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Abstract 

A Value Proposition of a company can be done in many ways, and with both small and large 

analytical work. This Value Proposition is analyzing the company G4S. The Value Proposition 

of G4S PLC has been made with a strategic focus on how the company can increase their 

value in the future. This is done by a thorough strategic analysis, of where and how the 

company operates. The strategic and the financial analycis have made the foundation for 

the forecasting of the budget in the future. The results of this budget are a DCF model, which 

does not give a static valuation of the Shareprice. On top of the DCF model, there has been 

build a Monte Carlo simulation. A simulation that not only shows which factors are the most 

sensitive for the analysis. It has endeed opened the eyes and stated the postulate from the 

author of this thesis. Value Propositions are extremely sensitive for very small changes in 

the assumptions of the future. Endeed this model has shown that when modeling on many 

assumpitons, the values given by the model can change dramatically. Leaving an analyst 

with a loss or gain they had not expected. Despite this, the model concludes that G4S PLC 

are undervalued. This of course assumes that the model is using every important 

information and are correct, which can be argued in a large assumption. 
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1 Introduction 

Today, valuation is a concept used in almost any context, and to be sure it is arguable that 

as a society we valuate everything. We may not assess things a concrete value in form of a 

number, but at least in form of a value compared to something else. In classes all over the 

country, educators explain the value of their teaching. When we go for a job interview, we 

sell ourselves on the value we can add to the company. In cases where the tables are turned, 

and the prospective employee has the upper hand in terms of bargaining power, the 

company must verbalize why it would be valuable for the employee to work for them in 

particular. It is my thesis that as a society we valuate practically everything. Fortunately, not 

always in monetary value. 

Many kinds of values are traded on capital markets worldwide. It might be gold, silver, 

grains, juice, securities, or cows. In fact, they even trade crypto currencies, which people 

deem to have value despite the currency hardly being used anywhere and hardly being 

cheap to use either. This last example may be a particularly apt example of the fact that 

regardless how well you develop a valuation model, the value of an item is always set by the 

market as a whole. It is a clear example which states that hypes also can drive prices and 

thereby the value up. 

The largest venture capital firms trade on the capital markets, buying up bulk quantities. 

Because of this, they have a lot of power in the actual pricing of these markets. At the same 

time, private individuals are investing in the stock markets in the belief that they can beat 

the market by selling and buying stocks at the right times. For this to be even remotely true, 

it requires that the investor do an in-depth analysis of the company in hopes of reaching a 

value higher than the value the company has been priced at by the market on any given day. 

It’s not enough, however, for it to reach a higher value, the model also needs to be right, so 

the market realizes the too low valuation of the company, causing the value to rise to the 

appropriate level. 

Based on this, a valuation will be developed in this report of G4S PLC, an international 

security services company that operates globally in a great many countries. The company 

has roots all the way back to the early 1900s and today is the second-largest private 

employer in the world with more than 600,000 employees.   
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1.1 Motivation 

My motivation for including G4S PLC in my master thesis comes down to two fundamental 

things. The actual analysis of a company, and my interest in discovering whether my 

valuation of a company matches the position of the free market as to stock price. Further, I 

do believe that several privat investors do believe that they are capable of knowing the 

future when they invest. To many believe that they can beat the market, only by looking at 

news from news site and professional conclusions from professional investors. Additionally, 

I personally own a company that competes with G4S PLC in one of their core areas, giving 

me an interest in the industry. I do believe that G4S PLC are one of my most honest 

competitors, and I respect their business.  

This takes us to the following problem statement. 

1.2 Problem Statement 

What is the value of G4S PLC, and how sensitive is this value to changes in certain KPIs that 

are important for the company? 

In addressing this Problem Statement, it is, according to Andersen (2010), necessary to 

construct sub-questions to lead to the final answer. The following sub-questions will be 

divided up into sub-categories. This structure will be consistent throughout the paper. 

In the strategic analysis, it will be imperative to examine the following: 

• What is the current strategic focus of G4S PLC? 

• Which internal factors does G4S PLC consider Value Drivers? 

•  What should/could the strategic focus be in the future? 

It is just as imperative to evaluate KPIs in the financial analysis: 

• How has G4S PLC done over the past few years? 

• Which factors does G4S PLC believe were the reason for this development? 

• How do future Value Drivers look, and what influence will they have on future Cash 

Flow? 

• Which KPIs are the most important, looking at it today? 
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1.3 Method 

This report is a valuation for the purpose of arriving at a value for the actual company, but 

it is also a study into how sensitive this value is to minor fluctuations in essential KPIs. 

The paper is structured such that it first examines the theory partially covered in Cand. Merc. 

Finance and Strategic Management. Additionally, curriculum from a completed B.A. has 

been included.  

After a review of the theories forming the basis for this report, a strategic analysis will be 

completed, which will contribute to creating an overview of the company as it is today. The 

purpose of this section is to arrive at essential KPIs, for which we can measure the sensitivity 

to G4S PLC’ valuation. 

The data used in this paper are secondary and were obtained from articles, market reports, 

annual reports, and other material accessible in the open market. Most of the collected 

material naturally originates from G4S PLC, and much of it was created as sales materials for 

investors. Therefore, the material is arguably subjective, since it reflects G4S PLC’ opinion of 

itself, which one would assume to always be positive. This is, however, the available 

material, and it is the material which, along with other material, comprises the value G4S 

PLC is seen valued at on the exchanges. Despite of this it does not matter, because the 

interesting part of this thesis is to se how the model works, and how the price of a share is 

affected by minor changes. 

It is important to point out that no insider information was used in this paper. As mentioned 

earlier, the writer has in-depth knowledge of the industry, although this knowledge is 

nothing that could be considered insider information in the field. There is, however, a 

natural requirement to point out that the writer has a subjective view of the company, which 

will be kept as objective as is possible in the situation. 

After a theoretical and strategic review, the financial analysis starts, delving into the 

financial elements of the company. The purpose of this section is to document how the 

company’s finances look today. After this, the actual valuation will take place in form of a 

forecasting of future budgets, for which the strategic and financial analysis will be utilized. 

The valuation will take the form of a model, which, based on the forecast budgets, will arrive 

at an overall value of the company.  
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Following this will be the sensitivity analysis, where individual parameters can be adjusted 

to see how the value of the company changes when certain KPIs over- or underperform, 

respectively.  

This means that we will not arrive at a fixed price, but rather at an interval, for which we can 

say that if the model is valid, the stock price should be within an interval with 95% certainty. 

1.3.1 Data Criticism 

When developing an analysis as this one, it is important to be critical of the type of data 

used. As mentioned previously, only secondary data are used in this report. This means that 

the model and the prospective forecasts will not have full market insight, as no interviews 

or dialogues took place with the company. This is knowledge major investors would be 

expected to have, as they would have been in dialogue with the company before making 

major investments. Meetings with the company and with experts in the field would have 

constituted primary data. An analysis based on both primary and secondary data will have 

more information than an analysis based strictly on secondary data (Andersen, 2010). 

Data can also be biased, which is why the annual report is especially important. In part, the 

annual report is obviously a review of how the year went and what the future holds for the 

company. But it is certainly also a sales tool for investors, elucidating why G4S PLC is a safe 

place to invest capital.  

1.3.2 Delimitations 

As mentioned earlier, because of the scope of this paper, no primary data will be included. 

A true professional Value Proposition would have primary data included, such as interview 

with the company and their competitors. This is not done because of the scope of this paper, 

and because the results of a meeting would not be the same, as if it would have been if a 

professional inverviewer had done the interview. This is though accepted because the focus 

of this paper is not only to calculate a value of the company, but to show how sensitive a 

Value Proposition Model is to very small changes in assumptions. 

Additionally, only the parent company of the concern will be analyzed. G4S PLC owns a lot 

of subsidiaries around the globe, and they are therefore dependent on theese companies. 

To make a proper value Proposition it can be argued that the analyst must take all of these 

smaller companies and analyse them. This would give a much better overview of the 
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company and would also give a knowledge of where G4S PLC indeed have a chance of 

growth. This is though delimitated from this report, because it would be a very large model 

and a long thesis.  

The information used was published no later than 03/04/2018, which means that 

subsequently published information has not been included in the calculations, and 

wherefore the value on that date. This public value is thereafter compared with the value 

that the model is presenting. 

2 Theoretical Overview 

The theoretical overview contributes to forming the basis for the actual analysis that will 

shed light on those Value Drivers that are truly the most essential for the company. This does 

not mean that not all factors play into the combined value, but the Value Drivers are the 

most significant factors for the value of the company. 

2.1 Valuation of a Company 

When looking at the value of a company, it is defined as its performance in earning cash 

flow for its investors. Of course, these cash flow arrives in the future, which means that it is 

more correct to describe these as expected cash flow. Further, investment in old days looked 

primarily on dividends for investors. But today we also see a high increase in the value of 

companies that does not pay dividends. Investors are typicaly institutions, pension funds, 

companies, and regular people who buy stocks (Sørensen, 2017). 

When doing this valuation, it is important to separate the activities of the company 

(Sørensen, 2017). The reason for this, is that it is the operating activity which is important 

for the valuation. The valuation model is separating the valuation process into three phases: 

1. Historical 

development 

2. Budgeting future 

cash flow 

3. Valuation and 

sensitivity 

 

2.1.1 Analysis  

When looking at the historical development of the company, we focus on gathering 

information and completing the strategic and financial analyses. Furthermore, an analysis is 

needed to determine what the key Value Drivers are, as these must be in focus for the 
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remainder of the process (Sørensen, 2017). This is accomplished by looking at the annual 

report and examining other information about the company and the environment 

surrounding the company. This information must first and foremost provide significant 

insight into the company. Here, it is important to elucidate the areas within which the 

company operates. It is also important to discover the primary business areas and what 

makes the company competitive with its competitors. For instance, what caused MobilePay 

to gain so much ground in Denmark, while still losing the battle for the Norwegian market 

(business.dk, 2017). This is a very important thing to know, because it is significant for 

whether the company can maintain a business model that will profit its investors in the 

future. 

In addition to a strategic analysis, this phase also includes a financial analysis. In the financial 

analysis, the company’s books and balance are examined. As mentioned earlier, a valuation 

rests on how good the company is at making money on operating and financial activities. To 

see how well the company does with operating and financial activities, respectively, these 

must be divided up in the accounts, and the financial information we find in the company 

books restated. This is also where extraordinary items are taken out of the accounting, such 

of the sale of a business area. This is income one could not rely on in the future, which is 

why it should not be included in the future budget.  

After this, it is possible to do the KPI analysis mentioned earlier, which should help 

determine the size of the profit margin, etc. This can then be used later to make 

adjustments, enabling us to see how sensitive the value of the company is to changes made 

to it. 

2.1.2 Budgeting 

Budgeting is based on the financial analysis, and refers to when the future budget for the 

company is developed with the significant Value Drivers. These budgets will enable the last 

phase in the valuation. Here, it is important to keep focus on the Value Drivers that resulted 

from the preceding analyses, as these will go on to form the basis for the risk that may exist 

of fluctuations in the valuation itself, if the company does not manage to reach the budget 

on Value Drivers (Sørensen, 2017). 
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2.1.3 Valuation  

Based on the two previous phases, it is now possible to make the final valuation. The 

preceding phases have elucidated the strengths of the company here and now, and how the 

company can be expected to bring these into play in future budgets. There are several 

different models after which to valuate. First, you can divide valuation models up into 

relative and absolute models. The Relative Models contain no budgeting, whereas the 

Absolute Model contains budgeting in the model itself.  

2.1.3.1 Relative Models 

Relative Models look at the rationale that two identical assets should trade at the same price 

(Plenborg and Petersen, 2003).  In these models, price multiples are used to valuate a stock, 

such as the most commonly recognized P/E-multiple, which is the stock price divided by 

profit per stock. Consequently, with this method, a stock with a low P/E will be cheap 

compared to a stock with a higher P/E (Sørensen, 2017). The advantage of Relative Models 

is that they are significantly cheaper than Absolute Models, which involve a whole lot of 

knowledge and work when valuating. With this type of model, you can compare a great 

many key figures, and the rationale is that if the only difference between e.g. two car 

manufacturers is that one has a lower P/E, then that must be the cheaper one. Accordingly, 

as an investor you would get a better deal by buying that one. 

2.1.4 Capital Value Based Models 

These models are also known as Current Value Models (Sørensen, 2017). These models are 

usually the ones people refer to when discussing stock analysis, because they involve more 

work and therefore also a completely different basis for their conclusions compared to 

Relative Models. There are several different models, but common to them all is the fact that 

they arrive at the same result. The most commonly used model is the DCF-model, which 

focuses on discounted Cash flow. The free Cash Flow is calculated as follows: 

𝐹𝐶𝐹 = 𝐷𝑂𝑡 − (𝑁𝐷𝐴𝑡 − 𝑁𝐷𝐴𝑡−1) 

The above illustrates the fact that the free Cash Flow consists of Operating Profits minus the 

change there has been in net Operating Assets (Sørensen, 2017). The reason why the 

Operating Profits aren’t simply the free Cash Flow, is the fact that sometimes a sale, profit, 

or expense is counted before the actual money inflow (Sørensen, 2017). One example could 

be G4S PLC selling an alarm to a Danish household at DKK 0 for installation and DKK 350 per 
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month. This involves some costs for wages, marketing, and materials here and now, but the 

actual gain, the profit, will only materialize in the future. Consequently, there is a shift in the 

money stream, because money is going out here and now, while an ongoing inflow of money 

will not happen until later. In addition to the shift in money out and money in, there may 

also be a shift in accounting. G4S PLC may, for instance, count such sales as a gain here and 

now by activating the future Cash Flow on the balance sheet. That would make this a shift 

in net Operating Assets, in this case an increase. 

Subsequently, this free Cash Flow must then be adjusted by the corresponding interest. The 

interest applied to this is called WACC, which is the Weighted Average Capital Cost (Plenborg 

and Petersen, 2003). 

2.1.4.1 WACC 

Most companies use both equity and borrowed capital for financing. This is accounted for 

by using a weighted average to express the combined finance cost. WACC can be outlined 

formally as follows (Hillier et al 2011): 

WACC =
E

V
∗ RE +

D

V
∗ RD ∗ (1 − TC) 

With 
E

V
 and 

D

V
 expressing the relationship between equity and borrowed capital. RE is the 

equity cost, while RD is the borrowed capital cost. (1 − TC) is an expression of the tax 

savings when using debt. The individual components are determined in the following. 

When determining WACC, it is necessary to determine a long-term capital structure. 

According to Koller (2010), WACC-based models work best when there is a stable capital 

structure. If that is not the case, other models are recommended – such as the APV-model, 

where a division between the respective cash flows takes place (Koller 2010). 

