a combination of both 

organic and acquisitive growth.105 This growth has 

involved a large increase in the existing customer base, 

know-how, and especially in service capabilities and 

capacity. For example, ISS has been able to acquire specific operations around the world which could fulfill 

the requirement for an increasing customer base, trained personnel, know-how and quantity (supply) of 

the required labor force. As described in Figure 26, ISS has even been able to maintain its personnel, even 

though it is an industry with high labor turnover. For example, 65 % of the work force has been with ISS for 

more than 1 year, creating a foundation for continuing know-how distribution within the company. Based 

on this, ISS is today hard to imitate. Therefore, ISS is in a good position, with satisfied customers, still 

renewing their long-term contracts.106 

 

                                                             
104 Hamel and Prahalad (1990) 
105 ISS website, annual report, and strategy folder “The ISS Way” 
106 Annual report 2010 

Figure 21 – Labor force retention  
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4.4 SWOT 

The SWOT analysis will here be used to summarize the key findings and the most important factors in 

regards of the future potential found in the strategic analysis.107 In general, the SWOT both emphasizes the 

internal strength and weaknesses and the external opportunities and threats. Doing so, the SWOT provides 

a sound foundation for the later forecasting section. In the following section, some of the most important 

factors are summarized, while all the factors are listed in figure 22 below (listed after the importance of the 

factor). 

Figure 22 – SWOT overview 

 

4.4.1 Internal drivers 

Based on the analysis of the internal business factors, it seems evident that ISS holds a competitive 

advantage from the scale of the business. The scale is here related both to the number of employees, the 

geographical scope and especially the fact that ISS could offer services within a broad range of services. 

Being one of the largest facility service providers, with market leadership in several countries and with one 

of the broadest service portfolios, ISS furthermore have the opportunity to enter into larger integrated 

facility management contracts with major customers, as many larger clients seek providers able to provide 

all services within multiple locations. Furthermore, ISS benefit from its size when dealing with both 

customers and suppliers on a daily basis, resulting in quite significant bargaining power. In general, one 

could argue that a larger company like ISS might have limited future growth opportunities. However, the 

                                                             
107 Humprey (2005) 

Strength (internal) Weaknesses (internal)

Opportunities (external) Threats (external)

1. Scale of the business

A. Number of employees

B. Geographic coverage

C. Service mix

2. Strong bargaining power towards suppliers

1. Financial situation

2. Dependence on revenue from specific service 
offerings (property and cleaning)

3. Dependence on Europe

4. PE related ownership

1. Increasing use of outsourcing

2. Economic growth and a growing middleclass in 
emerging markets

3. Higher demand for integrated facility-service 
contracts

4. Increasing demand for global contracts across 
borders

1. Economic situation in Europe

2. Pricing pressure affecting profitability

3. Entry barriers (within some of the service lines)

4. Currency risk due to further globalized business 
model

5. Long term problems with qualified labor
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size might actually be a prerequisite when trying to capture the expected future growth within the 

integrated facility management segment.  

Currently, ISS makes most of the revenue from two segments, cleaning and property, and most of this 

within the European region. At first glance this revenue composition seems to characterize a weakness in 

the current ISS business. However, if dealt with in the right way, this could however create the foundation 

for further organic growth, as ISS are situated in a good position to gain market shares in the other 

segments and new regions in the future. 

While some of the internal weakness could actually be used to create future growth, one of them could 

however also end up limiting the growth. The current financial situation in ISS, partly related to the 

leveraged PE model, where creditors are starting to tighten the requirements for ISS debt obligations, 

might in the future limit the opportunity for continuing acquisitive growth. This is a potential large 

weakness. Looking back, ISS has within the last ten years made more than 650 acquisitions within more 

than 40 countries.108 Hence, it might in the future be difficult for ISS to achieve growth through further 

acquisitions. Finally, ISS is still struggling with the integration process related to the past acquisitions, while 

at the same time being challenged when trying to create cost cutting initiatives in these new units.109  

4.4.2 External drivers 

ISS will in the future be affected by numerous external factors. The economic outlook provides no clarity for 

the length of the current crisis in the European region. This being the case, the revenue base might 

continue to shrink in the region creating an apparent risk for the growth potential for ISS. However, other 

regions such as the emerging markets offer a great growth potential. Furthermore, ISS has the advantage of 

already being present in these regions, actually creating an opportunity to capture a larger part of this 

growth. So while ISS could be affected negatively, there are also indications that ISS might actually have 

some of the best conditions in the market to benefit from this development.  

Related to the financial crisis, the coming years might also foster a new group of competitors who benefit 

from the low entry barriers in this industry, offering an easier investment opportunity compared to more 

capital-intensive industries. This threat might both affect the future growth potential and the profit margin 

potential. However, the growth potential is to some extent outweighed by the current trend toward more 

outsourcing in both the public and private sector. A tendency which is primarily driven by increasing focus 

on costs among larger corporations and organizations, a professionalization of the industry and finally 

stricter regulation and legal requirements within some of the services delivered by ISS. Finally, the markets 
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show tendencies towards higher demand for integrated facility-service contracts. This poses a great 

opportunity for ISS to capture further growth as ISS is one of the leading providers within this field.  

There are however also potential threats. As indicated above, the continuing growth and attractiveness of 

the industry might tempt new players to enter the market, hence affecting the profit potential going 

forward. Furthermore, a consolidation process should be expected, where some of the smaller rivals will 

take part in a general consolidation. Hence, new global competitors could arise, with the ability to compete 

on the same terms as ISS. In this case, the increased competition may offset some of the potential increase 

in organic growth and especially profitability, as further price pressure is also expected to play a major role 

in the future business environment.  

 

5. Financial analysis 

With a comprehensive understanding of the position of ISS and the external and internal drivers in place, 

one could now turn towards an analysis of the Company’s financial situation. Therefore, in the following 

chapter the historical results of ISS will be presented and analyzed. Focusing on the historical performance 

and value drivers, this should enable a thorough understanding of the business and hence the future profit 

opportunities.  Doing this, this will further enable the creation of a meaningful forecast for the later use in 

the DCF valuation.  

Value drivers are ratios which are based on the income statement and the balance sheet. These are used to 

forecast the individual items in the income statement and the balance. Hence, they affect a company's 

profitability and the level of capital required in the business, and will therefore help to identify the price 

that a potential buyer would be willing to pay for the company. Using such ratios one should note that they 

only reflect historical figures and therefore should be used with caution. For example, some market 

fundaments might change going forward as described in the external analysis. The value drivers will 

therefore take starting point in the historical analysis, but combined with management expectations, as 

well as competitors' and the markets’ expectations, this triangulation will create a basis for the estimation 

of the future value drivers and enhance the quality and validity of the forecast section. First, a profitability 

analysis will be performed. Combining this with some of the key risk measures suggested by Petersen and 

Plenborg, and finally a short discussion on Altman’s Z-score, this will enable a better understanding of the 

business and hence facilitate a better forecast. 
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In order to draw reliable conclusions from the accounting analysis, it is important that any potential noise is 

removed from the financial numbers.110 When considering ISS, following elements could be considered to 

affect the historical numbers compared to the future business: 

• Divested companies that will no longer generate future cash flows 

• Acquisitions of new companies (generating abnormal high growth levels in the annual report) 

• One-time investments – no reflecting the actual investment levels  

• Mismanagement in historical context –e.g. underfunded CAPEX programs or poor inventory levels 

The noise from each of the above elements would have different effects. Each of these will therefore be 

addressed when approaching the historical performance of the Company.  

 

5.1 Value drivers 

Below the primarily value drivers are listed. Later in the analysis (forecast section) each will be approached 

in order to obtain a better understanding of these and facilitate a better forecast. As part of the evaluation 

of the level of the central value drivers, some of the calculated key metrics will be benchmarked with 

peers in order to get a better understanding of the historical levels and the expected development in 

the budget period (performed in the forecast section). 

Value drivers for P&L purpose: 

• Revenue growth (divided in organic and acquisitive growth)111 

• Development in variable costs (labor and material as % of revenue) 

• Depreciations and amortizations (as % of revenue) 

• Profitability (margin development – EBITDA) 

• Net financials (in % of net debt) 

• Tax levels (as % of EBT levels) 

Value drivers for balance sheet purpose: 

• Goodwill (increasing with acquisitive growth) 

• Other fixed operating assets (in % of revenue) 

• CAPEX (in % of revenue) 

                                                             
110 Plenborg et. al. (2006) 
111 The growth will not be divided in growth from price increases and  volume increases in this case (cf. growth discussion later in the chapter)  



 

 

 
49 

• NWC in % of revenue (with focus on DSI, DPO and DSO)112 

• Net debt (in % of invested capital) 

 

5.2 Accounting standards 

In the historical analysis, annual reports from 2006 to 2010 will be used. Doing so, the latest audited 

numbers from 2010 will be used as the latest available data. The consolidated annual report for ISS is in 

2010 presented in accordance to the international accounting standards (IFRS). However, this has not 

always previous been the case, as ISS earlier used the Danish accounting standards. This should however 

not cause any difficulties, as ISS has backdated the IFRS into the historical annual reports, enabling a 

comparison regardless of the changed practice. Finally, historical results have been double-checked 

with later annual reports in order to secure the validity of these numbers. These checks have however 

not led to any corrections and therefore it has been evaluated that no corrections were required in the 

reported financial figures for ISS, in order to ensure comparability over time (except for acquisitive growth 

which is addressed later). 

5.2.1 Chosen auditing practice 

When preparing the financial statements, it is for the accounting part possible to make a number of 

estimates, and therefore management has some degree of freedom in relation to the accounting treatment 

of certain items, thereby creating an opportunity to influence the reported financial figures in a direction 

that meets management interests. The realism of the accounting principles used and estimates made by ISS 

is however generally considered to be reasonable. Furthermore, both the relevance and validity of the 

information published in ISS’s historical consolidated financial statements is considered to be high. This 

view is supported by the fact that the auditors did not express any reservations in connection with the 

audit process of the period's consolidated financial statements. An important indicator for the general 

quality and rightness of the filed annual reports are the independent auditors’ report. These will generally 

state potential red flags or concerns which external stakeholders should be aware of.113 

When comparing the financial ratios over time (time series analysis) or across companies (cross-sectional 

analyzes), it is important to ensure that the accounting policies are identical, both over time and across 

companies. This ensures that differences in the calculated ratios can be attributed to real differences in the 

underlying performance, and not simply a reflection of differences in accounting policies. Hence, it has 

been checked whether the peer group were also filing under the IFRS standards. If this were not the case, 
                                                             
112 Refers to the main items affecting NWC (days sales outstanding, days payable outstanding and days sales of inventory) 
113 Plenborg et. al.  (2008) 
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financial providers (e.g. Capital IQ) have been used instead, as these translate the numbers into IFRS. 

However, this method should be treated with caution, due to the fact that these providers use 

standardized methods.   

5.2.2 Reformulation of financials 

The operation is the primary source of value creation in a company. In order to conduct a profitability 

analysis, it is appropriate to divide the traditional filled figures into operational activities, investment 

related activities and finally financial activities. The breakdown in operations and finance aims to clarify the 

sources of value creation in the company. For further information, please see the appendix for the reported 

financial numbers for ISS.  

 

5.3 Introduction to the ISS financials 

As described, the financial statements have been accessed and rearranged. However, this section serves as 

a short overview of the financials prior to the deeper analysis. 

ISS has experienced strong growth from FY06A to FY10A. In this period, revenue has increased from DKK 

55.8 million to DKK 74.0 million, corresponding to a CAGR of 7.4 %. This growth has been driven equally by 

organic and acquisitive growth, however varying from year to year. Staff costs are by far the largest cost 

driver in the business, constituting around 64 % of the annual revenue base. In general, ISS experience both 

stable EBITDA- and EBIT-margins, around 6.5 % and 5.5 % respectively. Finally, ISS has historically been 

paying an effective tax rate between 40% and 65%. ISS has improved its bottom line considerably during 

this 5-year period which should primarily be explained through the top line growth, as the margins as 

mentioned have remained stable.  

