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This	thesis	illustrates	how	a	company	can	create	value	through	synergies	emerging	from	an	acquisition	

outside	 their	 current	 industry.	 The	 topic	 is	 investigated	 through	 a	 particular	 case	 study,	where	 the	

stand-alone	 values	 of	 the	 companies	 are	 compared	 to	 the	 value	 of	 the	 combined	 company	 with	

synergies.	 From	 a	 strategic	 and	 financial	 perspective,	 the	 value	 of	 synergies	 is	 investigated.	With	 a	

particular	focus	on	the	resources	and	capabilities	controlled	by	the	two	entities,	it	is	found	that	synergies	

emerge	whereby	value	can	be	created	from	an	acquisition	in	a	non-core	business	area. 

ABSTRACT 



	

EXECUTIVE SUMMARY 
 

The	main	purpose	of	this	thesis	is	to	provide	insights	into	the	value	creation	from	M&A.	More	specifi-

cally,	the	thesis	investigates	the	synergies	arising	from	an	acquisition	of	a	target	company	operating	in	

a	non-core	business	area.	This	is	done	from	a	strategic	and	financial	perspective,	focusing	on	how	value	

can	be	created	through	operational	and	financial	synergies.	

	

The	problem	area	is	investigated	through	the	case	of	ISS	A/S	acquiring	the	German	networking	platform,	

XING	AG,	from	the	use	of	secondary	empiricism	and	public	data.	Overall,	ISS	A/S	has	a	strong	position	

in	the	Facility	Management	industry,	where	they	are	assessed	to	deploy	valuable	capabilities	and	a	com-

petitive	advantage.	What	is	more,	the	company	holds	a	solid	financial	position	and	has	increased	their	

profitability	in	the	past	few	years.	XING	AG	controls	valuable	software	and	technology	resources	which	

were	deemed	attractive	 for	 ISS	A/S	 to	gain	access	to.	Thus,	 the	acquisition	 is	considered	a	desirable	

strategic	move	for	ISS	A/S.	

	

Based	on	these	insights,	a	Business	Model	has	been	compiled	with	the	purpose	of	shedding	light	upon	

the	synergies	between	the	two	entities.	The	Business	Model	is	divided	into	three	separate,	yet	intercon-

nected,	 parts:	 (1)	 a	Networking	Platform	 for	Blue-Collar	Workers,	 (2)	E-recruiting	 Services	 and	 (3)	

Event	Management	Services.	The	 thesis	 investigates	how	ISS	can	gain	value	 from	acquiring	 this	pre-

sented	business	model,	which	will	inspire	a	utilization	of	ISS’	broad	interface	with	Blue-Collar	Workers	

through	the	software	know-how	stemming	from	XING	AG.	From	the	use	of	Aswath	Damodaran’s	Frame-

work	 (2005)	 for	 valuing	 synergies,	 it	 has	 been	 indicated	 that	 value	 can	 be	 generated	 from	 ISS	A/S	

acquiring	a	company	operating	outside	their	current	industry.	This	value	is	primarily	captured	in	oper-

ating	synergies	manifesting	themselves	through	an	increased	growth	potential	arising	from	a	broader	

geographic	delivery	of	the	platform	services	and	through	a	reduction	in	recruitment	costs	and	training	

expenses.		

	

It	should	be	stressed	that	the	value	created	was	not	solely	driven	by	the	realization	of	synergies,	since	

part	of	the	value	creation	stemmed	from	the	profitability	of	the	new	business	model.	Still,	the	findings	

indicate	that	an	acquisition	of	a	company	outside	of	the	current	industry	can	create	value	for	share-

holders,	emphasizing	the	vital	importance	of	a	strategic	fit	between	the	two	companies.	
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1. INTRODUCTION 
	

During	the	last	century	and	up	to	this	day,	the	decision	on	whether	to	diversify	the	business	or	to	stick	

to	the	core	has	been	heavily	debated.	On	one	hand,	solely	concentrating	on	core	business	will	counteract	

the	risk	of	using	resources	ineffectively	on	areas	where	the	company	might	not	excel.	On	the	other	hand,	

diversification	provides	access	to	growth	opportunities	through	new	markets.	Additionally,	diversifying	

the	business	operations	is	a	way	for	the	company	to	reduce	the	risk	of	putting	all	eggs	in	one	basket,	and	

likewise	to	keep	up	with	the	fickle	surroundings.	

		

The	tendency	to	diversify	as	opposed	to	focusing	on	core	business	operations	has	historically	appeared	

in	waves.	From	the	1950s	to	the	80s,	firms	had	a	tendency	to	over-diversify	their	business	portfolios	by	

developing	conglomerates.	This	trend	was	driven	by	a	fear	of	being	too	dependent	on	one	industry.	In	

order	to	reduce	this	risk,	many	companies	sought	to	spread	their	business	risk	across	several	different	

markets.	In	the	late	1980s	a	counter	reaction	occurred,	where	several	companies	started	to	refocus	on	

their	core	business.	Thus,	the	last	two	decades	of	the	twentieth	century	became	characterized	by	a	heavy	

need	for	divestments	(Grant,	2013).	Today,	this	strategy	of	refocusing	has	become,	and	still	is,	threat-

ened	by	the	dynamic	world.	The	constantly	changing	environment	makes	companies	face	the	risk	of	

being	outcompeted	by	the	market,	where	the	core	competencies	of	the	firm	might	end	up	being	obsolete.	

A	defense	against	this	risk	might	be	to	diversify	the	business	operations,	ensuring	competitiveness	in	

the	longer	run	and	thereby	making	the	discussion	on	whether	to	diversify	or	to	focus	on	core	business	

relevant	again.	

		

A	company	to	which	the	question	of	diversifying	the	business	operations	is	highly	relevant	is	ISS	A/S	

(ISS).	With	ISS	being	one	of	the	world’s	leading	Integrated	Facility	Service	(IFS)	companies,	they	are	

known	for	their	worldwide	presence,	which	to	a	high	degree	has	been	obtained	through	acquisitions.	In	

fact,	since	2000	the	company	has	doubled	in	size	during	a	10-year	period	by	acquiring	more	than	600	

companies	(ISSworldservicesTV,	2012).	This	extreme	amount	of	acquisitions	led	to	a	more	diversified	

business	portfolio	in	the	years	that	followed,	and	hence	a	process	of	refocusing	the	business	was	initi-

ated	 in	 2008,	 where	 after	 several	 divestments	 followed	 (ISS	 Offering	 Circular,	 2014).	 Thereby,	 to	

diversify	or	divest	is	a	key	subject	to	ISS.	

		

Our	main	motivation	for	initiating	the	study	emerged	from	a	sincere	interest	in	the	current	problems	

that	ISS	experiences	in	terms	of	their	high	employee	turnover	rate.	Like	all	companies,	ISS	faces	many	

challenges,	including	the	threats	of	disruption	that	the	technological	improvements	embed,	and	more	
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urgently,	they	face	difficulties	related	to	their	high	employee	turnover	rate.	In	December	2016	ISS	had	

a	turnover	rate	of	45%	among	their	Blue-Collar	Workers	who	accounted	for	90.5%	of	their	494,233	

employees	(Appendix	1).	Thereby,	it	is	of	great	importance	for	ISS	to	improve	the	situation.	This	turno-

ver	rate	entails	high	recurring	costs	for	ISS	in	terms	of	recruiting	and	training	costs,	loss	of	know-how,	

etc.,	and	for	this	reason	it	was	deemed	interesting	to	look	for	ways	to	solve	the	problem.	However,	we	

did	not	only	find	the	present	situation	and	circumstances	of	ISS	particularly	interesting,	we	also	found	

ISS	interesting	due	to	their	leading	position	within	the	global	facility	service	market	and	especially	their	

strong	history	of	acquisitions.	

	

As	a	consequence	of	our	studies,	 latest	MSc	 in	Economics	and	Business	Administration	(Accounting,	

Strategy	&	Control),	it	was	natural	for	us	to	take	both	a	financial	and	strategic	perspective	on	the	matter.	

We	 searched	 for	 a	 solution	 to	 the	 turnover	 issue	within	 the	world	of	 corporate	 finance,	 and	after	 a	

deeper	investigation	we	found	that	we	were	able	to	combine	our	profound	academic	interests	within	

Mergers	&	Acquisitions	(M&A)	with	the	current	situation	of	ISS.	This	was	accomplished	through	the	case	

of	ISS	acquiring	the	professional	online	networking	platform,	XING	AG	(XING).	The	main	reason,	behind	

choosing	XING	as	the	target	company,	was	that	the	acquisition	will	bring	along	a	new	business	model,	

from	which	ISS	hopefully	will	be	able	to	benefit	in	terms	of	recruitment	savings	and	retention	of	em-

ployees.	In	other	words,	XING	has	a	fully	functional	platform	and	controls	extensive	software	know-

how,	whereby	they	are	deemed	to	own	resources	that	will	be	beneficial	for	ISS	to	acquire.	Moreover,	

XING	is	assessed	as	being	appropriate	in	size	with	a	market	share	of	4.85%	in	the	networking	platform	

sector,	making	it	an	attainable	candidate	for	ISS	to	acquire	(Narko	&	Cafure,	2013).	The	possibility	for	

ISS	to	benefit	from	the	acquisition,	coupled	with	our	academic	interests,	made	the	two	companies	obvi-

ous	targets	for	becoming	the	case	companies	in	our	thesis.		

	

	

2. PROBLEM IDENTIFICATION  
	

This	thesis	wishes	to	investigate	the	opportunities	and	risks	that	arise	from	ISS	acquiring	XING.	XING	

operates	within	a	different	business	area	than	ISS	and	as	a	consequence	of	this,	the	acquisition	inspires	

a	discussion	on	the	possible	synergies	companies	can	derive	from	diversification.	This	leads	to	the	prob-

lem	statement	of	the	thesis	presented	below.	
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2.1 PROBLEM STATEMENT 
The	main	purpose	of	this	thesis	is	to	evaluate	what	effects	an	acquisition	of	a	company,	operating	within	

a	different	business	area,	will	have	on	the	value	of	the	firm.	This	will	be	analyzed	through	a	case	study	

of	ISS	A/S.	The	overall	problem	statement	is:	
		
How	can	ISS	A/S	create	value	through	synergies	from	an	acquisition	outside	their	current	industry?	
	

Above	problem	statement	is	answered	through	both	a	strategic	and	financial	perspective,	where	the	

following	research	questions	are	investigated.	The	structure	of	the	thesis	is	based	on	the	four	questions	

below,	enabling	an	adequate	answer	of	the	problem	statement	at	hand.			
	

Research	Question	1		

Which	strategic	value	drivers	are	ISS	and	XING	subject	to?		

In	order	to	perform	a	valuation	of	ISS	and	XING	a	strategic	analysis	is	needed	of	both	companies.	How-

ever,	the	focus	will	be	on	ISS	and,	more	specifically,	on	their	resources	and	competencies.	
 

Research	Question	2	

What	is	the	value	of	the	two	companies,	ISS	and	XING,	respectively?	

The	analysis	then	progresses	into	a	valuation	of	ISS	and	XING	with	the	purpose	of	subsequently	deter-

mining	the	synergies	between	the	two	entities.		
 

Research	Question	3	

How	can	ISS	strategically	utilize	the	resources	and	capabilities	possessed	by	XING?	

A	Business	Model	will	be	compiled,	in	order	to	value	the	synergies	between	the	two	entities.	The	pur-

pose	 is	 to	 clarify	 how	 ISS	 can	 utilize	 XING’s	 resources	 and	 capabilities	 and	 create	 value	 from	 the	

acquisition.		
	

Research	Question	4	

Which	synergies	emerge	from	ISS’	acquisition	of	XING?	

The	financial	and	operational	synergies	will	be	determined	and	analyzed.	Finally,	the	analysis	evaluates	

how	value	can	be	created	from	the	acquisition.		

	

2.2 DELIMITATIONS 
The	thesis	revolves	around	a	complex	problem	area	whereby	it	has	been	necessary	to	make	certain	lim-

itations	as	presented	below.	Some	theories	used	in	this	thesis	will	not	be	discussed,	e.g.	CAPM	used	for	
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beta	estimation.	However,	the	models	PESTEL,	Porter’s	Five	Forces	(Porter,	1979),	VRIN	(Barney,	1986),	

Valuation	of	Synergies	(Damodaran,	2005)	and	DCF,	are	highly	relevant	when	answering	the	problem	

statement	at	hand	and	will	therefore	be	discussed	and	critically	reviewed.	Thus,	this	section	on	delimi-

tations	is	supplemented	by	a	discussion	on	limitations	and	assumptions	of	the	models	when	they	are	

presented	and	applied	in	the	thesis.		

	

The	thesis	touches	upon	the	field	of	M&A,	however	there	will	not	be	provided	any	theoretical	discussion	

on	M&A	theories,	acquisition	process	or	legal	aspects	of	the	M&A	transaction.	The	thesis	is	delimited	

from	this,	 in	order	to	minimize	complexity	and	solely	focus	on	significant	aspects	that	contributes	to	

answering	the	problem	statement.			

	

Damodaran	(2005)	is	chosen	for	the	categorization	of	synergies,	limiting	the	analysis	to	solely	focus	on	

Financial	and	Operational	Synergies.	Other	scholars	divide	synergies	into	sub-categories	such	as	the	Or-

ganizational	Fit	and	Managerial	Actions	as	presented	by	Michael	A.	Hitt,	 Jeffrey	S.	Harrison	and	R.	D.	

Ireland	(2001).	By	applying	Damodaran’s	categorization,	the	thesis	is	limited	from	an	investigation	of	

the	management	and	the	cultural	fit	between	the	entities.	The	primary	reason	for	the	delimitation	is	

that	the	thesis	wishes	to	illuminate	the	problem	statement	solely	from	a	financial	and	strategic	perspec-

tive.	In	addition,	the	validity	and	reliability	of	such	an	analysis	is	found	insufficient,	when	solely	using	

secondary	empiricism	(see	more	in	Section	4,	Scientific	Methodology).			

	

The	financial	analysis	is	limited	by	the	scope	of	the	paper	and	the	Enterprise	Value	(EV)	of	XING	will	

therefore	be	estimated	by	an	approximation	of	the	true	EV.	Instead	of	applying	the	DCF-framework,	the	

EV	 is	calculated	 from	the	current	market	value	of	XING’s	shares	and	their	net	 interest-bearing	debt.	

Simplifying	the	estimation	of	XING’s	EV	will	contribute	with	a	narrower	focus	on	the	core	issues	of	the	

thesis.	Thus,	unnecessary	complexity	is	prevented,	and	the	focus	on	valuing	the	synergies	between	the	

two	entities	is	maintained.	

	

This	thesis	concentrates	on	the	synergies	emerging	from	the	acquisition	and	is	therefore	delimited	from	

discussing	how	to	optimally	finance	the	acquisition.	For	simplicity	it	is	assumed	that	ISS	finances	the	

acquisition	with	 funds	 that	upholds	 their	 current	 capital	 structure.	 Changes	 in	 the	 capital	 structure	

would	change	the	applied	WACC.	However,	the	financing	of	the	acquisition	is	not	a	main	focus	of	this	

thesis	and	is	not	assed	to	alter	the	synergies	that	emerge	from	the	acquisition,	nor	the	inferences	drawn	

in	this	thesis.	
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The	presented	business	model	arising	from	the	acquisition	is	assumed	to	be	the	most	value	creating	

business	model	for	the	buying	company,	whereby	limitations	are	made	in	regard	to	the	conduction	of	

an	in-depth	market-	and	customer	analysis.	It	should	be	pointed	out,	that	several	alternative	designs	of	

the	business	model	could	have	been	applied.	

	

The	thesis	is	conducted	in	a	period	of	6	months	resulting	in	various	cut-of-dates	in	regard	to	the	col-

lected	data.	By	way	of	example,	the	annual	reports	for	2017	was	not	available	in	the	origins	of	the	thesis	

process,	and	the	financial	statements	therefore	rely	on	results	from	2012	to	2016.	Other	data	such	as	

risk	premiums,	market	value,	etc.	have	been	retrieved	when	needed	along	the	process	of	outlining	the	

thesis.			

	

2.3 CLARIFICATION OF CONCEPTS 
In	the	following	section	the	underlying	concepts	of	relevance	to	the	thesis	will	be	clarified	and	defined.	

The	section	should	therefore	be	applied	as	a	work	of	reference	to	the	reader,	where	the	concepts	of	

Value	Creation,	Synergy,	Business	Model	and	Acquisition	Premium	will	be	explained.	The	clarification	aims	

to	facilitate	a	better	understanding	of	the	problem	area	surrounding	the	research	questions	of	this	the-

sis.		

	

2.3.1 Value Creation 

The	final	test	of	every	business	strategy	is	whether	it	creates	value	or	not.	The	value	creation	can	exist	

in	several	different	forms	and	ways,	including	creation	of	environmental	value,	creation	of	shareholder	

value	or	creation	of	value	to	customers.	There	is	an	ongoing	debate	on	whether	companies	should	op-

erate	exclusively	in	the	interest	of	their	owners,	and	thereby	maximize	shareholder	value,	or	whether	

they	should	pursue	the	objectives	of	all	the	stakeholders	(Grant,	2013,	p.	36).	However,	many	scholars	

advocate	that	true	value	creation	revolves	around	the	creation	and	maximization	of	shareholder	value.	

As	Laznoick	&	O’Sullivan	(2000)	states,	the	definitive	test	of	corporate	strategies	is	whether	the	com-

pany	manages	to	create	shareholder	value.	In	this	thesis	value	creation	will	be	defined	as	the	creation	of	

shareholder	value,	where	“shareholder	value	is	the	value	enjoyed	by	a	shareholder	by	possessing	shares	of	

a	company.	It	is	the	value	delivered	by	the	company	to	the	shareholder”	(The	Economic	Times,	n.d.).	

	

2.3.2 Synergy 

The	literature	written	about	synergies	is	extensive	(e.g.	Mulherin	&	Boone,	2000;	Howell,	1970;	Goold	

&	Campbell,	1998;	and	Bradley,	Desai	&	Kim,	1988),	and	thus	countless	of	different	definitions	and	clar-

ifications	 of	 the	 concept	 exist.	 The	 word	 synergy	 originates	 from	 the	 Greek	 word	 synergos	 which	
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describes	the	act	of	working	together	and	achieving	more	than	the	act	of	working	separately	(Goold	&	

Campbell,	1998,	p.133).	Kamal	G.	Ray	(2010)	defines	synergy	as	“the	ability	of	the	merged	company	to	

generate	higher	shareholders	wealth	than	the	standalone	entities”	(p.	310).	In	more	well-known	terms,	

synergy	 is	often	defined	as	 “1+1=3”	or	 “2+2=5”	since	synergy	often	denotes	the	situation	where	 the	

value	created	by	two	or	more	combined	business	units	exceed	the	sum	of	the	separate	parts.	In	this	

thesis,	synergy	will	be	defined	using	Aswath	Damodaran	as	a	reference.	Damodaran	(2005)	defines	syn-

ergy	as	“the	additional	value	that	is	generated	by	combining	two	firms,	creating	opportunities	that	would	

not	been	available	to	these	firms	operating	independently”	(p.	3).	

	

2.3.3 Business Model 

A	business	model	is	a	framework	or	design	explaining	the	idea	behind	the	business.	The	general	task	of	

the	business	model	is	to	illuminate	how	value	is	created,	what	and	where	the	company	delivers	their	

product	or	service	and,	finally,	to	whom	they	deliver	it.	The	business	model	can	be	utilized	both	before,	

during	and	after	the	establishment	of	a	company.	Alexander	Osterwalder	and	Yves	Pigneur	(2010)	de-

fines	 a	business	model	 as	 a	 framework	 that	 “describes	 the	 rationale	 of	 how	an	organization	 creates,	

delivers	and	captures	value”	(Osterwalder	&	Pigneur,	2010,	p.	14).	In	this	thesis,	a	business	model	will	

be	used	to	describe	the	form	and	shape	of	the	new	networking	platform,	which	will	be	inspired	by	the	

use	of	Business	Model	Canvas	as	illustrated	by	Osterwalder	&	Pigneur	(2010).	

	

2.3.4 Acquisition Premium 

The	acquisition	premium	is	the	price	paid	above	the	estimated	market	value	of	the	firm.	Acquisition	

premiums	are	the	result	of	factors	such	as	synergies,	bidding	wars	or	the	buyer’s	willingness	to	pay	for	

the	 acquirement	of	 control.	Much	 confusion	 and	misunderstandings	have	been	existing,	 since	 some	

scholars	use	 the	 term	control	premium	 to	 represent	 the	overall	acquisition	premium	 (Reams	et	 al.,	

2014).	Olga	Ferraro	and	Franco	E.	Rubino	(2017)	defines	control	premium	as:	“The	cash	surplus	which	

the	shareholder	is	willing	to	pay	to	get	control	of	the	company”	(p.	84).	However,	Bradford	Cornell	(2014)	

states	that	in	most	situations	no	control	premium	will	be	present,	since	the	premium	only	exist	when	

management	and	board	of	directors	operate	the	company	in	an	inefficient	manner.	Thus,	acquisition	

premiums	generally	arise	from	other	factors	such	as	synergies.	In	this	thesis,	the	acquisition	premium	

will	be	utilized	as	an	overall	term	to	denote	the	price	paid	above	the	estimated	market	value	of	the	firm,	

including	the	control	premium.	
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3. STRUCTURE DIAGRAM 
 

	
Figure	1.	Project	Structure.		 	
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4. SCIENTIFIC METHODOLOGY 
 

This	section	has	the	intention	of	presenting	the	methodological	considerations	that	underlie	the	analysis	

and	the	answer	of	the	problem	statement	at	hand.	The	choice	of	methodology	will	be	stated	whereupon	

reflections	on	the	compliance	with	the	quality	criteria	will	be	discussed.	The	purpose	of	this	section	is	

to	evaluate	the	methodology	and,	thus,	to	further	look	into	whether	the	utilized	data	and	techniques	are	

deemed	suitable	to	achieve	the	stated	aim	of	the	thesis.	