2.1.4.2 Monte Carlo 

The reason why the Monte Carlo has been chosen to be an integrated product in this model, 

is that no body knows what happens in the future. Thereby it is hard to forecast a value of 

a key factor in the future. This is what the Monte Carlo model are trying to change in this 

model. Instead of focusing on one WACC, the model gives a most likely value, but also has a 

range where the WACC can change (Mun, 2006). This can be done on every factor in the 

model, whereas it of course is important that it makes sense. For instance, it makes sense 
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the analyst argues that revenue increase is 3% each year. The 3% estimated growth are, 

hopefully, estimated some knowledge and belief of the company. But what makes the 

analyst to say 3% and not 2,8 og 3,6%, and maybe it will a year only be 0% og negative? The 

Monte Carlo gives the analyst this possibility. To estimate that the most likely revenue 

growth are 3%, that it can be -1% and that the maks growth in that year is estimated to be 

4%. But still the most likely is 3%. This gives, all else equal, a more precise conclusion. The 

model would then estimate thousands of values of the company and at the same time give 

a mean value of what the value of the company would be with a standard deviation. This 

gives the analyst a possibility to calculate a 95% confidence interval for the share price. 

2.1.5 Summary 

As noted, there are generally many different models for this, each with its own strengths 

and weaknesses. The relative models are widely used because they are fast and cheap. The 

Value Based models are heavier, more time-consuming, and more expensive, but they also 

arrive at a more documented value, rather than just making comparisons with other 

companies.  

2.2 Strategic Models 

When looking at the strategic models, there are, as mentioned earlier, models that analyze 

the internal state of the company, and there are analyses that delve deep into the 

environment surrounding the company (Sørensen, 2017). Market environment models look 

at how circumstances on which the company has no direct influence, can be a disadvantage 

or an advantage to the company. This applies both here and now and in the future. One of 

the models frequently used for this is called PESTEL. 

2.2.1 PESTEL 

When making a valuation of a company and its abilities, it is important to look beyond the 

company itself. Another very important factor is examining the environment around the 

company. This is done by using a PESTEL analysis. On a macro-level, this analysis examines 

several factors that can affect the company. PESTEL stands for Political, Economic, 

Sociocultural, Technological, Environmental, and Legal. Therefore, the analysis is divided 

into these six subcategories in an effort to include everything (Sørensen, 2017). Not every 

area is of huge importance, and which one is most important often depends on the industry 
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in which the company operates. For an energy company, for instance, the environmental 

conditions are presumably more important than the sociocultural conditions. This doesn’t 

mean that sociocultural conditions have no effect, only that other conditions may carry a 

significantly higher risk or advantage in the future. Conversely, the technological conditions 

are arguably a rather important parameter for all industries today. 

Thus, the important thing in this analysis is to create a general overview that enables insight 

into which 2-3 conditions are most important for the company in question. 

2.2.1.1 Political 

The political factors account for political decisions which can influence the company 

(Sørensen, 2017). These factors can have large influence on a company because political 

decisions can change a market, close potential business areas or open up new possibilities 

for the company. Further, the amount of corporate tax is worth looking in to. Several 

businesses also face tariffs on their products. This is etc. important if a company wants to 

import and sell candy in Denmark, because they are obligated to pay a sugar taffir. Others 

experience that certain countries have different Value added Tax’ on products. This is seen 

in example Germany where there is different VAT on the products (Vatlive, 2018). 

Another important aspect is to look at the cooperation with other countries (Sørensen, 

2017). Examples of this would be cross border trade agreements or the corporation within 

EU. This is for instance important for G4S PLC, because of the Brexit. 

2.2.1.2 Economic factors  

Economical factors consist of factors such as Growth in GDP (Sørensen, 2017). This is for 

most countries important because it states how well the country as a whole are growing. 

This is therefore also important for companies when analyzing a specific country. Another 

important factor is the exchange risk, which of course is important when money flows across 

boarders (Sørensen, 2017).  

2.2.1.3 Sociocultural Factors 

Sociocultural factors are factors such as level of education (Sørensen, 2017). This is of course 

important to know, because it tells something about which human capital that is available 

in the country. A company which needs to set up a technical division for a secure server 

solution would prefer countries with a high educational level. On the other hand, a company 
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which has a need for a large work force in a factory with blue collar workers they need a 

country with etc. a low educational level.  

Another important sociocultural factor are consumer behavior, Work-life Balance and 

income distribution (Sørensen, 2017). If we look at the consumer behavior it can be argued 

that this can be separated in to what private people does and what companies does. A 

company can choose to have their security guards in-house or they can choose to outsource 

this service to companies like G4S PLC. Therefore it is important to be aware of how the 

consumer behavior in a market is.  

2.2.1.4 Technological factors 

When looking at the technological factors, these are etc, patents and universities (Sørensen, 

2017). These factors also include how the technological development in a given market is. 

Further factors like how the universities in the country are, is describe in this section 

(Sørensen, 2017). These factors are important for several reasons, when analyzing a market 

to penetrate. An example of this could be that if a company within Management Consulting 

where to find a location to penetrate. It can be argued that these need universities where 

they can recruit new Consultants to their business. Another important factor is licenses, 

which we have seen is important in Denmark with Uber penetrating the Danish market. Uber 

opened up for their service in Denmark, believing that the problem they would be faced 

were their “normal” issues. They were faced with an industry where licenses are important 

for Taxi drivers, which resulted in a large and public debate about Uber. This ended with the 

conclusion that Uber stopped their services in Denmark. 

2.2.1.5 Environmental factors 

Environmental factors are factors like, energy politic, protection of the environment, and 

natural resources (Sørensen, 2017). These are extremely important for several companies. 

For instance, if a company wants to start a production where it needs accees to specific 

natural resources like trees. This company should be aware that the country they penetrate 

have the resources they need. Further, some companies are very much aware of the 

protection of the environment. An example of this is the Danish privately owned company 

Ingleby Farms & Forrest. They have placed their headquarter in Denmark, because Denmark 

has one of the highest standard within protection the environment, which is extremely 
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important for the company. They have done so even though they do not have any farms in 

Denmark, whereas these are placed all over the world.  

2.2.1.6 Legal Factors 

These factors are factors like monopoly and cartel legislation. Further, it regards the labour 

market legislation. This is important for large companies which can have a size where they 

can have a monopoly over a market. If a country have hard legislation within this area, this 

should be taking in to account if a large country plan to penetrate a small market in a 

country.  

In addition to the PESTEL analysis, there is another important market environment model 

that forms the basis for a good valuation (Sørensen, 2017). This takes one more step toward 

the company, as it examines the industry. 

In addition to the PESTEL analysis, there is another important market environment model 

that forms the basis for a good valuation (Sørensen, 2017). This takes one more step toward 

the company, as it examines the industry (Porter, 2008).  

 

2.2.2 Porter’s Five Forces 

Porter’s Five Forces is an industry analysis model that examines how the industry looks 

today (Porter, 2008). The industry is obviously important, and Porter (2008) believes that 

Source: Own attribution 
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one of the very important points of the model is gaining a wider view of the industry. The 

industry is usually examined as it presents here and now, in which case any threats that may 

arise later are overlooked. Therefore, Porter’s Five Forces examines 5 fundamental 

parameters for analyzing the industry: 

• Threat of new entrants 

• Bargaining power of suppliers 

• Bargaining power of buyers 

• Threat of substitutes 

• Rivalry among existing competitors 

2.2.2.1 Threats of New Entrants 

This parameter doesn’t examine who is part of the industry here and now, but rather what 

threats could arise in the future (Porter, 2008). This threat, then, consists of being aware of 

potential future competitors.  When examining this, it is also not a mere matter of keeping 

an eye on competitors from other geographical markets. Of course this is important, but a 

company in an industry that does not fear large coorporations which can penetrate has a 

large risk. This is because companies like Amazon and Google arguably are companies with 

the power to penetrate a market quickly, and they are backed by huge capital.  

The challenge of new suppliers entering a market is that the competition intensifies. 

Increased competition means fiercer competition for customers, which can have 

consequences for sales as well as the profit margin. When examining this, there is therefore 

significant focus on Barriers to Enter (Porter, 2008). Examples of these are governmental 

legislation, which makes it hard for a new competitor. In the financial sector, there is etc. 

large barriers to enter, because there is a lot of legislation in the area.  

2.2.2.2 Bargaining Power of Suppliers 

As a company, you always have suppliers. These may be IT suppliers, suppliers of materials 

for production, etc.  

What is important to evaluate is whether there will be a supplier with greater bargaining 

power than the company itself. Because if a supplier is so large that it can press up the price, 

it can contribute to making the company’s profit margin smaller and smaller (Porter, 2008). 
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This doesn’t mean that one should stay out of a market because the suppliers can be very 

powerful, but only that it is important to be aware of it. 

2.2.2.3 Bargaining Power of Buyers 

Not only suppliers can have power. Buyers in an industry can too (Porter, 2008). There can 

be several reasons for this, such as the buyers being very big, so they can negotiate down 

the price significantly. Furthermore, switching suppliers may be a very low-cost proposition 

for a buyer, making switching an easy thing for the buyer to do. It could also be that a 

supplier to e.g. Apple realizes the great profits to be made, so this buyer could expand the 

value chain and perhaps start manufacturing the unit which the company used to sell to 

Apple. 

2.2.2.4 The Threat of Substitutes 

Substituting products are products that can replace another product, because they can meet 

the same need (Porter, 2008). In earlier times, communication took place via letter, 

whenever it was impossible to call or talk face-to-face. Because of this, the postal industry 

used to be huge. Today, several substituting products have come along, such as e-mail. This 

means that the need can now be met by several others, so the postal service is no longer 

alone in profiting from meeting this need. This is certainly a threat to be taken seriously, 

because it has been seen in the past that whole industries can go down due to substituting 

products taking over the entire market. 

2.2.2.5 Rivalry Among Existing Competitors 

The last factor in the model to be examined is the existing competitive environment in the 

industry. The interesting thing about knowing this is that there is usually a connection 

between the profits in the industry and the competitive environment. According to Porter 

(2008), the competitive environment is very intense when there are many competitors 

competing for the customers, or when, for instance, there are very high exit barriers. There 

can be particular challenges present when there is total competition, because products from 

the various suppliers are almost identical. When this happens, the likelihood of high price 

competition is great, and the likelihood of making profits in the market smaller and smaller. 
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2.2.3 The Industry Life Cycle 

A life-cycle analysis points out that there are 4 different phases. The reason these 4 phases 

can be important is that they can tell us something about the competitive environment. The 

4 phases are introduction, growth, maturity, and decline (Kotler et al, 2012), 

2.2.3.1 The Introduction Phase 

The actual introduction of an industry is often characterized by few competitors and by the 

established companies offering highly differentiated products (Kotler et al, 2012). This 

means that the competitive environment can be assumed to be mellow. Thus, much of the 

communication from the companies is about convincing the customers that they have a 

need for the product (Sørensen, 2017). Arguably, this phase is all about heavy marketing 

and huge development costs, in part because you have a new product on your hands. But 

at the same time, it’s also about creating the need and selling, because you encounter the 

buyer at a very early stage of the buying phase (Kotler et al, 2012). 

2.2.3.2 The Growth Phase 

The growth phase in an industry is where things start to get rolling. As an industry, this is 

where creating a more widespread need for the product has been accomplished. Since 

Source: Own attribution 
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significant growth is taking place in the industry, more and more smaller companies see 

their opportunity to get in and make a profit. At the same time, the companies already in 

the industry may not have managed to streamline the business yet, so they can take 

advantage of the potential benefits of being first-movers (Kotler et al, 2012).  

The Maturity Phase 

In the maturity phase, the previously observed growth levels off, typically causing access 

barriers to increase, because the companies exert greater control (Kotler et al, 2012). In this 

phase, you will also typically see consumers establish preferences (Kotler et al, 2012). 

Offhand, this makes very good sense, since as a user, one has reached a point of having 

more knowledge about the product and the various diversifications of the various 

manufacturers. It is therefore also arguable that this is where the customers have the 

greatest bargaining power - a bargaining power, which, according to Porter (2008), 

contributes to decreasing profits.  

2.2.3.3 The Decline Phase 

There can be many reasons for a decline phase within an industry. According to Porter, it 

could be due to internal issues in the industry, but it could also be because substituting 

products have since appeared that meet the same need. During the decline phase, you 

typically see companies opting to withdraw from the industry (Kotler et al, 2012). This 

happens because the profit in the market decreases due to the competition intensifying as 

the participants in the industry compete for the last customers standing.  

The above analysis is very important and can be even more important if, as a company, you 

are operating in third world countries. Therefore, one could argue that this analysis is 

particularly important when considering the future possibilities of a company, and even 

more so when building the entire valuation on future budgeting. 

In addition to environmental scanning analyses, the company also naturally has resources 

that should be examined to analyze how aptly the company can operate in the world 

surrounding it.  

2.2.4 The SWOT Analysis 

With a SWOT analysis, a step is taken into the company through an analysis consisting of 

four different areas. A SWOT analysis is one of the most commonly used analysis tools when 
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developing an overview over a company’s situation. SWOT stands for Strengths, 

Weaknesses, Opportunities, and Threats (Kotler et al, 2012). 

2.2.4.1 Strengths 

When looking at a company from the outside, a valuation of its strength is seen by many as 

something natural. The strengths of the company are typically things the company does 

especially well and maybe things it does better than their competitior. There are many 

advantages to visualizing these strengths. As a company, you can gain an overview over 

what your true competencies are (Kotler et al, 2012). It may be that as a company you have 

managed to get yourself out in front of a great many users and have sold lots of watches. 

This focus of taking a hard look at your strengths can then question whether the company 

is good at selling glasses, whether it is good at cheap distribution, or whether it is extra good 

at marketing. None of the three competencies above are comprehensive, and if it actually 

turns out that the competency of the company lies in being skilled using a certain media, its 

strength may lie in this strong competency, rather than necessarily in selling.This can lead 

to the company becoming aware of other business opportunities, because of strengths 

turning out to be in something other than what was first assumed (Kotler et al, 2012). 

For instance if we look at Coca Cola, one of their main strenghs is their taste and brand. 

Further it can though be argued that they have an extremely valuable distribution network 

in the whole world through their retail. 

2.2.4.2 Weaknesses  

It is important to look at a company’s weaknesses, because this is where the company may 

be vulnerable. It may be a lack of capital, difficulty attracting know-how and competency to 

the company, or the failure to create a proper distribution channel (Kotler et al, 2012). This 

doesn’t mean necessarily having to move heaven and earth to turn weaknesses into 

strengths – on the contrary. It is fair to assume that most companies have weakness. What’s 

important is being aware of the weaknesses of a company and ensure actively that they do 

not have fatal consequences. 

2.2.4.3 Opportunities 

When we look at opportunities, we take a step further than what we can do today, and 

perhaps further than what we can’t do quite so well (Kotler et al, 2012). As a company, 
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however, the consideration should be what opportunities there might be for the company. 

This might be a matter of using those competencies identified previously for something like 

distributing Cola and then offering that other products could use the same distribution 

network. Perhaps acquiring a minor pizza box manufacturer, thereby letting them be 

distributed in the same distribution already established by the company. Another example 

of an opportunity could be the company trying to access new geographical markets, because 

one of their strengths is their brand. This is recently seen by the way Amazon recently 

announce that they were about to go into the Nordic countries (mediawatch.dk, 2017). 

2.2.4.4 Threats 

Today, most companies face any number of threats. Let me first mention that arguably most 

companies today have been threatened by technological development to a greater or lesser 

extent. It is important to be aware of the threats a company faces to be able to establish 

some safeguards that reduce the potential consequences. It could be that this is the only 

company in a certain market, making the competitive intensity very low. Here, the threat 

may be new competitors, making the establishment of entry barriers to the market one 

option for lessening the threat associated with newly connected competitors. Threats can 

also be political intervention and legislation over which the company has no direct control. 