Figure 23 – Financial overview 

 

P&L FY06A FY07A FY08A FY09A FY10A
Total  revenue 55,772         63,922         68,829         69,004         74,073            
Operating Cost -51,793        -59,242        -63,899        -64,262        -68,956          
Other -215              -196              -308              -597              -118                
EBITDA 3,764            4,484            4,622            4,145            4,999              
Depreciatoin & Amortization -745              -845              -869              -868              -850                
EBIT 3,019            3,639            3,753            3,277            4,149              
Net Financials -2,351          -3,017          -2,731          -2,308          -2,368             
Share of result from associates -17                8                    3                    4                    10                    
EBT 651               630               1,025            973               1,791              
Tax -425              -254              -531              -588              -760                
Profit 226               376               494               385               1,031              
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5.4 Profitability analysis 

In the following, the key profitability ratios for the period from 2006 to 2010 are presented and analyzed. 

These will be based on the income statements and balance sheets. The profitability analysis is here 

structured in accordance with the expanded DuPont model. Hence, a decomposition of return on equity 

will be performed in order to show the return on the investments to the owners when taking both the 

operating and financial activities into consideration. In short, the extended DuPont model decomposes ROE 

and calculates it based on three other financial measures. According to the framework, ROE is based on 

both Return On Invested Capital, Net interest rate and the Financial Gearing. First, ROIC represents the 

profitability from the operation, while the two others represent effects from the financial activities.114 In 

general, Petersen and Plenborg suggest that one would arrive at the most accurate result if calculating 

these numbers based on average balance numbers. Doing so, one should calculate the average balance 

sheet figures by using the ultimo and primo values in the calculation. Based on the framework, the 

profitability analysis will therefore initially focus on an analysis of operational profitability for ISS. 

Subsequently, profitability analysis will be expanded to also include the financial gearing effect on the 

profitability of the companies.115 

Figure 24 - Profitability overview 

 

When analyzing ROIC, it is important to understand that this is a measure of the profitability regardless of 

the capital structure. In general, one would like ROIC to be as high as possible, indicating an ability in the 

Company to generate profit from the capital invested. Often, ROIC is compared and evaluated to the WACC 

estimate. Doing so, this facilitates an analysis of ability to generate a return above the required return on 

the invested capital. Following this reasoning, a company would in general like the ROIC to exceed the 

                                                             
114 Petersen and Plenborg (2005) 
115 Petersen and Plenborg (2005) 

DuPont analysis FY07A FY08A FY09A FY10A
ROE 6.5% 10.9% 13.4% 42.4%
ROIC 6.4% 5.3% 3.9% 7.2%
Effective interest rate (r) -6.3% -4.4% -3.0% -4.4%
FGEAR 4.9x 6.6x 10.7x 12.7x
Operating Margin 3.4% 2.6% 1.9% 3.2%
Turnover rate for Invested Capital 1.9x 2.0x 2.1x 2.2x
Staff costs 64% 64% 65% 65%
Cost of sales 8.8% 8.9% 8.8% 8.6%
Other operating expenses 19.8% 19.8% 19.5% 19.7%
EBITDA 7.3% 7.2% 6.9% 6.9%
Depreciation & Amortixation 1.3% 1.3% 1.3% 1.1%
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WACC.116 As the WACC estimate is still to be determined, for now it should be noted that the ROIC in this 

case is quite extremely low (between 3.9% and 7.2%), however increasing from FY09 indicating a healthier 

operating business activity compared to FY09A. 

When analyzing ROIC, this could (as in figure 29) be further decomposed into two operational sub metrics; 

the turnover ratio on the invested capital and the operating margin.117 Doing so, this could help to further 

understand the development in ROIC. Here, it is evident that ISS in FY09A experienced low operating 

margins (1.9%), while the turnover rate for invested capital has proved stable (1.9x - 2-2x). When looking 

closer into the numbers, the main reason for this development should be found in abnormal high effective 

tax payments in this year. Hence, both the cost margins and therefore also the EBITDA and EBIT margins 

remain constant throughout the period. 

With a better understanding of the operational profitability, on could now turn towards the financial effect. 

Hence, when financing is taken into considerations, the ratio applied is the Return On Equity (ROE). In 

general, ROE has developed positively within the previous years. This development primarily been driven 

by increasing profits, but however also by a decreasing equity base (cf. earlier section on the financial 

distressed situation in ISS). 

 

5.5 Financial analysis 

When addressing a company’s financial situation and performance, part of the DuPont analysis includes 

some financial metrics indicating the effects from a company’s financing strategy and activities. Earlier in 

this paper (when analyzing the effects of covenants) this subject has already been addressed. However, the 

following section will elaborate further on this matter. Petersen and Plenborg suggest that one should not 

only look at the operational activities when analyzing and valuing a company.118 Instead, one should also 

address the financial performance, and in that relation the riskiness of the business. The motivation for this 

should primarily be found in the need of determining the required returns on external capital and on 

equity. Finally, this section will briefly discussion the concept and application of the Z-score, in order to 

further enhance the understanding of the present business risk in ISS.119 

When addressing the financial situation in ISS, it is important to understand the development in the capital 

structure in the company. This could be done from both a short and long term perspective. Doing so, an 

                                                             
116 Petersen and Plenborg (2005) 
117 Petersen and Plenborg (2005) 
118Petersen and Plenborg (2005) 
119 The Z-score formula for predicting bankruptcy was published in 1968 by Edward I. Altman, who was, at the time, an Assistant Professor of 
Finance at New York University. 
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understanding of the liquidity situation in the business could be addressed too.  When it is interesting to 

investigate a company’s liquidity situation, this is due to the need for an understanding of the company’s 

ongoing ability to pay it creditors. 

When investigating the financial strength from a short term perspective, one could generally look at 

different metrics. When analyzing ISS’s working capital levels, one should get an understanding of the day-

to-day liquidity requirements. When analyzing the metric NWC as % of revenue (addressed in covenant 

section), it should be evident that ISS is running a business requiring low working capital (actual negative). 

Hence, the current financial situation does not seem to affect the ability to cover the day-to-day working 

capital requirements. When accessing the drivers for the working capital development, there are often 

three important drivers; days sales outstanding, days payable outstanding and days sales of inventory.120 In 

the case of ISS, inventory levels are low and stable, while the two remaining have developed with the same 

pace, hence, not affecting the overall working capital position.  

Another measure which is often used when addressing the financial strength of a company is the current 

ratio.121 Doing so, one could evaluate ISS’s ability to cover its short term debt with the current assets. In 

general, this ratio could also be used as a short term measure for the banks working with distressed 

companies, as it gives an indication of the ability to pay off the short term debt (with those assets which 

could be converted to cash here and now). In the case of ISS the metric has developed from 0.93x to 0.78x 

from FY07A to FY08A, hence indicating a worsening in financial situation. In general, it could be argued that 

the metric should stay above one 1, hence, indicating that ISS here might experience some short term risk. 

If instead turning focus towards the long term risk associated with ISS’s current financial situation, one 

could for example look towards the equity ratio and interest coverage ratios, as these both serve as 

indicators for the long term solvency risk in the company.122 While the interest coverage ratio has improve 

for ISS (covered earlier), as it has not yet been affected due to the refinancing taking place post the FY10A 

reporting), both the level of financial gearing and the equity ratio has worsened. The equity ratio has 

moved from 0.33x to 0.11x from FY07A to FY10A, indicating a dramatic decrease in equity and a rather 

significant increase in the company’s debt levels.  

When addressing financial risk, one could also apply Altman’s Z-score, predicting the probability that a firm 

will go into bankruptcy within two years.123 Hence, the Z-score is used as an easy-to-calculate control 

measure for the financial distress status of companies. Of course such a score has its limitations and have 
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also been criticized since its introduction; however, it serves a great purpose when addressing the financial 

situation in ISS.  

Z-score formula: 6.56 (X1) + 3.26 (X2) + 6.72 (X3) + 1.05 (X4),124 

where Z > 2.6 -“Safe” zone, 1.1 < Z < 2. 6 -“neutral / grey” zone and Z < 1.1 -“Distressed” zone 

Applying Altman’s framework a score corresponding to 0.12 is achieved, further stressing the fact that ISS 

in 2011 found themselves in a distressed situation. Hence, this should both be used for the further forecast 

process, but could also help do understand the exit and capital injection consideration during 2011.  

Below the figure summarizes the discussion on liquidity and financial risk. In general, ISS only experiences 

limited short term risk, which is primarily due to is low working capital requirements. However, applying a 

longer time horizon, ISS might experience more risk, as the debt levels have grown considerably. Relating 

this to the previous covenant discussion, ISS did probably face covenant problems during 2010 and 2011. 

Closely interrelated to the long term liquidity risk, a financing risk term has been included in the figure in 

order to indicate the potential challenges which ISS might experience when in the future trying to refinance 

some of the existing debt. Finally, ISS’s ability to 

handle this risk has been illustrated in the figure 

below. The short term liquidity risk could relatively 

easy be handled by the company, as there are only 

limited WC requirements in the business. However, 

the long term risk will be harder to handle, as this will 

require further growth in the business, divestments or 

introduction of additional equity in the business 

(through a total sale or sale of new shares). 

5.6 Sub-conclusion 

In the last chapter, the financial foundation for ISS has been presented and analyzed in order to obtain a 

thorough understanding of the business and the future business development. Introducing some of the key 

drivers (which will be analyzed and forecasted in the next chapter), a better understanding of the business 

has been prepared. While ISS has proven to operate a profitable business historically, the financial situation 

in ISS should raise some concerns, both in the short- and long term perspective. Based on the knowledge 

about the profitability and the financial risk associated to ISS, one should now be ready to turn focus 

towards the actual forecast process, including an analysis of the historical value drivers. 
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6. Forecast 

In this section, the focus is turned towards the forecast of the financials, which will create the foundation 

for all the valuation methods. Using the discounted cash flow model “DCF” as a valuation method 

(presented in “Chapter 7. Valuation”), one of the primary prerequisites is a good budget for the future 

development in the company. Hence, this chapter will focus on forecasting the expected financial 

development in ISS. The forecasts will be based on the knowledge obtained during the preparation and 

analysis of the strategic and financial analysis.  

 

6.1 Forecast assumptions 

The performed budget will be based on a number of different assumptions. Some of the most important 

ones will be further presented and discussed below.  

6.1.1 The length of the explicit budget period 

In theory, valuations require that estimates for the future financial performance are available in perpetuity 

for the company being analyzed. Since this is in general impractical, Koller instead suggests that the 

valuation should be split into two periods: an initial explicit budget period and a subsequent terminal 

period.125 In the budget period, one seeks to forecast the company's development into a quite detailed 

level by incorporating the knowledge gained from the strategic and financial analysis. Doing so, one should 

for this period be able to track the development year for year. However, at some point the company is 

expected to reach a steady state level, while also the budget procedure become harder and more 

unreliable as you move out into the future. Hence, the terminal period is used due to its less extensive 

specification level is and feature of constant growth assumption. Despite the features in the terminal 

period this part of the forecasting constitute an important element and much of the value is actually 

derived from this factor.  

In general, it becomes necessary and of great importance to make a choice as to the length of the explicit 

budget period. The choice may depend on a balance and trade-off between both theoretical and practical 

considerations. When this two-periodic model is used, based on the assumption of a constant growth in the 

terminal period, it is important that the company has reached this steady-state level in the transition to the 

terminal period. One of the implications of the choice of e.g. a longer explicit budget period are, that a 

larger share of the estimated enterprise value will be attributable to this part of the budget period. Thus, 

one can argue that the use of a long budget period is preferable. The fact is however, that the main part of 
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those performing a DCF will not be qualified to estimate and make an informed and detailed approach to 

the development of the items to be budgeted more than 5-10 years ahead.126 

In this valuation of ISS, it has been decided to let the explicit budget period cover a 7-year period from 

2011-2015. The argument for such a short budget period should be found in the nature of the business. If it 

instead had been a pharma case, one could have argued to use the length of the patent as budget period, 

while if dealing with a startup technology case, one could have argued that the steady-state would not be 

reached until year 10 or 20 in the budget period. However, as the facility service market is characterized as 

a more mature market, with more stable growth rates, a 7 year period is used instead. As indicated above, 

an extension of the explicit budget period involves greater uncertainty, and it has also been found, that an 

extension of the budget period will not in itself improve the quality of valuation.127 The first year in the 

terminal period will therefore become FY18E, indirectly assuming that the steady-state level will have been 

reached at this point. 

 

6.2 Estimation of value drivers 

In the following, the individual value drivers presented in chapter 5 will be estimated. Thus, this section will 

combine information from the strategic analysis with information extracted from the financial analysis. 