	

4.1 CHOICE OF METHODOLOGY 
The	data	collection	carried	out	in	this	thesis	will	be	described	from	two	overall	distinctions	defined	by	

Andersen	(2013).	The	first	distinction	concerns	the	examiner’s	participation	when	collecting	the	raw	

data,	where	the	data	can	be	either	primary	or	secondary.	Primary	data	is	collected	by	the	researcher	

himself,	while	secondary	data	is	characterized	as	being	collected	by	other	persons	or	institutions.	The	

second	distinction	concerns	the	type	of	data	and	defines	it	as	either	quantitative	or	qualitative.	Quanti-

tative	data	is	used	when	the	focus	of	investigation	is	capable	of	being	measured,	whereas	qualitative	

data	is	utilized	when	it	is	more	difficult	to	observe	and	measure	the	area	of	research	(Andersen	2013,	p.	

135-137).	

	

The	problem	statement	is	investigated	using	public	secondary	data	since	the	authors,	with	the	exception	

of	quantitative	HR-data	(Appendix	1),	do	not	have	access	to	insider	information	and	data.	The	secondary	

sources	in	this	thesis	consist	of	both	qualitative	and	quantitative	data	including	textbooks,	academic	

articles,	market	reports,	annual	reports	and	other	accessible	information.	The	quantitative	data	applied	

has	been	a	critical	source	in	the	valuation,	where	the	figures	published	by	the	two	case	companies	have	

been	closely	reviewed	and	analyzed,	and	moreover	they	have	been	used	as	direct	inputs	in	the	valuation	

models.	Likewise,	the	qualitative	data	has	been	an	important	factor	in	the	valuation	of	the	separate	en-

terprise	values,	laying	the	ground	for	the	identification	of	strategic	value	drivers.	Moreover,	qualitative	

data	has	been	applied	in	the	determination	of	synergies	where	articles	and	reports	have	provided	the	

basis	for	the	internal	analysis	of	the	two	companies	as	well	as	the	new	business	model.	Additionally,	the	

secondary	data	has	contributed	with	theory,	including	models	and	frameworks,	which	has	rendered	it	

possible	to	analyze	and	discuss	the	problem	presented	in	the	thesis.	The	theory	used	in	the	thesis	is	

based	on	acknowledged	works	within	the	field	of	financial	statement	analysis	and	strategy.	The	second-

ary	data	mainly	consists	of	process	data	and	register	data	(Andersen	2013,	p.	144-145).	The	process	

data	is	characterized	by	being	produced	in	the	society	on	an	ongoing	basis	and	consists	of	the	various	
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articles,	reports	and	financial	databases	deployed	in	this	thesis.	The	register	data	is	the	data	used	from	

statistical	databases	such	as	ECB	Statistical	Data	Warehouse	and	the	Statista	Database.		

	

The	thesis	revolves	around	complex	concepts	wherefore	an	exploratory	case	study	is	deemed	suitable,	

since	this	research	method	establish	a	link	between	a	real-world	case	and	a	given	phenomenon	(Yin,	

2009).	Robert	K.	Yin	(2009)	categorize	case-studies	 into	single-case	studies	and	multiple-case	studies	

(Andersen	2013,	p.	110).	In	this	thesis,	a	single-case	study	investigating	ISS’	acquisition	of	XING	is	used	

to	enlighten	the	problem	statement	at	hand.	As	stated	by	Yin	(1994)	one	of	the	potential	vulnerabilities	

of	using	a	single-case	study	is	that	“a	case	may	later	turn	out	not	to	be	the	case	it	was	thought	to	be	at	the	

outset”	(p.	41).	Thus,	 it	can	be	challenging	to	generalize	from	the	use	of	only	one	case.	However,	the	

single-case	study	can	advantageously	be	used	as	an	exploratory	device	to	identify	patterns	and	possible	

avenues	of	further	studies	(Yin	1994,	p.	41-42).	

	

Finally,	the	thesis	is	outlined	using	both	deduction	and	induction	as	a	form	of	conclusion	(Andersen,	

2013).	ISS	became	of	interest	early	in	the	process	when	one	of	the	authors,	who	work	for	ISS,	was	intro-

duced	 to	 their	 problem	with	 a	 high	 employee	 turnover	 rate.	 This	 initially	 resulted	 in	 an	 inductive	

approach	where	the	authors	initiated	a	broad	search	for	solutions	to	the	observed	problem.	However,	

it	could	be	argued	that	an	unintended	deductive	approach	has	been	applied,	since	the	thesis	is	written	

in	the	light	of	a	Master’s	Degree	where	we	are	limited	within	the	field	of	finance	and	strategy.		

	

4.2 QUALITY CRITERIA 
The	quality	of	the	scientific	methodology	should	be	secured	through	a	high	degree	of	validity	and	relia-

bility.	Validity	defines	if	the	data	is	valid	and	if	it	can	be	regarded	as	relevant	to	the	problem	area,	while	

reliability	describes	the	consistency	and	precision	of	the	empirical	data	collected	(Andersen,	2010,	p.	

83).	In	general,	the	validity	is	sought	secured	through	a	critical	selection	of	sources,	including	the	selec-

tion	of	raw	data	and	figures	applied	in	the	analysis.	The	material	has	been	carefully	reviewed,	and	only	

the	material	and	theoretical	frameworks	deemed	relevant	for	the	investigation	of	the	problem	area	have	

been	chosen.	Thus,	the	methodology	has	been	selected	with	a	keen	eye	on	the	characteristic	and	aim	of	

the	study,	thereby	minimizing	the	destroying	effects	on	research	validity.	Nevertheless,	the	validity	and	

reliability	of	the	case	study	research	can	be	questioned	due	to	the	limitations	of	solely	using	public	data.	

First,	internal	and	first-hand	data	collected	for	the	purpose	will	most	likely	contribute	with	more	suita-

ble	 and	 accurate	 data	 whereby	 the	 validity	 would	 increase.	 Second,	 since	 the	 data	 about	 the	 case	

companies	is	retrieved	from	official	reports,	financial	databases	and	other	available	public	sources,	dif-

ferent	assumptions	and	inferences	have	been	made.	If	insider	information	had	been	accessible,	some	of	
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these	had	not	been	a	necessity	and	the	results	in	this	thesis	therefore	might	vary	from	the	results	derived	

if	both	primary	and	secondary	data	is	used	in	combination.	Thus,	the	reliability	of	the	research	is	low-

ered	and	it	has	therefore	been	found	extremely	important	to	gather	a	broad	base	of	knowledge	in	order	

to	reduce	the	number	of	assumptions	needed,	and	thus	heighten	the	reliability.	

	

When	performing	the	valuations,	the	researchers	have	aimed	at	an	objective	approach	in	order	to	in-

crease	the	reliability	of	the	estimates.	However,	the	true	objective	approach	is	not	deemed	attainable,	

since	the	research	is	not	able	to	fully	break	free	from	the	researchers’	subjective	angle.	This	is	sought	

countered	for	from	the	comparison	of	the	value	estimates	to	results	of	acknowledged	brokers,	as	well	

as	a	comparison	to	the	results	derived	from	a	multiple	analysis.	Additionally,	an	analysis	of	the	sensitiv-

ity	of	the	estimates	did	not	raise	any	red	flags,	whereby	the	variance,	i.e.	the	reliability,	of	the	proposed	

value	estimates	is	assessed	to	be	sufficient.	Moreover,	the	deployment	of	annual	reports	might	derive	

biased	inputs	and	conclusions,	since	they	are	prepared	with	the	objective	to	sell	the	company	to	inves-

tors	 and	 therefore	possibly	 reflect	 too	optimistic	 figures.	However,	 the	 validity	 and	 reliability	 is	 not	

assessed	to	be	lowered	to	a	severe	degree,	since	the	financial	reporting	standards	and	audits	prevent	

companies	from	preparing	the	reports	in	an	arbitrary	manner.	Furthermore,	both	case	companies	are	

public	listed	on	the	Copenhagen	and	the	Frankfurt	Stock	Exchange,	respectively,	which	makes	them	gov-

erned	 by	 statutory	 audit	 obligations	 and	 accounting	 standards,	 thereby	 increasing	 the	 validity	 and	

reliability	of	the	figures.	In	regard	to	the	deployment	of	the	case	study	as	a	research	method,	both	qual-

itative	 and	 quantitative	 methods	 are	 used	 when	 presenting	 and	 analyzing	 the	 case	 companies	

(Andersen	2013,	p.	111).	The	qualitative	aspect	appears	from	the	description	in	terms	of	e.g.	articles	

and	descriptive	reports,	whereas	the	quantitative	aspects	incur	from	the	companies	being	described	in	

terms	of	their	size,	profitability,	financial	statement	figures,	etc.	Using	a	combination	of	both	qualitative	

and	quantitative	methods	have	increased	the	reliability	of	the	research,	since	the	limitations	of	the	two	

types	of	data	will	be	balanced	out	when	using	 them	concurrently.	Finally,	 the	sources	consist	of	es-

teemed	scientists	and	acknowledged	authors	which	secures	the	reliability	of	the	empirics.	By	way	of	

example,	research	and	methods	conducted	by	Aswath	Damodaran,	who	is	an	acknowledged	Professor	

of	Finance,	has	been	used	as	input	to	the	WACC	calculation	as	well	as	the	framework	when	valuing	syn-

ergies.	The	use	 of	 reputable	publications,	 as	 the	ones	of	Damodaran,	 contributes	 to	 a	more	 reliable	

method.	

	

Although	 the	 threats	 to	 research	 quality	 have	 not	 been	 totally	 eliminated,	 a	 minimization	 of	 those	

threats	has	been	aimed	at	during	the	conduction	of	the	research.	Despite	the	deficiency	of	solely	using	

public,	secondary	data,	an	adequate	and	true	answer	to	the	problem	statement	is	deemed	attainable,	

and	thus	the	quality	of	the	scientific	method	is	assessed	to	be	sufficient	for	the	purpose.	
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5. THEORETICAL FRAMEWORK 
	

The	purpose	of	this	section	is	to	present	the	theoretical	framework	that	enables	a	valuation	of	the	syn-

ergies	 created	 from	 the	 acquisition.	 The	 chosen	 models	 will	 cursorily	 be	 presented	 and	 critically	

reviewed	through	a	discussion	of	their	applicability	to	the	analysis.	

	

In	order	to	value	the	synergies	created	from	the	acquisition,	the	two	entities	must	be	valued	separately	

starting	from	an	identification	of	the	strategic	and	financial	value	drivers.	Strategic	value	drivers	are	the	

strategic	or	operational	initiatives,	launched	to	improve	the	value	of	a	company,	whereas	the	financial	

value	drivers	mirror	the	company’s	underlying	performance	(Petersen	&	Plenborg,	2012,	p.	175).	Based	

on	the	identification	of	the	value	drivers,	valuations	of	the	two	companies	are	conducted	with	the	end	

goal	of	determining	the	combined	value,	taking	synergies	into	account.		

	

5.1 STRATEGIC ANALYSIS 
The	strategic	analysis	is	conducted	to	get	an	understanding	of	the	cash	flow	potential	and	the	risk	of	the	

companies.	Establishing	the	strategic	value	drivers	in	a	strategic	analysis	will	disclose	the	strategic	and	

operating	performance	of	the	companies	that	affects	the	financial	value	drivers	(Petersen	&	Plenborg,	

2012).	The	strategic	analysis	is	divided	into	an	external	and	 internal	strategic	analysis.	The	external	

analysis	reveals	 the	market	potential,	whereas	the	 internal	analysis	exposes	 the	extent	to	which	 the	

company	in	question	can	gain	a	share	of	the	market	potential.	Therefore,	in	order	to	fully	understand	

the	strategic	value	drivers,	it	is	important	to	investigate	how	the	firm’s	resources	and	capabilities	are	

matched	to	the	opportunities	that	arise	in	the	external	environment	(Grant,	2013).	Through	an	exami-

nation	of	the	internal	and	external	factors,	the	strategic	value	drivers	will	be	identified	and	summed	up	

in	a	matrix	of	Strengths,	Weaknesses,	Opportunities	and	Threats	(SWOT-matrix).	The	strategic	value	

drivers	will	create	the	foundation	for	the	forecast	of	the	expected	cash	flow	as	well	as	the	determination	

of	the	synergies	between	the	two	case	companies.	

	

5.1.1 PESTEL 

In	order	to	detect	the	macro	factors	influencing	the	company’s	cash	flow	potential	the	PESTEL	frame-

work	 (Johnson	 et	 al.,	 2008)	 will	 be	 deployed.	 The	 framework	 is	 used	when	 analyzing	 the	 external	

environment	in	which	the	company	operates	and	consists	of	the	following	six	factors:	(1)	Political,	(2)	

Economic,	(3)	Social,	(4)	Technological,	(5)	Environmental	and	(6)	Legal	(Johnson	et	al.,	2008,	p.	55).	

The	factors	identified	are	often	impossible	for	the	company	to	change	or	influence.	Thus,	the	purpose	of	

the	analysis	is	to	identify	the	factors	constituting	the	highest	importance	for	the	external	environment,	
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enabling	 the	 company	 to	 take	 proper	 action.	 Gerry	 Johnson,	 Kevan	 Scholes	 &	 Richard	Whittington	

(2008)	consider	it	as	the	stated	aim	of	the	model	to	eventually	being	able	to	determine	the	Key	Drivers	

for	Change	defined	as	“the	high-impact	factors	likely	to	affect	significantly	the	success	or	failure	of	strat-

egy”	(p.	56).	

	

The	PESTEL	framework	is	assessed	as	being	a	simple	and	easy-to-use	tool	when	analyzing	the	macro	

factors	of	relevance	to	the	company.	However,	unless	the	external	factors	are	extensively	examined,	the	

findings	might	be	useless.	In	this	thesis,	the	pitfall	of	ending	up	with	useless	findings	is	sought	countered	

for	through	the	use	of	Key	Drivers	for	Change.	Identifying	the	Key	Drivers	for	Change	will	entail	a	higher	

focus	on	the	most	important	forces,	thereby	securing	a	better	use	of	the	findings.	

	

5.1.2 Porter’s Five Forces 

To	identify	the	industry	factors	Porter’s	Five	Forces	(Porter,	1979)	will	be	utilized.	The	framework	was	

first	described	by	Michael	E.	Porter	in	1979,	where	his	original	and	very	well-known	work	was	pub-

lished	in	Harvard	Business	Review.	

	

Porter’s	Five	Forces	is	a	framework	used	to	analyze	the	level	of	competition	that	the	company	faces.	

This	is	done	through	an	examination	of	the	five	forces,	which	according	to	Michael	E.	Porter	(1979),	

determines	the	competitive	intensity,	and	thus	the	attractiveness	and	profit	potential	of	the	industry.	

The	framework	consists	of	the	following	five	forces:	(1)	the	threat	of	new	entrants,	(2)	the	threat	of	

substitutes,	(3)	the	bargaining	power	of	suppliers,	(4)	the	bargaining	power	of	buyers	and	(5)	the	extent	

of	rivalry	among	existing	 firms	 in	 the	 industry.	The	higher	 the	 five	 forces	are,	 the	 less	attractive	the	

industry	will	be	to	compete	in,	since	the	profit	potential	will	be	lower	in	a	competitive	market.	In	order	

to	gain	acceptance	in	the	industry,	firms	will	lower	prices	and	a	higher	pressure	on	profits	will	arise	

(Porter,	1979;	Johnson	et	al.	2008).	

	

The	framework	is	often	criticized	for	placing	an	equally	amount	of	importance	to	the	five	forces	which	

does	not	hold	for	most	companies,	since	the	profitability	of	the	business	operations	in	most	cases	will	

be	more	affected	by	some	of	the	forces	than	others.	Additionally,	the	framework	perceives	buyers	and	

suppliers	as	two	forces	that	the	company	needs	to	be	stronger	than,	whereas	another	solution	might	be	

to	collaborate	with	those	two	forces.	However,	being	conscious	of	the	criticism	of	the	framework	when	

deploying	it	will	reduce	the	mentioned	limitations.	Finally,	the	framework	has	received	a	lot	of	criticism	

for	the	static	nature	of	the	model.	The	model	will	only	provide	a	snapshot	of	the	industry	at	a	fixed	point	

in	time,	thereby	not	taking	the	fast	moving	and	constant	evolving	environment	into	account.	A	way	to	
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meet	this	pitfall	is	for	the	analyst	to	continuously	redo	the	model,	in	order	to	keep	a	clear	conception	of	

the	evolving	industry.		

	

5.1.3 Resources, Capabilities and VRIN 

The	company	specific	factors	influencing	the	cash	flow	generation	and	the	risks	will	be	determined	in	

an	internal	analysis.	Firstly,	the	analysis	will	define	the	firm’s	resources	and	capabilities,	whereby	it	is	

important	to	distinguish	between	the	two.	Robert	Grant	(2013)	distinguishes	between	the	two	concepts	

in	the	following	way:	“Resources	are	the	productive	assets	owned	by	the	firm,	capabilities	are	what	the	

firm	can	do”	(p.	116).	The	resources	of	the	company	will	initially	be	divided	into	tangible,	intangible	and	

human	Resources.	This	identification	of	the	resources	will	help	clarify	the	combination	and	use	of	the	

resources,	i.e.	the	capabilities	of	the	company.	In	order	to	analyze	if	the	company	gains	a	competitive	

and	sustainable	advantage,	the	thesis	will	take	use	of	the	VRIN	framework,	assessing	whether	the	re-

sources	and	capabilities	are	valuable,	rare,	inimitable	and	non-substitutable.	The	capabilities	are	assed	

valuable,	when	they	contribute	with	value,	keeping	in	mind	the	strategy	and	value	proposition	of	the	

company.	Additionally,	 they	are	deemed	 rare	 if	they	are	scarce	relative	to	 the	demand	 for	their	use.	

Moreover,	inimitable	capabilities	and	resources	are	hard	for	competitors	to	imitate,	and	finally	they	are	

non-substitutable	if	you	cannot	reach	the	same	output	from	the	use	of	other	resources	(Barney,	1986;	

Johnson	et	al.,	2008;	Thompson	et	al.,	2012).	

	

Like	all	models,	the	VRIN	framework	has	some	pitfalls.	One	of	the	main	critiques	of	the	framework	ad-

dress	the	issue	of	sustainable	competitive	advantages	being	unachievable.	Due	to	the	constant	changing	

environment,	several	scholars	argue	that	competitive	advantages	are	only	temporary	and	thereby	can-

not	be	sustainable	in	nature.	As	stated	by	C.	Marlena	Fiol	(2001)	“both	the	skills/resources,	and	the	way	

organizations	use	them,	must	constantly	change,	leading	to	the	creation	of	continuously	changing	tempo-

rary	 advantages”	 (Fiol,	 2001,	 p.	 692;	 Kraaijenbrink	 et	 al.,	 2010).	 Nonetheless,	 the	 VRIN	 framework	

provides	valuable	insights	into	the	internal	resources	and	capabilities	possessed	by	the	firm,	since	it	

enables	the	analyst	to	have	a	critical	view	on	the	character	and	utilization	of	those.	

	

5.2 FINANCIAL ANALYSIS  
The	 financial	analysis	 is	performed	 in	order	 to	provide	 insights	to	 the	historical	performance	of	 the	

company,	with	the	purpose	of	clarifying	the	financial	value	drivers.	Coupled	with	the	strategic	analysis,	

this	will	make	ground	for	the	forecasting	of	the	future	performance.	In	this	section,	the	steps	of	the	fi-

nancial	analysis	will	be	presented	where	an	approach	of	Christian	Petersen	&	Thomas	Plenborg	(2012)	

is	applied.			
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As	a	part	of	the	financial	analysis,	financial	ratios	and	measures	are	used	to	uncover	the	company’s	per-

formance,	including	the	profitability,	liquidity	risk	and	growth	prospects.	First,	it	is	important	to	ensure	

that	the	measures	are	unbiased	and	free	from	noise,	e.g.	free	from	the	impact	of	special	and	unusual	

items.	If	the	measures	are	biased	and	do	not	reflect	the	true	value	creation,	the	final	enterprise	value	of	

the	company	will	also	be	biased	Next,	the	analyst	should	separate	financing	activities	from	operations	

and	investments	in	operations,	i.e.	conducting	the	analytical	financial	statements	(Petersen	&	Plenborg,	

2012,	p.	68).	The	financial	items	indicate	how	operations	are	financed,	whereas	the	operations	are	the	

primary	source	of	value	creation,	making	it	important	to	separate	the	two.	Following	the	reformulation	

of	the	financial	statements,	a	DuPont	Analysis	is	conducted	with	the	purpose	of	clarifying	the	profitabil-

ity	of	the	company	and	determining	the	liquidity	risk.	This	is	followed	by	a	growth	analysis	determining	

the	driving	force	of	future	progress	(Petersen	&	Plenborg,	2012,	p.	127).	Finally,	the	financial	analysis	

ends	in	the	creation	of	pro	forma	statements	with	the	purpose	of	being	able	to	value	the	business	from	

the	free	cash	flows.	