In other words, a SWOT will enable you to determine the strengths of a company, as well as 

any weaknesses, threats, and opportunities. If the company has any special strengths, it is 

in most cases important to maintain these, making it important to look at the resources of 

the company.  

Source: Own Attribution 
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2.2.5 Company Resources and Competitive Advantage 

Referencing the company’s resources, Barney (1991) says the following: 

“This framework suggests that firms obtain sustained competitive advantages by 

implementing strategies that exploit their internal strengths through responding to 

environmental opportunities, while neutralizing external threats and avoiding internal 

weaknesses.”(Barney, 1991: 99) 

The above statement certainly emphasizes that when SWOT is implemented correctly, this 

analysis can contribute to creating sustained competitive advantages for the company in the 

future. Investors are very interested in this, since it is a prerequisite for most budgets that 

the company sustains or improves its position. 

Resources in this regard means all assets, human capital, capabilities, information, 

knowledge, etc. (Barney, 1991). These resources are what enables the strategy of the 

company and improves its effectiveness.  

According to Barney (1991), a company achieves competitive advantages when 

implementing a value creating strategy not simultaneously being implemented by any 

current or potential competitors. Sustained competitive advantage consists of 

implementing the strategy not simultaneously being implemented by any current or 

potential competitors when these other firms are unable to duplicate the benefits of this 

strategy (Barney, 1991). 

The above section has provided a strategic, theoretical overview to be used in the strategic 

analysis of the company. To make this possible, a thorough and comprehensive review of 

the company is necessary to establish all parameters.  

3 The G4S PLC Company 

G4S PLC is the world’s largest security solutions provider. It operates in more than 95 

countries, giving it a presence on 6 continents. G4S PLC began its business in Copenhagen 

and still operates in Denmark. 
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3.1 History 

G4S PLC started as early as 1901 as a minor watchman company with a staff of 20 watchmen, 

operating out of a small apartment in Copenhagen (History, G4S PLC). After 9 years, the 

company underwent a merger, becoming Danske Nattevagt A/S. After just 8 years, the 

company merged again with a major watchman company, jointly becoming known as De 

Forenede Vagtselskaber. This gave rise to impressive growth, which in 1934 resulted in the 

company having a presence nationwide (History, G4S PLC). In the years following, the 

president of the company further established Det Danske Rengøringsselskab, which became 

the cleaning giant we know today as ISS. Additionally, another subsidiary was added, which 

became known as Danske Securitas and was the first to develop small, primitive alarm 

systems. In 1973, De Forenede Vagtselskaber was established as 30 companies in 11 

different countries (History, G4S PLC). This prompted the establishment of ISS as concern 

name and the establishment of ISS Securitas, combining De Forenede Vagtselskaber with 

Danske Securitas under one name. 

In 1978, the emergency service Falck Redningskorps decided to expand its area of 

operations to include security, and since ISS wanted to focus on cleaning, ISS Securitas 

merged with Falck Sikring in 1993, creating Falck Securitas (History, G4S PLC). 

In 2000, there was yet another merger, when Falck Securitas joined the security concern 

Group 4 Securitas, turning Falck into Falck A/S as a separate public company and establishing 

Falck Securitas as a subsidiary of the new Group 4 Securicor.  

Since then, the company has changed name to G4S PLC, and today it is the world’s largest 

security company with 600,000 employees in 95 countries. Today, the company is the 

second-largest private employer in the world and is traded on both the Copenhagen Stock 

Exchange and the London Stock Exchange.  

Today, the company focuses on two core areas, Secure Solutions and Cash Solutions 

(Integrated Report, 2016). 

3.2 Key Figures 

Today, G4S PLC is present in 95 countries and in 2016 it had an annual revenue of £7.4 billion 

with a growth since 2015 of 3.2%. Its PBITA Margin is 6.7% with an EPS of £17.9. In 2017, 

the company paid a dividend of £6.11 per share (5%). As mentioned previously, it is the 
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second-largest employer in the world, and its product portfolio covers a wide array of 

different security services (Integrated, 2016). The company expects to have an organic 

growth of 4-6% in its markets in the future. 

3.3 Geographic Areas  

Today, G4S PLC has divided the company geographically between the following markets: 

• North America (Developed market) 

• Europe & UK (Developed market) 

• Asia Pacific (Emerging Markets) 

• Latin America (Emerging Markets) 

• Africa & the Middle East (Emerging 

Markets) 

These markets anticipate developing over 

many years to come, and especially Asia 

Pacific expects marked increases compared 

to the other markets.  

G4S PLC has made a strategic choice to 

enter this market, and today it is, in fact, the market leader. It has a total of 54,000 

employees, producing a revenue of £679 million in 2016 out of a projected security market 

of $42 billion, an increase from 2015 to 2016 of 2% and an increase in PBITA of 16.3% 

(Integrated, 2016).  

In Europe, G4S PLC is also doing well. In all, it has grown its revenue by 4.6%, and it has 

increased its PBITA by 18.1% (Integrated, 2016). 

Source: Integrated 2016 
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As shown, the revenue for Emerging Markets is at 35.2%, whereas Developed Markets 

account for the remaining 64.8% 

Looking at PBITA, on the other hand, Emerging Markets account for 39.8% and Developed 

Markets for the remaining 60.2%. Compared to 2015, Emerging Markets accounted for 38% 

of revenue and 42.4% of PBITA. 

3.4 Business Areas  

G4S PLC has divided its business into two overall services - Secure Solutions and Cash 

Solution.  

3.4.1 Secure Solutions 

Secure Solutions convers all their security work, except Cash Solutions, which they consider 

to be a separate area. Secure Solutions accounts for 77% of all revenue in the concern, 

making it safe to assume that this area is definitely the company’s core area (Integrated, 

2016).  

In the market for global security, there are very few international suppliers like G4S PLC, 

wherefore they often compete with smaller and local companies (Integrated, 2016). This 

gives G4S PLC a natural competitive advantage, because they have know-how about things 

Source: Integrated 2016 
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like airport security, which may be limited for smaller local companies who do not operate 

internationally, where there are more airports. 

Products included in this area of business are regular guarding of buildings, offices, facilities, 

etc. G4S PLC also has government contracts, including homeland security (Reuters, 2016), 

and the company does airport security and operates private prisons (g4s.com/news, 2017). 

Furthermore, they include technical products, such as installation of video monitoring and 

alarm systems. G4S PLC are providers for both the private and the industrial sectors in places 

like Denmark, where they are one of the largest providers of technical security (g4s.dk, 

2018).  

Similarly, G4S PLC continues to invest in product and service innovation, as it develops with 

a particular focus on symmetry solutions (Integrated, 2016). Symmetry solutions are 

systems that are combined, so the access control system works with intrusion detection, 

surveillance, and visitor management systems. G4S PLC has done this on a large scale at 

United States Marine Corps bases in several countries (Integrated, 2016). On a global scale,  

this is a huge task, which G4S PLC has the ability to complete, while many of its competitors 

do not, due to the geographical distances. G4S PLC is also investing in intelligent camera and 

video surveillance and global security 

intelligence systems (Integrated, 

2016). G4S PLC has had significant 

growth in revenues from continuing 

business in technology, software, 

and systems, which was 36%. Now, it 

accounts for 13% of the total group 

revenue. The growth has been 

present in both Emerging and 

Developed Markets, and the PBITA has improved as well (Integrated, 2016) 

Source: Integrated 2016 

Source: Integrated 2016 
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If we look at the geographical aspect, G4S PLC is present in several countries and, as seen 

below, G4S PLC is present in most of the world.  

3.4.2 Cash Solutions 

Cash Solutions concerns the transfer of money for banks and retail customers. G4S PLC is 

present in 44 countries with Cash Solutions, while their largest global competitors, Brinks 

and Loomis, are present in 41 and 22 countries, respectively. In 41 of the 44 countries, G4S 

PLC is either the largest or the second largest provider of cash solutions. Cash Solutions 

revenue grew by 18.8% between 2015-2016, and PBITA increased by 16.8%. Growth was 

particularly impressive in North America with a strong performance in retail solutions 

(Integrated, 2016). In the Emerging Markets, revenues declined because of contracts 

ending. Furthermore, in 2016 the company invested in rolling out new programs for 2017, 

resulting in an even lower PBITA (Integrated, 2016). 

Also covered under Cash Solutions are deposit machines. G4S PLC is the leading security 

provider in the Asia Pacific region with operations in 21 countries. In Malaysia, they have 

established a strong cash solution relationship with a leading commercial bank. G4S PLC 

intends to deploy 1,400 deposit retail solutions machines all over Malaysia in 2017. This 

partnership gives G4S PLC more revenue, while also lowering bank costs and improving the 

efficiency and security of customer cash handling processes (Integrated, 2016). 

3.5 Competitors 

As mentioned earlier, G4S PLC has businesses spread across many countries, because it is a 

global company. There are very few competitors in the global market, leaving G4S PLC to 

compete mostly against small and local providers. In Emerging Markets, there are many 

places, where it is fair to say that they may not have quite the same legislation and control 

with companies as in the more developed countries. In Denmark, there are legal standards 

for companies employing guards, but there are also legal standards for companies delivering 

alarm systems and security to businesses.  

Source: Integrated 2016 
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For minor security providers, it can arguably be very difficult to win the large bids over G4S 

PLC, considering their size and know-how.  

Securitas is the largest GS4 competitor. They are both large and global companies, offering 

their clients a wide selection of security solutions. Looking at the annual report for Securitas, 

however, it is evident that although the companies compete on the same products, they 

don’t compete in the same markets to any large extent. 

Securitas focuses primarily on North America, Europe, and the Nordic countries. G4S PLC, 

on the other hand, has positioned itself much more in the direction of third world countries 

and the UK (Securitas Report, 2016). It is important to keep an eye on Securitas, however, 

since it is the largest competitor for the big jobs that constitute core competencies for both 

G4S PLC and Securitas. Securitas also does not operate in Cash Solutions. Here, however, 

G4S PLC has a serious competitor in Loomis, which is present in many of the countries where 

G4S PLC have their Cash Solutions. 

4 External Strategic Analysis 

As described in section 3, G4S PLC is a powerful and very large competitor in the global 

security industry. G4S PLC is present in a huge number of countries, while being market 

leader or close to it in most of them. When doing the strategic analysis, the first thing to 

look at is the environment around the company. This will be done first by looking at the 

PESTEL analysis, after which Porter’s Five Forces will be used to perform a further and 

deeper analysis of the industry. 

4.1 PESTEL 

As mentioned in section 2.2.1, PESTEL is an analysis tool used when examining the 

surrounding environment of a company. PESTEL divides the analysis up into the before-

mentioned areas, of which some are usually more important than others (Sørensen, 2017).  

4.1.1 Political Factors 

As mentioned above, G4S PLC operates in many different markets, among them Emerging 

Markets. Emerging Markets are countries with intensive growth, because the underlying 

standard of living is low. These countries in Africa and in other poor areas are increasingly 

experiencing the need for security, which is also indicated by the progress G4S PLC describes 
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in their account books. Another thing experienced in markets that are not firmly established 

is that there are large fluctuations in political stability, because the country is in a 

development phase. It is therefore safe to assume that G4S PLC must be very watchful of 

political factors, whether they are in the market or considering an expansion into it. There 

is also a risk of actual civil war, since the political power may be unsettled. As a company, 

there is also no way to know whether extra taxes and fees will suddenly be imposed, which 

cannot be passed on to the customer, cutting into profits. 

Another very important factor to note is inflation in Emerging Markets. All other things being 

equal, there will be a greater risk associated with Emerging Markets than with Developed 

Markets. In addition to this, however, there is also a greater expected return because of the 

risk associated with the investment. If inflation is the sole reason for the company’s growth 

in these areas, one would expect – all other things being equal – that there will also be a 

marked increase in the company’s costs, since purchased services and wages rise according 

to inflation.  

4.1.1.1 Taxation 

Since G4S PLC operates in so many countries, there are also a great many individual taxation 

schemes they must follow. In the UK, where the parent company is located, there will 

possibly be changes in corporation taxation as well, if the UK leaves the EU. G4S PLC 

themselves mention this as a risk in their annual report for 2016 (Integrated, 2016). There 

are similar possibilities and threats of changes in the taxation of the company’s profits in 

the many countries, where G4S PLC is located. I Denmark, for example, we have seen 

corporate taxes gradually reduced from 25% to 22% (Ministry of Taxation, 2016). This has 

not happened only in Denmark, but also in many other EU countries as indicated in Appendix 

1. This must have given G4S PLC tax savings both locally in the local companies, but also in 

the UK where taxes have been reduced significantly over the past 10 years 

(Tradingeconomics.com, 2018). 

Political intervention can also take the form of governments removing or adding subsidies 

to companies, which is a potential risk, although it is hard to say unequivocally whether this 

happens more commonly in Emerging Markets. One example of this is Denmark, where it is 

now possible to get a tax write-off when a private person gets an installation of alarm 

systems in 2018 (Businessa, 2017).  
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4.1.1.2 Political Decisions 

G4S PLC did not consider the Brexit vote particularly fraught with risk, but there is, in fact, a 

risk for global companies when trade agreements are changed (Integrated, 2016). G4S PLC 

has 82% of its revenues outside of the UK, and the company states that it has minimal cross-

border trading (Integrated, 2016). 

It will, however, be subject to some 

changes that depend on the future 

trading arrangements among 

countries.  

As described earlier, G4S PLC has 

run a prison in Australia, and the company also works for Homeland Security (Integrated, 

2016). This is the result of public institutions being privatized, which comes down to political 

decisions, some of which G4S PLC can weigh in on and gain greater revenue from. The 

chances of G4S PLC doing this are good, since it is already present in many Emerging Markets 

and has built good relationships with customers and governments. 

Another regulation that could be either a risk or an opportunity for G4S PLC is when 

governments decide things like law enforcement authorities have the legal right to bear 

arms. In Denmark, for instance, only the police and the military can bear arms, and 

bodyguarding in Denmark is a task assigned to The Danish Security and Intelligence Service, 

rather than to private individuals. This is not due to any desire that this be a public service, 

but because there are legal limitations for performing jobs that involve carrying weapons. 

4.1.2 Economic Factors 

Economic factors encompass economic growth, wage development, interest and currencies, 

unemployment and population growth (Sørensen, 2017).  

4.1.2.1 Economic Growth 

From a global perspective, economic growth plays a natural role for G4S PLC with all the 

company’s international operations. Globally, large financial players went bankrupt when 

the crisis of 2007 hit. This resulted in harm to consumers, who had difficulty keeping or 

finding jobs. It also harmed companies, which had to spend a long time looking for work, 

because construction and initiatives were stopped. Aside from the fact that the average 

https://g4s.assetbank-server.com/assetbank-g4s/action/viewAsset?id=14550&index=7&total=10&view=viewSearchItem
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consumer had less money on hand, it was also found that savings became larger than 

before. It is therefore arguable that consumers were saving up more money, because they 

had lost confidence in the economic growth of the past. Throughout the past few years, a 

more positive attitude has emerged when it comes to economic growth. Construction sites 

are active again all over the world, housing prices are on their way up, and once again, 

companies are starting to see decent figures, which has also caused great improvement in 

stock prices. G4S PLC, as others, depends on this growth. It would be fair to say, however, 

that the company has diversified its revenue so much geographically that there is room for 

less growth in certain areas. 