Doing so, the historical performance of ISS will be presented, while the previous analysis together with a 

benchmark analysis will create the foundation for the forecasts. 

6.2.1 Revenue growth 

Revenue growth is often argued to be the most important value driver in the budget, due to the fact that 

many of the other items in the income statement and balance sheet are often affected and estimated from 

this. When trying to forecast the future revenue potential, it is generally recommended that this should be 

based on both the internal and external factors affecting the company, hence elaborating on both the 

company’s strategy, its performance and the prevailing market conditions.128 Furthermore, the precise 

growth estimates could be based and calculated on different levels. For example, the business 

development for ISS have so far been described and explained through the service/product split, the 

customer composition, the service composition and the geographical composition. However, not all of 

these seem to have the same effects on the future revenue growth. In some industries it would e.g. also 

make sense to divide the future growth into volume and price effects. However, this has indirectly been 
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taken into account when addressing the growth, as volumes might increase while price decreases, 

potentially offsetting each other.129  

Based on the above consideration, the growth rates of sales will therefore be split on service areas, while 

especially the geographical aspect will affect these growth levels. This decision is primarily based on the 

previous analysis, indicating that revenue growth primarily will be driven by a change in the service mix and 

revenue from new markets. This being said, the first budget years will however also be affected by the 

expectations announced by the management in the annual report for 2010, where it indicates that the 

increased economic stability seen in 2010 is expected to continue, and that the general increase in demand 

for the services offered by ISS in 2010 is expected to continue in 2011.130 

When looking at the historical growth levels in ISS, these have to some extent been equally affected by 

both organic and acquisitive growth.  

Figure 26 – Revenue split on growth type 

 

In order to better understand these growth levels a benchmark with the peer group is performed below. In 

general, the financials are adjusted for non-recurring expenses/income to reflect the actual operating 

income of the competitors and increase the comparability of the financials across the companies. One 

should be cautious when interpreting these benchmarking results as the peers differ in terms of size, origin 

and business risk, therefore the benchmark also serves as an indication of where the different entities are 

placed in the competitor landscape, and consequently also help show any profitability potential for ISS. Five 

peers have been identified.131 

From figure 27 it is evident that market generally has been affected negatively in FY09A and FY10A support 

the earlier argument of cyclicality in this business, while it also helps to explain the limited growth for ISS in 

FY09A. Hence, this growth level should probably not be expected as a future level, even though it of course 

important to remember the effect from this cyclicality in the business and the industry.  

                                                             
129 Annual report 2010 
130 Annual report 2012 
131 Please see appendix for description of the peer group and the comparability of the peers used 

Revenue driver FY07A FY08A FY09A FY10A FY08-FY10 
Average

Organic Growth 6.0% 5.0% 1.0% 3.5% 3.2%
Acquisitive Growth 8.6% 2.7% -0.7% 3.8% 1.9%
Revenue growth 14.6% 7.7% 0.3% 7.3% 7.5%
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Figure 27 - Revenue growth for peer group and ISS132 

 

From the figure above it is interesting to see that that recovery is expected in the peer group already in 

FY11E, and to continue into 2012. This is important information when performing the budget for ISS. 

However, this could not itself drive the future growth and quantify the exact growth levels. Below the focus 

is therefore turned towards the service offerings. Growth rates are here for each service presented 

historically, when removing the effect from the acquisitive growth.  

Figure 28 – Historical organic growth  

 

In general, the different services segments play a separate role in the ISS business. In the next figure below 

this is described through a BCG matrix, dividing the different product categories intro high/low market 

shares and market growth based on the findings in the market section and the internal analysis. Hence, this 

figure summarizes the current situation of each segment and the expected future growth.  

ISS currently hold a leading position within the Cleaning segment, a segment however only offering modest 

potential for future growth. This is also the case for the property service segment. However, the market 

share is here smaller than for Catering. From a growth perspective the most interesting segment is the 

Facility Management services, where ISS is currently one of the leading players, indicating a great potential 

when it comes to obtaining a part of the future growth potential within the market. From the strategic 

                                                             
132 Annual reports for ISS, the peers and Capital IQ 
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analysis it is know that customers will continue to bundle the services while also emerging markets will 

growth. This explains the market potential for both security and facility management services. 

Figure 29 – BCG-matrix and future growth potential 

 
Before quantifying the growth in the budget period it is important to understand that when forecasting the 

acquisitive growth this could be estimated during the budget period, while it should be set to 0% in the 

terminal period, as revenue generating investments in the long run is expected to approach zero. Thus, all 

revenue growth will then be generated through organic development of the business. This is in accordance 

with Koller who argues that no value creation can be expected from additional acquisitions in itself, and 

hence this should not be included.133 Below is presented the growth rates for each service segment in the 

budget period. These estimates are based on the previous analysis.  

Figure 30 – Revenue growth 

 

 

Terminal growth 

In general, the terminal growth has a substantial influence on the terminal value, and hence the valuation. 

Therefore, the applied terminal growth factor should be aligned with the macroeconomic expectation in 

                                                             
133 Koller (2010) 
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Revenue - organic growth FY10A FY08-FY10 (average) FY11E FY12E FY13E FY14E FY15E FY16E FY17E Terminal
Cleaning Services 1.7% 1.0% 1.9% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% -
Support Services 4.5% 4.1% 5.2% 5.7% 5.7% 5.2% 4.7% 4.2% 3.7% -
Property Services 2.6% 3.7% 3.6% 4.4% 4.4% 3.4% 2.4% 1.9% 1.4% -
Catering services 7.4% 6.7% 7.6% 7.7% 7.7% 6.7% 6.2% 5.9% 5.6% -
Security 5.9% 8.8% 6.9% 7.1% 7.1% 5.1% 4.1% 3.6% 3.3% -
Facility Management 18.0% 12.8% 22.0% 22.0% 18.0% 15.0% 13.0% 12.0% 11.0% -
Total revenue 3.5% 3.2% 4.2% 4.5% 4.3% 3.7% 3.3% 3.1% 2.8% 2.1%

Revenue drivers FY10A FY08-FY10 (average) FY11E FY12E FY13E FY14E FY15E FY16E FY17E Terminal

Growth, organic 3.5% 3.2% 4.2% 4.5% 4.3% 3.7% 3.3% 3.1% 2.8% 2.1%
Growth, acquisitive 3.8% 1.9% 1.7% 1.4% 1.2% 0.9% 0.7% 0.4% 0.2% 0.0%
Revenue growth 7.3% 5.1% 5.9% 5.9% 5.5% 4.7% 4.0% 3.5% 3.0% 2.1%
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the economy. As ISS operates a global business, the focus has here been placed on the countries 

contributing to the main part of the revenue. The expected GDP growth for these countries is shown in the 

figure below.  

 

By using these, one could argue 2.1% in terminal growth. This should further be compared to the expected 

terminal growth within each of the service segments. Doing so, 2.1% seems to be a fair estimate of the long 

term growth, as all the service has a terminal growth between 1.8% and 2.5%. In 2010, Nordic accounted 

for 23% of revenue while Western Europe and other developed countries accounted for 72%.134 If looking 

at IMF’s expectations for these regions until 2016, these were expected to be 2.1% and 2.0%. By using the 

revenue weights and these estimates the growth is also estimated to 2.1 % in 2016, hence, indicating that 

the applied terminal growth has some validity in the macroeconomic developments. 

6.2.2 Profitability 

In this section EBITDA-margins are used as the primarily driver for profitability. ISS has during the recent 

years experienced stable margins on a group level. This could primarily be explained by the large degree of 

labor costs. These costs do not fluctuate in the same way as raw materials tend to do (cf. discussion on 

bargaining power towards suppliers). However, there might be some long term implications that should be 

taking into account when addressing the profitability. In the external part of the strategic analysis it was 

covered how low wage countries in the future will pose a greater revenue potential, but also might affect 

margins as the wages go up and supply of labor is stretched. However, this is to some extend expected to 

be offset by the expected price increases and better use of the flexibility of a global workforce. 

When analyzing the historical margins for ISS, these have show to be fairly stable; however, with a decrease 

in FY09A. When comparing to the rest of the market, it is clear that competitors experience stable margins, 

only with a small tendency to increase.  For the peer group, EBITDA margins are expected to further 

increase in the coming years (1-2 years), while several in the industry indicate that they expect margins to 

decrease remarkably when just looking a couple of years out in the future due to price pressure, labor 

markets and the development in emerging markets. 

                                                             
134 Here the most develop countries in Northern America and ROW has been assumed similar 

Country Revenue 2016 GPD growth
Nordic 23% 2.1%
Europe and similar 72% 2.0%
Undeveloped 5% 3.6%
Weighted average 2.1%
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Figure 31 – EBITDA-margins for peer group and ISS135 

 

Based on the above analysis, the margins for the budget period are presented below. In general, ISS has 

managed to obtain lower margins than its peers. This is also the expectation for the future. Actually is has 

been evaluated that the external factors surrounding the business might in fact indicate decreasing margins 

in the long run, thus explaining the long term margin level of 5.5% 

Figure 32 – Margins development going forward 

 

6.2.3 Other operational drivers 

The following three drivers are only addressed briefly. In general, depreciations are expected to remain at 

the current levels in the future, as there are no indications that anything in the business will change in this 

relation. The net financials are expected to grow going forward. This is primarily due to the financial 

situation of ISS, indicating that the future interest costs could potentially increase. Finally, the effective tax 

rate has been estimated considerably lower than the historically level. This is again done on the basis on an 

evaluation of the future revenue streams from different countries. Doing so, it has been estimated that the 

future effective rate will lie around 30%, with some insecurity around this level however.  

 

6.2.4 CAPEX136 

In general, the level of capital expenditures (CAPEX) is essential to analyze in order to understand the costs 

of growing the company. For example, if the CAPEX level is relatively high compared to turnover then 

                                                             
135 Annual reports for ISS, the peers and Capital IQ 
136 Annual reports for ISS, the peers and Capital IQ 

7.6% 7.7% 7.8% 8.0% 7.9% 8.0%
8.2%

5.0%

5.5%

6.0%

6.5%

7.0%

7.5%

8.0%

8.5%

9.0%

9.5%

FY07A FY08A FY09A FY10A FY11E FY12E FY13E

EB
IT

DA
-m

ar
gin

, %

Compass Group PLC Sodexo S.A. G4S plc Securitas AB ISS Peer average

Profitability driver FY10A FY08-FY10 (average) FY11E FY12E FY13E FY14E FY15E FY15E FY15E Terminal

EBITDA-margin 6.7% 6.5% 6.5% 6.3% 6.1% 5.9% 5.7% 5.5% 5.5% 5.5%

Operational drivers FY10A FY08-FY10 (average) FY11E FY12E FY13E FY14E FY15E FY15E FY15E Terminal
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invested capital will also be high and thereby diluting return on capital invested. Especially from a PE 

perspective it is often interesting to consider this prior to an investment, as less CAPEX is preferable due to 

the company then being able to service a higher debt load.137 When the CAPEX consideration is important 

in this budget process, it is due to its direct effect on the free cash flows.  

Below, the historical CAPEX levels for ISS and its competitors are presented. Generally, both ISS and the 

market show stable CAPEX levels (as a % of revenue). The majority of the investments are mostly linked to 

the maintenance and expansion of facilities as well as IT systems.138 Furthermore, it is evident that this is an 

industry requiring fairly low investments levels, a fact also stressed in the strategic analysis when 

addressing the potential entrance of new competitors into the market. Another interesting observation is 

to see that the CAPEX levels were slightly decreasing during the downturn in FY09A and FY10A. This trend is 

often seen during crisis, and it would therefore be reasonable to expect that ISS would return to a level 

similar to the pre-crisis level or actually slightly above.  

Figure 33 – CAPEX as % of revenue for peer group and ISS 

 

From the above analysis, the future CAPEX levels are budgeted for the period as illustrated below.  

Figure 34 – CAPEX levels going forward 

 

6.2.5 Net working capital  

As with CAPEX, net working capital is an important parameter influencing the free cash flow, and 

consequently the ability to not tied-up cash (having low NWC) makes the company able to use the funds for 

either investment, repayment of debt or actual dividend.  In general, the facility service industry is 

characterized as an asset light business where inventories only play a minor role in the business setup (cf. 

strategic analysis on input and suppliers bargaining power). Hence, limited cash binding are required in 

order to run the daily business.  
                                                             
137 DVCA (2008) 
138 Annual report 2010 and Capital IQ 
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Historically, the NWC level has proven to be fairly stable, for ISS especially, but also for the peer group. 