	

5.3 VALUATION 
The	theoretical	framework	of	valuation	is	wide	and	consists	of	several	different	approaches	useful	for	

valuations.	The	purpose	of	this	section	is	to	provide	a	general	understanding	of	the	different	valuation	

approaches,	leading	to	a	selection	of	the	approach,	that	is	found	most	applicable	for	this	thesis.	The	ap-

proaches	can	be	divided	into	three	overall	categories:	(1)	the	Liquidation	Approach,	(2)	the	Relative	

Valuation	Approach	and	(3)	the	Present	Value	Approach.	

 

5.3.1 The Liquidation Approach 
The	liquidation	value	is	the	estimated	sales	value	of	a	company	if	all	liabilities	are	paid	off	and	all	assets	

are	sold.	Hence,	the	liquidation	value	is	equivalent	to	the	alternative	use	of	the	assets.	Through	the	Liq-

uidation	Approach	the	firm	is	valued	under	the	assumption	that	it	is	going	out	of	business,	making	the	

approach	more	appropriate	when	the	company	in	question	has	the	possibility	of	going	into	liquidation	

(Petersen	&	Plenborg,	2012,	p.	235).	In	this	thesis,	both	of	the	case	companies	are	assumed	going	con-

cern	and	 for	 this	reason	The	Liquidation	Approach	 is	not	 found	suitable	 in	 the	valuation	of	 the	 two	

entities.	

	

5.3.2 The Relative Valuation Approach 

The	Relative	Approach	uses	multiples	when	valuing	a	firm.	As	the	name	reveals,	the	Relative	Approach	

values	the	company	by	looking	at	the	pricing	of	the	peer	group’s	earnings	relative	to	those	of	the	com-

pany	in	question	(Petersen	&	Plenborg,	2012,	p.	226).	This	can	be	determined	based	on	equity,	turnover,	
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cash	flows	or	reported	and	expected	accounting	earnings.	The	selection	of	peers	relies	on	a	number	of	

assumptions,	 including	 equality	 in	 company	size,	 industry,	 accounting	policies,	 growth,	 etc.	 In	other	

words,	it	is	all	about	finding	comparable	companies.	However,	when	the	relative	valuation	is	applied	in	

practice,	it	can	be	very	difficult	to	fulfill	all	of	the	assumptions	and	for	this	reason,	multiples	are	rarely	

used	as	an	isolated	valuation	model	(Petersen	&	Plenborg,	2012,	p.	235).	Instead,	the	approach	often	

functions	as	a	benchmark	for	other	valuation	approaches.		

 

5.3.3 The Present Value Approaches 

Overall,	three	Present	Value	Approaches	exist:	(1)	The	Dividend	Discount	Approach,	(2)	The	Discounted	

Cash	Flow	Approach	and	(3)	The	Excess	Return	Approach.	All	have	emerged	from	the	Dividend	Discount	

Approach	and	performed	under	the	appropriate	assumptions	they	all	derive	identical	estimates.	The	

Present	Value	Approaches	use	analysts’	forecasts	of	the	future	cash	flows	by	finding	the	present	value	

using	an	appropriate	discount	factor	(Petersen	&	Plenborg,	2012,	p.	212).	

	

The	Dividend	Discount	Model	(DDM)	yields	unbiased	estimates,	when	assuming	forecasts	are	derived	

with	perfect	hindsight	(Petersen	&	Plenborg,	2012,	p.	215).	However,	the	model	calculates	the	present	

value	of	future	dividends	which	merely	reveal	the	distribution	of	the	created	value,	not	necessarily	how	

the	value	is	created.	This	is	also	known	as	the	the	Dividend	Conundrum	(Petersen	&	Plenborg,	2012,	p.	

215).	For	this	reason,	the	DDM	will	not	be	used	in	this	thesis.	The	Discounted	Cash	Flow	model	(DCF)	

estimates	 the	 value	 of	 a	 company	 as	 the	 present	 value	 of	 future	 cash	 flows	 discounting	 with	 the	

Weighted	Average	Cost	of	Capital	(WACC)	of	the	firm.	Whereas	the	DCF	model	relies	on	cash	flow	data,	

the	Excess	Return	approaches	rely	on	accrual	accounting	data.	One	of	the	most	famous	Excess	Return	

models	is	the	Economic	Value-Added	(EVA)	model,	which	determines	the	value	of	the	company	from	

the	initial	invested	capital	plus	the	present	value	of	future	EVAs	(Petersen	&	Plenborg,	2012,	p.	220).	As	

mentioned	in	the	discussion	above,	the	DCF	model	and	the	EVA	model	will	provide	the	same	end-result.	

Nonetheless,	the	DCF-model	is	the	most	frequently	used	approach	of	all	the	present	value	models.		

	

5.3.4 The Choice of Valuation Model 

In	view	of	the	above	presented	theoretical	framework	within	financial	analysis,	the	DCF-model	will	be	

applied	in	this	thesis	as	it	is	a	highly	acknowledged	approach	and	preferred	by	the	majority	of	practi-

tioners.	Additionally,	The	DCF-model	is	suitable	when	valuing	synergies,	since	it	allows	for	flexibility	in	

the	forecasting	of	the	future	performance,	making	it	highly	applicable	for	this	thesis.	The	DCF-model	

estimates	the	Enterprise	Value	(EV)	of	a	firm	from	the	discounted	future	cash	flows,	derived	from	two	

stages,	including	a	forecast	horizon	and	a	terminal	period:	
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The	first	stage	is	the	forecast	horizon,	usually	consisting	of	a	5-year	period,	where	free	cash	flows	and	

their	respective	growth	rates	are	estimated.	The	second	stage	is	determined	as	the	terminal	period	and	

begins	after	the	forecast	horizon,	denoted	n+1.	In	the	terminal	period	the	cash	flows	are	a	perpetuity,	

and	thus	a	going	concern	principle	is	assumed.	Additionally,	the	long-term	growth	rate	is	considered	

constant	in	this	period.	At	last,	when	estimating	the	EV,	the	cash	flows	are	discounted	to	a	present	value	

using	the	firm’s	WACC,	which	reflects	the	risk	in	the	cash	flows	and	the	time	value	of	money	(Petersen	

&	Plenborg,	2012).	

	

The	DCF-model	is	a	fairly	extensive	method	and	performing	two	DCF-valuations	requires	more	space	

than	this	thesis	provides,	having	the	goal	of	the	study	in	mind.	The	overall	purpose	of	this	thesis	is	to	

determine	the	synergies	between	the	entities,	as	opposed	to	mastering	the	art	of	valuation.	Therefore,	

the	DCF-model	is	only	applied	in	the	valuation	of	ISS,	since	they	are	the	acquiring	party	and	account	for	

85%	of	the	companies’	combined	value.	Thus,	when	valuing	XING	an	approximation	of	the	EV	is	calcu-

lated	using	the	Market	Value	of	Equity	(MVE)	and	the	Total	Debt,	less	Cash	and	Cash	Equivalents	of	the	

company:	

𝐸𝑛𝑡𝑒𝑟𝑝𝑟𝑖𝑠𝑒	𝑉𝑎𝑙𝑢𝑒 = 𝑀𝑉𝐸 + 𝑇𝑜𝑡𝑎𝑙	𝐷𝑒𝑏𝑡 − 𝐶𝑎𝑠ℎ	𝑎𝑛𝑑	𝐶𝑎𝑠ℎ	𝐸𝑞𝑢𝑖𝑣𝑎𝑙𝑒𝑛𝑡𝑠		

𝑀𝑉𝐸 = 𝑁𝑜. 𝑜𝑓	𝑆ℎ𝑎𝑟𝑒𝑠	𝑂𝑢𝑡𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔 ⋅ 𝑆ℎ𝑎𝑟𝑒	𝑃𝑟𝑖𝑐𝑒		

	
In	order	to	evaluate	the	calculated	EV	of	XING,	a	multiple	analysis	of	their	key	competitors	will	be	per-

formed.	In	conclusion,	the	framework	for	the	valuations	is	presented	in	Figure	2	below.		

	
Figure	2.	Valuation	Framework.	
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5.4 SYNERGIES 
When	valuing	synergies	created	from	an	acquisition,	a	classification	of	these	becomes	essential.	Thus,	

the	purpose	of	this	section	is	to	provide	a	framework	for	classifying	the	synergies,	along	with	presenting	

an	approach	to	valuing	those.	

		

The	literature	published	on	the	subject	of	creating	and	valuing	synergies	is	extensive	(e.g.	Mulherin	&	

Boone,	2000;	Howell,	1970;	Goold	&	Campbell,	1998;	and	Bradley,	Desai	&	Kim,	1988).	Igor	Ansoff	was	

the	first	to	work	more	systematically	with	synergies.	As	published	in	his	original	work	in	1968,	he	cate-

gorized	 synergies	 into	 four	 groups:	 (1)	 Sales,	 (2)	 Operating,	 (3)	 Investment	 and	 (4)	 Management	

synergy	(Ansoff,	1968).	Since	then,	several	scholars	have	reviewed	the	work	done	by	Ansoff	with	the	

purpose	of	being	able	 to	value	synergies	by	 first	determining	an	overall	categorization	of	those	(e.g.	

Larsson	1990;	Larsson	&	Finkelstein,	1999;	Hitt	et	al.,	2001;	Damodaran,	2005;	and	Gaughan,	2007).	In	

this	thesis,	the	work	of	Damodaran	(2005)	will	be	the	framework	for	the	classification,	and	subsequently	

the	valuation	of	synergies,	since	his	framework	presents	a	systematic	approach	for	valuing	synergies.	

Damodaran	classifies	synergies	into	operating	and	financial	synergies,	which	will	be	presented	in	the	

sections	below.	

	

5.4.1 Operating Synergies 
The	operating	synergies	are	those	related	to	the	combined	operations	of	the	two	entities,	and	they	usu-

ally	appear	as	increased	expected	cash	flows.	Operating	synergies	might	include	an	increased	operating	

income	in	terms	of	affected	margins	and	returns,	increased	growth	or	both	(Damodaran,	2005,	p.	4).	In	

order	to	better	structure	the	valuation	process,	Damodaran	(2005)	proposes	a	categorization	of	the	op-

erating	synergies	into	following	four	types:	

	
1. Economies	of	scale	

From	combined	operation	of	the	two	entities	

2. Greater	pricing	power	

From	reduced	competition		

3. Combination	of	different	functional	strengths	

From	complementary	capabilities	and	resources	

4. Higher	growth	in	new	or	existing	markets	

From	existing	distribution	networks,	customer	networks,	etc.	
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5.4.2 Financial Synergies 

Similar	to	the	operating	synergies,	the	benefits	from	financial	synergies	are	obtained	through	higher	

expected	cash	flows,	and	in	addition	they	are	occasionally	realized	from	lower	cost	of	capital.	A	valuation	

of	the	financial	synergies	includes	the	assessment	of	the	following	four	subgroups	of	financial	synergies	

(Damodaran,	2005):	

	
1. Combination	of	excess	cash	and	high-return	projects	

2. Increased	debt	capacity	

3. Tax	benefits	

4. Benefits	from	diversification	

	

5.4.3 Valuing Synergy 

The	valuation	of	synergy	is	based	on	several	assumptions	made	about	an	uncertain	future.	As	a	conse-

quence	of	this,	one	school	of	thought	states	that	synergy	should	not	be	valued	at	all,	since	they	believe	

that	it	is	an	impossible	and	therefore	pointless	task.	The	other	school,	to	which	Aswath	Damodaran	be-

longs,	 argues	 that	despite	 the	 fact	 that	 one	 tries	 to	 predict	 and	 foresee	 an	 uncertain	 future,	 a	 best	

estimate	should	still	be	produced.	Damodaran	(2005)	states	the	following:	“While	valuing	synergy	re-

quires	us	to	make	assumptions	about	future	cash	flows	and	growth,	the	lack	of	precision	in	the	process	does	

not	mean	we	cannot	obtain	an	unbiased	estimate	of	value”	 (p.	6).	Thus,	according	 to	Damodaran	 it	 is	

possible	to	value	synergies,	when	carefully	assessing	the	estimates	and	assumptions,	taking	the	ques-

tions	below	into	consideration	(Damodaran,	2005):	

	

(1)	What	form	is	the	synergy	expected	to	take?	

The	synergy	can	take	form	of	(1)	higher	cash	flows	from	existing	assets,	(2)	higher	expected	growth	

rates,	(3)	a	longer	growth	period	or	(4)	a	lower	cost	of	capital.	The	synergy	has	to	influence	one	of	these	

four	forms	in	order	to	have	an	effect	on	value.		

	

(2)	When	will	the	synergy	start	affecting	cash	flows?	

The	synergy	is	often	not	instantly	realized	and	because	of	the	Time	Value	of	Money	(TVM),	it	is	important	

to	assess	at	what	point	in	time	the	synergy	is	expected	to	appear.	The	longer	before	the	synergy	is	real-

ized,	the	less	value	it	will	have.	
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The	Process	of	Valuing	Synergies	

	
Figure	3.	Process	of	Valuing	Synergies.	

	

The	valuation	of	synergy	is	a	three-step	process.	First,	the	analyst	must	value	the	two	companies	in-

volved	in	the	acquisition	separately.	Second,	an	estimate	of	the	combined	firm	is	produced,	not	taking	

synergies	into	account.	Third,	a	new	valuation	of	the	combined	firm	is	performed,	where	the	effects	of	

synergy	have	been	built	in.	Finally,	the	value	of	synergy	can	be	obtained	from	a	comparison	of	the	com-

bined	firm	value,	with	and	without	synergies	(Damodaran,	2005).	It	should	be	stressed,	that	this	value	

of	synergy	do	not	distinguish	between	clear	synergy,	such	as	cost	synergy,	and	the	value	obtained	by	

post-acquisition	changes	to	the	business	model.	Therefore,	the	Damodaran	Framework	could	be	criti-

cized	for	being	inapplicable	when	determining	synergies	of	an	acquisition	where	changes	are	made	to	

the	current	business	model.	However,	this	thesis	wishes	to	determine	the	total	value	of	the	acquisition,	

i.e.	both	the	value	of	the	strategic	changes	and	the	synergies	that	these	derive,	as	well	as	the	clear	syn-

ergies	from	the	acquisition.	Thus,	the	process	of	valuing	synergy	presented	above,	is	assessed	to	be	a	

suitable	framework	for	answering	the	problem	statement.		

	

6. COMPANY DESCRIPTION 
	

6.1 ISS A/S 
ISS	is	an	integrated	facility	service	company	operating	worldwide.	The	history	of	ISS	dates	back	to	1901,	

where	Marius	Hogrefe	founded	the	security	firm,	Kjøbenhavn-Frederiksberg	Nattevagt,	in	Copenhagen,	

Denmark	(ISS	World,	n.d.).	In	1973	the	International	Service	System	(ISS)	was	formed.	At	this	point	the	

company	had	grown	into	an	international	company	consisting	of	32	companies	across	11	countries.	In	

the	subsequent	years	ISS	continued	to	expand,	and	from	2000	to	2010	they	doubled	in	size	by	acquiring	

no	less	than	600	companies	worldwide	(ISSworldservicesTV,	2012).	
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Illustration	1.	The	History	of	ISS.	

	

Today,	ISS	operates	in	74	countries	across	Europe,	Asia,	North	America,	South	America	and	the	Pacific.	

In	2016	ISS	generated	a	total	revenue	of	DKK	79,137m	servicing	the	business-to-business	(B2B)	market	

(ISS	Annual	Report,	2016,	p.	2),	and	with	approximately	half	a	million	employees	they	became	the	fourth	

largest	private	employer	in	the	world	(ISS	World,	2010).	

	

6.1.1 Services  

The	business	model	of	ISS	is	based	upon	creating	value	for	their	customers	through	a	broad	delivery	of	

facility	services,	thereby	leaving	room	for	the	customers	to	focus	on	their	core	business.	The	services	

provided	by	the	company	are	delivered	through	both	single-,	multi-	and	integrated	service	solutions.	

The	single	service	solution	is	defined	by	the	delivery	of	only	one	facility	service,	as	opposed	to	the	multi-

service	contracts	which	includes	the	delivery	of	two	or	more	facility	services.	The	integrated	solution	is	

the	most	extensive	service	solution,	since	it	includes	the	delivery	of	all	facility	services	to	a	customer,	

allowing	one	point	of	contact	(ISS	Annual	Report,	2016,	p.	4).	As	described	by	ISS,	the	IFS	solution	in-

cludes	“all	service	deliveries,	administration,	training,	operational	management,	integration,	innovation	

and	provides	strategic	support	to	the	client	organization.	This	means	that	instead	of	having	several	exter-

nal	service	partners	working	with	various	service	deliveries,	everything	is	integrated	in	one	solution”	(ISS	

World,	n.d.-b).	In	most	recent	years,	ISS	has	concentrated	their	focus	on	the	delivery	of	IFS	solutions,	

resulting	in	IFS	representing	37%	of	the	delivered	services	in	2016,	as	opposed	to	only	3%	in	2004	(ISS	

World,	n.d.-b;	ISS	Annual	Report,	2012,	p.	6).	
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The	services	provided	by	ISS	are	placed	within	the	areas	of	cleaning,	property,	catering,	support,	secu-

rity	 and	 facility	management.	The	biggest	 revenue	 source	 is	 ultimately	 cleaning	which	 accounts	 for	

approximately	50%	of	the	consolidated	revenue	(ISS	Annual	Report,	2016).	For	a	further	description	of	

the	services,	see	Table	1	below.	

	

SERVICES 

Cleaning Services  Support Services  Property Services  
Cleaning of firms’ premises, both 
internal (e.g. daily office cleaning) 
and external (e.g. window clean-
ing).  

Two types of support services: Docu-
ment handling (e.g. printing and 
copying) and reception services (e.g. 
daily receptionist work and labor sup-
ply). 

Various services within maintenance 
of properties such as building paint-
ing services, landscaping services 
and air conditioning services.  

Catering Services  Security Services Facility Management Services 
The handling of daily cafeteria 
work, provision of refreshments in 
meetings, take-away solutions, 
etc.  
 

Security services include a wide range 
of security services; from manned and 
armed guarding to keycards and admis-
sion control. 

On-site management of facility ser-
vices including change management, 
space management and risk man-
agement.   

Authors’ own assessment 
Table	1.	Type	of	Services.	

 

6.1.2 Strategy  

The	turbulent	history	of	ISS	is	reflected	in	the	radical	changes	in	their	strategy	over	time.	From	the	birth	

of	the	company	and	all	the	way	up	to	the	financial	crisis	in	2008,	growth	was	a	synonym	for	acquisitions,	

where	the	many	successful	acquisitions	were	a	huge	part	of	the	increased	geographical	reach	and	scale	

of	operations.	However,	already	in	2000	it	was	clear	that	a	new	strategy	was	needed,	whereby	a	new	5-

year	strategy	called	Create2005	was	launched.	Accompanied	by	the	new	strategy,	ISS	initiated	a	stronger	

focus	on	the	delivery	of	IFS.	

	

In	2005	ISS	was	bought	and	delisted	by	the	private	equity	fund	EQY	and	the	investment	bank	Goldman	

Sachs.	The	ownership	lasted	until	2014,	where	they	were	listed	on	the	Copenhagen	Stock	Exchange	after	

a	failed	Initial	Public	Offering	(IPO)	in	2011.	The	financial	crisis	was	especially	hard	for	ISS	and	in	2008,	

they	cancelled	a	DKK	1	billion	bank	credit	intended	for	acquisitions	(Berlingske	Business,	2009).	The	

discontinuation	of	acquisitions	was	supported	by	their	new	strategy	introduced	in	2008	called	The	ISS	

Way:	“We	built	the	global	multiservice	business	with	the	previous	strategy,	now	we	wanted	a	greater	focus	

on	utilizing	a	unique	business	platform	through	driving	organic	growth	and	supplementing	our	strong	

people	management	skills	with	a	uniform	way	of	delivering	our	services”	(ISSworldservicesTV,	2012).	This	

new	strategy	urged	ISS	to	refocus	on	the	core	business,	divesting	businesses	not	aligned	with	the	overall	

strategy.	With	the	vision	of	ISS	to	become	the	world’s	greatest	service	organization,	The	ISS	Way	is	still	
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a	solid	fundament	for	the	ISS	operations	today.	The	strategy	is	aligned	with	the	vision	of	the	company,	

since	it	encourages	the	provision	of	excellent	service	with	the	purpose	of	supporting	the	business	of	the	

customer	(ISS	World,	n.d.).	In	addition,	to	satisfy	the	needs	of	the	customers,	ISS	has	a	declared	objective	

of	valuing	and	empowering	their	employees	and	providing	services	with	a	human	touch:	“Our	people,	

who	are	at	the	heart	of	our	business,	are	our	key	assets	in	driving	the	successful	execution	of	our	strategy”.	

Thus,	ISS	seeks	to	facilitate	their	customers’	purpose	through	people	empowerment	(ISS	World,	n.d.).	