4.1.2.2 Exchange Rates 

G4S PLC operates in a great many countries and is therefore subject to great currency risk 

every day. Of course, this is a risk the company can hedge out of, but it still puts a damper 

on earnings. This is also indicated by the company losing money on exchange rates in 2016 

(Integrated, 2016). 

4.1.2.3 Interest Rates 

As mentioned previously, the financial crisis 

had significant consequences. One of these 

was the fact that interest levels have been very 

low over the past many years. Since the crisis, 

interest rates have largely continued to 

decline, and time after time they have 

managed to hit new lows. As recently as March 

2016, the ECB decreased the interest even 

further, from -0.3% to -0.4% (ECB.europa.eu, 

2018). This means that the banks need to pay 

ECB interest when depositing money with 

them. Therefore, it is fair to assume that the banks are more motivated to lend out the 

money, rather than depositing it with ECB.  

Source: ECB.Europa 
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4.1.3 Sociocultural Factors 

4.1.3.1 Consumer Behavior and Purchasing Power 

Consumer behavior carries a lot of weight for G4S PLC, which makes its profits by providing 

them security and which has a lot of large companies in its client portfolio.  

4.1.3.1.1 Corporations 

As mentioned previously, one opportunity is public companies outsourcing part of their 

work. This also happens frequently with privately held companies looking at their own value 

chain. Seen from that perspective, many realize that they need to focus on their core 

competencies and outsource the things in the value chain they aren’t as skilled at doing. In 

part, this could be about delivering security equipment, but it also applies to guard services, 

where G4S PLC makes its entire organization available, ensuring that it adds a lot of 

competencies as a company, rather than just hiring their own guards. G4S PLC itself 

mentions how in several places it helps companies with integrated solutions and facility 

management (Integrated, 2016). In addition to companies wanting to outsource tasks that 

were formerly done in-house, there can be other reasons for G4S PLC benefitting from 

consumer behavior. 

Security for companies is a constantly increasing part of the company, and the latest 

development is GDPA placing demands on the handling of private data. In addition, 

insurance companies in places like Denmark place high demands on security equipment, as 

Denmark has mandated security levels for alarms and locks, which the companies need to 

meet for insurance to cover (Forsikring & pension, 2018). Furthermore, there are more and 

more demands from the Danish Working Environment Authority, which, for instance, 

demands that if an employee is alone in a production site, the person must carry an alarm 

that will alert a dispatch center in case the employee collapses.  

4.1.3.1.2 Private Consumers 

As more and more break-ins take place and the media releases information of break-ins 

faster, an increase is being seen in private use of security equipment. The trend has caused 

considerable development in the security industry in Denmark, adding products that allow 

most private consumers to afford the price. 
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4.1.3.1.3 Governments and Public Places 

Yet another sociocultural development has been the increased focus on terror in society 

today. Security at borders and in airports has increased significantly since 9/11. In addition, 

social events have a notable security presence, both in form of uniformed officers, but also 

in form of surveillance and other security equipment monitoring suspicious actions. 

4.1.4 Technological Factors 

In a world where technology may be the largest competitor for most companies, the 

technological development is also significant for a company that is the second-largest 

private employer in the world.  

Technologically developments in the security industry have been very swift over the last few 

years, and as the internet has become faster in large parts of the world, it opens the 

possibility of centralizing many functions to one location, which is also a possibility in 

security. Here, it is notable that G4S PLC and Nagel have entered into a collaboration where 

Nagel saves a large amount of money on centralizing its surveillance, access control, and 

alarm system. This enables the company to have a guard posted in one location and monitor 

more sites with largely the same options as having a guard posted in each location. The fact 

that G4S PLC can actually innovate and offer a solution like this one is a clear sign that the 

company is ready to adapt to the many possibilities of the technology, rather than maintain 

employee-heavy services, where it may be left behind cheaper competitors exploiting the 

technology. G4S PLC must be careful, however, not to cannibalize its own product in the 

process. There is a natural need to allow technological development, but the company must 

bear in mind that it has a very employee-heavy organization, which means it must be ready 

to make a change when necessary. 

In addition to the above example, G4S PLC has also set up cash machines in Malaysia, as 

mentioned previously. This is another indication that G4S PLC is embracing technology 

rather than working against it, implementing it in their work. This is in part to save on costs, 

but also to be innovative with smart and cost-efficient solutions for their customers. 

Today, hacking has become an issue for most large companies, making it a bigger concern 

than car theft and break-ins. The challenge is that hackers paralyze whole organizations, 

making their employees unable to work, making them unable to provide ordered services 
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for their customers, which in many cases is extremely important for the operations of their 

customers. Therefore, G4S PLC is very aware of the risks associated with security breaches 

at its data centers – both because the company does not want to be paralyzed like other 

companies, but just as much because it would send an unfortunate signal that a global 

security company is unable to secure itself sufficiently (Integrated, 2016). 

4.1.5 Legislative Factors 

As a global company, G4S PLC operates in a great many countries under different 

legislations, which must be observed. In addition to the company observing the demands of 

the individual countries, it is also more complicated when an individual country makes 

requirements of the parent company (Integrated, 2016). As a parent company, there is 

significant risk associated with observing all the legislation that may be relevant. 

Another risk expounded on by G4S PLC itself is the risk of bribery, corruption, and 

maintaining a license to operate (Integrated, 2016). Furthermore, there may be legal 

requirements regarding human rights legislation and foreign ownership (Integrated, 2016). 

To meet these challenges, the G4S PLC group places high demands on the management in 

the countries in question, and it also has general Ethics Committees at Group, which 

provides oversight and support with policies and procedures to mitigate the risks 

(Integrated, 2016). 

Since G4S PLC is as large as it is, it is also necessary to be mindful of monopoly and cartel 

legislation, both internationally and nationally in the individual countries. G4S PLC holds a 

very significant position and, as mentioned by the company itself, it is a market leader in 

many of the countries in which it operates (Integrated, 2016).  

In short, there are many factors of which G4S PLC should be mindful in the future. Many of 

these can be turned to the positive, so long as G4S PLC manages to adjust to the legislative 

development in the Emerging Markets, along with embracing technological development 

instead of closing it off.  
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4.2 Porter’s Five Forces 

After completing the above market environment analysis, it is time to look at the industry 

itself. As mentioned previously, the industry consists of a few large, global players, which 

means that G4S PLC most often competes with smaller local companies. The purpose of this 

analysis is to identify future earnings possibilities. The industry plays a central role in this, 

because the mechanisms in the industry determine the amount of profit available to earn. 

If the competition is brutal and the rivalry for customers great, profits will be minimal 

compared to when competition is not as high. This is what Porter divides up into 5 different 

competitive forces and what forms the basis for this analysis. 

The five forces will be reviewed below for the purpose of determining whether the industry 

is profitable. Since G4S PLC itself usually refers to its two business areas as Secure Solutions 

and Cash Solutions, the analysis will be divided up into these two areas of business as well, 

whenever it makes sense. Furthermore, you could take the additional step of going into each 

geographic market. This is limited by the scope of this assignment, however. 

Source: Own attribution 

Source: Own attribution 



   37 
  

4.2.1 Threat of Entry 

According to Porter (2008), the threat of entry consists of the size of the entry barriers to 

the market. It is important to be aware of this, because new entrants have one initial 

purpose, which is to take over market share, which presses prices and costs, and they are 

usually prepared to make the necessary investments (Porter, 2008). 

The threat of entry into the security business is different from that of other lines of business. 

The security line of business has a lot to do with trust and recommending the right product. 

This is because the industry very rarely consists of package solutions, but very much of 

solutions that are individualized for the customer. 

G4S PLC has a very powerful brand, and it has a lot of experience in an industry, which is 

something difficult for newcomers to replicate. To deliver serious security services, the 

provider must have guards, technicians, and dispatch center operators available. This 

network is necessary and required by e.g. Danish insurance companies and labor market 

legislation. In addition, companies also expect that if something goes wrong with the 

security equipment, there must be staff at the ready who can spring into action any time, 

night or day, not just during normal business hours. A network like this is obviously built 

through strategic collaborative efforts, but it also serves to increase entry barriers for new 

players in the market. 

In addition to having the above readiness, there are also other entry barriers. Most large 

contracts signed are very long-term. This makes it hard for new players in the market to take 

over customers quickly. In addition, there is also a minimum 

contract term for solutions by small companies, and in 

Denmark the notice period for e.g. a G4S PLC alarm, is more 

than a year. This makes it difficult for competitors of G4S PLC 

to take over a customer. This is in part because they may 

have to offer the customer financing of their solution during 

the switch-over period, or they may miss out on the 

customer because G4S PLC has a competitive edge from 

already having the customer, assuming the customer is 

satisfied with the service.  
 Source: Integrated 2016 
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Another possible entry barrier is local legislative standards that must be maintained to do 

things like bidding on the larger orders to compete with G4S PLC for the big business.  

In the private market, however, there are relatively low entry barriers, because there is 

much less of a demand for permits. Thus, a local electrician could easily start selling alarm 

systems. In this case, it is difficult for G4S PLC to compete, since the electrician may already 

have a relationship with the customer. Overall, this revenue accounts for 6% of G4S PLC’ 

total revenue, making it fair to assume, that this market is not their greatest focus.  

For Cash Solutions, there are even greater entry barriers, since this division is subject to 

significant requirements in respect to equipment and permits. This is also where money is 

transported and handled, making it safe to assume that a huge network is required, along 

with significant know-how about workflows to advise and solve a task to the customer’s 

satisfaction. In addition, these are usually large clients like banks, etc.   

Another entry barrier, also pointed out by Porter (2008), is capital requirements. In this 

market, where a service is comprised of technical installation of an alarm, video monitoring, 

or access control, capital is very important. Both G4S PLC and Securitas offer their customers 

financing of installation and setup, so the customer pays through the subscription. This is a 

very significant binding of capital that many small suppliers cannot offer. Similarly, any large 

new supplier in the market must also be prepared to invest very significant sums to win 

contracts or take over existing customers in the market. 

When looking at the costs for a customer to switch provider, one should consider that it is 

a lot of work to switch security providers, because they usually play a central role in the daily 

routines of the company. Therefore, it causes a lot of work to switch suppliers, since the 

complexities in the workflow must be transferred and a lot of technical equipment must be 

replaced, since the new supplier may use other solutions. 

Generally speaking, it must be concluded that G4S PLC has some competitive advantages, 

because it is a large company, and that it has the financial capacity to overcome legal 

barriers and gain distribution channels and accounts. Additionally, capital binding also 

places great demands on new players in the market, and the customers’ costs to switch are 

significant. 



   39 
  

 

4.2.2 The Power of Suppliers 

The challenge with powerful suppliers is that they take more and more of the value for 

themselves by raising prices without the buyer being able to pass price increases on to their 

customers (Porter, 2008).  

When providing security in the industry, this usually consists of both guard solutions and 

technology for leveraging the assignment. Therefore, suppliers of G4S PLC are providers of 

technical equipment, buildings, 

vehicles, and other equipment.  

There are many different suppliers 

of security equipment, and of these 

there is obviously only a fraction 

that delivers the kind of quality G4S 

PLC wants associated with its 

brand. G4S PLC, however, has a size 

greater than that of its suppliers, 

giving them low bargaining power with G4S PLC. In practical terms, G4S PLC acquires 

products through combined purchasing contracts, making the company a very large account 

for many of its suppliers.  

Furthermore, switching costs are not terribly expensive for G4S PLC, if a supplier demands 

prices that are too high. This is because it is easy for G4S PLC to begin to offer a different 

alarm brand for its next project. Obviously, this causes issues internally in the company, 

because it will have a customer portfolio with different products. But in general terms, this 

is an option G4S PLC can choose. The company does, of course, bind itself to a supplier when 

installing security equipment, making the costs associated with switching any one system 

significant. One would assume, however, that G4S PLC has the size and know-how to enter 

into supply contracts with terms that are advantageous, both here and now and in the 

future.  

Aside from the security equipment, the mere size of G4S PLC also gives the company 

significant bargaining power with the rest of its suppliers. One place this is evident is in the 

https://g4s.assetbank-server.com/assetbank-g4s/action/viewAsset?id=14796&index=7&total=53&categoryId=874&categoryTypeId=1&collection=Europe image library&sortAttributeId=0&sortDescending=false
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company’s Integrated Report (2016), which states that it has consolidated its vehicle 

purchases from 16 suppliers previously to just 3 today. 

In addition, G4S PLC has OEM products, which it uses to position itself in the private marked. 

This is seen in places like Denmark, where G4S PLC has its “proprietary” alarm system. 

Because of this, it may be difficult for the customer to do price comparisons. But at the same 

time, it also gives G4S PLC a strategic advantage over its suppliers, because the company 

doesn’t position itself with one certain supplier. In other words, it can replace the supplier 

without making it evident, because it will still say G4S PLC on the product. 

In short, G4S PLC has a strong upper hand with its product suppliers, but also with their 

employees, because they are large enough to have workflows to ensure proper conditions. 

It bears mentioning, however, that G4S PLC points out in several places that there will be an 

ever-increasing need for technical solutions. This may bring a strategic opportunity to 

include “providing technology” in the value chain, because it will tend to become an ever 

more central part of its services. 

4.2.3 The Power of Buyers 

According to Porter (2008), the bargaining power of buyers depends on the level of price 

sensitivity and how much relative bargaining power the individual buyer has. Once again, 

we need to determine who has the greatest bargaining power. Only here, we are talking 

about the opposite of powerful suppliers. The challenge lies in powerful buyers being able 

to negotiate low prices, driving the profits out of the industry. Overall, the buyer is in a 

strong position if there are few buyers relative to the number of suppliers. If, for instance, 

there are 3 large customers in a market with 100 suppliers, the suppliers will compete as 

hard as they can for those three customers, placing them in a position where the profits can 

be squeezed out of the market. 

In the security industry, there are certainly some huge accounts that are very important for 

G4S PLC to sign. Naturally, these customers have more bargaining power than the little 

flower shop that needs just one alarm. On the other hand, it bears mentioning that even 

when there are big accounts to land, G4S PLC still has bargaining power, because there are, 

in reality, few who can offer the same know-how and experience as G4S PLC can bring to 

bear as a security provider. 
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Most often, this market is about individually customized solutions where the customer has 

limited opportunity to see transparently who is really making the best offer. Nor is this a 

matter of negotiating a contract for something like door knob screws. This is about which 

company will stand in the reception greeting customers and employees, as well as deliver a 

system to keep employees and the company’s assets safe. 

In the private market, the company deals more with standard products, which gives the 

customer more bargaining power, because there are many suppliers to choose from - 

suppliers who each compete on different parameters, but who still meet the same need, 

the feeling of being safe. 