When analyzing the figure below, it is evident that the players within cleaning and integrated facility 

services experience negative NWC levels, while the security companies experience larger NWC levels due to 

the slightly different business setup. The low and even negative NWC could, as explained above, be arise 

from the low requirement for inventory, but also from the use of subscription- and long term contract 

within this industry, meaning that the providers are less affected by daily liquidity issues.  

Figure 35 – NWC as % of revenue for peer group and ISS 

 

With a NWC level between -3.7% and -3.1% ISS has proven stable levels. However, the economic downturn 

and the stagnation in the business activity have resulted in NWC levels slightly “above” normal. 

Consequently, the NWC level is expected to “increase” as the business activity again increases. 

Figure 36 – NWC levels going forward 

 

6.2.6 Other balance sheet drivers 

Below is briefly described one of the other balance sheet driver. In general goodwill is expected to rise 

together with the acquisitive growth in the budget period, while in the long run moving towards the overall 

growth rate of 2.1%. For a further quantification of the different value drivers please see the appendix. 

 

6.3 Sub-conclusion 

Now, understating the main value drivers in the business, and with the estimation and quantification in 

place, one could now turn towards the actual valuation. It is crucial to understand the importance of the 

budget process just presented.  
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Net Debt in % of invested Capital 92.1% 91.6% 89.1% 86.1% 83.1% 80.1% 77.1% 74.1% 71.1% 74.1%



 

 

 
64 

By basing the valuation on a series of value drivers and analyzing each of them, while at the same time 

taking an active decision regarding the length of the budget period, this should ensure that the valuation is 

based on estimates which are both plausible and characterized by a high degree of validity. This validity is 

further enhanced through the triangulation between the strategic (internal and external), financial and 

peer group analysis. 

 

  

Income 
statement

FY09A FY10A FY11E FY12E FY13E FY14E FY15E FY16E FY17E Terminal

Total revenue 69,004                        74,073       78,459          83,121       87,711       91,808       95,464       98,795       101,768    103,854    
Revenue growth 0.3% 7.3% 5.9% 5.9% 5.5% 4.7% 4.0% 3.5% 3.0% 2.1%

EBITDA 4,145                          4,999         5,092             5,229         5,342         5,408         5,432         5,424         5,597         5,712         
EBITDA-margin 6.0% 6.7% 6.5% 6.3% 6.1% 5.9% 5.7% 5.5% 5.5% 5.5%

Depreciatoin & Amortization -868                            -850           -875               -927           -978           -1,024       -1,064       -1,101       -1,135       -1,158       
Depreciations in % of revenue-9.7% -10.6% -9.7% -9.7% -9.7% -9.7% -9.7% -9.7% -9.7% -9.7%

EBIT 3,277                          4,149         4,217             4,302         4,364         4,384         4,368         4,323         4,463         4,554         

Operating tax -1,980                        -1,761       -1,265           -1,291       -1,309       -1,315       -1,310       -1,297       -1,339       -1,366       
Tax rate -60.4% -42.4% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0%

NOPLAT 1,297                          2,388         2,952             3,011         3,055         3,069         3,057         3,026         3,124         3,188         

Net financials -2,615           -2,738       2,697         -2,644       2,581         -2,509       2,428         -2,602       
Net financial in % of invested capital-7.4% -7.7% -8.5% -9.0% 9.0% -9.0% 9.0% -9.0% 9.0% -9.0%

Tax shield 785                821             -809           793             -774           753             -728           781             
Tax rate -60.4% -42.4% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0%

Net financials after tax -1,831           -1,916       1,888         -1,851       1,807         -1,756       1,699         -1,821       

Profit for the year 1,122             1,095         4,943         1,218         4,864         1,270         4,823         1,367         

Balance FY09A FY10A FY11E FY12E FY13E FY14E FY15E FY16E FY17E Terminal
Goodwill 27,434                        27,747       28,212          28,614       28,950       29,218       29,416       29,541       29,593       30,200       
Goodwill growth (follow acquisitive growth) 1.7% 1.4% 1.2% 0.9% 0.7% 0.4% 0.2% 2.1%

All other fixed operating assets8,180                          8,016         9,023             9,559         10,087       10,558       10,978       11,361       11,703       11,943       
All other fixed operating assets in % of rev.11.9% 10.8% 11.5% 11.5% 11.5% 11.5% 11.5% 11.5% 11.5% 11.5%

Working capital -2,388                        -2,333       -2,692           -2,831       -2,966       -3,081       -3,180       -3,266       -3,339       -3,116       
NWC in % of revenue -3.5% -3% -3.4% -3.4% -3.4% -3.4% -3.3% -3.3% -3.3% -3.0%

Invested capital 33,226                        33,430       34,543          35,342       36,072       36,695       37,214       37,636       37,957       39,027       

Net debt 30,767          30,419       29,965       29,382       28,681       27,877       26,976       28,907       

Cash Flow statement FY10A FY11E FY12E FY13E FY14E FY15E FY16E FY17E Terminal

NOPLAT 2,388         2,952             3,011         3,055         3,069         3,057         3,026         3,124         3,188         
Depreciations 850             875                927             978             1,024         1,064         1,101         1,135         1,158         
Operating cashflow 3,238         3,827             3,938         4,033         4,093         4,122         4,127         4,258         4,346         

Change in Working Capital -55             359                139             134             116             99               86               73               -223           
CAPEX 1,315         2,346             1,865         1,842         1,763         1,682         1,610         1,528         2,004         

Free Cash flow 1,868         1,840             2,212         2,325         2,445         2,538         2,604         2,803         2,118         
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Part 3 

 

7. Valuation 
In the following part, the intention is to evaluate whether the valuation and hence the price offered by G4S 

could help to explain why the shareholders in G4S did not accept the deal, and thereby add an additional 

layer to the analysis of the unsuccessful exit process for ISS during 2011.  

The valuation will be performed based on the previous analysis of the strategic and financial situation in ISS 

and the estimated budgets resulting from this process. The value will be calculated as of October 17 2011, 

the day where the offer was announced, and compared to the offered price in order to facilitate a 

discussion of the implied strategic synergy in the offer, thus asking if the company were overvalued by G4S. 

Prior to the actual valuation there are a series of issues which should be addressed, e.g. the valuation 

method applied and the consequences from choosing this approach.   

 

7.1 Valuation methodology 

In this paper, the market value of the company is assessed by applying the Discounted Cash Flow (“DCF”) 

method, which is based on the expected earnings of the company and a risk-adjusted discount rate. Here, 

the DCF method it applied, since it is the most used valuation method in practice, but also because of its 

acknowledgment as the most theoretical correct method to use when directly observable market prices are 

not available.139 Furthermore, the DCF estimate is compared with trading and transaction multiples of 

similar companies. When applying both, these will serve as a sanity check for the estimated value. 

The market value calculations will be estimated on a stand-alone (fair value) basis. This market-value notion 

is defined in accordance with international accounting standards. The International Accounting Standards 

(“IAS”) defines fair value in the following way:  

“Fair value is the amount for which an asset could be exchanged, or a liability settled, between 

knowledgeable, willing parties in an arm’s length transaction….  An entity establishes fair value by using a 

valuation technique. Valuation techniques include using recent arm´s length market transactions between 

knowledgeable willing parties if available…and discounted cash flow analysis (IAS 39)140” 

                                                             
139 Rosenbaum et. al. (2009) 
140 OECD defines fair value in accordance with IAS 39 
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Often, the market is defined as the stand-alone value of the company. Thus, to avoid any misconceptions 

the term “stand-alone” will be applied when referring to the fair market value in the remaining of the 

paper. The consequence of applying the terminology is that the stand-alone value comprises the market-

value of the entity in its present form and not in combination with other assets. For example, effects such 

as synergies in corporate takeovers will not be included in this calculation. Though not accounting for 

buyer-specific synergies in the calculation of the market-value, this does not imply that potential internal 

cost reductions or revenue improving initiatives should be ignored. However, these are already covered in 

the previous budget analysis and therefore part of the forecast.  

Below is an illustration of the interaction between the buyer-specific synergies (not included) and the 

internal potential (included in forecast) in context with the derivation of the market value.  

Figure 37 - Definition of stand-alone value 

 

One could argue that it would be interesting here to focus on the transaction value rather that the stand-

alone value, as the DCF calculations for ISS would then be with the prospect of an industrial buyer (here 

G4S) and thus also reflect the buyer-specific synergies. However, it has been evaluated that these synergies 

would only be quantifiable for G4S insiders, so for now, the focus will be on the stand-alone case.  

Previous, the expected value drivers for ISS have been forecasted. Therefore, the focus will now be turned 

towards other input factors in the DCF calculation. One of the main aspects of the model is the weighted 

averaged costs of capital (WACC)141, wherefore the following section explain the actual derivation of the 

company’s WACC, applied assumptions and other issues. Finally, due to the considerable sensitivity of 

enterprise value caused by changes in input variables, a sensitivity analysis is afterwards performed. 

                                                             
141 Koller et. al. (2010) 
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7.2 Estimation of a discount factor 

When performing the DCF valuation it is crucial to apply the appropriate discount factor. Previous, the 

forecast has been presented, but the discount factor plays an at least equally important role when 

calculating the present value of the free cash flows (FCF). Here, the weighted average cost of capital 

(WACC) terminology will be introduced, representing the required return on both equity and on external 

capital. The WACC is applied due to the nature of the cash flows, where these represent the cash generated 

to both the owners and the providers of external capital. Hence, the required return here indicate the 

investors’ required compensation for the investment, both in regard of the time value of money and the 

risk of the investment.142 

When applying the WACC, a number of assumptions are made; the most important being the assumed 

characteristic of remaining constant over time. While sometimes criticized for its simplicity, this attribute 

allows each element of the WACC to be estimated based on the following formula.  

    =     ∗   ∗ (1 −  ) +     ∗       , where: 

D = Net debt, E = Equity, Rd = Required return on external capital, T = Tax rate and Re = Required return on 

equity 

In order to calculate the WACC it is therefore necessary to estimate the different parameters, following in 

the next pages. 

7.2.1 Estimation of a Risk-free rate 

When estimating the risk-free, Damodaran suggests the use of the effective interest rate on a government 

bond for the specific country when estimating the risk-free rate.143 In this case a Danish treasury bond with 

10 years to maturity is therefore applied. This practice could be challenged due to the international scope 

of ISS. As of October 17 2011 the risk-free rate is therefore estimated to be 2.510 %.144 

7.2.2 Estimation of Beta 

In general, the beta value is used to measure the correlation between the market and the company. 

Following the Capital Asset Pricing Model (CAPM), the beta value is applied in order to facilitate an 

estimate of the cost of equity, thereby adjusting the cost of equity to reflect the risk associated with the 

company. From a practical point of view, the beta metric is intuitive in the sense, that a higher beta should 

                                                             
142 Petersen and Plenborg (2005) 
143 Damodaran (2002) 
144 Danmarks Nationalbank. Nationalbankens Statbank (DNUDDAG). The use of the data material from Nationalbankens Statbank are in line with the 
recommendations of the Danish tax authorities  
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be associated with a higher risk. To be more specific, a beta equal to one would indicate that the 

investment / company would have the same risk as the market (as beta represents the systematic risk), 

while a beta above one would indicate that the company would be more risky than an investment in the 

market portfolio etc. When dealing with an unlisted company, the beta should be estimated based on a 

peer group of listed companies. Below the observed leveraged beta values are presented.145  

Figure 38 – Beta calculation from peer group 

 

From the leveraged beta values the unlevered beta values could be calculated from the following formula: 

   =   (  (   )∗    146 

Based on these calculations (and as illustrated in the figure), it is possible to estimate an unlevered beta of 

0.66 for the peer group. It should here be noted that a company like Rentokil (with the most similar 

business model to ISS) has a higher beta of 0.81, while G4S “affects” the beta too, indicating that 0.66 

might be too low. In order to perform a sanity check of the estimate, Damodaran suggest the use of 

empirical industry betas as sanity checks, validating the estimate based on a large group of related 

companies. In the specific case for ISS, there is unfortunately no perfect match to the facility management 

industry in Damodaran’s previous studies. The closest match to ISS is the beta values for the group of 

companies within industrial services. Being a broad industry group, the unlevered beta of 0.84 for this 

group could therefore be biased. However, this once again indicates that 0.66 might be too low. Therefore, 

based on this and the observation on the peer group the beta estimate is set to 0.75, in order to reflect the 

best available beta estimate. This equals a company leveraged beta of 0.94. 