	

6.2 XING AG 
XING	was	 established	 in	2003	 in	Hamburg,	

Germany.	The	company	started	as	a	simple	

online	 networking	 platform	 for	 job	 search	

and	has	today	evolved	to	become	a	platform	

for	 various	 service	offerings,	 including	 sec-

tor-	 and	 career	 specific	 news,	 professional	

network	 building,	 event	 management	 and	

debate	forums	for	both	consumers	and	com-

panies	 (XING	 Annual	 Report,	 2016).	 The	

services	 are	 focused	on	 the	German-speak-

ing	 countries,	 i.e.	 the	D-A-CH	 region	which,	

apart	from	Germany,	includes	the	countries	Austria	and	Switzerland.	Additionally,	XING	operates	in	It-

aly,	Spain,	Turkey,	China	and	the	US.		

The	company	has	since	its	inception	faced	a	constantly	growing	community	of	members	aspired	after	

the	mission	of	enabling	companies	to	hire	the	best	(XING	Annual	Report,	2016,	p.	17).	The	striving	ex-

pansion	 lead	 to	 XING	 becoming	 publicly	 listed	 in	 2006,	 and	 additionally,	 the	 company	 has	 been	 a	

member	of	TexDAX	since	2013,	which	is	a	stock	index	tracking	the	performance	of	the	30	largest	German	

companies	from	the	technology	sector	(XING	Annual	Report,	2016;	Finanzen,	2018).	By	fiscal	year-end	

2016,	XING	had	approximately	12m	members	and	generated	a	total	revenue	of	EUR	145.9m,	with	Busi-

ness-to-Consumer	 (B2C)	 as	 their	 biggest	 revenue	 source	 (XING	 Annual	 Report,	 2016,	 p.	 2-5).	 The	

revenues	are	mainly	generated	from	various	fee-based	offerings	such	as	premium	membership,	job	ads	

and	active	candidate	search	(XING	Annual	Report,	2016).	

	

6.2.1 Services  

XING	delivers	service	solutions	within	three	overall	categories:	(1)	XING	Professional	Networking	Plat-

form	services,	(2)	XING	E-recruiting	services	and	(3)	XING	Event	Management	services	(Table	2).	

		Illustration	2.	XING’s	Professional		
		Networking	Platform.	
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XING SERVICES 
XING Professional Networking Platform (NP) XING E-recruiting Services 

 

B2C: 

• Job Search  
• Personal Branding   
• News Feed  
• Debate Forum  
• Networking 

 

B2B: 

• Advertisement  
• Supports E-Recruiting: 

- Employer Branding 
- Talent Manager 
- Referral Manager 
 

 

• Employer Branding Profiles  
• Transparency Solutions  
• Employee Sourcing 

- Talent Manager 
- Referral Manager 

 

XING Event Management Services 
 

• Event Marketing  
• Ticketing & Registration 
• Entry Management  
• Customer Retention 

 

Authors’ own assessment  
Table	2.	XING	Services.	

	

XING	has	their	main	focus	on	the	professional	NP,	which	is	primarily	directed	towards	the	B2C	segment	

while	it	still	services	the	B2B	segment,	yet	to	a	minor	degree.	Among	other	features,	the	platform	sup-

ports	 the	 services	 of	 networking,	 personal	 branding,	 job	 search	 and	 news	 feeds.	 As	 stated	 by	 CEO,	

Thomas	Voelmoeller,	the	“B2C	business	remains	our	biggest	revenue	source,	[while]	the	B2B	E-recruiting	

unit	has	recorded	the	strongest	growth”	(XING	Annual	Report,	2016,	p.	5).	

	

The	XING	E-recruiting	services,	enables	the	B2B	segment	to	search	for	candidates	and	build	up	their	

brand	as	an	employer.	These	service	solutions	include	Talent	Manager,	Referral	Manager	and	Employer	

Branding	solutions.	The	Talent	and	Referral	Manager	are	two	modules	supporting	the	purpose	of	finding	

the	perfect	match	between	employer	and	candidate.	The	Talent	Manager	has	been	developed	internally	

and	functions	as	an	active	candidate	search	for	recruiters,	whereas	the	Referral	Manager	is	a	module	on	

the	XING	platform	supporting	a	proactive	recruitment	of	talents.	The	Referral	Manager	was	launched	in	

October	2016,	in	the	wake	of	an	acquisition	of	the	Swiss	company,	BuddyBroker	AG	(XING	Annual	Re-

port,	2016,	p.	36).	The	Employer	Branding	tool	helps	the	companies	to	brand	themselves	in	the	market.	

In	2013	XING	acquired	Kununu	GmbH	(Kununu),	the	leading	platform	for	employer	reviews	in	Europe.	

This	improved	the	basis	for	providing	the	employer	branding	and	transparency	solution,	since	Kununu	

provides	ratings	of	companies	produced	by	the	employees.	These	services	are	not	only	available	on	the	

Kununu-platform,	since	the	XING	platform	supports	them	as	well:	“In	Kununu,	we	offer	the	leading	portal	

for	employer	reviews.	In	turn,	this	helps	us	to	present	roles	on	our	Jobs	search	portal	according	to	criteria	

such	as	family-friendliness,	working	atmosphere	and	home	working	in	a	way	no	other	provider	can	match”	

(XING	Annual	Report,	2016,	p.	6).	
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Finally,	the	XING	Event	Management	services	includes	various	solutions	regarding	the	planning	and	ex-

ecution	of	events	in	a	business-related	context.	This	service	is	provided	through	a	separate	platform	

called	XING	Events	(XING	Annual	Report,	2016).	Even	though	XING	Event	Management	is	the	smallest	

source	of	revenue,	it	is	still	an	area	with	potential:	“[The	segment]	reported	double-digit	revenue	growth	

compared	with	the	previous	year”	(XING	Annual	Report,	2016,	p.	5).	

 

7. ISS A/S 
	

The	following	section	is	conducted	with	the	purpose	of	valuing	the	case	company	ISS	A/S.	The	analysis	

is	divided	into	three	subsections:	(1)	a	strategic	analysis,	(2)	a	financial	analysis	and	(3)	a	valuation	of	

the	company.		

	

7.1 STRATEGIC ANALYSIS  
The	strategic	analysis,	consisting	of	an	external	and	internal	part,	has	the	purpose	of	providing	insights	

into	ISS’	current	and	future	performance.	These	insights	will	be	used	as	an	important	determinant	in	

the	valuation	of	the	company,	and	additionally	they	will	be	utilized	when	determining	the	possible	syn-

ergies	between	ISS	and	XING.	The	chosen	strategic	models,	discussed	in	Section	5.1,	will	contribute	to	a	

deeper	understanding	of	the	strengths,	weaknesses,	threats	and	opportunities	that	ISS	is	facing,	i.e.	the	

SWOT-matrix.	 In	 the	 following	 analysis	 only	 the	 relevant	business	units	and	geographical	 areas	 are	

touched	upon.	A	more	thorough	analysis	of	the	case	company	requires	extended	space,	beyond	the	scope	

of	this	thesis.		

	

Since	ISS	is	a	globally	operating	facility	service	company,	the	analysis	of	ISS	will	be	conducted	from	a	

global	perspective.	Yet,	the	external	analysis	of	ISS	will	primarily	focus	on	the	European	market,	since	

71.5%	of	Group	revenue	is	generated	in	the	regions	Continental	and	Northern	Europe	(ISS	Annual	Re-

port,	2016,	p.	16).	It	should	be	stressed,	that	Russia	is	a	part	of	the	Continental	Europe	region,	whereby	

the	EU	legislation	is	not	applicable	to	the	entire	region.	However,	with	a	revenue	of	DKK	130	million	the	

country	only	constitutes	0.16%	of	the	Group	revenue	(ISS	Annual	Report,	2016,	p.	117).		

	

7.1.1 External Analysis 
When	analyzing	the	external	factors	affecting	ISS’	current	and	future	performance,	the	frameworks	of	

PESTEL	and	Porter’s	Five	Forces	will	be	applied.	It	is	important	to	determine	the	uncontrollable	external	

factors	that	are	relevant	for	ISS,	in	order	to	fully	understand	the	opportunities	and	threats	that	those	
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are	creating.	This	understanding	is	essential	when	performing	the	prospect	of	the	future	outlook	of	ISS’	

profitability	potential	in	terms	of	the	market	size	and	growth.	

	

7.1.1.1 PESTEL 

In	this	section	the	PESTEL	framework	will	be	used	to	analyze	the	external	factors	in	ISS’	macro	environ-

ment.	The	purpose	 is	 to	determine	the	Key	Drivers	 for	Change,	 since	 these	exert	an	influence	on	 ISS’	

future	performance.	

	

(1)	Political	&	Legal	Factors	

There	is	a	strong	correlation	between	the	political	and	legal	factors	and	for	this	reason	they	will	be	an-

alyzed	 as	 a	 single	 factor.	 Johnson	 et	 al.	 (2008)	 states	 that	 the	 political	 factor	 “highlights	 the	 role	 of	

governments”	whereas	the	legal	factor	“embraces	legislative	constraints	or	changes,	such	as	health	and	

safety	legislation	or	restrictions	on	company	mergers	and	acquisitions”	(p.	55).	

	

ISS	is	a	global	company	with	operations	in	74	countries,	making	the	political	and	legal	environment	very	

complex	due	to	differences	across	countries	(ISS	Annual	Report,	2016,	p.	69).	ISS	classifies	regulatory	

compliance	as	one	of	their	risks,	since	they	are	subject	to	a	variety	of	complex	and	restrictive	laws	and	

regulations.	These	include	regulations	regarding	labor,	employment,	immigration,	health	and	safety,	tax,	

corporate	governance,	customer	protection	and	business	practices.	Potentially,	these	regulations	could	

all	result	in	substantial	costs	and	great	requirements	of	regulatory	compliance	for	ISS	(ISS	Annual	Re-

port,	2016,	p.	40).	Of	the	above	mentioned	legal	factors,	the	influence	from	employment	regulations	are	

noticeable,	since	ISS’	large	number	of	employees	makes	their	future	performance	extremely	sensitive	to	

changes	in	local	employee	and	human	rights.	

	

Some	of	the	countries	where	ISS	operates	can	be	classified	as	developing	countries	which	are	assessed	

as	more	politically	unstable,	e.g.	Mexico,	Colombia	and	Egypt.	Due	to	the	lack	of	organized	political	struc-

tures	in	developing	markets,	the	legal	systems	often	become	unpredictable	and	complex.	However,	as	

mentioned	earlier	and	illustrated	below,	ISS	A/S	mainly	operates	in	Northern	and	Continental	Europe	

(71.37%	of	revenue	is	generated	in	these	two	regions,	excluding	Russia),	which	simplifies	the	regula-

tions	and	politics	somewhat	due	to	the	regulatory	alignment	in	the	European	Union	(EU)	(ISS	Annual	

Report,	2016,	p.	117).		
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Illustration	3.	Global	Presence	&	Customer	Segments.	

	

Apart	from	servicing	the	B2B	market,	ISS	also	operates	in	the	Business-to-Government	(B2G)	market.	

For	this	reason,	ISS	is	influenced	by	political	decisions	regarding	outsourcing	of	services	in	the	public	

industry.	The	service	industry	experiences	an	upward-going	trend	in	the	outsourcing	of	services	in	the	

public	sector,	which	will	have	a	positive	effect	on	ISS’	performance	(Cram,	2013).	Another	important	

legal	factor	is	standards	and	requirements	regarding	chemicals.	During	the	last	decades	there	have	been	

an	increase	in	regulations	on	chemicals	harming	the	environment.	These	tendencies	have	resulted	in	

strengthened	regulations	within	the	EU.	In	2007	the	EU	chemicals	regulation,	REACH	(Regulation	for	

Registration,	 Evaluation,	 Authorization	 and	 Restriction	 of	 Chemicals),	 entered	 into	 force	 (European	

Commission,	2016).	Higher	taxes	on	chemicals	would	be	a	threat	to	ISS,	since	cleaning	accounts	for	50%	

of	the	consolidated	revenue,	and	by	this	means,	expenses	on	cleaning	products	containing	chemicals	

would	increase	(ISS	Annual	Report,	2016,	p.	17).	The	environment-conscious	 tendencies	will	be	dis-

cussed	further	in	the	subsection	Environmental	Factors.	

	

(2)	Economic	Factors	

Johnson	et	al.	(2018)	defines	the	economic	factors	as	the	“macro-economic	factors	such	as	exchange	rates,	

business	cycles	and	differential	economic	growth	rates	around	the	world”	(p.	55).	The	economic	factors	

have	been	highly	affected	by	the	global	economic	downturn	of	2008.	As	a	consequence	of	the	financial	

crisis,	an	extreme	amount	of	bankruptcies	occurred,	banks	suffered	from	great	losses	and	default	risks	

increased.	However,	today	the	global	economy	shows	signs	of	more	stable	conditions.	All	other	things	
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being	equal,	a	downward	going	economy	will	affect	ISS	in	terms	of	lower	demand	for	their	services.	Yet,	

in	many	ways	ISS	does	not	seem	to	be	affected	by	the	market	conditions,	since	the	demand	for	ISS’	ser-

vices,	such	as	food	and	catering,	still	exists	during	downturns.	As	the	CEO	of	ISS	in	2008	stated:	“You	

might	have	to	cut	down	on	services,	but	we	still	need	food.	The	demand	on	many	of	our	products	are	rela-

tively	independent	of	ups	and	downs	in	the	economy”	(Jørgen	Lindegaard,	CEO	in	2008;	MM	Lederskab,	

2008).	Even	though	this	is	the	case,	there	are	still	some	macroeconomic	factors	affecting	the	opportuni-

ties	and	threats	of	ISS.		

	

According	to	ISS’	annual	report	(2016)	they	conceive	the	market	growth	as	being	driven	by	the	under-

lying	 global	Gross	Domestic	Product	 (GDP)	 growth	 (p.	28).	The	 figures	below	show	how	the	GDP	 is	

increasing	after	a	drop	in	2015,	with	an	expected	increase	of	5%	each	year	from	2019	to	2022	(IMF,	

2017).	Since	the	demand	for	facility	services	are	correlated	with	the	GDP,	it	indicates	that	ISS’	revenue	

will	increase.	

	
Figure	4.	Gross	Domestic	Product.	

	

As	mentioned	earlier,	ISS	employs	almost	half	a	million	employees,	making	them	highly	dependent	on	

the	global	wage	structures.	Staff	costs	accounted	for	64.3%	of	the	revenue	in	2016	(Appendix	4),	making	

it	their	ultimately	biggest	expense.	Over	the	last	two	years	the	staff	costs	have	decreased,	which	is	con-

trary	 to	 the	 increasing	wages	 observed	 globally.	 ISS	 ascribe	 the	 reduction	 to	 their	 hiring	 of	 certain	

categories	of	employees	such	as	trainees	and	disabled	people,	since	it	grants	them	wage	subventions	

from	governments.	However,	when	looking	more	closely	on	the	drivers	behind	the	change,	it	is	revealed	

that	the	decrease	in	staff	costs	is	primarily	caused	by	fewer	employees	(Figure	5).	The	staff	costs	per	

employee	actually	increase	in	the	analyzed	period,	which	is	aligned	with	the	increasing	wages	identified	

in	the	external	environment.	The	staff	costs	of	ISS	are	therefore	still	assumed	to	be	highly	correlated	

with	the	global	changes	in	wages,	even	though	ISS	has	faced	a	decrease	in	the	costs	during	the	last	couple	

of	years.	
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Figure	5.	Staff	Costs	of	ISS	A/S.	

	

Long-term	 government	 bond	 yields	 have	

reached	historically	low	levels	in	the	past	dec-

ade	 (ECB	 Statistical	 Data	 Warehouse,	 2018):	

“After	 the	 start	 of	 the	global	 financial	 crisis	 in	

late	2008,	the	increased	demand	for	liquid	and	

risk-free	assets	probably	spurred	the	further	de-

cline	in	yields	on	assets	that	are	considered	close	

to	 risk-free”	 (European	 Central	 Bank,	 2014).	

These	very	favorable	interests	on	loans	resulted	

in	low	interest	costs	for	companies.	Today,	the	global	economy	shows	sign	of	more	stable	conditions,	

and	thus	possibly	higher	interest	rates.	However,	the	future	interest	rates	are	hard	to	predict,	and	ana-

lysts	and	experts	have	contradicting	envisions.	Thus,	it	can	only	be	stated	that	if	interest	rates	increase	

it	will	result	in	higher	interest	costs	for	companies	in	the	future	(Trading	Economics,	2017).			

	

ISS	operates	on	a	global	basis,	making	them	ex-

posed	to	changes	in	foreign	exchange	rates.	At	

first	glance,	ISS	appears	extremely	sensitive	to	

exchange	rates	differences,	since	their	revenue	

originates	from	many	different	currencies,	e.g.	

30%	from	EUR	and	14%	from	GBP	(ISS	Annual	

Report,	2016,	p.	72).	Be	 that	as	 it	may,	 ISS	is	

actually	 exposed	 to	 a	 low-level	 of	 currency	

risk.	In	ISS’	2016	annual	report	it	is	stated	that	

the	level	of	risk	is	low	since	“the	services	are	pro-

duced,	delivered	and	invoiced	in	the	same	local	currency	as	the	functional	currency	in	the	entity	delivering	

Figure	6.	Interest	Rates.	

	

Figure	7.	Currency	Risk.	
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the	services	with	minimal	exposure	from	imported	components”	(p.	72).	From	a	sensitivity	analysis	per-

formed	by	 ISS	on	 the	 impact	 on	 revenue	 from	changes	 in	 foreign	 exchange	 rates,	 it	 is	 clarified	how	

changes	in	currency	will	impact	the	company’s	revenue	and	operating	profit	before	other	items	(Appen-

dix	2).	The	analysis	reveals	that	GBP	is	the	currency	with	the	highest	impact	on	ISS’	performance,	since	

the	variability	in	EUR	is	limited	due	to	the	fixed	exchange	rate	policy	as	a	consequence	of	the	Exchange	

Rate	Mechanism	2	(ERM2)	(Danmarks	Nationalbank,	2015).	Even	though	currencies	such	as	GBP	appear	

important	for	ISS,	it	is	of	a	minor	impact.	As	Figure	7	reveals,	the	revenue	was	denominated	increased	

or	decreased	with	a	weighted	average	of	approximately	+/-	3%	relative	to	DKK.	

	

(3)	Social	Factors	

Johnson	et	al.	 (2008)	claims	 that	“social	 influences	

include	 changing	 cultures	 and	 demographics”	 (p.	

55).	The	social	conditions	in	the	macro	environment	

can	affect	ISS	in	different	ways.	The	most	frequently	

mentioned	social	 factors	are	 the	world	population	

and	the	demographic	challenges.	The	world	popula-

tion	 is	 expected	 to	 increase	 steadily	 (Figure	 8),	

however	 aging	 as	 well	 as	 diminishing	 birth	 rates	

create	various	problems	for	society	(Woetzel	et	al.,	

2016).	Yet,	the	increasing	world	population	creates	opportunities	for	ISS	in	terms	of	an	increasing	de-

mand	for	their	services.	The	composition	of	the	increasing	population	is	off	less	importance	to	ISS,	since	

their	services,	such	as	cleaning	and	catering,	can	be	delivered	to	schools	as	well	as	retirement	homes,	

i.e.	ISS	is	not	heavily	affected	from	the	demographic	composition	of	the	population.	Another	social	ten-

dency,	that	possibly	affects	ISS’	future	performance,	is	the	prevalent	health	trend	especially	observed	in	

the	Northern	Europe	(accounting	for	34%	of	group	revenue).	This	trend	will	affect	the	catering	services	

of	ISS,	and	since	the	services	account	for	13%	of	ISS’	revenue,	these	tendencies	create	many	opportuni-

ties	for	ISS	to	pursue.	

	

Additionally,	 the	 industry	 is	 affected	 by	 the	 trend	 towards	 self-actualization	 and	 fulfillment,	where	

“meaning	will	hit	the	workplace	agenda”	(Mautz,	2017).	Today,	the	majority	of	workers	do	not	only	work	

in	order	to	survive.	Rather,	workers	at	all	levels	request	substance	in	the	daily	working	life	by	demand-

ing	motivational	work	tasks	and	fulfillment	in	all	areas	of	their	job.	Generally,	this	tendency	brings	along	

increasing	turnover	rates,	since	the	employees	are	not	as	reluctant	to	switch	to	another	workplace	if	not	

satisfied	in	their	current	position	(Mautz,	2017).	

Figure	8.	World	Population	Forecast.	



34	of	125		

(4)	Technological	Factors	

According	to	Johnson	et	al.	(2008)	the	“technological	influences	refer	to	innovations	such	as	the	Internet,	

nanotechnology	or	the	rise	of	new	composite	materials”	(p.	55).	The	development	of	technological	factors	

is	one	of	the	main	things	to	be	aware	of	in	the	competitive	market	today.	During	the	last	few	decades	

many	new	technologies	have	been	introduced	and	existing	technologies	have	been	improved.	This	in-

cludes	nanotechnology,	biotechnology,	information	technology	and	communication	technology,	which	

entail	endless	opportunities	for	ISS	and	therefore	just	as	many	threats	of	missing	out,	i.e.	facing	a	Kodak	

Moment.	To	mention	a	few	of	the	hottest	scientific	movements	are	Internet	of	Things	(IoT)	and	Artificial	

Intelligence	(AI).		