4.2.4 The Threat of Substitutes 

The awareness of threats of substitutes is ever more relevant for companies, because we 

live in a world where news can reach large areas within a very short time. This necessitates 

being aware which products may present themselves as cheaper, smarter, and more 

effective solutions to the problems solved by the company’s product. Sørensen (2016) 

mentions that airplanes and high-speed rail may be substitutes, and few anticipated the bus 

industry and its city-to-city routes going in and taking over part of the transit market 

previously covered by the Danish 

Railway Company.  

As G4S PLC mentions, technology is 

developing faster than ever before, 

creating opportunity for the world’s 

companies to save money on 

security. Therefore, G4S PLC must 

be very aware of developments in 

this area. Potential substituting 

products for the guard physically present in the company today are tech smart buildings 

that know who is authorized to be in the building. This allows using camera technology and 

facial recognition to deliver a service to a company that may go beyond a physical guard in 

certain areas. Another thing, which is also important to G4S PLC, is its manned dispatch 

centers that respond to break-ins and other risk factors in companies all over the world. 

With the prominence of AI, solutions can be expected within a few years, where a computer 

https://g4s.assetbank-server.com/assetbank-g4s/action/viewAsset?id=14597&index=3&total=155&categoryId=875&categoryTypeId=1&collection=UK image library&sortAttributeId=0&sortDescending=false
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will be making the decision as to whether a guard should be sent out, because it can 

calculate the statistical probability better than people can.  

Robot and drone technology also have many potential uses in security, making it possible to 

send out a robot or a drone to follow a burglar until the police arrives. 

Other substituting products are security equipment that does not involve guard or dispatch 

services. This is seen in the form of an emergence of an increasing number of suppliers that 

sell security solutions without monthly prescriptions, which are simply systems you set up 

in your house and connect to the network, after which you may be notified in case of a 

break-in. One of these solutions is Fynoti, which is one of several products that create cheap 

solutions in an effort to meet the need to feel safe (Indiegogo.com, 2018). 

4.2.5 Rivalry Among Existing Competitors 

When we look at the intensity of rivalry among existing competitors, we look at price wars, 

introductions of new products, campaigns, and service improvements (Porter, 2008). In 

other words, anything and everything the competitors in an industry do to take over more 

customers and thus more market share. According to Porter (2008), the intensity is greatest 

when there are many competitors with the same size and power. In addition to intensity 

being great when there are many competitors, the organic growth in the industry also has 

significant influence on the competition for customers. If the industry is growing 

significantly, leaving enough customers for everyone, there should, at least in theory, be 

little competition and few price wars in the market, because everyone is making money 

(Porter, 2008). 

In the global security industry, G4S PLC has few competitors. However, G4S PLC doesn’t 

always compete for global accounts. The real competition is against local providers for local 

contracts in the individual countries. An analysis that requires a complete explanation of 

this would require the completion of a competition analysis in every country where the 

company operates, which is beyond the scope of this project. G4S PLC itself mentions that 

it usually competes for accounts against small, local security companies, which makes it safe 

to assume that some level of competition does exist.  

When looking at growth in the industry, G4S PLC points out a global organic growth rate of 

4-6% annually. Looking at Denmark, the growth in private homes has been significantly 
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higher, and there is a clear expectation that this growth will continue for some time (Ritzau, 

2016). 

Presumably, however, the competition for large accounts is at an acceptable level, 

something G4S PLC acknowledges as well, and G4S PLC also mentions that it currently has 

contracts in the amount of 6.6 billion in the pipeline (Integrated, 2016) 

4.2.6 Summary 

Generally speaking, the industry consists of a few large and many small suppliers. G4S PLC 

holds a very strong position in the market, both in regard to suppliers, customers, and their 

current competition. G4S PLC does, however, need to be aware that substituting 

technological products may be more imminent than expected, because so much 

development is taking place with things like surveillance technology. 

 

Source: Own attribution 

4.3 The Life Cycle of the Industry 

The life cycle of the industry is relevant, because it casts light on how far a product is into 

its life phase. However, this analysis can also be used on an industry to show when a 

company should enter. 
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When looking at G4S PLC’ Integrated Report from 2016, the management declares 

significant growth in certain markets and more moderate growth in some of their 

geographic areas. Looking at Pacific Asia, the prospective is for very significant growth in the 

future. Here, G4S PLC appears to hold a very strong position, and the leadership has high 

expectations for development in that area. Looking at the books, however, it still appears 

that the lion’s share of revenue and PBITA comes from what it calls Developed Countries, 

where the organic growth is arguably slower than in the Emerging Markets. Today, many 

companies have settled on their security, arguably placing this market closer to what has 

been termed the maturity phase (Sørensen, 2017). As a player in the industry, it is important 

to be aware of this, because in theory this is where one might see a greater rivalry among 

remaining competitors (Sørensen, 2017). In other words, as a global company, it is 

important to be aware that there may be great differences between the initiatives to be 

implemented to keep or take over market share. 

According to the Integrated Report (2016), however, it appears that G4S PLC is taking 

significant strides in the markets where it operates. Compared to its competitor, Securitas 

has very little presence outside of Canada and Europa (Securitas Report, 2016). In Europe, 

however, it has experienced an organic growth from 2015-2016 of 6% which can be 

compared to G4S PLC whose growth was 4% in Europe. In North America, Securitas has also 

experienced a growth rate of 6%, whereas G4S PLC reached a rate of 12.4%.  

Overall, there is definitely still organic growth for both main competitors, which makes it 

fair to assume that the general picture in both the Emerging Markets and the Developed 

Markets is of positive growth, indicating late stage growth phase and maturity phase. 
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5 Internal Strategic Analysis 

After reviewing G4S PLC’ market environment, it is important to look at the internal factors 

that make the company what it is today. 

To gain the proper overview of the company, it is important to understand the resources 

comprising the company. Are some of them unique and more important than others to 

maintain a competitive advantage? In addition, it is also important to determine whether 

the resources are unique or if they can be replicated (Sørensen, 2017). 

5.1 Resources 

Resources can be divided into 4 types to gain a better overview of the company’s resources 

(Sørensen, 2017). 

5.1.1 Tangible Resources  

The tangible resources are resources that are substantial, such as land, buildings, and 

distribution channels (Sørensen, 2017). G4S PLC has a business model that naturally requires 

offices and buildings for operating the administrative part of the organization, as well as 

having room for servers and the dispatch center that monitors the many systems installed 

for their customers. Obviously, these resources have a value, but they are not deemed to 

be a strategically necessary resource, which is a unique resource. Arguably, however, one 

of G4S PLC’ very important and unique resources is their distribution network of both guards 

and technicians who service customers all over the world every day. This network of 

companies, which is at the disposal of the parent company, is very unique for G4S PLC, both 

globally and locally. Locally in the individual countries, there are also examples of G4S PLC 

managing to cover the entire country, which very few security companies can offer. 

5.1.2 Intangible Resources 

The intangible resources are resources like rights, patents, brand, image and reputation in 

the markets (Sørensen, 2017). 

G4S PLC has a brand that is very important to the company. They have global presence, and 

in most places, it says G4S PLC on their uniforms (Integrated, 2016). This means that most 

have heard of G4S PLC, making it arguable that the company gets a place at the table based 

on reputation alone, when large jobs are put up for bids.  
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This is also seen when G4S PLC is involved in bad news, such as when it was revealed that 

the Orlando Shooter who shot and killed 49 people in a gay nightclub was a G4S PLC 

employee. This wiped away £200 million of company value in the stock markets. 

Another intangible resource held by G4S PLC is the fact that they have everything in-house. 

They operate in a fashion where they keep the entire value chain in-house from installation 

to the guard that comes out when the alarm is triggered. In other words, they have a huge 

part of the value chain in-house. This is a very costly resource to replicate. 

5.1.3 Human Resources 

Human resources are extremely important for G4S PLC. The company works with 

complicated technical solutions when establishing access control, video surveillance, and 

alarm systems all over the world. This places great demands on the technical skill levels of 

its employees. In addition, it places great demands on the in-servicing of these technicians, 

because of the previously discussed rapid innovation in the industry, due to which new 

products and solutions are always being added. Furthermore, technically competent 

employees are sorely lacking due to the general lack of competent technicians in practically 

all industries today (Michaelpage, 2018) 

In addition to employees with great technical expertise and their education, G4S PLC is also 

present with service personnel in its clients’ businesses every day. Generally speaking, G4S 

PLC is doing facility management, which means that every day they have personnel 

stationed with their customers representing the company. In addition to G4S PLC guards 

delivering superior service for its customers every day, they must do the same for their 

customers’ visitors when greeting them as they enter company premises.  

Additionally, we live in a digital world where one can easily be filmed while working and 

things can be posted online without the actual context. Because of this, we now see police 

and other law enforcement taking frequent beatings in the press just for doing their jobs. 

Picking up a reputation that one’s guards exploits their authority excessively could soon 

destroy a brand that had been years in the making. 

G4S PLC has accumulated 570,000 employees, which presumably means that the company 

can handle a minor staff exodus, while a smaller company would be more vulnerable to 

employees resigning. 
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5.1.4 Financial Resources  

As mentioned previously, financial resources are important competitive parameters in the 

security industry. This is important because G4S PLC and its competition typically takes on 

financing the security equipment needed to make the customer safe. This means that 

customers pay very little for small solutions, after which they lease the system from G4S PLC 

(g4s.dk, 2018). 

5.2 Sustained Competitive Advantage 

When looking at resources, Barney (1991) says that having a competitive advantage 

depends on using company resources properly. Looking at it from a global standpoint, G4S 

PLC has the option of utilizing its resources very well, because it can exploit the advantages 

of its global size at the local level in individual countries.  

What G4S PLC can do with its huge distribution and its global presence is to offer their 

customers a comprehensive solution that goes beyond national borders and huge 

geographical areas. This is a product very few other companies can offer, making it fair to 

assume that G4S PLC has a very strong competitive advantage compared to its competitors. 

In addition to this, G4S PLC’ size also gives it know-how and experience from developed 

countries. This gives the company a competitive advantage in Emerging Markets, because it 

knows future expected developments from its current presence in the Developed Markets. 

This also makes it reasonable to assume that G4S PLC is in a position of being able to 

implement technological solutions, which local competitors in Emerging Markets may not 

know about or have worked with before. And if G4S PLC implements a strategy, when the 

competition can’t do so at the same time and is unable to replicate it, this qualifies as 

Sustained Competitive Advantages according to Barney. An example of this may be G4S PLC 

offering surveillance of a local construction site, which is then sent to a dispatch center 

where the system is monitored 24/7. This center may be located in a different country, 

because there are not enough customers in the Emerging Market. But it gives G4S PLC an 

opportunity to offer their customers products their local competition can’t offer. 

As mentioned earlier, G4S PLC has identified as a resource its financial foundation, which 

enables the company to provide its customers with financed solutions. This is very good 

business, because the company incorporates a rental fee with the system, which the 
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customer keeps paying for years. This is a very heavy financial outlay, however, which very 

few small, local suppliers would be able to implement, while G4S PLC is offering it.  

In my perspective, this is one of G4S PLC’ Sustained Competitive Advantages. G4S PLC has a 

strong history for running a company, and thus also access to cheaper capital than a smaller 

local supplier.   

G4S PLC also has a strong competitive advantage with local companies, because it can 

usually offer nationwide security solutions, which is something few security companies are 

able to do. In Denmark, Securitas is also present as a nationwide company, but the company 

uses subcontractors as guards in order to cover the entire country. G4S PLC, on the other 

hand, has guards all over the country, which guarantees the customers that they are getting 

G4S PLC service every time. This is very difficult and financially heavy to set up, giving G4S 

PLC another strategic advantage. 

5.3 Value Chain Analysis  

Today, G4S PLC has a great many functions in-house, which was also discussed earlier. G4S 

PLC calls itself an all-in-house security company (Integrated, 2016). Because of this, G4S PLC 

is not vulnerable to other suppliers to the same extent as other security companies. As G4S 

PLC also mentions, technological development is present in their market as well, which G4S 

PLC is also exploiting and using for its own development.  

Arguably, G4S PLC should consider the possibility that technology will be a very important 

resource in the security industry, wherefore a determination must be made as to whether 

this competency should lie in-house or continue to lie with suppliers.  
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5.4 SWOT 

We have now examined analyses for both sets of external environments where G4S PLC 

operates. We have also reviewed the internal resources with a view to forming a basis for 

an overview of the company’s position. In this analysis, the entire strategic analysis will be 

summarized, thereby forming the starting point for the financial analysis. This is based on 

SWOT analysis as described in section 2.2.4. 

5.4.1 Strengths 

G4S PLC has a great many strengths, which is a necessity when building up a company to the 

level G4S PLC is at today. G4S PLC has a very good and long history that goes all the way 

back to a single Dane. Today, G4S PLC has a global presence, which strengthens the company 

on a great many parameters. This presence brings very significant know-how, which is 

exactly what G4S PLC has compared to other companies. In addition, the company also 

enjoys very extensive Brand Awareness, wherefore, it is usually part of the large bidding. 

Aside from G4S PLC being the world’s biggest company in the security industry, it is also a 

market leader in many of the countries where it is present, both in Secure Solutions and 

Cash Solutions. Another strength for G4S PLC is the fact that the company embraces 

technological innovation and incorporates it its customer solutions. This shows that G4S PLC 

is adaptable and is prepared to readjust its organization, if technology makes this a 

necessity. 

5.4.2 Weaknesses 

One challenge facing G4S PLC is its very heavy organization, which has a great number of 

employees. This makes the company vulnerable to crises. Additionally, it could be a 

weakness to focus so much on Emerging Markets, because these are fraught with great risk. 

Even though this is a deliberate strategy, it is still something to be keenly aware of, as the 

company is, in fact, growing nicely in the rest of the world and even better in places like 

Canada (Integrated, 2016). 

5.4.3 Opportunities 

With an organization as large as G4S PLC, there are many possibilities. G4S PLC has the 

opportunity to expand geographically and has experience with penetrating new geographic 

markets. This can be done both by starting a new department, or by going in and acquiring 
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one to get started more quickly. In addition, G4S PLC has a huge portfolio of customer for 

whom it is already providing security. This has enabled G4S PLC to expand into a new 

business area, where it helps companies with data security and safeguarding against 

hacking. This can be done both by acquiring a company that has the required know-how 

today, or by building such a department from scratch. Another opportunity is the continuing 

privatization of the public sector, which causes security tasks that were once handled 

publicly to be put up for bid.  

5.4.4 Threats  

G4S PLC must be mindful of the fact that it has a large, employee-heavy organization that is 

expensive to keep in operation, should another global crisis emerge. G4S PLC can obviously 

adjust the size of its staff, but one of the main advantages to being so large is being able to 

offer cheap technology and dispatch services, because the company already has guards and 

technicians working. Thus, they will not readily be able to do a round of layoffs, since one of 

their competencies is being present nationally and globally. 

 

 

  

Source: Own attribution 
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6 Financial Statement Analysis 

The purpose of analyzing the financial reports is to examine how the company has 

developed over the past few years. The development of specific key figures is examined 

along with the general development trends. This analysis of prior years’ performance is 

fundamental to being able to extrapolate about the future development of the company. 