                                                             
145 These are extracted from Capital IQ with beta values as of October 17 2011. 
146 Copeland et al. (2005) 

Company Leveraged beta Unlevered beta
Compass Group PLC 0.77 0.72
Sodexo S.A. 0.57 0.51
G4S plc 0.60 0.45
Securitas AB 0.89 0.73
Rentokil Initial plc 1.08 0.81
Impel spólka akcyjna 0.64 0.61
Mean 0.76 0.64
Median 0.70 0.66
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7.2.3 Market risk premium 

The market risk premium is an estimated factor that contains some uncertainty. However, in general the 

market risk premium describes the yield in excess of the risk-free rate required by an investor for holding 

the market portfolio.147 In practice, the premium levels is often determined retrospectively by comparing 

long term stock yields and risk-free bond yields over a period. At the time of the valuation, a market risk 

premium of 5.0 % was suggested as the average risk premium for companies based in Denmark (by Danish 

Tax authorities).148 It could furthermore be considered whether there should be applied any premiums in 

form of small cap premiums. Such a premium would be based on the size premium to market capitalization 

framework in Ibbotsons annual publication. However, due to the size of ISS this is not found relevant in this 

case.149  

7.2.4 Debt/Equity ratio 

When evaluating the capital structure of the company, the market value of debt to market value of equity 

should provide the basis for this determination. However, in the case of ISS debt ratios (this goes for all 

private companies) are stated in book value terms, rather than market value. When applying the 

debt/equity ratios in the WACC estimation one should also consider the consequences from assuming an 

unchanged future capital structure. While the theorists argue for and against the different approaches 

which could be applied, Damodaran instead suggest that there are essentially two solutions. First, one 

could assume that the company will in the long run shift towards an industry average debt ratio, or move 

towards its optimal debt ratio. In this paper, the first solution is applied due to its practical approach and 

due to the scope of the paper. Applying the first solution, the peer group is used to estimate a future 

capital structure. From this analysis, and as illustrated in the figure below, a long-term (target) debt/equity 

ratio of 26% is obtained. This is somewhat different from the current levels in ISS (but remember that these 

are book values). However, in order to access the value from a strategic buyer’s point of view, this would be 

the appropriate approach as this would be the expected as the long term ratio.150 

Figure 39 – Debt/Equity ratio for peer group 

 
                                                             
147 KPMG (2010) 
148 SKAT (2010) 
149 Ibbotson (2010) 
150 Koller et. al. (2010) 

Company
2-Yr Avg Net 

debt
2-Yr Avg Mkt 

equity
2-Yr Avg Net 

debt/Mkt equity
Compass Group PLC 848 8533 0.11
Sodexo S.A. 1348 6718 0.20
G4S plc 1586 3660 0.43
Securitas AB 8482 27148 0.31
Rentokil Initial plc 1046 1930 0.54
Impel spólka akcyjna 30 307 0.09
Mean 0.28
Median 0.26
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7.2.5 Cost of Debt  

The cost of debt is the rate that a company pays to borrow money.151 In the literature there is no common 

agreement on how to estimate cost of debt. However, the chosen estimate should reflect ISS’s cost of 

borrowing. Therefore three different factors should be considered when calculating the cost of debt; the 

risk free rate, the default spread and the tax rate.152  

The default spread could be determined in two very different ways, and would depend on the nature of the 

company. First, if the company has outstanding bonds, cost of debt would be calculated by applying the 

current market interest rate (yield to maturity). Second, if a firm is covered by one of the rating agencies 

such as Moody‘s or Standard and Poor’s, it would be possible to obtain a default spread from their 

ratings.153 According to ISS‘s annual report (2010) the company‘s market interest rate on long-term bonds 

were at that time 5.01%. However, the company had during refinanced some of its debt, leading to an 

interest increase of 1.25-1.50 percentage point on this part of the debt. (cf. discussion earlier on 

refinancing). This could indicate that a more appropriate interest level would be around 6.5 %. However, 

this is only due to the PE setup and the short term risk associated to the high gearing. However, this does 

not necessarily indicate the cost of debt in the long run. The important thing is here to understand, that the 

underlying business risk might not change due to smaller changes in the capital structure.  

Therefore, the default spread is determined as the difference between the interest rate of 6.5% and the 

risk free rate of 2.51%, thus the default spread is 3.99%.  

7.2.6 Tax rate 

Due to the fact that ISS is based in Denmark, the current Danish corporate tax rate of 25% will be applied in 

these calculations.154 

 

7.3 WACC calculation 

Based on the estimates presented in the previous section, the weighted average cost of capital for ISS is 

estimated to be 6.74%. Using this WACC when discounted, and by applying mid-year discount rate, the 

value could now be estimated. Please see appendix for the overview of the free cash flows and the NPV 

values.  

 
                                                             
151 Damodaran (2009) 
152 Damodaran (2009) 
153 Steiger (2010) 
154 Ernst & Young Tax Guide (2010) 
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7.4 Valuation conclusion 

From the process presented so far, including the forecasted FCF and the discount rate, the stand-alone 

enterprise value (on a debt free basis) could now be estimated as of October 17 2011: 

 

  DKK 41.76 billion (implied FY11E EV / EBITDA multiple of 8.2x) 

 

Now having an estimate of the EV, one should subtracted net debt from the value in order to get a fair 

value of the equity. Doing so, the book value of the interest bearing debt is here assumed to be the best 

proxy for the actual market value of the debt.155 The equity is therefore estimated to DKK 10.98 billion. This 

equity value is then brought forward, using the discount rate for equity of 7.23%, to October 17 2011, 

which equals a time-adjusted equity value of DKK 11.61 billion which the owners would receive for the 

company. This amount could then be divided with the number of shares in order to obtain a share price 

which in this case will equal DKK 116. 

The present value of the terminal period constitutes 68% of the 

total enterprise value. This is a direct consequence of the 

relatively short budget period of 7 years (cf. discussions on 

budget period). 

Based on the valuation above it could be argued that G4S with 

this total offer of DKK 44.3 indicated that it would be willing to 

pay a strategic premium equal to DKK 2.5 billion, or when 

calculating the equity value and adjusting for the time adjustment 

effect or DKK 14 per share (cf. discussion on fair value). 

7.5 Sensitivity analysis 

As mentioned earlier the DCF model and hence the valuation-result of ISS is exposed to several uncertain 

input parameters, and therefore several sensitivity analyses should be conducted. The uncertain input 

parameters with the estimated most significant value impact are included in the analysis to quantify the 

value impact of even small changes in these parameters. Below the sensitivity from the WACC (and per 

definition the underlying input variables behind the WACC) and terminal growth. 

Figure 40 – Sensitivity analysis 

                                                             
155 In accordance with FSR guidelines  

DCF Output in mDKK DKKm
PV (Terminal  Value) 28,565       
Sum of PV(Cash Flow) 13,195        
Enterprise Value 41,760        

- Net debt 2010 -30,779      
Equity Value Primo 2011 10,981        

Number of shares (in mil lion) 100             
Share price (in DKK) 110             

Reporting data 01-01-2010

Valuation data 17-10-2010

% of year elapsed 79%

Time adjustment factor 1.06             

Time adjusted equity 11,609         

Time adjusted share price 116              

Strategic premium / overprice 14                
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From above it is clear that the sensitivity is very high for WACC as well as terminal period growth. It could 

therefore be argued that the valuation to a large degree will depend on potential different assessments by 

G4S of e.g. calculating their WACC. The same is to some degree the case with the terminal growth, 

supporting the view that there should be placed some effort in the estimation of the macroeconomic long 

term growth trends in the economies where the company is present.  

7.6 Introduction to multiples valuation  

The multiples valuation approach is often used in PE investments. Its legitimacy should be found in the 

traditional DCF analysis’ limitations and that any DCF analysis only is as accurate as the forecasts it relies 

on. Thus, applying multiples serve as a sanity check in order to provide additional validity to the 

conclusions. 

Trading multiples refer to comparison with similar publicly listed companies.156   This, in principle, includes a 

comparison with the historical after-tax earnings of similar companies, but in practice, the expected future 

earnings after tax are often used, based on equity analysts’ forecasts.  

Transaction multiples refer to comparison with observed transaction values regarding similar private 

companies. This comparison assumes that the activities being valued are essentially comparable to the 

enterprise value of a company.157  The method of comparison is, in principal, the same as trading multiples. 

However, the comparison is based on historic performance and focus should be on timing of the 

comparable transactions as well as whether the comparable transaction included control premiums or 

synergies. Transaction multiples usually relate to transactions with illiquid (not traded on an exchange) 

majority stakes, comparable to the transaction in question.  

7.6.1 Introduction to premiums and discounts related to multiples 

It is generally accepted that public quoted shares trade at a minority discount since they are traded as 

relatively small non-controlling interests.158 This would imply that transaction multiples would be higher 

than trading multiples if all things besides the control issue remain equal. While the above-mentioned 

                                                             
156 Rosenbaum et. al. (2009) 
157 Rosenbaum et. al. (2009) 
158 Koller (2010) 
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limitations as regards the application of transaction multiples do not preclude application of a multiple 

analysis, this analysis will only be used to verify and support the DCF valuation. 

It is generally accepted that transaction multiples reflect an illiquidity discount compared to the more 

marketable public traded shares. This implies that trading multiples would be higher than transaction 

multiples, all else being equal. The control premium as well as the illiquidity discount must be taken into 

account when comparing trading and transaction multiples to ISS. 

7.7 Trading multiples 

This methodology involves the application of an earnings multiple to the earnings of the business being 

valued in order to derive a total enterprise value. This market-based approach presumes that the market 

correctly values the comparable companies.159 

In order to use this approach it is important to identify a group of companies that are similar in terms of risk 

attributes and earnings growth prospects. For the trading multiples valuation, EV/EBITDA and EV/EBIT 

multiples for the group of comparable companies, which was used in the industry benchmark study has 

been applied.160  

7.7.1 Illiquidity discount and control premium 

Addressing the illiquidity discount, this should be subtracted from the multiples found through the peer 

group. Doing so, would imply the multiples as they would look if they were held private. However, in order 

to be similar to this transaction a control premium should be added. Based on previous studies, an 

illiquidity discount of 25% has been applied on the trading multiples, based on studies performed by Bajaj, 

Denis, Ferris and Sarin.161 With regards to the control premium, this has been set to 25%, which in general 

could be considered low compared to some of the historical studies which have been performed on this 

subject. However, Plenborg has previously suggested that one should be careful when applying discounts 

and premiums, as there is a chance that some of the effects are already incorporated in the future 

expectations of the forecast, thus these premiums should only reflect the additional value creating arising 

from the control which is obtained. Furthermore, most larger studies on the area are of older date, thus 

e.g. Pratt, Reilly and Schweihs’ control premium of 26-45% could reflect a historical bias, just as the case is 

for Jarrell’s and Poulsen’s 30% result from 1999.162   

                                                             
159 Koller (2010) 
160 See appendix for description of peer group and selection process 
161 Bajaj et al (2001) 
162 Pratt, Reilly and Schweihs (2000) 
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Often when applying these discounts and premium one larger mistake is made, when comparing the 

discount and premium directly (in this case the wrong calculation would be -25%+25%=0). Instead, the 

illiquidity discount should first be subtracted in order to value a small stake in ISS (1 - 0.25). In order to 

value a controlling stake in ISS, the control premium should then be added secondly ((1 - 0.25)*0.25 = 

0.9375), indicating a total discount of 6.25%. 

7.7.2 Valuation conclusion on trading multiples 

Below the multiples valuation is illustrated. First the implied multiples have been found for the peer group 

and based on this and the net discount, a value range between DKK 36.5 billion and DKK 41.2 billion has 

estimated, supporting the view of ISS being overvalued at the time of the offering. 

 

7.8 Transaction Multiples 

The transaction multiples method is based on multiples implied by transactions in the similar sectors as the 

company being valued. To identify comparable transactions, a search has been made for transactions with 

a closing date between January 1 2009 and October 17 2011, where the target company is engaged in the 

same activities as ISS. Various ways of defining the activities of ISS have been applied in order to get a large 

gross sample of transactions. In addition to the period and the activity criteria, only deals with known 

EV/EBITDA or EV/EBIT multiples have been included. 