	

IoT	is	a	key	player	in	terms	of	the	connected	building	or	workspace.	The	IoT	allows	for	communication	

to	be	integrated,	for	increased	productivity	and	for	optimization	of	resource	efficiency.	ISS	is	in	the	ini-

tial	phase	of	implementing	the	technology	in	order	to	integrate	and	analyze	data	from	millions	of	devices	

and	sensors	installed	in	buildings,	including	doors,	windows,	chairs	and	meeting	rooms.	Their	goal	is	to	

optimize	the	service	delivery	and	to	get	a	better	understanding	of	how	buildings	are	used	in	businesses	

(ISS	World,	2016-a).	The	IoT	technology	is	without	doubt	a	scientific	field	that	can	have	a	big	impact	on	

ISS,	whereby	their	investment	in	the	technology	is	assessed	very	valuable	for	future	growth	opportuni-

ties.		

	

AI	is	especially	relevant	for	ISS	in	relation	to	robots	undertaking	human	jobs,	resulting	in	higher	produc-

tivity	and	lower	staff	costs.	Forecasters	predict	that	16%	of	U.S.	jobs	will	be	lost	over	the	next	decade	as	

a	result	of	AI	and	technology	(Lepitak,	2015).	AI	will,	most	likely,	disrupt	the	market	that	exists	today.	

However,	it	is	questionable	whether	it	is	profitable	to	wait	for	the	technology	to	develop	further	or	to	

be	a	first	mover.	On	one	hand,	the	use	of	robots	will	decrease	the	staff	costs	for	ISS.	On	the	other	hand,	

if	ISS	choose	to	wait,	competitors	might	take	the	lead	or	customers	might	acquire	robots	themselves.	

Forecasters	predict	that	AI	is	here	to	stay	and	that	

revenues	from	AI	will	increase	rapidly	worldwide	

(Figure	9).	AI	technology	is	therefore	considered	

to	 be	 inevitable,	 yet	 still	 evolving.	 Thus,	 ISS	

should	be	extremely	aware	of	 the	opportunities	

and	threats	arising	from	the	technological	factors,	

even	though	they	are	not	assumed	to	drastically	

affect	ISS’	performance	in	the	nearest	future.	

	 Figure	9.	Artificial	Intelligence.	
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(5)	Environmental	Factors	

The	environmental	factors	as	stated	by	Johnson	et	al.	(2008)	stands	for	“green	issues,	such	as	pollution	

and	waste”	(p.	55).	Sustainability	has	been,	and	still	is,	one	of	the	most	debated	issues	of	the	21st	century.	

The	green	technology	trend	has	been	on	the	agenda	in	the	Northern	part	of	Europe	for	a	rather	long	

time	and	has	now	started	to	gain	a	serious	footing	on	a	wider	scale.	Today,	businesses	face	a	constant	

pressure	in	terms	of	switching	to	more	sustainable	solutions.	This	trend	will	affect	both	the	value	chain,	

supply	and	building	design,	as	well	as	maintenance	and	management	(StepJockey,	2017).	ISS	primarily	

contributes	 to	climate	 issues	 through	car	pollution	and	chemicals	used	 for	cleaning.	However,	 ISS	 is	

highly	aware	of	their	corporate	responsibility	in	regard	to	the	environment.	For	example,	one	of	their	

sustainable	development	goals	deals	with	the	ensuring	of	sustainable	consumption	and	production	pat-

terns.	This	is	achieved	through	ISS’	Cleaning	Excellence	program,	where	they	opt	for	a	reduce	in	their	

environmental	footprint:	“We	aim	to	reduce	the	consumption	of	chemicals.	We	work	with	strategic	sup-

pliers	 to	 develop	 and	 test	 new	 tools	 and	 processes	 that	 will	 reduce	 the	 environmental	 impacts	 from	

cleaning”	(ISS	CR	Report,	2017).	ISS	is	therefore	abreast	of	the	threats	from	the	environmental	factors	

affecting	the	business	operations.		

	

Overall,	ISS’	macro	environment	was	found	to	be	influenced	by	several	external	factors.	The	political	

and	legal	factors	influencing	the	industry	mainly	consist	of	 labor-,	human-	and	chemical	regulations.	

These	regulations	are	external	factors	that	directly	affect	the	business	operations,	and	thus	the	profita-

bility.	 Moreover,	 a	 historical	 and	 future	 increase	 in	 both	 GDP	 and	 the	 world	 population	 has	 been	

identified.	These	economic	and	social	factors	will	have	a	direct	effect	on	the	demand	that	the	players	in	

the	FM	industry	experience.	Finally,	the	external	factors	having	the	highest	influence	on	the	industry,	

i.e.	the	Key	Drivers	for	Change,	are	determined	to	be	the	technological	and	the	environmental	factors.	

The	technological	factors	particularly	shape	the	future	of	the	FM	Industry	from	the	development	of	new	

technologies	such	as	IoT	and	AI.	The	development	in	environmental	factors	are	a	key	global	issue,	driv-

ing	 the	 change	 in	almost	 every	 industry	 today.	 In	 the	 analysis	 above,	 sustainability	and	 the	 general	

climate	change	awareness	were	determined	to	be	the	environmental	factors	having	the	highest	short-

term	impact	on	the	FM	industry.	

	

7.1.1.2 Porter’s Five Forces 

The	Porter’s	Five	Forces	framework	will	be	used	to	analyze	the	industry	specific	external	factors.	Thus,	

a	definition	of	the	industry	ISS	operates	in	becomes	essential.	ISS	delivers	their	services	as	single-,	multi-	

and	integrated	facility	services,	and	thus	operates	in	the	Facility	Management	(FM)	Industry.	As	defined	
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by	Atkin	&	Bildsten	(2016)	a	company	operating	in	the	FM	industry	delivers	“a	key	support	service	for	

an	organization’s	core	business”	(p.	116).	

	

The	purpose	of	this	section	is	to	determine	the	intensity	of	competition	in	the	industry	ISS	operates	

within.	The	higher	the	competition	in	the	industry	is,	the	lower	the	profitability	will	be.	Thus,	the	anal-

ysis	contributes	with	insights	into	ISS’	potential	for	long-lasting	profit.	In	the	following,	the	five	forces	

will	be	analyzed	separately.	

	

(1)	The	Threat	of	New	Entrants	

How	hard	it	is	to	enter	an	industry	obviously	affects	the	rivalry.	When	the	entry	barriers	are	high,	the	

profitability	of	the	players	in	the	industry	is	to	a	higher	degree	protected	against	newcomers.	Thus,	the	

profitability	will	be	driven	down	when	entry	barriers	are	low,	since	more	players	will	be	attracted	to	

the	industry	(Porter,	1979;	Johnson	et	al.,	2008,	p.	61).	

	

The	delivery	of	facility	services	within	one	service	area,	i.e.	single	service	delivery,	is	assessed	as	being	

subject	to	relatively	low	capital	requirements.	Additionally,	the	market	for	single	services	is	accessible	

for	unskilled	workers,	since	it	demands	a	limited	possession	of	know-how	and	capabilities.	Thus,	the	

entry	barriers	are	assessed	as	being	rather	low	due	to	the	simplicity	of	the	product,	which	results	in	the	

threat	from	new	entrants	being	high.	As	the	scope	of	service	solutions	expands	from	being	single-service	

solutions	to	more	extensive	solutions,	i.e.	multi-	or	integrated,	the	threat	from	new	entrants	decreases,	

since	the	creation	of	those	requires	a	heavier	possession	of	resources	such	as	capital,	know-how	and	a	

wider	range	of	products.	

	

Focusing	 the	 attention	 towards	 the	 geographic	scope	of	 service	delivery,	 low	entry	barriers	 exist	 in	

terms	of	local	players	servicing	smaller	customers	in	their	neighboring	markets.	The	local	players	pos-

sess	an	advantage	of	being	close	to	the	market	which	brings	along	lower	needs	of	resources.	However,	

delivering	service	solutions	to	bigger	and	global	contracts	requires	a	greater	need	for	resources	and	

know-how.	Since	bigger	contracts	are	often	not	focused	on	only	one	geographical	market,	it	becomes	

essential	to	possess	know-how	and	a	broader	distribution	network	in	terms	of	creating	services	across	

borders.	In	2018,	6%	of	the	facility	services	are	estimated	to	be	delivered	through	international	con-

tracts,	compared	to	only	4%	in	2012	(ISS	Offering	Circular,	2014,	p.	21).	This	indicates	that	the	global	

operating	FM	companies	will	take	a	serious	lead	in	the	market	as	a	whole.	Thus,	the	threat	from	new	

entrants	will	decrease,	since	it	takes	a	heavier	possession	of	resources	and	capabilities	to	gain	a	com-

petitive	advantage	in	the	market.	
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In	conclusion,	the	threat	from	new	entrants	in	the	FM	industry	is	assessed	as	being	low.	This	is	mainly	

due	to	the	fact	that	ISS	focus	their	attention	towards	the	bigger,	global	contracts	to	whom	they	can	de-

liver	 Integrated	 Facility	 Management	 (IFM)	 services.	 Thus,	 a	 heavy	 possession	 of	 resources	 and	

capabilities	 is	needed	which	 involves	high	entry	barriers,	 thereby	reducing	 the	 threat	 from	new	en-

trants.	

	

(2)	The	Threat	of	Substitutes	

Substitutes	are	alternative	products	or	services,	that	offer	a	similar	benefit	to	the	buyers	of	an	industry.	

When	substitutes	are	present,	the	profitability	in	the	industry	will	be	affected	in	a	descending	direction,	

since	buyers	will	be	more	reluctant	to	switch	to	substitutable	products	when	prices	increase	(Porter,	

1979;	Johnson	et	al.,	2008,	p.	62).	

	

The	 threat	 from	substitutes	mainly	consists	of	companies	choosing	not	 to	outsource	 the	handling	of	

facility	services	to	an	external	provider.	Thus,	the	customers	might	choose	to	insource	the	FM	services	

and	therefore	not	demand	the	services	delivered	by	ISS.	However,	this	is	not	perceived	as	being	a	severe	

threat.	More	and	more	companies	choose	to	outsource	their	non-core	activities	in	order	to	leave	room	

for	the	company	to	focus	their	attention	on	the	core	business.	In	research	conducted	by	Frost	&	Sullivan	

(2017)	on	the	European	IFM	market,	a	growing	trend	towards	outsourcing	non-core	activities	has	been	

identified.	This	is	backed	up	by	a	report	published	in	2016	by	Transparency	Market	Research	on	the	

North	American	FM	market	stating	that	“the	trend	of	outsourcing	support	services	has	gained	much	pop-

ularity	across	industries	in	recent	years”	(PRNewswire,	2016).	

	

The	penetration	rate	of	outsourcing	has	increased	across	all	service	types	and	the	global	outsourcing	

rate	is	estimated	to	be	55%	in	2012,	increasing	from	52%	in	2006.	This	trend	is	expected	to	continue,	

with	global	outsourcing	penetration	expected	to	reach	57%	by	2018.	This	increase	in	market	penetra-

tion	is	expected	to	result	in	market	growth	of	approximately	DKK	230bn	between	2012	and	2018	(ISS	

Offering	Circular,	2014,	p.	21).	

	

As	mentioned	in	the	PESTEL	analysis	of	ISS	(Section	7.1.1.1)	the	technological	factors	such	as	IoT	and	

AI	constitute	an	essential	part	of	the	competitive	market	today.	In	line	with	this,	a	substitutional	threat	

exists	in	the	form	of	intelligent	machines,	where	AI	is	able	to	substitute	the	intelligence	deployed	by	

humans,	i.e.	natural	intelligence.	As	time	passes	and	the	technology	develops,	this	threat	is	expected	to	

increase:	“The	substitution	of	intelligent	machines	for	people	in	the	workplace	will	become	the	norm,	and	

facility	management	is	not	going	to	be	an	exception”	(Atkin	and	Bildsten,	2016,	p.	119).	In	other	words,	
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ISS	is	faced	with	the	risk	of	customers	deselecting	ISS’	services	in	favor	of	the	use	of	e.g.	smart	robots	

for	cleaning	or	receptionist	job	duties.		

	

Overall,	the	threat	from	substitutional	services	is	assessed	as	being	medium.	This	is	mainly	due	to	the	

trend	of	more	and	more	companies	outsourcing	their	support	services.	Moreover,	the	threat	from	intel-

ligent	machines	is	assessed	as	being	medium,	since	the	technology	is	not	prevalent	nor	fully	developed,	

and	thus	is	still	rather	expensive	and	not	extensively	used	among	companies.		

	

(3)	The	Bargaining	Power	of	Suppliers	

How	high	a	bargaining	power	the	suppliers	possess	will	directly	affect	the	profitability	of	the	industry.	

The	suppliers	will	be	a	stronger	force	when	companies	in	the	industry	face	higher	switching	costs	or	

when	there	is	a	more	concentrated	crowd	of	suppliers.	When	bargaining	power	of	suppliers	is	high,	the	

companies	in	 the	 industry	will	not	have	the	same	possibility	 to	negotiate	on	prices	which	will	affect	

profitability	negatively	(Porter,	1979;	Johnson	et	al.,	2008,	p.	63).	

	

The	bargaining	power	of	suppliers	is	assessed	as	being	rather	low	which	increases	the	attractiveness	of	

the	FM	industry,	and	thus	entails	intensified	rivalry,	affecting	profitability	in	a	downward	going	trend.	

Firstly,	the	FM	industry	is	shaped	by	a	vast	number	of	suppliers.	The	suppliers	in	the	FM	industry	include	

companies	delivering	 tools	and	equipment,	cleaning	materials,	provisions	and	 food	items,	etc.	Those	

supplies	can	be	acquired	from	a	wide	range	of	different	contractors	and	are	assessed	as	being	general	

commodities.	This	means	that	they	are	commonly	traded,	and	even	though	they	might	differ	slightly	in	

quality	 from	supplier	 to	supplier,	 they	are	generally	perceived	as	being	offered	 in	a	satisfactory	and	

homogeneous	quality.	Secondly,	having	a	good	relation	to	the	suppliers	is	assessed	as	being	subordinate	

to	the	price	due	to	the	homogeneous	character	of	the	products.	This	indicates	that	switching	costs	are	

low.	Thus,	FM	companies	can	shift	between	different	suppliers	quite	easily,	thereby	lowering	the	bar-

gaining	power	of	the	suppliers.	

	

(4)	The	Bargaining	Power	of	Buyers	

When	the	buyers	constitute	a	stronger	force	than	the	companies	in	the	industry,	profitability	will	be	

driven	down.	The	buyers	will	face	a	broader	maneuvering	room	and	thus	they	will	be	reluctant	to	press	

their	suppliers	harder	in	terms	of	prices	(Porter,	1979;	Johnson	et	al.,	2008,	p.	62-63).	

	

In	general,	the	number	of	buyers	in	relation	to	the	number	of	suppliers	is	assessed	as	being	high,	lower-

ing	the	bargaining	power	of	buyers.	The	customers	of	ISS	operate	in	both	the	private	and	public	sector	
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and	range	from	smaller	companies	seeking	single	services	to	large,	multinational	companies	requiring	

IFS.	According	to	the	Offering	Circular	published	by	ISS	in	2014,	the	global	outsourcing	rate	was	esti-

mated	 to	 account	 for	 55%	 in	 2012,	with	 an	 increasing	 tendency	 towards	 57%	 in	 2018.	While	 this	

increase	in	the	outsourcing	penetration	is	expected	to	be	realized	on	a	global	scope,	it	is	expected	to	be	

predominant	in	emerging	markets	(ISS	Offering	Circular,	2014).	If	57%	of	all	companies	in	2018	are	

assumed	to	outsource	one	or	more	of	their	non-core	services,	it	is	indicated	that	the	number	of	buyers	

is	very	high.	Thus,	the	concentration	of	buyers	is	high,	which	increases	the	pressure	that	the	buyers	can	

exert	on	the	facility	service	companies.	Yet,	in	relation	to	the	delivery	of	IFS	across	sites	and	borders	to	

large	contracts,	the	concentration	is	assessed	as	being	lower,	since	fewer	multinational	companies	exist.	

This	suggests	that	the	bargaining	power	of	bigger	clients	is	considerably	higher	than	it	 is	for	smaller	

companies	requesting	single	services.	

	

In	relation	to	the	switching	costs	that	the	customer	face	when	changing	supplier,	an	increasing	tendency	

can	be	identified.	In	general,	the	cost	has	been	a	decisive	factor	for	buyers	when	choosing	a	facility	ser-

vice	 provider,	 and	 less	 attention	 has	 been	 given	 to	 other	 factors	 such	 as	 relationship,	 trust	 and	

consistency:	“Cost	reduction	has	generally	been	one	of	the	decisive	factors	when	customers	decide	to	out-

source	facility	services	with	the	lowest	price	often	being	used	as	the	basis	on	which	contracts	are	awarded”	

(ISS	Offering	Circular,	2014,	p.	63).	However,	as	the	industry	is	undergoing	a	structural	shift	where	bun-

dling	services,	 including	IFS,	are	gaining	a	wider	footing,	the	relationship	and	the	previous	history	of	

collaboration	between	the	two	parties	begin	to	have	a	higher	value	for	the	buyer	(ISS	Offering	Circular,	

2014,	p.	63).	Put	together,	the	bargaining	power	of	buyers	is	assessed	as	being	low	which	is	evidenced	

by	a	relatively	high	customer	concentration	coupled	with	a	tendency	towards	increasing	switching	costs	

for	buyers.	

	

(5)	The	Extent	of	Rivalry	Among	Existing	Firms	in	the	Industry	

The	four	forces	analyzed	above,	all	impinge	on	the	competitive	rivalry	in	the	industry.	However,	there	

is	a	number	of	additional	factors	directly	affecting	the	extent	of	rivalry	among	the	firms	in	the	industry	

(Johnson	et	al.,	2008,	p.	64).	These	will	be	analyzed	below.	When	the	number	of	rivals	increases,	the	

competition	will	be	 fiercer	and	 from	this	the	players	will	adjust	on	any	variables	possible,	 including	

prices	and	quality,	 in	order	to	try	to	keep	up	with	competitors.	Thus,	the	profitability	will	be	driven	

down	when	rivalry	increases	(Porter,	1979).	

	

First,	the	competitive	rivals	of	the	industry	will	be	determined.	As	stated	by	Johnson	et	al.	(2008),	com-

petitive	rivals	are	“organisations	with	similar	products	and	services	aimed	at	the	same	customer	group”	
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(p.	64).	The	FM	market	is	defined	by	having	several	smaller,	often	local,	players	along	with	a	few	bigger	

and	globally	operating	players.	Due	to	low	entry	barriers	for	smaller	local	companies	that	deliver	single	

services,	this	market	is	assessed	as	being	highly	fragmented.	However,	there	is	still	only	a	few	FM	com-

panies	 that	 have	 the	 ability	 to	 deliver	 IFS	 and	 operate	 on	 the	 wider	 global	 scale:	 “Still,	 only	 a	 few	

competitors	have	the	scale	to	deliver	IFS	on	a	multi-national	and	global	basis	providing	a	service	provider	

like	ISS	with	a	clear	competitive	advantage”	(ISS	Offering	Circular,	2014,	p.	68).	Even	though	the	market	

is	assessed	as	being	highly	fragmented,	it	is	still	dominated	by	a	few	large	players	as	the	suppliers	engage	

in	M&A	activities	in	order	to	enhance	and	improve	their	global	position	(BusinessWire,	2016).		

	

The	main	players	in	the	global	FM	industry	are	Compass	Group	plc,	Sodexo	SA,	Aramark	Corporation,	

CBRE	Group	Inc	and	ISS	A/S	(BusinessWire,	2016).	CBRE	Group	Inc	stands	out	a	bit,	since	they	have	a	

higher	focus	on	project	management,	i.e.	real	estate	services,	than	the	other	players	(CBRE	Group,	n.d.).	

Additionally,	Aramark	undertakes	a	more	intensified	focus	on	nutritional	foods,	food	waste,	etc.,	than	

the	other	FM	companies	(Aramark,	n.d.).	However,	even	though	some	of	these	companies	undertake	a	

different	focus,	they	all	deliver	their	services	on	a	global	scale	with	an	extensive	focus	on	delivering	IFS,	

and	thus	they	are	assessed	as	being	rivals	to	ISS.	
	

	
Table	3.	Competitors	in	the	FM	Industry.	

	

As	can	be	seen	from	the	table	above,	the	companies	all	focus	on	delivering	FM	services.	Compass	Group	

plc	is	assessed	as	being	the	global	leader	within	FM,	having	generated	the	highest	revenue	in	the	indus-

try	in	2016	of	USD	26.1bn.	Hard	on	their	heels	is	Sodexo	SA	with	a	revenue	in	2016	of	USD	22.4bn.	Due	

to	the	highly	fragmented	nature	of	the	local	markets,	along	with	this	handful	of	heavy	global	players,	the	

market	for	facility	services	is	assessed	as	being	comprised	of	intensive	competition.	For	ISS	the	compe-

tition	basically	 exists	 in	 the	 form	 of	 a	 strong	 rivalry	with	 Sodexo	and	Compass	Group	 (ISS	Offering	

Circular,	2014).	It	is	easy	to	imagine	that	one	of	these	roughly	equally	sized	global	FM	companies	will	

try	to	gain	dominance	over	the	others,	which	will	create	a	stronger	rivalry	than	already	existing.	