When looking at this, it is also important to look at the company’s Accounting Policies 

(Sørensen, 2017). This is important because the management’s level of flexibility depends 

on the Accounting Policies of the company. In this financial analysis, the focus is on the 

financial reports provided by G4S PLC. It is important to keep this in mind, since the 

management may be motivated to adjust these for its own benefit, not to be fraudulent or 

cheat, but as a matter of reporting selection (Sørensen, 2017). Thus, it is important to keep 

in mind that the information comes from the company itself, allowing for the possibility of 

noise in a deliberate attempt to conceal its performance from its shareholder (Sørensen, 

2017). 

As an analyst, it is important to remove as much noise as possible from a company. This is 

done by reformulating the reported financial balance sheets and income statements. The 

important thing in a reformulation is to focus of operating activity as the primary value-

creating activity (Sørensen, 2017). Therefore, it is also important for the analyst to have in-

depth knowledge about the company, precisely to be able to come to a conclusion about 

where the value creation takes place. You can take a business like the Danish company 

Leasy, and it appears on the surface to sell electronics (Leasy, 2018), but if you delve into its 

books, it could be argued that the core competency of the company is not selling TVs, but 

rather financing electronics purchases. 

Thus, this reformulation also contributes to painting a more transparent picture of what the 

stockholders are actually buying. And more importantly – if they are buying it at the right 

price. 

6.1 Accounting Policies 

This financial analysis will examine the years from 2015-2017, which will provide a 3-year 

overview. It is important for the process that the financial statements are comparable 

(Sørensen, 2017). This means that it is essential for the accounting policies to be the same 
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year over year. If this is not the case, it becomes difficult to compare financial KPI´s, such as 

PBITA. 

Looking at the financial statements from the last three years, it appears that G4S PLC. has 

been using the same accounting policies. The company has used International Financial 

Reporting Standards, also known as IFRS.  This makes it possible to compare the financial 

statements from all three years. Because IFRS gives little flexibility to management, 

flexibility will not be analyzed further. 

6.2 Reformulation 

As mentioned previously, it is necessary to fine-tune the said accounts to adjust for noise 

while setting up a Cash Flow. The purpose of this is to arrive at a total value for the 

company’s net worth, which is then divided by the number of stocks on the market. 

6.2.1 Reformulation of the Balance Sheet 

In the official publicized accounts, the balance sheet is divided into assets and obligations, 

both current and non-current. This is done so creditors of a company can form an impression 

of the finances of the company quickly and easily (Sørensen, 2017). The purpose of 

reformulation is to formulate the statement to evaluate the company’s profitability in 

operating and financing activities. Thus, the balance needs to be outlined in a way that 

illustrates how good the company is at making money on its operating activities (Sørensen, 

2017). 

For this reason, the Balance Sheet is divided into operating and financial assets as well as 

operating and financial obligations.  

Operating assets and financial obligations are those arising from the operation of the 

company and not from its financial decisions. The assets and obligations that form the daily 

operations. Looking at these, they also document the amount of invested capital that 

generates the current profit. This can occasion several questions, however, that need to be 

answered by referring to the publicized accounts. In addition, it is important to look that 

things like which amount of capital is necessary to continue operations.  
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The financial obligations are used to finance operations, such as mortgage loans, company 

debentures and other financial debt. The financial assets are where excess cash from 

operations is “stored” (Sørensen, 2017). 

6.2.1.1 Financial leases 

G4S PLC also uses leasing, where the leased assets are not indicated on the balance sheets. 

This makes ROIC artificially high, as leased assets do not appear on the balance sheets, so 

no interest is paid on them. This means that the annual results are artificially low as well, 

since the leasing costs also include implied interest costs (Koller, 2010).  

If, for instance, G4S PLC bought 200 cars, these would appear as an operating asset. When 

the company leases them, they appear strictly as a financial payment, which we can also see 

in G4S PLC’ accounts. Thus, the company also gets a better return on its operating assets, 

since the 200 cars are no longer listed as an operating asset. This needs to be changed in the 

reformulated balance sheets, so such a financial decision doesn’t come in to influence key 

figures, blurring the transparency. Normally, you would be able to calculate the share of 

these debentures under finance leases, compared to the size of the asset. One would have 

to do this by calculating the present value of the debenture. However, G4S PLC has opted 

to inform about this present value in their balance sheets (Integrated, 2016; Preliminary, 

2017). These are indicated under financial obligations, as it is a financial decision whether 

to finance. In addition, the asset is entered partly under current and partly under non-

current assets, since this is the way G4S PLC itself has divided up the obligations. 

The reason G4S PLC itself describes this current value is that these numbers must appear in 

the future, starting in 2019, making it easier for an analyst to gain an overview of the 

company. 

In the preliminary report, the current value of financial leases debenture is indicated, but 

only the total amount of it. Thus, the same interest as the one used by G4S PLC in its 

Integrated Report was used to estimate what part of the assets is current and what part is 

non-current. 

In addition to dividing assets up into operating and financial, the operating assets and 

obligations are divided up into working capital and fixed capital. 
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6.2.1.2 Fixed Capital 

Here, we are talking about non-current assets and obligations. Under these are intangibles, 

such as goodwill and other intangible assets. There are also more material fixed assets, such 

as property, plants, and equity. Last, but 

not least, this is also where the long-term 

Trade and Other Receivables are listed 

along with retirement benefit obligations. 

Since G4S PLC is a parent company that 

owns many different subsidiaries, the 

company enjoys high goodwill, as well as 

a high equity which states their 

ownership. Additionaly, investments in 

joint ventures are listed, where G4S PLC 

has partnered with a local company. 

Investments also appear in this overview as Fixed Capital. In G4S PLC’ annual report, 

investments consist of listed securities. According to the company, these were acquired to 

maintain certain insurance subsidiaries. For this reason, they are listed under Fixed Capital 

rather than under Financial Assets, where they would normally be listed (Sørensen, 2017). 

6.2.1.3 Working Capital 

Working Capital refers primarily to current assets and obligations. Inventories appear here, 

because these are merchandise the company has in stock, and of which they sell out. This 

could be things like alarm systems, video surveillance, or access control, things the company 

carries in stock to be able to provide swift delivery and installation. In addition, there are 

raw materials and work-in-progress products from G4S PLC’ own product development 

(Integrated, 2016). Under Working Capital are also Trade and Other Receivables, which 

account for a large share of the outstanding debt G4S PLC has with its subsidiaries all over 

the world. This item of Trade and Other Receivables appears both under Fixed Capital and 

under Working Capital. The part documented here is the short-term one which is payable 

within a year. 
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Working Capital also consists of capital, which is the amount of money the company has 

available within a short timeframe. Cash consists of cash money, on-demand deposits and 

short-term investments in securities with a maturity of up to 90 days (Sørensen, 2017). The 

amount available to the company, however, doesn’t need to be documented as Working 

Capital, since the company can easily recover excess capital from its operating assets. 

Therefore, this amount can be significantly higher than what the company needs to continue 

operations. The rule of thumb from Sørensen (2017) is 0.5%-2% of the combined net 

revenue. Due to the 

argument that G4S 

PLC is a big, heavy 

international player, 

whose size is owed to 

investments in new 

markets with heavy 

investments in 

individual customers, 

a higher margin has 

been chosen here to keep operations running. Thus, 5% of the total global revenue has been 

added as capital under Working Capital. The remaining cash stores have been placed under 

financial assets. Assets of disposal are assets G4S PLC has bundled in preparation for sale 

(Preliminary result, 2017). These cover activities in various markets that G4S PLC wishes to 

sell from their parent concern. On 12/31/2017, these consist of minor operations in Asia 

Pacific, Europe, Latin America, and South Africa. This item has been on the books 

continuously over the past few years, so an argument can be made for the company 

maintaining its focus and selling off the operations that fail to live up to the parent 

company’s demands or objectives. Current Tax liabilities derive from the day-to-day 

operations, as it is an operating obligation. 

Overall, G4S PLC has a Net Core Asset value of M£ 2493.1 in 2017. 
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6.2.1.4 Financial Obligations 

The financial obligations cover the economic financial decisions made by the company 

(Sørensen, 2017). Therefore, it is a matter of how the actual operations of the company are 

financed. Here, it is important to point out that certain financial items could be operating 

items, and as such should not appear under financial obligations/assets, but rather under 

working or fixed obligations/assets (Sørensen, 2017). One example of this could be a 

company offering long-term credit agreements for large customers as part of its product. 

Therefore, this credit, which is posted to the balance sheet, is a financial transaction that 

comes from operations. Thus, it should appear under net core assets, because it derives 

from operations. The financial obligations are therefore strictly decisions about how to 

finance operations – whether they are financed with bank loans, company bonds, equity, 

etc. 

In the reformulated balance sheet under Financial liabilities are first and foremost liquid 

holdings, as mentioned previously. Here, 5% is set aside as Net Core Asset, since few 

businesses can run without operating liquidity. The remaining amount is assumed to be 

built-up capital not intended as part of operations. The reason for this is that the latter 

amount of money is considered unnecessary for achieving the returned provided by 

operations to investors. Therefore, an argument can be made for distributing it or investing 

it in other financial assets. Additionally, the G4S PLC Income Statement indicates that they 

are financed with both current and non-current bank loans and loan notes.  
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6.2.2 Reformulated Income Statement 

The purpose of reformulating the income statement is to divide profits into operating and 

financial profits. This is for use in the profitability analysis.  With a reformulated income 

statement, it is thus possible to gain a better overview over the way the company creates 

value. When the Income Statement is reformulated, the total income is divided into income 

from operations and income from financial actions. Furthermore, the Tax is also distributed 

according to both operating and financial income. This gives us the Net Operating Profit 

After Tax, also called NOPAT (Petersen & Plenborg, 2003). 

 

One of the essential actions when reformulating the Income Statement is to look at 

recurring and non-recurring income. According to the G4S PLC statement, there is no non-

recurring income. The reason to do this is to ensure that the analyst doesn’t include a non-

recurring item, since it cannot be expected the following year. In other words, it has been a 

one-time revenue or expense. This is also shown in Appendix 6. 

6.2.3 Profitability Analysis 

For the purpose of forecasting future G4S PLC budgets, it is necessary to look at which 

financial factors drive value at G4S PLC. To create this overview, various financial key figures 

are observed and structured through an expanded DuPont model. 

The purpose of this model, is to look at other key factors, than just the Return on Equity. 

The Return on Equity, also known as RoE, are taking the total income to ordinary 

shareholders, and divides this with the Ordinary Equity. This gives us a number which 
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indicates how much return there is on the 1 dollar in equity. This is very useful because it 

states how much return, the investors have gained on their investment in G4S PLC. What 

the DuPont model does is that it decomposes the RoE in to several factors which at the end 

results in what RoE is.  

𝑅𝑂𝐸 =
𝑇𝑜𝑡𝑎𝑙 𝑖𝑛𝑐𝑜𝑚𝑒 𝑡𝑜 𝑜𝑟𝑑𝑖𝑛𝑎𝑟𝑦 𝑠ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟𝑠

𝑂𝑟𝑑𝑖𝑛𝑎𝑟𝑦 𝐸𝑞𝑢𝑖𝑡𝑦
 

Return on Equity is the total income created by the company through year’s total activities. 

What it interesting to be aware is, that it is not only operational activities which is included 

in total income. Here Financial activities and financial expenses are also included. Looking 

at 2017 for G4S PLC, the result is the following ROE: 

𝑅𝑂𝐸2017 =
205

850
= 0.2412 = 24.12% 

 

 

Over the previous years, ROE has varied somewhat for G4S PLC. The primary reason for this 

is amortization in the Reformulated Income Statement. As mentioned previously, there is 

an effort associated with these statements to remove gains and losses for events that will 

not reoccur. However, the evaluation finds that G4S PLC acquires and sells business areas 

to an extent where they also   depreciate and appreciate to a point where they are a part of 

G4S PLC and as such are not isolated cases.  

 

Source: Own attribution 
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A key figure affecting Return on Equity is Return on Invested Capital, also known as ROIC. 

This key figure examines how profitable the company is at exploiting net assets (Sørensen, 

2017). The better the company does this, the greater ROE, all other things being equal 

(Sørensen, 2017). Therefore, it makes sense to look at this key figure, as it is possible to 

adjust this parameter in the model. As it appears in the 2016 annual report as well, G4S PLC 

has several initiatives for optimizing operations, so the company can exploit its assets more 

effectively. Therefore, this will improve ROIC and with ROIC as part of a valuation model, it 

is possible to factor in different outcomes for it, thus affecting the price at which the model 

valuates the company. 

𝑅𝑂𝐼𝐶 =
𝑇𝑜𝑡𝑎𝑙 𝐶𝑜𝑟𝑒 𝑆𝑢𝑟𝑝𝑙𝑢𝑠

𝑁𝑒𝑡 𝐶𝑜𝑟𝑒 𝐴𝑠𝑠𝑒𝑡𝑠
=

320

2428.1
= 0.1318 = 13.18% 

Thus, the above shows that G4S PLC had a Core Surplus of £M320 out of its total Net Core 

Assets of £M 2421.1. This constitutes a total ROI of 13.18 %. If we look at the historical 

development in the ROIC for G4S we also se an increase from 2015-2017. This is mostly due 

to change I total income, where G4S PLC, have had some years with low total income. 

 

6.2.3.1 Operating Margin 

If ROE is decomposed further, this is reflected in the operating margin, which consists of the 

total operating surplus against net revenue. 

𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑀𝑎𝑟𝑔𝑖𝑛 =
𝐸𝐵𝐼𝑇

𝐶𝑜𝑟𝑒 𝑅𝑒𝑣𝑒𝑛𝑢𝑒
=

495

7828
= 0.0632 = 6.32% 

This Operating Margin is essential for a company, as it shows how much the company has 

left after selling for £1. In this case, G4S PLC managed to attain an Operating Margin in 2017 

of 6.32%, which means that each time the company realized £100, it was left with £6.32 

after paying all operating costs. If we look at the development in this we see that it has 

increased the last three years. The reason for this is that G4S PLC have had some large 

Amortizations in 2015. 
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6.2.3.2 Asset Turnover Rate 

The Assets Turnover Rate is another key figure that is an indicator of sales. Here, however, 

the focus is on the amount of sales pr. DKK invested in Core Assets (Sørensen, 2017). 

𝐴𝑠𝑠𝑒𝑡 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =
𝑅𝑒𝑣𝑒𝑛𝑢𝑒

𝐶𝑜𝑟𝑒 𝑎𝑠𝑠𝑒𝑡
=

7828

2528.1
= 3.1 

The above documents that G4S PLC has a turnover of DKK 3.1 each time the company invests 

in a Core Asset. This value has been stable for the past three years, which is indicated by the 

following. 

 

 

6.2.3.3 F-gear 

F-gear describes how much the company is geared and is calculated as follows: 

𝐹𝐺𝑒𝑎𝑟2017 =
𝑁𝐹𝑂

𝐸𝑞𝑢𝑖𝑡𝑦
= −

1674.1

850
= 1.97 

 

This means that for every £ G4S PLC has invested in the company, it has borrowed £1.97. Of 

course, there is a risk associated with borrowing money, but most companies have debt. 

Furthermore, a large part of the Equity belongs to the shareholders.  