It is important to note that transaction prices are usually influenced by both buyer and seller-specific 

strategic considerations, as well as other synergy effects. Therefore, multiples may also reflect a premium 

for control, which would not be reflected in trading multiples as these are for minority.  

Due to the limited amount of data available within the industry of facility service, it has been decided to 

broaden the market definition by including all services included in ISS portfolio. Thus, companies only active 

within e.g. cleaning has been included (see appendix for list of transactions) in the list. In general, the 

search for transaction constitutes a tradeoff between the similarity of the business and a sufficient data 

foundation.163  

                                                             
163 Vernimmen, 2005 

Peer group EV/EBITDA FY11E EV/EBITDA FY12E Net discount -6.25%
Max 8.75                          8.06                          
Min 7.49                          6.87                          Multiples for ISS with discount EV/EBIT FY11E EV/EBIT FY12E
Average 8.08                          7.45                          EV/EBITDA 7.58                    6.99                    

EV/EBIT 9.97                    9.06                    
Peer group EV/EBIT FY11E EV/EBIT FY12E
Max 11.74                        10.54                        Enterprise value based on EV/EBIT FY11E EV/EBIT FY12E
Min 9.71                          8.80                          EV/EBITDA 38,575.83          36,529.77          
Average 10.63                        9.67                          EV/EBIT 41,205.08          38,170.25          
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It is important to note that transaction prices are usually influenced by both buyer and seller-specific 

strategic considerations, as well as other synergy effects. Therefore, multiples may also reflect a premium 

for control, which would not be reflected in trading multiples as these are for minority positions. Therefore, 

the value calculated using transaction multiples must only be corrected to reflect any difference in the 

value of control relevant to the ISS business.   

7.8.1 Valuation conclusions 

Based on the transaction multiples the following values have been derived as estimate for ISS’s EV level. ISS 

on a stand-alone basis is therefore estimate to an EV between 

DKK 28.9 and DKK 40.4 billion according to these multiples. 

Subtracting NIBD an estimated equity value ranging from a 

negative value to DKK 9.6 billion is estimated. Though transaction 

multiple valuation is somewhat attached to a large degree of 

uncertainty due to their nature, the multiple valuation supports 

the view of an overvaluation of ISS, as there are here accounted 

for buyer specific synergies.   

7.9 Sub-conclusion – valuation summary 

In the Valuation analysis, ISS has been valued as of October 17 2011. Doing so, the price offered by G4S has 

been evaluated through several valuation methods, primarily focusing on the DCF valuations approach, 

which could be validated through the EVA method, due to the two models’ similarity with regards to the 

applied assumptions and inputs. Finally, multiple valuations, in form of trading and transaction multiples, 

have been applied as a sanity check of the estimates found in the DCF analysis.  

In general, the DCF valuation was performed based on the previous analysis of the strategic and financial 

situation in ISS and its future value drivers and estimated budgets resulting from this process. The 

enterprise value as of October 17 2011 was, based on the DCF, estimated to DKK 41.8 billion, thus 

indicating that G4S would be willing to pay a strategic premium of DKK 2.5 billion for ISS. Applying theory 

on historical strategic premiums paid in order to obtain control and hence strategic synergies, it could be 

argued that the offered stock price of DKK 130, indicating a time adjusted DKK 14 per share premium, 

would not be unreasonable. However, further analysis through multiples valuation indicate a value range 

from DKK 28.9 billion to DKK 41.2 billion, thus further supporting the argument that G4S might have offered 

an unreasonable high strategic premium for the company. Finally, it is argued that it would be unserious to 

try to quantify the actual size of such synergies. However, it seems reasonable to argue that the premium 

could be a fair explanation for the shareholders decision to turn down the offer.    

Net discount / premium 0.00%

Transaction EV/EBITDA EV/EBIT
Max 10.68            15.57           
Min 2.99              4.64              
Average 5.78              10.39           

Multiples for ISS EV/EBITDA EV/EBIT
5.78              9.74              

Enterprise value based onEV/EBITDA EV/EBIT
28,894.22    40,413.85   
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Part 4 
 

8. Discussion and conclusions 
Having now conducted a thorough analysis of both the motives behind and the actual private equity 

investments approach, combined with an evaluation of the ISS case, this part will draw on the main findings 

in each section, thereby enabling brief discussions on the interrelation between these subjects while 

concluding on the overall problem statement. 

 

8.1 Exit considerations 

In order to be able to identify and analyze the reasons for the postponement and cancellation of the exit 

processes, it is in this paper argued that the reasoning behind the exit considerations should be initially 

addressed.  

First of all, having been part of a PE ownership for almost six years, 2011 seemed a reasonable exit time 

when considering general holding periods for these types of funds.164 However, when further addressing 

the financial situation of ISS and relating its situation to the covenants discussion earlier in the paper, it 

seems evident that ISS have been close to or actually might have breached several of these covenants. This 

was primarily caused by an active acquisition strategy, but was also due to the economic downturn creating 

a slowdown in the company’s growth levels. Furthermore, several of ISS’s loans were to be refinanced 

during 2011, actually showing one of the shortcomings in the PE setup. During the financial crisis the banks 

had tightened their credit policies, now leaving a strong, but highly leveraged company in trouble. The 

section on the financial distressed situation prevailing in ISS at that time, serves to answer the question on 

ISS’s reasoning for considering the exit strategy. However, this could only in part provide explanation for 

the chosen dual track strategy.  

Different theoretical studies provide different views on the exit decision motives. However, applying the 

annual PE study from Ernst & Young, it could be argued that the reason for the IPO preference should be 

found in the historical returns from applying this exit route.165 However, the same study could also help to 

explain the reason that it was not the only strategy followed by the owners. According the study, the 

number of successful IPO has been decreasing during the crisis, while often the market volatility and the 

                                                             
164 DVCA website 
165 Ernst & Young (2009, 2010, 2011 and 2012) 
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trade-off showing unfavorable valuations compared to the IPO cost, such as under pricing, filing fees and 

the underwriter spread, serve as the main explanations. 

Despite the cost of following this strategy, ISS and its owners saw the potential for a capital injection 

through a reintroduction to the stock exchange while still being able to postpone the final exit of the 

company. This would serve as a short term solution to the liquidity problems presented in the ISS case, and 

would ease the refinancing process while enabling better future credit terms.  

When also deciding to follow the possibility of an industrial / trade sale, the reasoning for this could be 

found in the belief that such a buyer would pay a strategic premium. This premium would not be 

achievable through the stock market, while at the same time the industrial sale would serve as a way for 

the funds to finally exit the investment. 

 

8.2 Cancelling / postponing the IPO (reintroduction) process 

The reintroduction to the stock exchanged was by management and the owners presented as the preferred 

exit route. However, the process was cancelled close to the final deadline. In this paper it is argued that this 

decision was based on both macroeconomic and internal factors. Therefore, part of the problem statement 

has been answered through a strategic approach rather than a quantificational / valuation approach. Doing 

so, the macroeconomic development, with crisis in southern Europe and financial shocks in Japan (due to 

the tsunami) and the ensuing rise in market volatility, helps to explain the postponement of the IPO. 

However, these macroeconomic factors should not in themselves be held responsible for the reason for the 

postponement. Another reason can be found in the initial motive for the IPO; the capital injection. Due to 

the refinancing agreements which surprisingly were agreed in 2011, ISS were no longer in the same short 

term need for capital injections, and the owners might therefore have believed that further value could be 

created before a final exit under better market conditions should be effectuated. 

  

8.3  Valuation of the G4S offer and the rejection among G4S shareholders 

Understanding the exit motives and the reasoning behind, one could also address the specific offer 

received from G4S. It is here important to understand and remember that the offer was not turned down 

by ISS, but rather by the shareholders of G4S, hence, explaining the reason for the applied perspective. The 

standard DCF method was, in combination with other methods, applied in order to facilitate an evaluation 

and estimation of the value of ISS as of October 17 2011. Doing so, a thorough strategic and financial 

analysis was performed in order to facilitate an understanding of the fundamentals.  
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Using this approach on ISS, the fair value was estimated with the use of both capital based and relative 

valuation models, however with the DCF as the primary tool. Doing so, the enterprise value of ISS was 

estimated to DKK41.7 billion, corresponding to a fair value of ISS equity of DKK 11.6 billion, after time 

adjusting the equity value. Thus, this could help to explain the reluctance among G4S shareholders, as they 

would be paying a strategic premium close to DKK 2.6 billion. Addressing this, it is of great importance to 

understand that such synergies could include: 

• Market synergies, where G4S could sell more of ISS services through its own channels, arising from 

e.g. the geographic coverage, the industry span, and further customer penetration. 

• Product/service synergies, where G4S and ISS’s services are partly complementary, hence it would 

make the G4S service offering more valuable, while at the same time easier to sell. 

• Management and organizational related synergies; here the combination of talent and structure 

could create additional value, however, these synergies often negatively affecting the value, as 

many larger transactions experience post-merger problems in the integrations phase.  

• Synergies related to economies of scale where certain activities and functions in ISS, often related 

to general and administrative, could be eliminated. 

While not quantifying the synergies, the lack (or even negative effect) of the above mentioned synergies 

could, in part, help to explain the failed agreements between shareholders, while also the large degree of 

shareholder activism performed in the negotiation process could explain the outcome of the process.  

 

8.4 Conclusion 

The main purpose throughout this paper has been to analyze the ISS investment case in order to assess the 

overall problem statement, asking why the owners did not manage to exit ISS as planned during 2011. 

Doing so, this has been approached from different perspectives in order to facilitate a better understanding 

of the specific case.  

First, several means of value creation used throughout the investment in a portfolio company have been 

identified; including financial engineering, governance engineering, operational engineering and strategic 

engineering. Keeping a critical distance to the benefits arising from PE, it is discussed whether the PE 

industry in general are able to create the growth often associated with their investments. Showing that it is 

actually only the best PE funds which could claim above average returns, the focus is then moved to the 

value creation through financial engineering, but also the derived effects and potential consequences from 

the leverage practice.  
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Addressing the financial engineering, the different funding types are briefly discussed, identifying the 

considerations and interrelation between the overall strategy for the investment case (e.g. buy-and-build 

strategy) and the financing mix applied and the level of leverage. Here, a thorough analysis of the role of 

covenants in PE is performed, drawing on several studies identifying the effects of covenants and the role 

of covenants in financial distressed companies, showing that breach of these covenants will have a large 

effect on a company’s future activities and performance.  

Through this analysis and discussion it is shown, that the general private equity setup, the use of financial 

engineering and related covenants, and the distressed situation of ISS were some of the main drivers 

behind the process considerations related to the exit.  

After having described and analyzed the motivations for the exit plans, the thesis turns towards the 

evaluation of the market conditions and the internal conditions of the company prevailing at that time. 

Doing so, it is here investigated whether the price of DKK 44.3 billion offered by G4S constitutes a fair value, 

or whether an overpriced offer could help to explain the G4S shareholder’s rejection of the transaction.  

The foundation for the valuation is based on a strategic and financial analysis, showing that ISS is operating 

in a market characterized by a few number of larger competitors. Furthermore, the markets shows several 

favorable characteristics in form of changing demand towards more integrated facility service offerings and 

increasing growth in the developing countries, both enabling attractive growth rates in the future. 

However, the external analysis also provides clear indications that the future business will be affected by 

increasing pricing pressure from customers, combined with increasing labors cost, both affecting the future 

profitability of the business.  From the analysis on the future value drivers, and the valuation of ISS, it is 

found that the fair value of ISS as of September 17 2011 was DKK 41.8 billion, indicating that the price 

offered by G4S might have been too high. However, based on the discussion on control premiums and 

potential synergies, it is argued that the price effects of synergies could be higher than DKK 2.5 billion in 

case of extensive market, products / services or economies of scale synergies, while it could also be lower 

due to the potential integration costs related to the takeover.  