41	of	125		

The	global	market	size	of	outsourced	services	accounted	for	USD	76.9bn	in	2016	and	was	at	that	time	

estimated	to	increase	to	88.9bn	in	2017	(TPI,	&	Information	Services	Group,	n.d.).	Looking	at	the	overall	

development	 from	2000	 to	2017,	 the	 average	 annual	 growth	 rate	has	been	approximately	4%.	This	

growing	trend	is	also	identified	by	Frost	&	Sullivan	(2017),	who	states	that	there	is	a	strong	growth	in	

the	European	market	for	IFS.	Since	2000	the	market	for	IFS	has	increased	significantly.	There	has	been	

a	tendency	for	companies	to	opt	for	bundled	services	rather	than	single	service	solutions.	In	fact,	the	IFS	

market	has	realized	a	Compounded	Annual	Growth	Rate	(CAGR)	of	7%	from	2006-2012,	with	IFS	esti-

mated	to	account	for	9%	of	the	FM	market	in	2018,	compared	to	8%	in	2012	(ISS	Offering	Circular,	2014,	

p.	21).	The	strong	industry	growth	is	not	assessed	to	influence	rivalry	in	an	increasing	manner,	since	the	

competitors	in	the	industry	will	be	able	to	grow	with	the	market.	Thus,	they	will	not	face	fierce	compe-

tition	on	prices,	nor	low	profitability,	as	a	consequence	of	a	low	industry	growth	rate	(Johnson	et	al.,	

2008).	

	

In	response	to	the	growing	demand	for	IFS,	the	FM	industry	has	moved	towards	consolidation:	“As	the	

industry	has	moved	towards	a	higher	share	of	bundled	services,	there	has	been	an	increase	in	consolidation	

because	many	facility	service	providers	are	seeking	to	expand	their	service	capabilities	and	geographical	

reach	by	acquiring	complementary	service	types”	(ISS	Offering	Circular,	2014,	p.	64).	However,	despite	of	

the	consolidation	trend	observed,	the	industry	is	still	assessed	as	being	highly	fragmented	(ISS	Offering	

Circular,	2014).	The	highly	fragmented	nature	of	the	industry	will	entail	a	high	level	of	rivalry.	Compe-

tition	will	not	only	be	driven	by	prices,	but	also	by	the	quality	and	the	relationship	between	supplier	

and	customer.	Thus,	in	order	to	win	contracts	and	increase	market	shares,	the	existing	firms	in	the	in-

dustry	will	 be	 forced	 to	 focus	more	 extensively	on	 cost	 savings,	 convenience	 and	quality.	 In	 overall	

terms,	the	level	of	rivalry	is	assessed	as	being	high,	primarily	due	to	the	high	number	of	competitors	

along	with	the	swiftly	nature	of	the	customer	churn.	

	

In	conclusion,	both	the	threat	from	new	entrants	and	the	bargaining	power	of	suppliers	were	deter-

mined	 to	 be	 low.	 Moreover,	 the	 bargaining	 power	 of	 buyers	 and	 the	 threat	 from	 substitutes	were	

deemed	to	be	medium.	Finally,	the	rivalry	in	the	industry	was	assessed	as	extremely	competitive	due	to	

the	highly	 fragmented	nature	of	 the	FM	market	coupled	with	an	 IFS	market	dominated	by	a	 few	big	

global	players.	An	overall	view	on	the	five	forces	indicates	that	the	profitability	of	the	industry	is	located	

on	a	medium	level.	On	one	hand,	the	strong	rivalry	in	the	industry	has	a	forceful	decreasing	effect	on	

profitability.	On	the	other	hand,	the	low	bargaining	power	of	suppliers	coupled	with	the	high	entry	bar-

riers	to	the	IFS	industry	increase	the	profitability.		
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7.1.2 Internal Analysis 

The	purpose	of	the	internal	analysis	is	to	determine	the	company	specific	factors	influencing	the	cash	

flow	generation	and	risk.	Thus,	the	resources	and	capabilities	are	presented,	and	in	this	respect	the	pos-

sible	 competitive	 advantages	 possessed	 by	 ISS	 will	 be	 analyzed.	 This	 insight	 is	 essential	 when	

determining	the	achievable	margins	and	returns	of	ISS.	It	should	be	stressed	that	the	analysis	will	focus	

the	attention	towards	the	most	critical	resources,	leaving	out	less	important	ones.	

	

7.1.1.2 Resources 
The	resources	will	be	split	into	three	types:	(1)	tangible,	(2)	intangible,	and	(3)	human	resources.	The	

tangible	resources	consist	of	both	financial	and	physical	resources.	Intangible	resources	are	defined	as	

resources	such	as	reputation,	culture,	patents	and	copyrights.	Finally,	human	resources	are	comprised	

of	skills,	know-how,	capacity	for	communication,	etc.	(Grant,	2013).	

	

(1)	Tangible	Resources	

ISS	is	a	service	company	where	the	production	of	the	service	occurs	at	the	customer	site	in	a	collabora-

tion	between	the	ISS	employee	and	the	employee	of	the	customer.	The	equipment	includes	various	tools	

such	as	cleaning	machines,	kitchen	appliances	and	vehicles.	Thereby,	ISS	does	not	have	considerably	

sized	plants	and	equipment.	Thus,	ISS’	primary	physical	resources	consist	of	the	offices	located	around	

the	world.	Among	the	74	countries	that	ISS	operates	in,	they	have	an	office	in	47	of	those	(ISS	Annual	

Report,	2016,	p.	117).	

	

Regarding	the	financial	resources	possessed	by	ISS,	they	had	an	equity	of	DKK	13,920m	with	a	D/E	ratio	

of	2.1x	Fiscal	Year	(FY)	2016	(ISS	Annual	Report,	2016).	This	D/E	ratio	has	faced	a	constant	decreasing	

tendency	declining	from	6x	in	2010	(ISS	Annual	Report,	2010).	Generally,	the	financial	resources	of	ISS	

have	been	improved.	The	same	improving	tendency	can	be	traced	in	the	corporate	credit	rating	of	ISS	

which	of	April	2017	is	determined	to	be	BBB	by	Standard	&	Poor’s	compared	to	BB-	in	2010	(ISS	World,	

n.d.-c).	This	change	has	caused	ISS	to	go	from	a	position	as	a	non-investment	grade	bond	to	becoming	a	

lower-medium	investment	grade	bond.	Thus,	based	on	the	company’s	current	financial	state	their	bor-

rowing	capacity	has	significantly	improved.	

	

(2)	Intangible	Resources	

One	of	the	most	important	intangible	resources	for	ISS	is	their	customer	contracts	and	customer	rela-

tions.	As	ISS	describes	their	customer	network	themselves:	“We	have	a	large	and	diverse	customer	base	

operating	in	a	wide	range	of	industries	and	the	public	sector,	ranging	in	size	from	large,	multinational	
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corporations	seeking	IFS	to	smaller	businesses	requiring	a	single	service”	(ISS	Offering	Circular,	2014,	p.	

88).	Thus,	ISS	has	an	extensive	list	of	valuable	accounts,	scattered	across	the	world,	demanding	a	broad	

scale	of	facility	service	solutions.	The	key	account	customers	of	ISS	represented	5%	of	the	total	customer	

base	 in	2013	and	 contributed	with	approximately	82%	of	 the	 group	 revenue	 (ISS	Offering	Circular,	

2014).	This	indicates	that	the	customer	network	of	ISS	is	highly	attractive.	

	

Additionally,	ISS	has	a	strong	brand	name,	which	is	an	important	resource	of	theirs.	Their	brand	has	

existed	since	1973	and	is	assessed	as	being	very	well-known	in	the	market.	Additionally,	for	the	fifth	

year	in	a	row,	ISS	has	achieved	the	highest	ranking	on	the	International	Association	of	Outsourcing	Pro-

fessionals	(IAOP)	Global	Outsourcing	list.	This	ranking	is	based	on	several	factors,	one	of	them	being	the	

reach	of	the	brand	name	(ISS	World,	2017).	Thus,	the	ISS	brand	name	is	determined	to	be	not	only	well-

known	but	also	acknowledged.	

	

In	regard	to	the	technological	resources,	the	business	model	of	ISS	does	not	rely	on	any	essential	patents	

or	trade	secrets.	However,	ISS	possess	an	important	technology	platform.	They	use	IBM’s	Watson	IoT	

facility	 service	 software.	 This	 software	 consists	 of	 a	 platform	 connected	 to	 several	 sensors	 located	

around	the	building	with	the	purpose	of	gaining	insights	from	those,	and	thereby	creating	a	more	effi-

cient	work	flow	and	a	more	optimized	use	of	buildings	(ISS	World,	2016-a).	

	

The	corporate	culture	of	ISS	is	built	around	a	set	of	shared	values	including	honesty,	responsibility,	re-

spect	 and	 entrepreneurship.	 These	 values	 support	 the	 established	 organizational	 processes	 and	

procedures	and	are	essential	to	the	ISS	organization:	“[The	set	of	shared	values]	are	fundamental	to	who	

we	are	and	everything	we	do	and	help	us	act	as	one	company,	one	brand,	one	culture”	(ISS	World,	n.d.).	

Thus,	ISS	is	assessed	as	having	a	strong	and	embracing	corporate	culture	encouraging	continuous	im-

provement	and	streamlining.	This	 is	 important	to	 ISS’	decentralized	organizational	structure,	where	

responsibility	and	considerable	operational	autonomy	is	delegated	to	the	local	subsidiaries.	The	strong	

corporate	culture	of	ISS	is	assessed	as	being	an	important	resource	for	the	company	in	the	strive	for	

success.	

	

(3)	Human	Resources	

In	2016	ISS	employed	494,233	people	of	whom	74%	were	full-time	and	26%	were	part	time	employees	

(ISS	Annual	Report,	2016,	p.	12).	The	human	resources	are	assessed	as	being	a	critical	resource	for	ISS,	

since	the	service	is	created	in	the	interface	between	customer	and	employee.	This	being	accomplished	

with	a	huge	emphasis	on	delivering	Service	With	a	Human	Touch	(SWAHT)	(ISS	Annual	Report,	2016,	p.	
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33).	Thus,	a	cornerstone	in	the	ISS	business	is	their	employees.	Moreover,	ISS	pursues	a	self-delivery	

model	with	limited	use	of	subcontracts	(ISS	Annual	Report,	2016).	This	supports	that	human	resources	

are	a	core	asset	to	the	business	model	deployed	by	ISS.	However,	ISS,	as	well	as	the	industry	as	a	whole,	

faces	a	high	employee	turnover	rate.	In	2016,	ISS	had	a	turnover	rate	among	White-Collar	Workers	and	

Blue-Collar	Workers	of	20%	and	45%,	respectively	(Appendix	1).	This	means	that	their	critical	human	

resources	are	relatively	swiftly	replaced,	and	thus	customer	relationships	and	some	of	the	know-how	

that	the	respective	employees	have	acquired	will	be	lost.		

	

During	the	later	years,	ISS	has	taken	several	initiatives	to	improve	the	skills	and	know-how	of	their	em-

ployees.	In	2013,	a	Leadership	Mastery	Program	was	initiated	with	the	purpose	of	further	educating	

their	work	force.	In	addition	to	this	program,	ISS	has	launched	several	other	programs	including	Leading	

the	ISS	Way,	ISS	Advantage	and	SWAHT.	The	SWAHT	training	program	has	the	broadest	reach,	enrolling	

70,000+	employees	on	an	annual	basis	with	the	majority	being	Blue	Collar	Workers	(ISS	Annual	Report,	

2016,	p.	33).	These	heavy	training	courses	indicate	that	the	ISS’	workforce	possess	valuable	and	com-

pany-specific	skills	and	know-how.	

	

Additionally,	 the	management	of	 ISS	 is	considered	 to	be	a	valuable	resource.	Management	has	been	

adept	at	handling	present	issues,	improving	the	financial	performance	and	position	in	the	marketplace	

as	well	as	driving	a	successful	integration	of	acquisitions.	Among	these,	the	successful	IPO	in	2014,	the	

winning	of	big	contracts	(e.g.	Rolls	Royce	in	2014	and	Deutsche	Telekom	in	2017)	and	solid	financial	

results	(ISS	World,	2016;	Globe	Newswire,	2018).	Moreover,	the	group	CEO,	Jeff	Gravenhorst,	is	assessed	

as	being	highly	qualified	and	experienced	with	managing	an	international	company	as	ISS.	Jeff	has	been	

the	CEO	of	ISS	since	April	2010	and	has	been	with	ISS	since	2002.	Previously,	he	was	appointed	as	CFO	

in	ISS	UK,	followed	by	the	position	as	CFO,	then	COO,	and	later	CEO	in	ISS	Group	(ISS	World,	n.d.).		

 

7.1.1.3 Capabilities and VRIN Analysis 

Using	the	resources	from	the	previous	section	as	a	starting	point,	this	section	will	address	the	capabili-

ties	and	the	competitive	advantages	of	 ISS.	The	purpose	 is	to	assess	ISS’	competitive	strength	 in	 the	

market.	In	the	analysis	below,	selected	capabilities	and	the	resources	linked	to	those	will	be	analyzed	

through	the	VRIN-framework.	In	some	cases,	it	will	make	sense	to	call	attention	to	the	capabilities,	while	

in	other	instances	it	will	add	more	value	to	the	analysis	to	underline	the	characteristics	of	specific	re-

sources.	Consequently,	the	section	will	highlight	only	the	most	important	aspects	of	the	following	four	

chosen	capabilities:	(1)	Delivering	IFS,	(2)	Building	a	Brand,	(3)	M&A	and	(4)	Service	Development.	
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From	the	use	of	the	framework	it	will	be	determined	if	some	of	the	capabilities	yield	ISS	a	competitive	

advantage,	and	whether	those	are	assessed	as	being	sustainable	or	not.	In	order	for	ISS	to	possess	a	

sustainable	competitive	advantage,	the	capability	must	be	both	valuable,	rare,	inimitable	and	non-sub-

stitutable.	 If	 only	 some	 of	 these	 features	 are	 present,	 the	 capability	 might	 provide	 a	 competitive	

advantage,	yet	this	will	not	be	sustainable	in	nature.	
	

	
Table	4.	ISS	VRIN	Analysis.	

	

(1)	IFS	Capabilities	

ISS	has	shown	to	possess	strong	IFS	capabilities.	These	are	expected	to	stem	from	the	management	of	

ISS,	which	was	considered	to	be	a	valuable	resource	to	the	company.	Additionally,	the	extensive	cus-

tomer	network	and	their	globally	located	offices	support	the	strong	capabilities	within	the	delivery	of	

IFS.	The	resources	revolving	the	IFS	capability	are	assessed	as	being	highly	valuable	to	ISS.	Without	the	

possession	of	IFS	capabilities,	they	would	not	be	able	to	service	contracts	with	multiple	and	integrated	

facility	services	and,	thus,	they	would	not	have	the	same	global	market	share.	In	terms	of	rareness,	the	

capability	is	determined	to	be	somewhat	rare,	since	the	delivery	of	IFS	is	relatively	scarce	in	the	market	

due	to	the	heavy	need	for	resources	and	know-how	which	the	many	smaller,	local	players	do	not	pos-

sess.	Additionally,	the	resources	and	the	combination	of	those	are	assessed	as	being	both	inimitable	and	

non-substitutable.	It	takes	a	deep	and	extensive	experience	to	develop	those	capabilities,	which	makes	

the	capabilities	hard	to	imitate.	Moreover,	resources	such	as	the	tacit	know-how	and	valuable	customer	

relationships	do	not	have	functional	substitutes.		

	

(2)	Building	a	Brand	

In	terms	of	brand	building	capabilities,	ISS	has	been	able	to	create	a	highly	well-known	and	powerful	

brand	as	described	in	the	previous	section.	They	have	developed	strong	capabilities	within	improving	

and	evolving	their	corporate	reputation.	The	brand	building	capabilities,	as	well	as	the	resources	behind	

it,	are	not	assessed	as	being	rare	nor	non-substitutable.	Firstly,	several	companies	in	the	industry	have	
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been	capable	of	creating	and	maintaining	a	valuable	brand	and	reputation.	Secondly,	customers	can	sub-

stitute	 the	 ISS	 brand	with	 other	 similar	 brands	 such	 as	 Sodexo	 or	 Compass	 Group.	 This	makes	 the	

underlying	resource,	i.e.	the	ISS	brand,	substitutable	with	other	similar	brands.	The	capabilities	are	de-

termined	as	being	both	valuable	and	inimitable.	Valuable	in	terms	of	the	considerable	advantages	the	

experience	within	creating	a	brand	gives	ISS.	This	enables	them	to	maintain	the	brand-value	of	the	ISS	

brand,	to	create	new	brands	in	the	future,	and	furthermore	to	include	those	in	the	ISS	family.	An	example	

of	the	latter	is	the	acquisition	of	Guckenheimer,	a	North	American	catering	company,	in	2017,	where	the	

Guckenheimer	brand	was	included	in	ISS’	portfolio	(Market	Line,	2017;	Guckenheimer,	2017).	In	rela-

tion	to	the	inimitable	nature	of	the	capability,	the	brand	and	capabilities	can	in	principle	be	imitated.	

However,	it	would	take	a	lot	of	resources	in	terms	of	time,	financials	and	extensive	customer	contracts.	

For	this	reason,	it	is	deemed	hard	to	imitate.	

	

(3)	M&A	Capabilities	

From	a	strong	history	of	numerous	acquisitions,	ISS	has	developed	abilities	to	better	manage	the	entire	

process	surrounding	 the	M&A	activities.	Among	others	 this	 includes	capabilities	within	the	due	dili-

gence	process,	the	negotiation	and	the	post-integration.	Additionally,	ISS	has	a	M&A	department	located	

at	the	headquarter,	and	thus	is	assessed	as	having	strong	capabilities	within	this	area	(ISS	World,	2009).	

The	M&A	capabilities	possessed	by	ISS	are	determined	to	be	both	valuable	and	non-substitutable.	The	

M&A	capabilities	add	value	by	enabling	ISS	to	exploit	opportunities	in	the	market,	e.g.	the	growing	de-

mand	for	IFS.	In	addition,	they	are	assessed	non-substitutable	since	the	underlying	financial	resources	

cannot	be	substituted	with	other	resources.	It	can	be	argued	whether	the	M&A	capabilities	should	be	

determined	as	being	imitable	or	not.	On	one	hand,	the	capabilities	are	assessed	as	being	costly	to	imitate	

since	the	resources	and	capabilities	were	developed	over	a	long	time	from	certain	historical	conditions.	

ISS	undertook	their	first	acquisition	in	1979,	where	they	acquired	a	New	York	FM	company,	the	Pruden-

tial	Building	Maintenance	Corporation	(Reference	for	Business,	2018).	On	the	other	hand,	the	resources	

are	assessed	as	being	imitable,	since	other	companies	can	buy	access	to	the	majority	of	the	M&A	capa-

bilities	through	consulting	firms,	i.e.	using	advisory	service	companies	in	the	due	diligence	process,	the	

negotiation	process	and	during	the	closing	bid.	Finally,	neither	the	M&A	capabilities	nor	the	financial	

resources	are	assessed	as	being	rare	since	the	resources	are	not	limited	to	only	a	few	companies.	

	

(4)	Service	Development	

With	ISS’	development	of	technologies	and	their	embracing	culture	of	continuous	improvement,	they	

have	demonstrated	capabilities	within	service	development.	Through	the	ages,	ISS	has	kept	up	with	de-

velopments	by	evolving	from	being	a	minor	service	company	to	a	global	operating	IFS	company.	Another	
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example	of	ISS’	service	development	capabilities	is	their	undertaking	of	IBM’s	Watson	IoT	facility	service	

software.	The	integration	of	smart	technology	in	their	daily	service	creation	is	a	way	of	keeping	up	with	

the	fickle	surroundings,	making	work	routines	and	practices	more	efficient.	The	resources	laying	the	

ground	 for	 those	capabilities	are	mainly	their	human	and	cultural	resources;	 their	human	resources	

contribute	with	 valuable	know-how	needed	when	developing	 their	 services,	while	 their	 cultural	 re-

sources	contribute	with	an	embracing	environment	in	terms	of	entrepreneurship	and	innovation.	Since	

the	resources	and	capabilities	related	to	service	development	entail	that	ISS	responds	to	threats	and	

opportunities	in	the	market,	they	are	highly	valuable	to	them.	Moreover,	they	are	determined	to	be	rare,	

since	ISS	is	assessed	as	being	one	of	the	best	in	the	industry	to	embrace	the	continuous	improvement	

and	service	development.	Otherwise,	they	would	not	be	one	of	the	leading	players	in	the	FM	industry.	

They	are	also	determined	to	be	non-substitutable,	since	it	 is	not	possible	to	achieve	the	same	service	

development	without	 having	 a	 culture	 that	 embraces	 continuous	 learning	 coupled	 with	 human	 re-

sources	possessing	the	necessary	know-how.	However,	other	companies	can	relatively	easy	imitate	both	

the	capabilities	and	resources	linked	to	those.	It	 is	assessed	to	be	relatively	easy	for	peers	to	build	a	

culture	that	embraces	innovative	thinking	and	nurtures	the	necessary	know-how.	

	

Above	analysis	of	the	resources	and	capabilities	possessed	by	ISS	shows	that	this	yield	them	several	

competitive	advantages	in	the	FM	industry.	However,	none	of	those	resources	are	determined	to	be	a	

source	of	sustainable	competitive	advantages,	meaning	that	ISS’	capabilities	and	resources	are	limited	

to	give	only	temporary	advantages.	Due	to	the	changeable	surroundings,	and	thus	the	need	for	highly	

dynamic	capabilities,	this	is	not	surprising.	
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7.1.3 Sub-conclusion  

The	insights	gained	from	the	above	external	and	internal	analysis	of	ISS	will	be	condensed	in	a	SWOT-

matrix.	The	value	drivers	presented	in	the	matrix	will	be	used	in	the	subsequent	financial	forecasting,	

and	hence	will	be	included	as	parameters	in	the	final	estimated	value	of	ISS.	Further,	the	conclusions	

presented	in	the	SWOT-matrix	will	be	utilized	in	the	determination	of	synergies	between	ISS	and	XING.	
	