 

6.2.3.4 Conclusion for the Financial Statement Analysis 

What we can se with this financial statement analysis, is that G4S have changed their 

company substantial during the years from 2015 to 2017. G4S has increased almost every 

key figure. This is of course positive in the short run, but as an analyst it is important to 

clarify if G4S has the strategic and financial strength to keep improving on these. 
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7 Forecasting 

Based on the need to achieve a correct value proposition for G4S PLC, it is necessary to 

estimate future budgets. In this section, the future budgets will be estimated based on 

previous analyses completed by the company. To develop these budgets, it is necessary to 

estimate how much value the company can create in the future. To document this, it is 

necessary to estimate the development of the company. Estimating every single item in the 

company’s income statement and balance sheet would be a huge analytical as well as 

provide more sources of error (Sørensen, 2017). Therefore, the focus is on carefully selected 

Key Value drivers to substantiate the calculated claims for future growth. 

Thus, this forecasting will build upon the strategic and financial analyses completed in the 

previous two sections. It is important to point out, however, that this forecast is also based 

upon the preferences and assumptions of the analyst regarding the results. Because of this, 

the result can never be one hundred percent objective. This is also one reasons why a Monte 

Carlo simulation will be used to remove as much uncertainty as possible. 

When doing the forecast, all future cash flow is discounted back (Sørensen, 2017). This is 

done by estimating the future revenue, cost, etc. The length of the periode where budgeting 

is done dependes on what makes sense. It does not make sense to du individual budgering 

in each year 20 years in the future. Therefore, a terminal year is figured into the calculation, 

until which it is estimated that the company will grow by a certain percentage. How many 

years the model should forecast before inserting the terminal year depends on how long it 

makes sense (Sørensen, 2017). This is because it varies how long it makes sense to consider 

the future. According to Sørensen (2017), the terminal value should decrease when: 

1. Growth in revenue is constant 

2. The Profit Margin is constant 

3. AHO is constant 

4. F-GEAR is constant. 

 

Even though Sørensen (2017) includes the above-mentioned 4 factors in his theories, most 

companies will probably have none of those. And if that’s the case, will we then start the 
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terminal value at year 1? What we do know is this – the longer the forecast, the higher the 

uncertainty about the figures.  

The Key factors that will be considered in this model, will be the Revenue growth, which will 

be segmented into emerging and developed markets. PBITA will also be a key factor. The 

reason for this is that it is fair to assume that the company will be better at cutting cost in 

the developed countries. In emerging markets, there probably will be a higher cost volume, 

because of the cost of expanding the company.  

7.1 Revenue Growth 

G4S PLC is the parent company of a significant number of companies around the globe. 

Therefore, G4S PLC is present in many countries, which is why the historical data for G4S 

PLC’ Revenue Growth shows a down-sloping trend of 6% in the emerging markets and 6.6% 

in the developed markets. Furthermore, it has been stated by the management of G4S PLC 

that they expect an increase in revenue of 4-6% (Integrated, 2016). 

When looking at growth, several factors play a role in the growth of G4S PLC’ revenue. First 

of all, the growth in Global GDP plays a role when looking at revenue growth. Arguably, 

however, G4S PLC runs a security company, which means that demand for security can 

increase when the global economy falters. Of course, if the growth in the developed 

countries levels off or becomes negative, the demand for higher security is less likely. In 

emerging markets, however, where a stagnant economy can mean more riots and 

disturbances, the demand for security might arguably increase. Another factor is the general 

growth in the security services market, which is another factor that can result in changes in 

the demand for security products. The last important factor is what G4S PLC is doing 

internally as a company. Is the company penetrating new geographic locations or is it 

expanding its services to new products? Looking at any increases in competition is important 

as well. Is the competition from existing competitors increasing, or are there new 

competitors on the market? 
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7.1.1 Growth in GDP 

If we look at the growth in global GPD, it is expected to increase by 2.56-2.7% year-over-

year (IMF, 2018). Therefore, it could be argued that G4S PLC is growing faster than the global 

GDP year-over-year, which, of course, is what G4S PLC needs to do to give the shareholders 

value for their investments. Obviously, this development differs from one country to the 

next, which is also mentioned in the Integrated Report from G4S PLC.  

7.1.2 Growth from Market Factors 

If we look at historical global market growth for the security services industry, we see that 

there has been a significant increase over the last 6 years. Looking at the statistics from 

Statista (2018), we see that total market size has increased from 82 billion US dollars to 116 

billion dollars in the period of 2011-2017 (Statista.com, 2018). This is a total increase of 

41.5%, averaging out to an annual increase in the market of approximately 7%. 

The chart also indicates strong growth over the past 2 years, especially in North America 

and Asia. It is also worth noting that the highest increases took place over the past three 

years. 

If we compare this to the revenue growth of G4S PLC during the same period, we actually 

see that G4S PLC’ revenue was almost equivalent. In 2011, G4S PLC had a total revenue of 

Source: Securias 
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7.5 billion GBP, and in 2017 this number was 7.45 billion GBP. If we compare this to 

Securitas, that company had an increase in revenue of 55% during the same period, which 

indicates that Securitas has managed to increase its revenue by more than the total market 

increase. G4S PLC, on the other hand, has lost market share, because the company has not 

managed to grow faster than the market.  

 

 

The above numbers show that G4S PLC’ revenue growth has been staggered, although it 

should be noted that G4S PLC has had solid growth over the last three years. Furthermore, 

G4S PLC has a strategy that focuses on the emerging markets, which is arguably a strategy 

that can bring the company significant wealth in the long run. Securitas, on the other hand, 

is focusing mainly on the developed markets, and while these are growing strongly right 

now, these markets may be closer to saturation and to the end of their lifecycle as stated in 

previous sections.  

7.1.3 Growth from Internal Factors 

As mentioned previously, G4S PLC focuses on emerging markets while still being 

represented very heavily in large parts of the world. G4S PLC prioritizes emerging markets 

because it believes there is a good business case for investing in these markets at their 

current stages. This separates the company from its biggest competitor, Securitas, which is 

not pouring resources into emerging markets as they stand today. Cases can be made for 

both the advantages and disadvantages of this investment – Is it better for a company to 
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focus strictly on the markets that are growing here and now, or is it better to spread out 

resources in an effort to enter certain markets before they have a growth explosion, at 

which time other companies will come aboard. G4S PLC has chosen the latter strategy, and 

it arguably has a size where the required financial and strategic resources are available to 

the company, allowing it to act this way. 

Looking at the competitive situation, G4S PLC is in competition with many small local 

competitors for jobs in individual countries. Even so, G4S PLC has options that no other 

companies can offer to the same extent. At the same time, it is fair to assume that G4S PLC 

has very significant experience in practically any area of the industry, leading one to believe 

that the competition from most other competitors is insignificant. 

7.1.4 Summary of Revenue Growth 

Based on the three prior sections, it is reasonable to conclude that G4S PLC has had less 

growth than the overall market. There can be many reasons for this, but however this may 

be, G4S PLC has slower growth than its competitor Securitas. G4S PLC has had revenue 

growth in prior years, however, making it a reasonable assumption that they will continue 

to have increased revenue over the next few years.  

7.2 PBITA Margin 

PBITA has developed positively over the three prior years. Looking at PBITA margin, 

however, it has been around a steady 6% in the three prior years. The level for PBITA margin 

has developed positively, however, for which reason it is fair to assume that G4S PLC 

initiatives for streamlining processes and limit suppliers may have been a determining factor 

for an increase in G4S PLC’ PBITA margin from 5.67% in 2015 to 6.2% in 2017.  

This may also indicate that the numbers are confirming G4S PLC’ own claims, that the 

company looks for ways to consolidate for the sake of creating more value for its 

shareholders.  

This development is expected to continue in the future for G4S PLC, since the company for 

three years has shown an ability to limit its costs. 
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7.3 Capital 

In addition to parameters that can increase revenue and PBITA, it is also important to 

include fixed and working capital in the model.  

This is relevant, as it cannot be assumed that G4S PLC can continue to increase its revenues 

and profit without it affecting the tying up of capital in the company. Both are assumed to 

be a linear function of operations, which arguably is a simplification, since natural jumps can 

happen in these when increasing revenue to a high level. If, for instance, this was a matter 

of a pure manufacturing company, there would be a maximum for how much revenue can 

increase before the company would invest in things like a plant or new expensive offices.  

G4S PLC can get into a similar situation in connection with acquiring competitors or 

expanding into a new geographic area. It would, however, require many assumptions to 

factor this in, as it would be necessary to factor it in at every point of the valuation, and at 

that point, the valuation would come down to whether there was or was not a real 

acquisition, which is an uncertainty factor that shareholders will always have. 

8 Valuation Model 

As mentioned previously, this valuation will be based on the DCF-model, which can be 

expressed like this: 

𝑉 = ∑
𝐹𝐶𝐹

(1 + 𝑊𝐴𝐶𝐶)𝑡

∞

𝑡=1

 

Since we are talking about valuating the company’s net worth, its obligations will be 

subtracted (Koller, 2010). Hereafter, the value of the company’s net worth is divided out by 

the number of shares, establishing the value of each stock. The above includes a discounting 

back of the future Free Cash Flow with the WACC. 

The valuation model which is used are the DCF model. Further there has been build af RIDO 

model which are confirming that the DCF model are build correct. This is done to remove 

the risk, that the model is buidel with mistakes. Both model are shown in appendix 3. As it 

is shown there is a small difference in the two values. These should be exactly the same. 
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8.1 WACC 

G4S PLC is one of the world’s largest private companies, and naturally is not financed with 

equity alone, but rather with both equity and foreign capital. To consider the amount by 

which the cash flow must be discounted, an average of the total financing cost is used. The 

formula used to calculate this is set out in section 2.1.4.1. 

8.1.1 Capital Structure 

 

 

 

 

In order to determine the WACC, the above information is used, indicating the capital 

structure for the 3 previous years. As shown, the equity share of value is at a level around 

15%. The below level of capital distribution is expected to be similar. 

 

8.1.2 Market Risk Premium 

In a study reported by Hillier et al (2011), the average risk premium across 17 countries is 

estimated at 7.1%. According to Koller (2010: 246), the risk premium is typically estimated 

to between 4.6% and 5.3%, while Sørensen (2012: 45) suggests 4-6% as an estimate for the 

risk premium. Thus, there is general agreement about the level for the risk premium. 

According to G4S PLC, the UK equity risk premium is at 6.4%, where it has been in 2015 and 

2016. Based on these consideration, a risk premium of 6.5% was selected. 

8.1.3 Risk-Free Interest 

One way to establish the risk-free interest is based on the risk-free assets. Ideally a risk-free 

interest should be calculated for all years – including the terminal year – as a discounting is 

done, since the risk-free interest is a function of time, among other things. Next year’s cash 

flow is only one period away, while, on the other hand, the terminal year is an expression 

of cash flow in the entire future after the budgeting period. In order to take these 

Capital Ration 2017 2016 2015 

Equity market value 850 842 673 

Obligations 4567 4748 4184 

Company value 5417 5590 4857 

Equity share of value 15.69% 15.06% 13.86% 
Obligations share of 
value 84.31% 84.94% 86.14% 
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considerations into account, a 10-year risk-free coupon bond is chosen as the reference 

interest rate, which is also recommended in Koller (2010).  

Currently, interest rates are at historic lows. As an example, the bank rate is currently 0% 

(Nationalbanken 2018). If we look at a 10-year Danish government bond, the interest is 

around 2.25 percent. According to G4S PLC, the risk-free rate in 2015 was 2.52% in the UK, 

and on December 31, 2016 it was just 1.89%. Based on this assumption, the risk-free interest 

is adjusted up to 2.5%. 

8.1.4 Beta 

Because it is possible to diversify out unsystematic risk, only the systematic risk should be 

included in the calculation of the return requirements for the company’s net worth (Hull 

2012: 73). In the CAPM model, β is a parameter that measures this risk for individual stocks. 

One of the prerequisites for the model is that investors are interested only in expected 

return and standard deviation, which is why β can be estimated by regressing the market 

return against the return on the share (Hull 2012: 73). This has been done in the beta tool 

at a Bloomberg terminal. In appendix 6, three calculations of beta are shown, where the 

only difference is the time interval. As can be seen, the beta values differ greatly, which 

emphasizes that the estimate of the beta value is no better than the assumptions underlying 

its calculation. A deviation like this cannot occur in the theoretical model, as it presupposes 

that all investors calculate for the same period and in the same way (Hull 2012: 73). And in 

fact, the assumptions behind the model should be considered only “approximately true” 

(Hull 2012: 74), for which reason it is necessary to make a practical decision. That beta value 

is selected, which is most significant (t-value: 6.3), resulting in a beta value of 1.324. 

All components entering into the calculation of the equity cost can now be calculated: 

𝑅𝑒 = 𝑅𝑓 + 𝛽𝑒 ∗ (𝑅𝑀 − 𝑅𝑓) = 0.025 + 1.324 ∗ (0.065 − 0.025) = 0.0779 = 7.79% 

8.1.5 Debt Costs 

According to G4S PLC, the company’s debt margin is at 1.5% - 6.5%.  

All components for calculating WACC have now been determined, wherefore the WACC for 

G4S PLC is calculated: 

WACC = 0.15 ∗ 0.0779 + 0.85 ∗ 0.04 = 0.0457 = 4.57% 
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8.1.6 Terminal Value 

As mentioned previously, it would be preferable to be able to budget into all future. Of 

course, the challenge is that this is not possible, as the uncertainty of the accuracy of the 

budget decreases the further one goes into the future. At some point, budgeting with 

individual items no longer makes sense, because the uncertainty becomes too great 

(Sørensen, 2017). Instead, an annual growth rate is selected, as the free cash flow is 

expected to increase by this for all future. Formally, the terminal value can be determined 

in the same way as Gordon’s growth model (Hiller et al, 2011). 

𝑇𝑒𝑟𝑚𝑖𝑛𝑎𝑙 𝑣𝑎𝑙𝑢𝑒 =
𝐹𝐶𝐹𝑡

𝑊𝐴𝐶𝐶 − 𝑔
 

The expected future, constant growth is subtracted from the WACC. After this, the current 

value of the terminal year can be established by discounting back the WACC the same way 

it is done for other budget years. 

8.2 The Monte Carlo Simulation 

When budgeting into the future, it is always associated with some uncertainty, and arguably, 

a company never really meets the budget precisely. This could either be positive, however, 

because expectations are exceeded, but it can go the wrong way as well. It is therefore 

arguable that a valuation should contain an integrated sensitiviti simulation. Not just at the 

end to document how much changes in individual assumptions are decisive, but as an 

integrated component. 

Since input into the valuation model is subject to uncertainty as mentioned previously, the 

calculation of G4S PLC’ stock value in this report is done by simulation. Instead of a single 

stock value, what is wanted is a distribution of the stock value with a corresponding average 

and standard deviation. Furthermore, the simulation enables the performance of a dynamic 

sensitivity analysis.  

A Monte Carlo simulation generates random numbers by a custom probability distribution, 

using these numbers as input for a given variable in a given model (Mun, 2006). Every time 

this happens, the given model will produce an output (Mun, 2006), and this way, it will be 

possible to see how the model reacts to changes in the given variable. One advantage of 
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Monte Carlo simulation is that it is possible to vary a long series of variables at the same 

time.    