Based on this paper, the failure of the exit process could not be isolated to one single event or explanation, 

as it was caused by several processes and decisions along the way. First, there is no evidence showing that 

the dual track strategy itself caused the exit process to fail. Instead, IPO was cancelled as a consequence of 

too high volatility and low valuations in the market and partly of bad fundamentals in ISS, while the 

industrial sale to ISS was rather cancelled due to external decisions by the buyer’s shareholders, potentially 

indicating a DKK 2.5 billion (or DKK 14 per share) overpriced offer. Thus, this failed process was also, in part, 

due to the bad internal and external fundamentals surrounding the ISS business as of 2011. 
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9. Perspectivation 
From the conclusion on the problem statement, some perspectives for further research arise. Hence, the 

final part of this paper will introduce further subjects which could, going forward, be potential 

supplementary and complementary research areas. 

First, the decisions to abandon the IPO process was explained through a strategic discussion on the 

refinancing process, where the analysis of the financial distressed situation combined with bad market 

fundamentals, incl. volatility discussions, proved to be the reasons for not completing the process.  

However, another approach towards the reintroduction to the stock exchange could have been though the 

use of an option based approach. In the specific case this was omitted due to the primary focus on the 

leveraged situation in the company. However, several authors (e.g. Jason Draho) have tried to quantify the 

IPO process through the use of real options. Doing so, the general assumption is that the value of market 

timing will fluctuate with the market conditions, while this value is lost whenever the IPO is completed, 

thereby suggesting an opportunity cost of the IPO (similar to other costs – e.g. under pricing, filing fees and 

an underwriter spread).An analysis of this kind could served to further quantify the IPO decision and hence 

enhance the understanding of the decisions to chancel the IPO process. 

Throughout this paper, it is argued that ISS constitute a strong investment case when looking into the 

future market perspectives and the internal strength of the company. Furthermore, it is argued that the PE 

structure with high leverage have helped ISS in its efforts to follow an acquisitive strategy. However, it is 

also argued that the current capital structure is a problem for the business and that these levels do not 

represent a sustainable level for the company. While being outside the scope of the paper, a further 

analysis of the optimal capital structure could however improve the understanding of the implications of 

the PE ownership and thereby facilitate a further discussions of the strengths and weaknesses arising from 

the leveraged structure in the portfolio companies. 
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11. Appendix 
11.1  Peer group 

The estimation of ISS’s equity risk premium is crucial in determining the Weighted Average Cost of Capital 

(WACC). The equity risk premium is calculated by estimating ISS’s beta. The beta value is calculated as the 

median beta value of comparable companies (peer group). 

The following steps have been applied in order to identify the peer group: 

1. Preparation of a gross list of peer companies. 10 companies in total 

2. Through a thorough market research of the companies in the gross peer list, the most comparable 

companies were selected by taking following criteria’s into consideration: 

a. Listed at a stock exchange at the valuation time and five years prior 

b. Service offering 2011 (facility service, such as: cleaning, catering, security, property etc.) 

c. Geographic representation (comparable markets, such as: Northern and Central Europe)   

d. Other significant company characteristics (company size, revenue from integrated facility 

services) 

3. Companies were divided into groups depending on how their risk exposure fit with ISS 

4. Estimation of beta-values and test for statistical credible beta-values (only applied beta estimates 

within a threshold of R2 0.10 to ensure credible beta-estimates) 

5. At the end of our selection process the peer group consisted of 6 companies, leading to an 

estimated unlevered beta of 0.66  

6. As a sanity-check for the estimated beta value we have used unlevered industry beta-levels and 

found that the estimated beta is credible. 
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Overview and description of peer group

  

Company

Compass Group PLC

Sodexo S.A.

G4S plc

Securitas AB

Rentokil Initial plc

Impel spólka akcyjna

Impel spółka akcyjna provides outsourcing services for institutions and companies in Poland. The company 
operates in three main business segments: Facility Management, Security, and Distribution. The Facility 

Management segment provides building interior and exterior cleaning services and specialist cleaning services for 
institutional clients, handling services, technical maintenance of property, alarm systems, CCTV, and fire 
protection. The Security segment comprises services related to manned security services, alarm systems 

monitoring, and cash handling and cash processing. The Distribution segment offers rental services, laundry 
services for institutional clients, catering, organization of deliveries of materials and goods, personnel and payroll 

services, temporary work agency, accounting, telecommunication, and IT services. Impel spółka akcyjna also 
provides tour operator and insurance broker services. The company was formerly known as Zaklad Elektroniki TEL-
EKO SA and changed its name to Impel spółka akcyjna in October 1998. Impel spółka akcyjna was founded in 1990 

and is based in Wrocław, Poland.

Decription

Compass Group PLC, through its subsidiaries, provides contract foodservice and support services to its clients. It 
offers various foodservice solutions ranging from free-flow restaurants to formal dining, grab and go deli and café 
outlets to hospitality services, and vending; and a range of support services, such as cleaning, reception, and light 

building maintenance, business and office, logistics and transport, outdoor, project management, and security. 
The company also operates fine dining facilities. Compass Group PLC serves clients in business and industry, 

education, healthcare and seniors, sports and leisure, and defense, offshore, and remote sectors with 
approximately 4 billion meals a year in approximately 50,000 client locations. It has operations in North America, 
Continental Europe, the United Kingdom, Ireland, Russia, Turkey, and internationally. The company was founded 

in 1941 and is based in Chertsey, the United Kingdom.

Sodexo S.A. develops, manages, and delivers on-site services, benefits and rewards services, and personal and 
home services worldwide. The company offers various on-site services, including construction management, 

reception, medical equipment sterilization, housekeeping, technical maintenance, leisure cruises, foodservices, 
and prisoner rehabilitation to corporate, healthcare, education, defense, remote sites, justice services, seniors, 

and sports and leisure customers. It also provides benefits and rewards services, which comprise employee 
benefit services, such as vouchers, cards, Internet access, company cell phones, gift boxes, gift catalogues, 

concierge services, and other benefits; incentives and recognition services, including gift passes; and public 
benefits services that provide access to basic services, culture, or residential support services. In addition, the 
company offers personal and home services in the areas of childcare, tutoring and adult education, concierge 
services, and senior care. Its childcare services include designing, building, and managing childcare centers for 
local authorities and companies; tutoring and adult education services comprise in-home and online tutoring 

services for various subjects; concierge services consist of restaurant reservations, ticketing, in-home services, 
vacations, and dry cleaning; and in-home senior care services include companionship, housekeeping, 

transportation, meal preparation, phone assistance, and other services. The company was formerly known as 
Sodexho Alliance and changed its name to Sodexo S.A. in 2008. Sodexo S.A. was founded in 1966 and is 

headquartered in Issy-les-Moulineaux, France.

G4S plc, together with its subsidiaries, provides various security solutions. It operates in two segments, Secure 
Solutions and Cash Solutions. The Secure Solutions segment offers integrated security solutions for commercial 

organizations, such as risk consulting, manned security, and security systems; and the protection of critical 
national infrastructure, care and justice, integrated facilities, and border protection services for governments. The 

Cash solutions segment engages in the outsourcing of cash cycle management for central banks, financial 
institutions, and retailers, which comprise cash transportation; cash centers designing, building, and management; 

counting and reconciling cash; fitness sorting of notes for use in ATM machines; counterfeit detection and 
removal; and redistribution of cash to bank branches, ATMs, and retail customers. This segment also provides cash 
consulting, ATM management, and retail cash management, as well as secure transportation of cash and valuables. 

It serves various sectors, including government, corporate and industrial, financial institutions, retail, private 
energy and utilities, ports and airports, consumers, leisure and tourism, and transportation and logistics. G4S plc 

was founded in 1901 and is headquartered in Crawley, the United Kingdom.

Securitas AB, together with its subsidiaries, offers security services protecting homes, workplaces, and society 
primarily in North America, Europe, Latin America, the Middle East, Asia, and Africa. It primarily provides 
specialized guarding, mobile security services, monitoring and consulting, and investigation services. The 

company also offers aviation security, call-out/response, canine (K9), corporate investigation, emergency medical 
technician/ first aid, executive protection, fire prevention/protection, international security, loss prevention, and 
receptionist/concierge services, as well as track and trace, screening, and combined solutions. It serves customers 

operating in various sectors, such as aviation, construction, cultural, education, energy, entertainment, events, 
financial, healthcare, high-tech and IT, hotels and tourism, industry and manufacturing, logistics, maritime, offices, 

public agencies, public transportation, residential, retail, and small and medium-sized enterprises. Securitas AB 
was founded in 1934 and is headquartered in Stockholm, Sweden.

Rentokil Initial plc, through its subsidiaries, provides business to business support services in Europe, North 
America, the Asia Pacific, and Africa. It offers facilities management and related services, including catering, 

cleaning, security, building M&E, and statutory compliance to government and commercial sector organizations; 
pest control services to commercial and residential customers; and interior plants landscaping, design, 

installation, and maintenance services. The company is also involved in the supply and laundering of work wear, 
uniforms, clean room uniforms, and protective equipment, as well as provision of linen service for hotels, 
restaurants, and hospitals. In addition, it offers hygiene services that include provision and maintenance of 

various products, such as air fresheners, sanitizers, feminine hygiene units, hand dryers, paper and linen towel 
dispensers, soap dispensers, toilet paper dispensers, and floor protection mats; and specialist hygiene services 

ranging from cleaning of commercial kitchens, hospitals, and washrooms to management of water quality systems, 
industrial cleaning, and drain maintenance. Further, the company provides dental and medical waste disposal, 

deep cleaning, and water hygiene services to healthcare providers, including doctors, dentists, care homes, 
laboratories, pharmaceutical companies, and the health and beauty industry; and express parcel delivery services 

for documents, parcels, pallets, and freight. Rentokil Initial plc was founded in 1903 and is headquartered in 
Gatwick, the United Kingdom.
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11.2 ISS – Reported figures  

 

DKKm FY06A FY07A FY08A FY09A FY10A

Total revenue 55,772             63,922                68,829            69,004             74,073             

Staff costs -36,284            -40,998              -44,156           -44,781           -47,990           
Cost of sales -4,911              -5,614                 -6,134             -6,044             -6,359             
Other operating expenses -10,598            -12,630              -13,609           -13,437           -14,607           
Depreciation and amortisation -745                  -845                    -869                 -868                 -850                 

Operating profit before other items 3,234                3,835                  4,061               3,874               4,267               

Other income and expenses, net -109                  -129                    -242                 -551                 -112                 
Integration costs -106                  -67                       -66                   -46                   -6                      

Operating profit 3,019                3,639                  3,753               3,277               4,149               

Share of result from associates -17                    8                           3                       4                       10                     
Net finance costs -2,351              -3,017                 -2,731             -2,308             -2,368             

Profit before tax and goodwill impairment/amortisation of brands and customer contracts 651                   630                      1,025               973                   1,791               

Income taxes -425                  -254                    -531                 -588                 -760                 
Effective tax rate 65% 40% 52% 60% 42%

Profit before extraordinary items 226                   376                      494                  385                   1,031               

Goodwill impairment and write-down -250                  -128                    -399                 -1,246             -938                 
Amortisation of brands and customer contracts -1,115              -1,101                 -1,008             -1,129             -869                 
Income tax effect 330                   411                      282                  361                   244                   

Net profit/(loss) for the year -809                  -442                    -631                 -1,629             -532                 
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DKKm FY06A FY07A FY08A FY09A FY10A

ASSETS
Fixed Assets

Intangible assets
Goodwill Total 26,178             27,593                27,259            27,434             27,747             
Brands 1,664                1,626                  1,526               1,567               1,612               
Customer contracts 8,002                7,693                  6,918               6,120               5,612               
Software and other intangible assets 188                   238                      298                  331                   387                   
Intangible assets 36,032             37,150                36,001            35,452             35,358             

Property, Plant and Eqiupment
Land &  Buildings 262                   203                      238                  105                   121                   
Plants and equipment 1,901                2,020                  2,038               1,899               1,934               
Property, plant and equipment 2,163                2,223                  2,276               2,004               2,055               

Financial assets
Investments in associates 66                      28                        24                     21                     9                       
Deferred tax assets 525                   598                      472                  514                   655                   
Other financial assets 239                   229                      238                  281                   290
Total financial assets 830                   855                      734                  816                   954                   

Total fixed assets 39,025             40,228                39,011            38,272             38,367             

Current assets
Inventories 324                   249                      264                  303                   318                   
Trade Receivables 9,281                10,114                10,097            10,130             10,896             
Contract work in progress 207                   161                      182                  195                   125                   
Tax receivables 217                   277                      228                  308                   386                   
Other receivables 924                   1,036                  776                  1,071               894                   
Assets held for sale -                    619                      -                   614                   824                   
Securities 59                      83                        86                     97                     19                     
Cash and cash equivalents 2,216                2,581                  2,961               3,364               3,606               