	
Figure	10.	ISS	SWOT	Model.	

	

ISS	possess	several	strengths	of	great	value	to	them.	These	are	the	foundation	on	which	their	strong	

market	position	is	build.	For	instance,	the	brand	of	ISS	is	a	great	asset	that	can	be	utilized	to	both	de-

crease	the	weakness	regarding	the	high	turnover	rate,	as	well	as	pursuing	the	opportunities	arising	from	

a	strong	growth	in	the	global	FM	and	IFM	industry.	Moreover,	their	strengths	in	terms	of	extensive	IFS	

capabilities,	economy	of	scale	and	a	global	customer	network	can	further	be	utilized	in	the	exploitation	

of	the	growth	opportunities.	Additionally,	ISS	is	assessed	as	being	able	to	meet	the	opportunities	arising	

from	the	highly	fickle	surroundings	of	the	industry.	These	includes	opportunities	within	the	increasing	

awareness	of	sustainability,	as	well	as	opportunities	within	IoT	and	AI,	where	ISS	can	utilize	e.g.	their	

human	resources	and	their	strong	M&A	capabilities	to	pursue	those.	Focusing	on	the	threats	that	ISS	

encounters,	their	weaknesses	in	some	instances	aggravate	those.	The	fact	that	ISS	has	no	sustainable	

competitive	advantage	makes	 them	less	resistant	against	 the	 threats	 from	competitors	and	possible	

technological	substitutions.	However,	their	strong	brand	and	leading	market	position	within	the	global	

IFS	market	can	to	some	extent	be	used	to	safeguard	against	those	threats.	
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7.2 FINANCIAL ANALYSIS 
In	the	following	section,	a	financial	analysis	of	ISS	is	performed	in	order	to	shed	light	on	the	historical	

performance	of	the	company.	An	analytical	Income	Statement	(I/S)	and	Balance	Sheet	(B/S)	will	be	pre-

pared,	where	 from	 the	profitability	and	growth	potential	 of	 ISS	will	 be	 evaluated.	 Coupled	with	 the	

strategic	analysis,	the	purpose	of	this	section	is	to	conduct	the	foundation	on	which	the	forecasting,	and	

hence	the	valuation,	will	be	build.	

	

7.2.1 Accounting Policies and Quality of the Annual Report  
When	looking	at	financial	statements	for	analytical	purposes	it	is	essential	that	the	annual	report	reflects	

the	true	performance	of	the	company.	Therefore,	it	is	important	to	determine	the	quality	of	the	annual	

report	by	looking	at	the	accounting	policies	and	the	managerial	discretion,	i.e	the	amount	of	flexibility	

the	management	has	been	given	when	conducting	the	report.	In	this	thesis,	ISS’	annual	reports	from	FY	

2012	to	FY	2016	are	analyzed.	For	the	financial	analysis	to	produce	unbiased	results,	the	accounting	

policies	must	stay	unchanged	during	this	5-year	period.	This	is	important	since	a	change	in	accounting	

policies	might	result	in	e.g.	an	increased	EBITDA	without	any	actual	increase	in	the	underlying	perfor-

mance	of	the	company	taking	place.		

	

The	consolidated	financial	statements	of	ISS	are	prepared	in	accordance	with	International	Financial	

Reporting	Standards	(IFRS)	as	adopted	by	both	the	EU	and	International	Accounting	Standards	Board	

(IASB):	“The	consolidated	financial	statements	have	been	prepared	in	accordance	with	the	IFRS	as	adopted	

by	the	EU	and	additional	requirement	of	the	Danish	Financial	Statements	Act.	In	addition,	the	consolidated	

financial	statements	have	been	prepared	in	compliance	with	the	IFRSs	issued	by	the	IASB”	(ISS	Annual	

Report,	2016,	p.	67).	The	accounting	policies	have	been	consistent	in	the	analyzed	period,	only	including	

minor	adjustments.	The	few	changes	in	accounting	policies	over	the	years	are	not	assessed	to	affect	the	

results	of	the	financial	statement	analysis.	However,	certain	changes	in	the	transparency	of	the	financial	

items	have	made	additional	assumptions	necessary	in	some	of	the	fiscal	years.	Yet,	these	are	assessed	

to	have	a	minor	 impact,	 if	any	at	all,	on	 the	 final	valuation.	 In	respect	to	 the	 flexibility	possessed	by	

management	when	conducting	the	annual	report,	the	management	of	ISS	is	determined	to	have	some	

flexibility.	The	flexibility	mainly	consists	in	terms	estimations	of	the	amount	recognized	as	provision,	

deferred	tax	assets,	receivables,	brand	value,	etc.	However,	the	flexibility	is	generally	considered	to	be	

low,	since	only	a	few	items	with	minimal	impact	are	up	for	management’s	discretion.	

	

Overall,	the	quality	of	ISS'	annual	reports	raises	no	concerns.	As	a	consequence	of	the	IPO,	the	require-

ments	of	ISS’	annual	report	were	sharpened.	Following	this,	ISS	improved	their	report	tremendously	in	
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2013,	and	in	2014	they	were	awarded	a	price	for	the	best	annual	report	granted	by	FSR	and	DI	(FSR	-	

Danske	Revisorer,	2014).	Moreover,	the	annual	reports	published	by	ISS	have	no	reproofs	from	the	au-

ditors	(KPMG	in	Y2012-2013	and	EY	in	Y2014-2016).	This	supports	that	the	annual	reports	must	be	of	

a	reasonable	quality,	whereby	they	are	considered	as	a	sufficient	foundation	for	a	true	and	fair	financial	

analysis.		

	

7.2.2 Analytical Balance Sheet and Income Statement 

The	reformulation	of	the	B/S	and	 I/S	 is	necessary	in	order	 to	determine	how	ISS	creates	value.	The	

operational	items	must	be	valued	separately	from	the	financial	items,	since	the	operational	items	are	

the	primary	source	of	value	creation.	In	other	words,	the	operating	items	are	essential	in	order	to	depict	

a	company’s	profit	excluding	any	possible	financial	gains	(Petersen	&	Plenborg,	2012).	

	

By	dividing	the	analytical	B/S	into	operating	and	financial	assets	and	liabilities,	the	analyst	can	deter-

mine	how	much	 invested	capital	the	company	needs	 in	order	 to	generate	profit.	The	assets	 that	are	

related	to	core	activities	are	classified	as	operating,	whereas	the	items	that	are	not	associated	with	the	

core	operations	are	classified	as	financial.	Additionally,	interest	bearing	liabilities	are	classified	as	finan-

cial,	 whereas	 non-interest	 bearing	 liabilities	 are	 characterized	 by	 being	 operational	 (Petersen	 &	

Plenborg,	2012).	The	separation	makes	it	possible	to	subtract	the	non-interest	bearing	debt	from	the	

operational	assets	in	order	to	get	the	net	operating	assets,	i.e.	the	operating	invested	capital.	The	ana-

lytical	I/S	also	distinguish	between	operating	items	and	financial	items,	where	the	operating	items	are	

items	that	are	connected	to	the	core	business	and	therefore	reveal	how	the	company	generates	value.	

In	order	to	determine	the	true	value	generated	from	the	business,	the	unusual	items	must	be	determined	

and	 critically	 categorized	 as	 being	 either	 recurring	 or	 non-recurring.	 If	 an	 item	 is	 non-recurring,	 it	

should	be	removed	from	the	EBITDA,	EBIT	and	NOPAT,	since	the	item	is	not	part	of	the	value	drivers	in	

the	future	(Petersen	&	Plenborg,	2012).		

	

When	conducting	an	analytical	I/S	and	B/S	many	reflections	and	assumptions	are	needed	in	order	to	

make	the	distinctions	mentioned	above.	In	the	following	section,	the	most	important	reflections	will	be	

discussed.	The	entire	analytical	I/S	and	B/S	can	be	found	in	Appendix	3.	

 

Calculating	Gross	Profit	

The	norm	when	producing	an	analytical	I/S	is	to	calculate	the	gross	profit	as	the	revenue	less	costs	of	

goods	sold.	However,	since	ISS	is	a	service	company,	they	do	not	have	cost	of	goods	sold.	Instead,	the	

gross	profit	can	be	calculated	by	subtracting	the	cost	of	revenue	(Hoeksema,	2012).	The	cost	of	revenue	
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is	the	cost	directly	related	to	the	services	of	the	company,	i.e.	the	variable	costs.	For	ISS	the	cost	of	rev-

enue	consists	of	consumables	and	the	fraction	of	the	staff	costs	that	is	variable.	From	the	annual	report	

it	is	not	possible	to	determine	how	big	a	portion	of	the	staff	costs	that	is	fixed,	and	therefore	all	staff	

costs	are	assumed	to	be	variable	and	part	of	the	cost	of	revenue.	However,	this	assumption	will	not	have	

any	impact	on	the	calculation	of	EBITDA	and	therefore	is	not	considered	to	have	an	effect	on	the	valua-

tion.		

	

Pensions	

ISS'	pension	plans	are	primarily	“defined	contribution	plans	where	contributions	are	paid	to	publicly	or	

privately	administered	pension	plans	on	a	statutory,	contractual	or	voluntary	basis”	(ISS	Annual	Report,	

2016,	p.	100).	These	are	regular	costs	allocated	under	staff	costs	and	are	considered	as	an	operating	

item.	However,	they	have	a	few	unfunded	pension	obligations,	where	an	actuarial	figure	is	calculated	as	

the	present	value	of	the	future	expenses	of	such	benefit	plans.	In	this	calculation,	a	number	of	assump-

tions	 is	made	about	 salary,	mortality,	 inflation	 and	 interest	 rates.	These	pensions	 are	 considered	as	

financial	items,	since	 they	are	discounted	to	present	value,	 i.e.	 they	are	 interest-bearing	(Petersen	&	

Plenborg,	2012,	p.	78).	Therefore,	the	unfunded	pension	liabilities	are	excluded	from	the	rest	of	the	pen-

sion	obligations	and	are	recognized	in	the	B/S	as	interest	bearing	debt.		

	

Other	Income	and	Expenses		

From	the	notes	in	the	annual	report	it	 is	determined	which	part	of	other	income	and	expenses	 that	is	

related	to	core,	and	moreover	is	expected	to	recur	(Note	1).	None	of	the	items	are	assessed	as	financing	

activities.	However,	some	of	the	items	are	unusual	and	non-recurring	in	nature,	e.g.	the	gain	on	sales	of	

land	and	buildings	in	2012,	as	well	as	the	costs	related	to	the	IPO	in	2014.	Other	items	such	as	restruc-

turing	expenses	are	up	for	further	discussion,	since	they	are	determined	to	be	special	items,	yet	they	

occur	every	year	and	account	for	approximately	the	same	percentage	of	the	revenue	each	year.	How-

ever,	it	is	reasonable	to	expect	adjustments	in	ISS'	organization	in	order	to	cope	with	changing	market	

conditions.	For	this	reason,	they	are	assumed	to	be	recurring	operational	expenses.	Likewise,	a	big	part	

of	ISS'	strategy	is	based	on	divestments:	“In	support	of	our	continued	strategic	alignment,	we	will	continue	

to	review	our	business	platform	to	identify	potential	divestments	as	well	as	capability	enhancing	acquisi-

tions”	(ISS	Annual	Report,	2016,	78).	Therefore,	 income	and	expenses	 from	divestments	occur	every	

year	and	are	therefore	considered	to	be	recurring.	
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Investments	in	Associates		

Investments	in	associates	is	a	part	of	ISS'	core	business,	since	it	is	investments	in	companies	operating	

within	the	same	business-area	as	ISS,	and	therefore	should	be	treated	as	an	operating	item.	The	share	

of	results	from	investments	in	associates	are	part	of	financial	income	in	the	consolidated	I/S,	and	it	is	

removed	to	separate	the	operating	from	the	financing	activities.	This	division	is	only	accessible	from	the	

notes	of	the	annual	reports	in	2012-2013.	It	is	assumed	that	the	proportion	of	financial	income,	stem-

ming	from	share	of	results	from	associates,	is	constant	in	the	following	years,	and	therefore	an	average	

percentage	(2.6%)	is	calculated	and	used	to	find	the	result	from	associates	in	2014-2016	(Note	7).	In	

the	B/S	investments	in	associates	is	a	part	of	other	financial	assets,	whereby	it	is	reallocated	to	operating	

activities	(Note	8).	The	separation	of	the	assets	is	not	possible	in	all	years,	and	an	average	percentage	of	

the	total	other	financial	assets	is	calculated	(2.1%)	in	the	remaining	years.		

	

Deposits		

Deposits	appears	under	other	financial	assets	in	the	consolidated	I/S.	However,	deposits	is	an	operating	

activity	and	therefore	should	be	separated	from	the	financial	activities.	In	the	same	manner	as	with	in-

vestments	 in	 associates,	 the	 distinction	 is	 only	 possible	 in	 2012-2014,	 and	 an	 average	 percentage	

(42.9%)	is	therefore	calculated	in	the	remaining	years	(Note	8).	

	

Cash	and	Cash	Equivalents	

In	general,	most	cash	and	cash	equivalents	is	deemed	to	be	access	cash,	which	can	be	paid	out	as	divi-

dends,	used	to	buy	back	shares	or	used	to	repay	debt.	This	is	not	affecting	the	operations	and	is	therefore	

part	of	the	financing	activities.	However,	the	cash	and	cash	equivalents	reported	might	consists	of	some	

cash	needed	in	the	day-to-day	operations	(Note	5).	However,	the	annual	report	of	ISS	does	not	reveal	

how	big	a	portion	of	cash	and	cash	equivalents	that	is	related	to	operations,	resulting	in	an	assumed	

proportion	of	1%	of	cash	being	allocated	to	operations	(Petersen	&	Plenborg,	2012,	p.77).		

	

Tax	on	Activities	and	the	Effective	Tax	Rate			

The	income	taxes	in	the	consolidated	I/S	relate	to	both	operating	and	financing	activities,	whereby	there	

is	a	need	to	separate	the	tax	on	operational	and	financial	items.	When	making	this	distinction,	a	tax	rate	

must	be	chosen	as	a	proxy	for	the	corporate	tax	rate.	The	effective	tax	rate	assumes	that	the	tax	rate	is	

identical	for	operating	and	financial	items,	while	the	marginal	tax	rate	is	built	on	the	assumption	that	

the	current	corporation	tax	rate	is	equal	to	the	tax	value	from	the	net	financials	(Petersen	&	Plenborg,	

2012).	Therefore,	both	the	effective	and	marginal	tax	rates	have	pros	and	cons	when	utilized.	However,	

the	effective	tax	rate	will	be	applied	in	this	thesis	(Note	2).	
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Operating	Lease		

ISS	leases	properties,	vehicles	and	other	equipment	under	operating	lease	agreements.	Typically,	these	

lease	agreements	run	for	a	period	of	2-5	years	with	an	option	to	extend	the	lease	(ISS	Annual	Report,	

2016,	p.	99).	The	operating	lease	of	ISS	is	not	capitalized	on	the	B/S,	since	the	exact	duration	and	pay-

ment	of	the	lease	contract	would	be	needed.	This	information	is	not	possible	to	retrieve	and	therefore	

the	operating	lease	is	not	capitalized	to	present	value.	

	

It	should	be	noted,	that	a	new	accounting	standard	on	operating	lease	is	to	be	implemented	in	2019.	

With	this	new	standard,	operating	lease	agreements	are	required	to	be	capitalized	to	present	value	as	

tangible	assets	(PwC,	2014).	This	will	improve	EBITDA	and	NOPAT,	due	to	lease	payments	being	divided	

into	depreciation	of	the	asset	and	the	interest	payments.	In	addition,	the	invested	capital	will	increase,	

resulting	in	the	change	in	Return	on	Invested	Capital	(ROIC)	being	very	difficult	to	predict.	The	new	

standards	are	relevant	for	ISS,	since	operating	lease	agreements	constitute	a	somewhat	large	part	of	

their	business	model.	However,	it	is	an	accounting	technicality	that	should	not	affect	the	estimated	value	

of	ISS,	and	it	is	therefore	not	taken	into	consideration	in	this	thesis.	

	

7.2.3 Profitability Analysis  

The	purpose	of	the	profitability	analysis	is	to	make	ground	for	assumptions	about	the	future	profitabil-

ity,	i.e.	the	forecasting.	This	section	will	evaluate	ISS'	profitability	by	determining	the	trend	and	level	of	

key	ratios	describing	different	aspects	of	the	profitability.		
	

	
Figure	11.	Profitability	Analysis.	
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The	analysis	will	decompose	Return	on	Equity	(ROE)	into	the	operating	profitability,	ROIC,	and	the	im-

pact	of	financial	leverage.	This	decomposition	will	be	referred	to	as	Level	1:		
	

𝑅𝑂𝐸 = 𝑅𝑂𝐼𝐶 + 𝑆𝑃𝑅𝐸𝐴𝐷 ⋅ 𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙	𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒	
	

Level	2	will	decompose	ROIC	by	analyzing	the	Profit	Margin	(PM)	and	the	Turnover	rate	of	Invested	

Capital	(TRIC):	

𝑅𝑂𝐼𝐶 = 𝑃𝑟𝑜𝑓𝑖𝑡	𝑀𝑎𝑟𝑔𝑖𝑛 ⋅ 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟	𝑟𝑎𝑡𝑒	𝑜𝑓	𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑	𝐶𝑎𝑝𝑖𝑡𝑎𝑙	

	

When	analyzing	the	PM,	a	common	size	analysis	and	a	trend	analysis	is	used	to	determine	the	changes	

and	 the	 level	 of	 the	 revenue	and	 costs	during	 the	 analyzed	period.	 Likewise,	TRIC	will	 be	 analyzed	

through	a	trend	analysis	and	a	days-on-hand	analysis.	The	decomposition	of	PM	and	TRIC	is	referred	to	

as	Level	3.		

	

The	section	below	will	offset	from	an	analysis	of	the	operating	profitability,	looking	at	ROIC	on	Level	2,	

followed	by	Level	3,	where	investigations	of	PM	and	TRIC	will	be	conducted.	When	the	operating	prof-

itability	has	been	analyzed,	the	section	will	move	on	to	Level	1,	where	the	focus	will	shift	to	the	financial	

leverage,	which	combined	with	ROIC	will	result	in	an	overall	assessment	of	ROE.		

	

Level	2:	Decomposition	of	Return	On	Invested	Capital	

The	overall	measure	for	the	operating	profitability	is	ROIC:	“The	ratio	express	the	return	on	capital	in-

vested	in	a	firm’s	net	operating	assets	as	a	percentage”	(Petersen	&	Plenborg,	2012,	p.	94):	
	

𝑅𝑂𝐼𝐶 = 𝑃𝑟𝑜𝑓𝑖𝑡	𝑀𝑎𝑟𝑔𝑖𝑛 ⋅ 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟	𝑟𝑎𝑡𝑒	𝑜𝑓	𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑	𝐶𝑎𝑝𝑖𝑡𝑎𝑙	
	

ROIC	 is	 an	 extremely	 important	

measure	 in	 the	 financial	 analysis,	

since	 a	 higher	 ROIC	 will	 lead	 to	 a	

higher	 estimated	 firm	 value,	 ceteris	

paribus.	 A	 company's	 ROIC	 is	 not	

only	relevant	 for	 the	operations	but	

also	for	the	financing	activities,	since	

a	 higher	 ROIC	 also	 enables	 a	 com-

pany	 to	 obtain	 cheaper	 financing	

(Petersen	 &	 Plenborg,	 2012).	 It	

should	be	stressed,	that	the	calculation	
Figure	12.	Return	On	Invested	Capital.	
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of	invested	capital	is	based	on	end-of-year	values.	A	more	accurate	measure	would	be	an	average	of	the	

beginning-	and	end-year	values.	However,	since	ISS	has	not	experienced	fluctuating	values	historically,	

using	end-of-year	estimates	would	derive	approximately	the	same	conclusions.	

	

ISS'	ROIC	was	12.70%	in	2016,	meaning	that	they	generate	a	return	of	0.127	DKK	for	each	DKK	invested	

in	operations.	During	the	past	5	years,	ROIC	followed	a	positive	trend	and	more	than	doubled	from	2012	

to	2013.	On	average,	ROIC	changed	38.76%	per	year,	although	it	nearly	stagnated	from	2015	to	2016	

with	an	increase	of	only	0.02	percentage	points.	 ISS	 is	a	service	company,	and	this	type	of	company	

generally	has	few	investments	and	high	turnover	rates.	In	addition,	service	companies	often	have	diffi-

culties	preserving	a	high	PM	due	to	the	intensive	rivalry	often	characterizing	the	market,	making	prices	

an	essential	parameter	(Petersen	&	Plenborg,	2012,	p.	108).	

	

	
Table	5.	Profitability	Analysis,	Level	2.	

	

From	the	interpretation	of	ROIC	above,	it	is	not	possible	to	determine	whether	the	profitability	derives	

from	improved	capital	utilization,	i.e.	TRIC,	or	a	better	revenue	and	expense	relation,	i.e.	PM	(Petersen	

&	Plenborg,	2012,	p.	107).	A	decomposition	of	ROIC	is	therefore	needed.	By	analyzing	PM	and	TRIC,	it	is	

clear	that	the	growth	in	ROIC	is	driven	by	an	increase	in	both	measures.		
	