In the model, a triangular probability distribution is used for the variables being simulated. 

In a triangular model, the lowest, highest, and most likely outcomes are determined (Mun, 

2006).  Within this sample space, random values are drawn, where values close to the 

minimum and maximum will be less likely than values close to the value indicated as most 

likely. This distribution is selected because estimates considered most likely will be made in 

the following section, while also defining the limits for possible fluctuations. It should be 

emphasized that the true probability distribution is unknown. Certain parameters are 

estimated through normal distribution, because there is no evidence of the minimum and 

maximum values. This is described in the following. 

The simulation is done using the program Risk Solver Pro, which is a plugin for MS Excel. 

Thus, the simulation is done as an overlay to the existing valuation model, so the modeling 

described previously is maintained. The Excel function used for the simulated variables is 

“PsiTriangular()”, which is specified with the sample space. Instead of a single model output 

in form of a stock value, a distribution of possible stock values is produced, with an average 

value and a standard deviation.  

8.3 Modeling 

Her it is possible to se the values which has been pluged in to the model, whereas the model 

has estimated 100.000 values for the company, where it has changed on all parameters at 

the same time. A larger picture is available in appendix 2. 

 

8.3.1 Total Revenue Growth 

As mentioned previously, G4S PLC has increased its revenue over the last three years, but 

when considered on a larger scale, G4S PLC has not increased its revenue. 

There is a presumption, however, that G4S PLC will grow its revenue in the future. To 

approximate this, it is assumed that G4S PLC will grow consistently with the development in 

2018E 2019E 2020E 2021E 2022E Terminalår

Total Revenue Growth =+(D15+D13)*(1-D11)+(D14+D12)*D11 =+(E15+E13)*(1-E11)+(E14+E12)*E11 =+(F15+F13)*(1-F11)+(F14+F12)*F11 =+(G15+G13)*(1-G11)+(G14+G12)*G11 =+(H15+H13)*(1-H11)+(H14+H12)*H11=PsiTriangular(0;0,005;0,01)

F(x) Ekstra Growth Emerging Markets =PsiTriangular(-0,02;0,005;0,01) =PsiTriangular(-0,02;0,005;0,01) =PsiTriangular(-0,02;0,005;0,01) =PsiTriangular(-0,02;0,005;0,01) =PsiTriangular(-0,02;0,005;0,01)

F(x)Ekstra Growth Developed Markets =PsiTriangular(-0,02;0,005;0,03) =PsiTriangular(-0,02;0,005;0,03) =PsiTriangular(-0,02;0,005;0,03) =PsiTriangular(-0,02;0,005;0,03) =PsiTriangular(-0,02;0,005;0,03)

World Growth GDP Emerging Markets =PsiNormal(0,0375;0,001) =PsiNormal(0,0358;0,001) =PsiNormal(0,03675;0,001) =PsiNormal(0,0275;0,001) =PsiNormal(0,0275;0,001)

World Growth GDP Developed Markets =PsiNormal(0,027;0,001) =PsiNormal(0,026;0,001) =PsiNormal(0,0256;0,001) =PsiNormal(0,0256;0,001) =PsiNormal(0,0253;0,001)

Working capital / PBITA =PsiTriangular(0,53;0,54;0,56) =PsiTriangular(0,53;0,54;0,56) =PsiTriangular(0,53;0,54;0,56) =PsiTriangular(0,53;0,54;0,56) =PsiTriangular(0,53;0,54;0,56) =PsiTriangular(0,53;0,54;0,56)

Fixed capital / PBITA =PsiTriangular(4,6;4,67;4,7) =PsiTriangular(4,6;4,67;4,7) =PsiTriangular(4,6;4,67;4,7) =PsiTriangular(4,6;4,67;4,7) =PsiTriangular(4,6;4,67;4,7) =PsiTriangular(4,6;4,67;4,7)

Core PBITA-margin =PsiTriangular(0,053;0,055;0,06) =PsiTriangular(0,053;0,055;0,06) =PsiTriangular(0,053;0,055;0,06) =PsiTriangular(0,053;0,055;0,06) =PsiTriangular(0,054;0,055;0,056) =PsiTriangular(0,054;0,055;0,056)

Simulation values
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GDP seen in the markets. In addition, there will be a market, where G4S PLC differs from the 

development in GDP, since G4S PLC cannot be assumed to always develop with it. Therefore, 

the growth is calculated in Revenue as a function of the GDP growth, plus a factor of extra 

growth. This is further segmented in to emerging and developed countries.  

The extra growth is distributed as a Triangular distribution, because it is assumed that this 

is not a normal distribution. On the contrary, G4S PLC is estimated, e.g. in emerging markets, 

to experience extra growth in addition to the growth in GDP of 0.5%. This extra growth is 

expected to be up to 1%, which is set as an upper limit. It is estimated, however, that there 

is a real risk that G4S PLC’ growth could fail to materialize, in which case they would actually 

grow 2% less than the global GDP. 

On the other hand, global GDP growth is assumed to be a normal distribution with an 

average value and a standard deviation of 0.01. 

8.3.2 Capital 

Working and Fixed capital depend on the revenue trend, wherefore it is assumed that they 

follow the revenue trend for G4S PLC in 2017, where Working Capital / PBITA was at 54% 

and Fixed Capital/PBITA was at 464%. Here, a triangular distribution is entered as well, to 

address uncertainties in the budgeted figures. 

8.3.3 PBITA Margin 

Looking at the historic PBITA margin, it has been between 5.67% and 6.2%. In this model, a 

triangular distribution of 6% is entered as the most likely with 5.6% as the lower limit and 

6.2% as the upper limit. The reason for this is that G4S PLC has spent many years optimizing 

its business to achieve a high PBITA-Margin. It is expected to have reached its upper limit, 

wherefore there is still an assumption that costs could be incurred that would result in the 

PBITA-margin falling to a lower level. 

8.4 Valuation results & Simulation 

Using the above input in the model makes the simulation possible. The simulation is done 

100,000 times, where the model changes all the above-mentioned parameters with various 

numbers within the indicated limits. 
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The result above shows the distribution of various stock prices the model has reached. As 

shown, the average value is 3.17 GBP with a standard deviation of 0.19. Thus, a confidence 

interval of 95 can be calculated using the following formula (Stock & Watson, 2011): 

𝐶𝐼95% = 3.17 ± 1.96 ∗ 0.19 = [2.798; 3.542] 

The above means that with a 95% likelihood, the stock price should be between 2.798 and 

3.542 GBP. Of course, this presupposes that this model is correct and that all factors have 

been considered like everyone else in the market. This level, however, is above the level of 

the stock on the cutoff date for the information in this report. 

The large interval are interesting, because it tells us that if we are to be sure what the price 

should be, the inteveal is between 2.798 and 3.542. This is a rather large gab, but it also 

shows how sensitive the model is for changes in assumptions about the future. 

All parameters mentioned previously have obviously influenced this model, with which the 

above values and intervals were obtained. It should be assumed, however, that some 

parameters have greater influence than others. Based on this, the following examines how 

great a share of Enterprise Value comes from the budgeted period and how much comes 

from Terminal Value. This calculation shows that 79.78% of the total Enterprise Value 

originates from Present Value of the Terminal Period. Thus, just over 20% of Enterprise 

Value derives from the budgeted period. 
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Thus, this documents that the vast majority of business value comes from cash flows after 

the budget period. Based on this, the conclusion can be drawn that long-term value creation 

is the main influence on the outcome of the model. In looking at other models, Jyske Bank’s 

valuation models show that 63% of Enterprise Value derives from the Terminal Value 

(Møller, 2006). Thus, it is important for the analyst to be aware that the majority of the 

explanation for the valuation has no direct connection to the budget period. 

The complete valuation model is found in appendix 3. It should be noted, however, that 

values seen in the appendix are an expression of just one simulation attempt, and therefore 

no conclusions can be drawn based on the resulting stock value. The reason for this is that 

theoretically it could be an outlier, which cannot form the basis for a conclusion. Likewise, 

the reformulated balance sheets and income statement are seen in appendix 3. 

8.5 Sensitivity Analysis 

 
The so-called Tornado analysis is frequently used with simulations and serves the purpose 

of determining the effect of each variable on the model result - and subsequently rank all 

variables according to their effect (Mun 2006: 

142). Based on the simulation, the following 

“top 12” Tornado chart was produced. 

It appears from this that the two variables with 

the strongest influence on the model is the 

WACC and the Terminal Value. This is very 

decisive, for which reason the highest 

importance should be placed on reaching the 
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most comprehensive and realistic assessment possible of what these are. This model 

obviously allows for errors by the values being intervals. Even so, wrong values can still 

occur, where the analyst must scrutinize these values more closely, since it has been 

documented that they are so decisive. 

As shown, the WACC is calculated on the basis of the reported Beta values, which were 

obtained from Bloomberg terminals. In addition, it also revealed that there were differences 

between the 2 Beta values if adjusted for the length of the calculation. This allows for making 

another simulation using the “lower” Beta value, to see those results. The calculation of 

WACC was done as follows: 

𝑅𝑒 = 𝑅𝑓 + 𝛽𝑒 ∗ (𝑅𝑀 − 𝑅𝑓) = 0.025 + 1.324 ∗ (0.065 − 0.025) = 0.0779 = 7.79% 

WACC = 0.15 ∗ 0.0779 + 0.85 ∗ 0.04 = 0.0457 = 4.57% 

If we calculate a new WACC with the new Beta value, we get the following WACC: 

𝑅𝑒 = 𝑅𝑓 + 𝛽𝑒 ∗ (𝑅𝑀 − 𝑅𝑓) = 0.025 + 0.958 ∗ (0.065 − 0.025) = 0.063 = 6.3% 

WACC = 0.15 ∗ 0.063 + 0.85 ∗ 0.04 = 0.0457 = 4.43% 

This value lies within the chosen WACC interval, however, based on which one can assume 

that the calculation and the chosen WACC value are correct. 

 
It is important to emphasize that the results of the sensitivity analysis rests on the 

assumption that the model is true. If there are wrongful conclusions in the model, these will 

also affect the sensitivity of the model. Therefore, a sensitivity analysis cannot be used to 

determine, whether a model is right or wrong, but rather it points to uncertainties in the 

model.  

8.6 Discussions of the Results of this Model 

In a traditional valuation, the result of the model will be compared to the stock value on the 

exchanges. This is not directly possible, however, since this model is not trying to come up 

with a concrete value, but rather with a confidence interval of values, with in which the 

stock should fall. As indicated by the formerly mentioned result, the current stock price lies 

below the result indicated by this model. There can be many reasons for this, of which one 
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is the possibility that this model does not include all the parameters affecting the value of 

the stock. I would posit, however, that the most relevant parameters are included in the 

above model. No analysis has been made, however, of the conditions for companies in the 

individual countries. This has resulted in both the financial, but certainly also the strategic 

analysis, being at a general level, which does not provide an unequivocal image of the 

competition, growth or product selection in e. g. Denmark. Similarly, analyzing a 

manufacturing company would have included things like price elasticity and marketing 

budgets, which was not possible here. 

The model does, however, effectively serve the purpose of documenting how minor changes 

in key figures can affect Enterprise Value. Similarly, it has contributed to document how 

large a share of Enterprise Value is, in fact, derived from Terminal Value. This supports a 

conclusion that value comes from the ability of a company to earn money in the long term, 

while the short term is less relevant. 

9 Discussion 

There is no doubt that including every possible parameter in this model would exceed the 

scope of this report. Therefore, the basis for this report has been to estimate and model the 

parameters considered most significant by this writer. This has largely been successful, and 

the model elucidates both a realistic price and the uncertainties associated with a valuation. 

One of the parameters that was not considered in this model, and which can be hard to 

factor into a financial report is investor preferences.  

It is the assertion of this writer that tech shares are currently considered very appealing, 

although their ability to create cash flow for their investors is very small. Even so, these 

stocks are continually increasing in value, because gullible investors think that technological 

marvels will come from all these companies. This causes the stock price to keep increasing, 

such that the real gain is not in the companies managing to generate Cash Flow, but rather 

in what some would call the hype surrounding them. This is seen clearly with smaller 

companies like Svenske Fingerprint and GomSpace. Both are tech companies that may or 

may not be on the track of something very good. Both companies have managed to achieve 

marked increases in their stock prices without getting better at sending Cash Flow to their 

investors. Other companies whose values are soaring are companies like Netflix, Facebook, 
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Teslas, etc. These companies are certainly good investments for some, and there is little 

doubt that they are large companies and can be good investments. There is doubt, however, 

whether they can stand on their own two feet and make actual money. This was also 

expressed by William J. Both, who is Fund Manager of Epoch Investment (Finans.dk). The 

purpose of this is not to criticize investors or these companies. The point is simply that 

companies like G4S PLC, large solid companies that don’t double their revenue, or even their 

value for that matter, from one year to the next, may seem boring and like they are poor 

investments, despite this investment possibly having a better foundation than investments 

in new, flourishing tech companies. Therefore, I assert – although I am not saying it is a fact 

– that one could assume G4S PLC to be undervalued, because it is overlooked in the sea of 

companies increasing their stock prices by 30-40%. 

10 Conclusion 

The purpose of this project was to do a Valuation of G4S PLC with a subsequent sensitivity 

analysis. Further the focus were to se how sensitive the conclusion of the value are to minor 

changes in assumptions. The focus was on setting up the right model, which includes largely 

the business relationships G4S PLC faces as a parent company. This was based on a DCF 

model, which has been adjusted continually. The model differs from other models in that 

marketing costs, sales efforts, and price elasticity could not be included, since these 

numbers are found in the individual companies. Thus, an overall model was created, which 

was built on revenue, PBITA margin, and fixed and working capital. This completes the first 

part of the problem formulation. 

The focus of the project was on creating a thorough strategic analysis, for the purpose of 

arriving at my own estimates for how the future looks for G4S PLC. In addition, the 

parameters used in the model are underpinned by developments in the global economy and 

in the actual market. These figures are compared to G4S PLC’ historic performance and used 

to estimate future budgets for G4S PLC. It is documented here that G4S PLC historically has 

not grown with the market in which the company operates. Therefore, this is taken into 

consideration as well. 

The model was generated using an analysis tool made available by Frontline Systems. This 

has enabled the result of the analysis to be a confidence interval with an average value and 
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a standard deviation, rather than a static value. The model has processed all 45 parameters, 

and a total of 100,000 simulations were done. The result of the model overshoots the stock 

price in the free markets. Because of this, the conclusion must be that G4S PLC trades below 

value. This naturally presupposes that the model is correct and that everyone else is 

mistaken. This would, however, be a huge assumption, wherefore the following conclusion 

will be more appropriate. 

The value of G4S PLC presents higher in the free market than with this model. The model 

processes the most important parameters provided by the completed analytical work. 

Therefore, it must be concluded that there could be three reasons for this: 1) There are 

significant parameters for the value of G4S PLC which are not considered in this model. 2) 

There are significant parameters in this analysis that are overvalued (this would not be the 

first time with private investors). 3) The model does not consider the considerable 

parameter that this company is a freight train and not a speed jet which some investors opt 

out of buying. 
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