Total current assets 13,228             15,120                14,594            16,082             17,068             

TOTAL ASSETS 52,253             55,348                53,605            54,354             55,435             

EQUITY & LIABILITIES
Equity

Total equity attributable to equity holders of ISS Holding 5,917                5,459                  3,498               2,190               2,626               
Minority interest 63                      59                        35                     23                     25                     

Total Equity 5,980                5,518                  3,533               2,213               2,651               

Non-current liabilities
Long-term debt 27,625             30,882                31,210            28,486             29,032             
Pensions and similar obligations 885                   724                      834                  837                   1,053               
Deferred tax liabilities 3,173                2,786                  2,498               2,356               2,305               
Other provisions 331                   326                      397                  379                   361                   

Total long-term liabilities 32,014             34,718                34,939            32,058             32,751             

Current liabilities
Short-term debt 1,015                1,039                  1,279               5,617               5,212               
Trade payables 2,595                2,750                  2,835               2,624               2,830               
Tax payables 167                   151                      123                  306                   411                   
Other liabilities 10,068             10,494                10,461            10,734             10946
Other provisions 414                   327                      435                  423                   379                   
Liabilities held for sale -                    351                      -                   379                   255                   

Total current liabilities 14,259             15,112                15,133            20,083             20,033             

Total Equity and Liabilities 52,253             55,348                53,605            54,354             55,435             
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11.3 Financial analysis 

 

 

Balance sheet FY06A FY07A FY08A FY09A FY10A
Operating fixed/Long term items

Goodwill Total 26,178      27,593      27,259      27,434      27,747        
Brands 1,664        1,626        1,526        1,567        1,612           
Customer contracts 8,002        7,693        6,918        6,120        5,612           
Software and other intangible assets 188            238            298            331            387              
Property, plant and equipment 2,163        2,223        2,276        2,004        2,055           
Deferred tax assets 525            598            472            514            655              
- Defered tax liabilities -3,173       -2,786       -2,498       -2,356       -2,305         

Total operating fixed items 35,547         37,185         36,251         35,614         35,763           
Operating current items

Inventories 324            249            264            303            318              
Trade Receivables 9,281        10,114      10,097      10,130      10,896        
Contract work in progress 207            161            182            195            125              
Other receivables 924            1,036        776            1,071        894              
 -Tax payables -167          -151          -123          -306          -411             
 -Trade payables -2,595       -2,750       -2,835       -2,624       -2,830         
 -Other liabilities -10,068    -10,494    -10,461    -10,734    -10,946       
 -Other provisions -414          -327          -435          -423          -379             

Net working capital -2,508          -2,162          -2,535          -2,388          -2,333            
Invested capital 33,039         35,023         33,716         33,226         33,430           

Equity 5,980           5,518           3,533           2,213           2,651              
Financial fixed/long term items

Investments in associates -66             -28             -24             -21             -9                 
Other financial assets -239          -229          -238          -281          -290             
Tax receivables -217          -277          -228          -308          -386             
Assets held for sale -             -619          -             -614          -824             
Securities -59             -83             -86             -97             -19               
Liabilities held for sale -             351            -             379            255              
Long-term debt 27,625      30,882      31,210      28,486      29,032        
Pensions and similar obligations 885            724            834            837            1,053           
Other provisions 331            326            397            379            361              

Total financial fixed items 28,260         31,047         31,865         28,760         29,173           
Financial current items

Cash and cash equivalents -2,216       -2,581       -2,961       -3,364       -3,606         
Short-term debt 1,015        1,039        1,279        5,617        5,212           

Total financial current items -1,201          -1,542          -1,682          2,253           1,606              
Net debt 27,059         29,505         30,183         31,013         30,779           
Financed capital 33,039         35,023         33,716         33,226         33,430           
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11.4 Value drivers overview 

 

 

Value drivers

Revenue drivers FY07A FY08A FY09A FY10A FY08-FY10 (average) FY11E FY12E FY13E FY14E FY15E FY16E FY17E Terminal

Growth, organic 6.0% 5.0% 1.0% 3.5% 3.2% 4.2% 4.5% 4.3% 3.7% 3.3% 3.1% 2.8% 2.1%
Growth, acquisitive 8.6% 2.7% -0.7% 3.8% 1.9% 1.7% 1.4% 1.2% 0.9% 0.7% 0.4% 0.2% 0.0%
Revenue growth 14.6% 7.7% 0.3% 7.3% 5.1% 5.9% 5.9% 5.5% 4.7% 4.0% 3.5% 3.0% 2.1%

Profitability driver FY07A FY08A FY09A FY10A FY08-FY10 (average) FY11E FY12E FY13E FY14E FY15E FY15E FY15E Terminal

EBITDA-margin 7.0% 6.7% 6.0% 6.7% 6.5% 6.5% 6.3% 6.1% 5.9% 5.7% 5.5% 5.5% 5.5%

Operational drivers FY07A FY08A FY09A FY10A FY08-FY10 (average) FY11E FY12E FY13E FY14E FY15E FY15E FY15E Terminal

Depreciations in % operating assets -8.0% -8.8% -9.7% -10.6% -9.7% -9.7% -9.7% -9.7% -9.7% -9.7% -9.7% -9.7% -9.7%
Net Financials -10.2% -9.0% -7.4% -7.7% -8.0% -8.5% -9.0% 9.0% -9.0% 9.0% -9.0% 9.0% -9.0%
Effective tax rate -40.3% -51.8% -60.4% -42.4% -51.6% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0%

Balance drivers FY07A FY08A FY09A FY10A FY08-FY10 (average) FY11E FY12E FY13E FY14E FY15E FY15E FY15E Terminal

Goodwill 1.7% 1.4% 1.2% 0.9% 0.7% 0.4% 0.2% 2.1%
All other fixed operating assets in % of rev. 15.0% 13.1% 11.9% 10.8% 11.9% 11.5% 11.5% 11.5% 11.5% 11.5% 11.5% 11.5% 11.5%
CAPEX in % of revenue 0.8% 1.2% 1.8% 1.3% 1.8% 1.8% 1.9% 1.9% 1.9% 2.0% 2.0% 2.0%
NWC in % of revenue -3.4% -3.7% -3.5% -3.1% -3.4% -3.4% -3.4% -3.4% -3.4% -3.3% -3.3% -3.3% -3.0%
Net Debt in % of invested Capital 84.2% 89.5% 93.3% 92.1% 91.6% 89.1% 86.1% 83.1% 80.1% 77.1% 74.1% 71.1% 74.1%
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11.5 DCF valuation output 

 

Income 
statement

FY09A FY10A FY11E FY12E FY13E FY14E FY15E FY16E FY17E Terminal

Total revenue 69,004                        74,073       78,459          83,121       87,711       91,808       95,464       98,795       101,768    103,854    
Revenue growth 0.3% 7.3% 5.9% 5.9% 5.5% 4.7% 4.0% 3.5% 3.0% 2.1%

EBITDA 4,145                          4,999         5,092             5,229         5,342         5,408         5,432         5,424         5,597         5,712         
EBITDA-margin 6.0% 6.7% 6.5% 6.3% 6.1% 5.9% 5.7% 5.5% 5.5% 5.5%

Depreciatoin & Amortization -868                            -850           -875               -927           -978           -1,024       -1,064       -1,101       -1,135       -1,158       
Depreciations in % of revenue-9.7% -10.6% -9.7% -9.7% -9.7% -9.7% -9.7% -9.7% -9.7% -9.7%

EBIT 3,277                          4,149         4,217             4,302         4,364         4,384         4,368         4,323         4,463         4,554         

Operating tax -1,980                        -1,761       -1,265           -1,291       -1,309       -1,315       -1,310       -1,297       -1,339       -1,366       
Tax rate -60.4% -42.4% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0%

NOPLAT 1,297                          2,388         2,952             3,011         3,055         3,069         3,057         3,026         3,124         3,188         

Net financials -2,615           -2,738       2,697         -2,644       2,581         -2,509       2,428         -2,602       
Net financial in % of invested capital-7.4% -7.7% -8.5% -9.0% 9.0% -9.0% 9.0% -9.0% 9.0% -9.0%

Tax shield 785                821             -809           793             -774           753             -728           781             
Tax rate -60.4% -42.4% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0% -30.0%

Net financials after tax -1,831           -1,916       1,888         -1,851       1,807         -1,756       1,699         -1,821       

Profit for the year 1,122             1,095         4,943         1,218         4,864         1,270         4,823         1,367         

Balance FY09A FY10A FY11E FY12E FY13E FY14E FY15E FY16E FY17E Terminal
Goodwill 27,434                        27,747       28,212          28,614       28,950       29,218       29,416       29,541       29,593       30,200       
Goodwill growth (follow acquisitive growth) 1.7% 1.4% 1.2% 0.9% 0.7% 0.4% 0.2% 2.1%

All other fixed operating assets8,180                          8,016         9,023             9,559         10,087       10,558       10,978       11,361       11,703       11,943       
All other fixed operating assets in % of rev.11.9% 10.8% 11.5% 11.5% 11.5% 11.5% 11.5% 11.5% 11.5% 11.5%

Working capital -2,388                        -2,333       -2,692           -2,831       -2,966       -3,081       -3,180       -3,266       -3,339       -3,116       
NWC in % of revenue -3.5% -3% -3.4% -3.4% -3.4% -3.4% -3.3% -3.3% -3.3% -3.0%

Invested capital 33,226                        33,430       34,543          35,342       36,072       36,695       37,214       37,636       37,957       39,027       

Net debt 30,767          30,419       29,965       29,382       28,681       27,877       26,976       28,907       

Cash Flow statement FY10A FY11E FY12E FY13E FY14E FY15E FY16E FY17E Terminal

NOPLAT 2,388         2,952             3,011         3,055         3,069         3,057         3,026         3,124         3,188         
Depreciations 850             875                927             978             1,024         1,064         1,101         1,135         1,158         
Operating cashflow 3,238         3,827             3,938         4,033         4,093         4,122         4,127         4,258         4,346         

Change in Working Capital -55             359                139             134             116             99               86               73               -223           
CAPEX 1,315         2,346             1,865         1,842         1,763         1,682         1,610         1,528         2,004         

Free Cash flow 1,868         1,840             2,212         2,325         2,445         2,538         2,604         2,803         2,118         
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WACC estimation

Capital structure Target
Equity 80%
Debt 21%
D/E 26%

Cost of debt:
Risk free 2.51%
Premium 3.99%
Tax 25%
Cost of debt 4.88%

Cost of equity (CAPM):
Risk free 2.51%
Market return 7.51%
Market premium 5.00%
Beta 0.94          
Cost of equity 7.23%

Beta for company -
Peer group unleveraged 0.66          
Adjusted unleveraged beta 0.75          
ISS beta 0.94          

Cost of capital
WACC 6.74%



 

 

 
92 

 

 

 

 

 

Free Cash Flow (FCF)

DKKm FY11E FY12E FY13E FY14E FY15E FY16E FY17E Terminal

Free Cash flow 1,840         2,212          2,325         2,445         2,538         2,604         2,803         2,118          

Flag 1                 2                  3                 4                 5                 6                 7                 7                  

Midyear doscount type -              0.50             0.50            0.50            0.50            0.50            0.50            0.50             

Helpline for discounting midyear 1.00            1.50             2.50            3.50            4.50            5.50            6.50            7.00             

Discount factor 0.94            0.91             0.85            0.80            0.75            0.70            0.65            0.63             

PV(Cash flow) 1,723         2,006          1,975         1,946         1,892         1,819         1,834         

DCF Output in mDKK DKKm
PV (Terminal  Value) 28,565       68%
Sum of PV(Cash Flow) 13,195        32%
Enterprise Value 41,760        

- Net debt 2010 -30,779      
Equity Value Primo 2011 10,981        

Number of shares (in mi ll ion) 100             
Share price (in DKK) 110             

Reporting data 01-01-2010

Valuation data 17-10-2010

% of year elapsed 79%

Time adjustment factor 1.06             

Time adjusted equity 11,609         

Time adjusted share price 116              

Strategic premium / overprice 14                

Valuation inputs
WACC 6.74%
Terminal growth 2.05%