	

 
Figure	13.	Profitability	Analysis,	Level	2.	
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Profit	Margin	

The	PM	denotes	the	operating	income	as	a	percentage	of	net	revenue.	The	PM	express	the	relation	be-

tween	revenue	and	expenses.	Thus,	a	high	PM	is	favorable,	ceteris	paribus	(Petersen	&	Plenborg,	2012):	
	

𝑃𝑟𝑜𝑓𝑡	𝑀𝑎𝑟𝑔𝑖𝑛	 =
𝑁𝑂𝑃𝐴𝑇

𝑁𝑒𝑡	𝑟𝑒𝑣𝑒𝑛𝑢𝑒 ⋅ 100%	

	

The	PM	has	increased	with	an	average	of	29.99%	each	year,	increasing	the	profitability	year	for	year.	

However,	the	levelling	of	ROIC	observed	the	past	two	years,	is	caused	by	the	minor	decrease	in	the	PM	

seen	from	2015	to	2016.	The	PM	averages	to	3.34%,	which	means	that	ISS	generates	0.0334	DKK	for	

each	DKK	of	net	revenue.		
	

	
Figure	14.	Profit	Margin.	

	

Turnover	rate	on	Invested	Capital	

The	TRIC	express	the	net	revenue	as	a	percentage	of	invested	capital	and	thereby	asserts	a	company’s	

ability	to	utilize	invested	capital	(Petersen	&	Plenborg,	2012):		
	

𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟	𝑟𝑎𝑡𝑒	𝑜𝑓	𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑	𝐶𝑎𝑝𝑖𝑡𝑎𝑙 =
𝑁𝑒𝑡	𝑅𝑒𝑣𝑒𝑛𝑢𝑒

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑	𝐶𝑎𝑝𝑖𝑡𝑎𝑙	

	

TRIC	has	increased	with	an	average	of	5.54	%	per	year	since	2012	which	contributes	to	the	increase	in	

ROIC.	The	average	TRIC	is	approximately	3x,	implying	that	for	each	DKK	ISS	has	invested	in	operations,	

a	sale	of	DKK	3	is	generated,	or	in	other	words,	ISS	has	tied	up	their	invested	capital	for	a	period	of	

approximately	120	days.	
	

	
Figure	15.	Turnover	rate	of	Invested	Capital.	
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Level	3:	Decomposition	of	Profit	Margin	and	Turnover	rate	of	Invested	Capital		

From	Level	2	it	became	clear	that	the	increased	ROIC	was	caused	by	an	increase	in	both	PM	and	TRIC.	

On	Level	3	the	PM	and	TRIC	will	be	decomposed	further	in	order	to	investigate	what	possibly	caused	

the	increase	in	those	measures.		

	

Decomposition	of	the	Profit	Margin		

In	order	to	fully	understand	the	relation	between	

operating	expenses	and	revenue,	a	common-size	

analysis	and	a	 trend	analysis	 is	performed	 (Ap-

pendix	4).	The	common	size	analysis	shows	the	

relative	size	of	each	item	as	a	percentage	of	reve-

nue,	while	the	trend	analysis	displays	the	relative	

size	of	 each	 item	as	 a	percentage	of	 the	 item	 in	

year	2012.	The	common	size	analysis	shed	light	

on	a	previously	mentioned	observation	of	consid-

erably	high	staff	costs.	The	staff	costs	are	located	

at	a	relatively	steady	level,	accounting	for	approx-

imately	 63%	 of	 revenue.	 Revenue	 has	 not	

changed	significantly	during	the	previous	5	years.	Yet,	it	increased	a	bit	in	2015	where	after	it	decreased	

again	in	2016.	Focusing	on	EBITDA,	the	ratio	is	situated	at	a	constant	level	of	8	to	9	percent	of	revenue	

facing	an	 insignificant	decreasing	trend.	By	contrast,	NOPAT	has	 increased	greatly	since	2012.	 It	 in-

creased	approximately	250%	due	to	a	decrease	in	depreciation	and	amortization.	However,	the	increase	

was	mostly	due	to	the	heavy	decrease	in	the	effective	tax	rate.	This	is	also	seen	in	net	earnings,	which	

has	been	improving	over	the	past	years	and	in	2016	accounted	for	2.81%	of	revenue,	as	opposed	to	

negative	net	earnings	in	2012	and	2013.		

	

Decomposition	of	the	Turnover	rate	on	Invested	Capital		

It	is	important	to	analyze	the	TRIC	to	show	how	ISS	utilize	their	invested	capital	and	how	this	contrib-

utes	to	the	overall	profitability.	A	trend	analysis	is	performed	to	provide	insights	to	the	changes	in	the	

use	of	IC.	Moreover,	a	days-on-hand	analysis	is	performed,	expressing	the	number	of	days	that	an	ac-

counting	item	is	consuming	cash	(Appendix	4):	𝐷𝑎𝑦𝑠 − 𝑜𝑛 − ℎ𝑎𝑛𝑑 = 365 ⋅ YZ[Z;\]	^_]]3	`3]a
b]c];d]

			

Figure	16.	Decomposition	of	Profit	Margin.	
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The	increase	in	TRIC	is	twofold,	i.e.	an	increase	in	the	

turnover	rate	can	be	caused	by	either	an	increase	in	

revenue,	a	decrease	in	IC,	or	both.	Earlier,	it	has	been	

established	 that	 revenue	 decreased	 in	 the	 analyzed	

period	 and	 the	 increase	 in	 TRIC	 must	 therefore	 be	

driven	 by	 a	 relatively	 higher	 decrease	 in	 IC.	 IC	 de-

creases	 when	 assets	 decrease,	 and/or	 when	 non-

interest	 bearing	 debt	 increases.	 The	 trend	 analysis	

and	the	days-on-hand	analysis	reveal	that	total	assets	

has	decreased	11.5%	and	has	dropped	approximately	

27	days	on	hand.	This	development	is	primarily	driven	

by	a	decrease	 in	non-current	 intangible	assets,	which	

constitutes	a	big	part	of	the	total	IC.	Non-current	intangible	assets	decreased	17.5%	from	2012	to	2016	

and	approximately	21	days	on	hand.	The	decrease	is	mainly	caused	by	a	decrease	in	goodwill	and	cus-

tomer	 contracts.	 The	 tangible	 assets	 and	 the	 current	 assets	 also	 decreased	 in	 the	 analyzed	 period,	

however	 other	 non-current	 assets	 increased	 slightly	 due	 to	 an	 increase	 in	 investments	 in	 equity-ac-

counted	investees.			

	

The	non-interest	bearing	debt	increased	slightly	by	1.16%	due	to	e.g.	trade	payables.	The	overall	decrease	

in	total	assets	and	the	small	increase	in	non-interest	bearing	debt	drives	the	IC	to	decrease	approximately	

19%	making	IC	28	days	shorter	on	hand	in	2016	compared	to	2012.	The	decrease	in	IC	causes	TRIC	to	

increase,	and	consequently	makes	ISS	more	profitable.		

 

Level	1:	Return	on	Equity	

This	far	the	profitability	analysis	has	focused	on	the	operating	profitability.	The	focus	will	now	turn	to	

the	financial	profitability	where	ROE	will	be	determined.	ROE	is	calculated	as	the	relation	between	net	

earnings	after	tax	and	book	value	of	equity:	𝑅𝑂𝐸 = e]3	fZg;h;ij	Zk3]g	lZm
Ynno	pZ[d]	nk	fqdh3r

	

	

As	seen	earlier,	it	is	also	possible	to	decompose	ROE	into	operating	leverage,	financial	leverage,	and	the	

spread	between	ROIC	and	net	financial	expenses.	Be	aware	that	the	ROIC	used	for	the	calculation	of	ROE	

will	deviate	from	the	analysis	above,	where	the	reformulated	financial	statements	were	used.	The	rea-

son	for	this	is	that	the	calculation	of	ROE	seen	from	the	formula	above	will	not	terminate	at	the	same	

value	as	when	using	the	reformulated	ROIC.			

Figure	17.	Decomposition	of	TRIC.	
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Table	6.	Profitability	Analysis,	Level	1.	

	

In	this	section,	the	other	part	of	ROE	will	be	analyzed,	namely	the	financial	gearing.	The	financial	gearing	

will	influence	ROE	since	ISS	uses	borrowed	funds.		

	

Financial	Leverage	

The	financial	leverage	of	the	firm	is	a	ratio	estimated	from	the	Net	Interest	Bearing	Debt	(NIBD)	as	a	

proportion	of	the	Book	Value	of	Equity	(BVE):		𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙	𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 = e`Yt
Ypf

	

	

The	financial	leverage	of	ISS	decreased	around	the	IPO	in	2014,	due	to	a	decrease	in	NIBD	and	an	in-

crease	 in	BVE.	NIBD	decreased	more	 than	50%	 in	 the	 analyzed	period,	while	BVE	 increased	170%.	

Combined,	this	development	resulted	in	a	decrease	in	the	financial	leverage	from	5.19	in	2012	to	0.83	

in	2016,	which	engendered	a	reduction	in	ISS'	financial	risk.		

	

Net	Borrowing	Cost		

Net	Borrowing	Cost	(NBC)	should	be	interpreted	with	care,	since	it	rarely	matches	a	firm’s	true	borrow-

ing	rate.	Among	other	financial	items,	NBC	is	affected	by	the	difference	between	deposit	and	lending	

rates	as	well	as	currency	gains	and	losses	(Petersen	&	Plenborg,	2012,	p.	117).	The	NBC	is	calculated	by	

taking	the	net	financial	expenses	after	tax	as	a	percentage	of	NIBD:		𝑁𝐵𝐶 = e]3	vh;Z;\hZ[	fmw];j]j	Zk3]g	lZm
e`Yt

	

NBC	doubled	from	2012	to	2014	taking	on	a	value	of	6.7%.	After	2014	the	NBC	decreased	with	3.6	per-

centage	points	to	its	2012-level	of	approximately	3%.	This	pattern	is	partly	driven	by	the	decrease	in	

NIBD,	and	partly	driven	by	the	increase	in	net	financial	expenses	after	tax	up	to	the	IPO,	and	the	decrease	

afterwards.	

	

Spread		

The	spread	is	the	difference	between	ROIC	and	the	Net	Borrowing	Cost:		𝑆𝑃𝑅𝐸𝐴𝐷 = 𝑅𝑂𝐼𝐶 − 𝑁𝐵𝐶	

The	low	ROIC	combined	with	the	high	NBC	in	2012	and	2013	resulted	in	a	negative	spread,	meaning	

that	the	borrowing	costs	exceeded	ROIC	in	these	years,	and	thus	the	financial	leverage	was	destroying	
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value	for	the	owners.	However,	as	expected	from	the	analysis	conducted	above,	the	spread	increased	

after	the	IPO,	and	ROIC	now	more	than	covers	NBC.		
	

	
Figure	18.	Profitability	Analysis,	Level	1.	

	

7.2.3.4 Overall Assessment of the Profitability 

The	growth	in	ROE	after	the	IPO	in	2014	is	partly	driven	by	the	growth	in	ROIC,	which	is	caused	by	an	

increase	in	both	PM	and	a	higher	TRIC.	The	increase	in	PM	is	mainly	driven	by	an	increase	in	NOPAT,	

caused	by	a	lower	effective	tax	rate.	The	higher	TRIC	stems	from	a	lowering	of	assets,	primarily	due	to	

fewer	customer	contracts.	The	growth	in	ROE	is	also	a	result	of	the	reduction	in	NBC	and	a	decline	in	

financial	leverage	driven	by	a	lower	NIBD	and	a	rising	equity.		

	

7.2.4 Growth Analysis 

This	section	will	present	the	sustainable	growth	rate	in	accordance	with	the	profitability	analysis	above.	

ISS'	sustainable	growth	rate	is	calculated	to	“indicate	at	what	pace	a	company	can	grow	its	revenues	while	

preserving	its	financial	risk,	i.e.	maintaining	its	financial	leverage	at	the	same	level	despite	growth”	(Pe-

tersen	&	Plenborg,	2012,	p.	128).	The	sustainable	growth	rate	can	be	calculated	as:		
	

𝑔 = 𝑅𝑂𝐸 ⋅ (1 − 𝑃𝑎𝑦𝑜𝑢𝑡	𝑟𝑎𝑡𝑖𝑜)	
	

Based	on	the	most	recent	numbers	in	the	analyzed	period	(2016)	the	sustainable	growth	rate	can	be	

calculated	as:	𝑔 = 0,1595 ⋅ (1 − 0,5) = 0,0797 → 7,97%	

	

ISS	has	a	target	payout-ratio	policy	of	approximately	50%	of	net	profit	and	coupled	with	their	ROE	of	

15.95%,	a	growth	of	7.97%	is	calculated.	This	indicates	that	ISS	can	grow	7.97%	while	maintaining	the	

current	level	of	financial	leverage.	This	sustainable	growth	rate	will	be	used	as	a	cap	for	the	growth,	

since	a	company	cannot	grow	faster	than	the	sustainable	growth	rate,	if	the	financial	risk	wishes	to	be	

remained	constant.		
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7.2.5 Liquidity Analysis  

This	section	will	analyze	the	short-term	and	long-term	liquidity	risk	of	ISS.	The	liquidity	is	important	

since	it	enables	companies	to	make	profitable	investments,	pay	its	bills	and	avoid	bankruptcy.	Liquidity	

is	therefore	essential	for	ISS'	future	growth	possibilities.	When	evaluating	the	liquidity,	it	is	favorable	to	

benchmark	with	peers	(Petersen	&	Plenborg).	In	Section	7.1.1.2	the	peers	of	importance	to	ISS	were	

presented,	however	the	analysis	faces	some	difficulties	when	using	the	competitors	to	compare	financial	

ratios.	Among	the	peers,	Sodexo	and	Compass	Group	are	exclusively	chosen	since	they	are	assessed	as	

being	comparable	and	relevant	peers.	The	reason	for	not	using	Aramark	and	CBRE	Group	is	that	peers	

must	be	based	on	the	same	set	of	accounting	principles	in	order	for	them	to	be	comparable	“valuation	

based	on	multiples	is	also	a	comparison	of	accounting	numbers	between	related	companies.	This	implies	

that	accounting	numbers	from	the	companies	being	compared	must	be	based	on	the	same	set	of	accounting	

principles	(Petersen	&	Plenborg,	2012,	p.	232).	It	could	be	argued,	that	adjusting	the	accounting	numbers	

would	be	a	possible	way	to	handle	the	non-comparability	of	the	accounting	numbers.	However,	in	addi-

tion	to	this,	CBRE	Group	focus	more	on	project	management,	 i.e.	real	estate	services,	than	any	other	

player	in	the	FM	industry.	Thereby,	the	company	is	not	assessed	to	be	highly	compatible	with	the	ser-

vices	of	ISS	and	is	therefore	not	included.	Moreover,	Aramark	has	an	extended	focus	on	Food	Service	

offerings,	 including	 nutritional	 foods,	 which	 in	 line	 with	 the	 non-comparable	 accounting	 numbers	

speaks	in	favor	of	not	benchmarking	against	Aramark.		

	

Short-term	Liquidity	Risk		

This	section	will	investigate	the	short-term	liquidity	risk	with	the	purpose	of	analyzing	ISS'	abilities	to	

satisfy	their	short-term	liabilities.		

	

	
Table	7.	Short-term	Liquidity	Risk.	

Liquidity	Cycle		

The	Liquidity	Cycle	uncovers	the	number	of	days	it	takes	to	convert	working	capital	into	cash,	whereby	

it	enlightens	the	short-term	liquidity	risk.	If	it	takes	fewer	days	to	convert	working	capital	into	cash	it	
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will,	ceteris	paribus,	improve	cash	flow	and	decrease	the	liquidity	risk.	An	approximation	of	the	Liquid-

ity	Cycle	can	be	calculated	as	365	days	divided	by	the	Turnover	rate	of	Net	Working	Capital	(NWC)	and	

the	Turnover	rate	of	NWC	can	be	calculated	as	the	revenue	proportion	of	NWC.	

		

𝐿𝑖𝑞𝑢𝑖𝑑𝑖𝑡𝑦	𝐶𝑦𝑐𝑙𝑒 =
365

𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟	𝑟𝑎𝑡𝑒	𝑜𝑓	𝑁𝑒𝑡	𝑊𝑜𝑟𝑘𝑖𝑛𝑔	𝐶𝑎𝑝𝑖𝑡𝑎𝑙	

𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟	𝑟𝑎𝑡𝑒	𝑜𝑓	𝑁𝑒𝑡	𝑊𝑜𝑟𝑘𝑖𝑛𝑔	𝐶𝑎𝑝𝑖𝑡𝑎𝑙 =
𝑅𝑒𝑣𝑒𝑛𝑢𝑒

𝑁𝑒𝑡	𝑊𝑜𝑟𝑘𝑖𝑛𝑔	𝐶𝑎𝑝𝑖𝑡𝑎𝑙	

	

NWC	is	the	current	liabilities	deducted	from	the	current	assets.	Current	assets	such	as	inventory	and	

trade	receivables	consume	cash,	because	it	ties	up	capital,	and	thus	will	have	a	negative	impact	on	liquid-

ity.	On	the	contrary,	current	liabilities	such	as	trade	payables	will	have	a	positive	effect	on	liquidity,	since	

this	delays	the	outflow	of	cash.	A	low	NWC	is	favorable	since	this	indicates	that	the	company	generates	

more	cash	than	it	consumes.	All	else	held	constant,	this	will	lead	to	a	higher	Turnover	rate	of	NWC	(Pe-

tersen	&	Plenborg,	2012).	A	higher	Turnover	rate	of	NWC	will	result	in	a	lower	Liquidity	Cycle	which	is	

favorable,	since	cash	flows	improve	when	it	takes	fewer	days	to	convert	working	capital	into	cash.	

	

ISS'	current	liabilities	exceed	their	current	assets	every	year	in	the	analyzed	period,	leading	to	a	negative	

Turnover	rate	of	NWC,	resulting	in	a	negative	Liquidity	Cycle.	Thus,	under	the	assumption	of	going	con-

cern	 it	 can	 therefore	 be	 concluded,	 that	 ISS	 has	 less	 cash	 consuming	 items	 than	 they	 have	 cash	

generating	items.	ISS	improved	their	Liquidity	Cycle	up	to	year	2014,	where	it	went	from	-0.91	to	-7.8.	

Yet,	it	afterwards	increased	to	a	value	of	-4.35	in	2016.	The	increase	in	NWC	from	2014	to	2016	is	pri-

marily	driven	by	an	increase	in	trade	receivables.	The	Liquidity	Cycle	for	Compass	Group	and	Sodexo	is	

-	21.43	and	-1.13,	respectively.	The	negative	Liquidity	Cycle	of	ISS	is	therefore	consistent	with	what	can	

be	observed	in	the	industry.	Overall,	the	working	capital	appears	stable,	is	efficiently	used,	and	gener-

ates	liquidity	for	ISS.	Therefore,	ISS	is	not	found	to	show	any	short-term	liquidity	problems.		

	

Current	Ratio	

Another	measure	of	short-term	liquidity	risk	is	the	Current	Ratio	(CR).	CR	measures	to	what	degree	a	

firm’s	 current	 assets	 cover	 their	 current	 liabilities	 in	 the	 event	 of	 liquidation	(Petersen	&	Plenborg,	

2012,	p.	155):	𝐶𝑢𝑟𝑟𝑒𝑛𝑡	𝑅𝑎𝑡𝑖𝑜 = }dgg];3	Zjj]3j
}dgg];3	[hZ~h[h3h]j

	

	

As	seen	from	the	formula	above,	a	high	CR	will	indicate	that	the	sale	of	current	assets	covers	the	current	

liabilities	in	the	event	of	liquidation.	However,	one	must	be	very	careful	when	interpreting	the	CR	due	

to	the	differences	in	business	models,	and	thus	different	circumstances	and	needs	in	terms	of	the	current	
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assets	and	liabilities	(Petersen	&	Plenborg,	2012,	p.	156).	A	rule	of	thumb,	when	interpreting	the	level	

of	the	CR,	states	that	a	satisfactory	level	of	the	ratio	lies	between	1.5	and	2.	However,	this	rule	of	thumb	

does	not	apply	for	a	service	company	as	ISS.	The	main	reason	for	this	is,	that	ISS	is	not	a	capital-intensive	

company,	since	they	deliver	services.	Thus,	they	will	have	a	much	lower	CR	compared	to	manufacturing	

companies,	and	very	often	the	current	liabilities	exceed	current	assets	for	this	type	of	company	(Pe-

tersen	&	Plenborg,	2012,	p.	156).	When	analyzing	the	peers	in	the	FM	industry,	a	similar	pattern	appears.	

In	2016	Compass	Group	and	Sodexo	had	a	CR	of	0.75	and	0.96,	respectively,	and	the	same	applied	for	

ISS	in	2012	to	2013,	where	their	CR	was	below	one,	amounting	to	0.9	and	0.84.	However,	ISS	has	im-

proved	their	CR	in	recent	years,	leaving	their	CR	at	a	satisfying	level	of	1.19	in	2016.	This	level	appears	

to	be	adequate	for	a	service	company,	and	consequently	ISS	is	assessed	as	having	no	problems	with	their	

short-term	liquidity	risk.		

	

Cash	Flow	from	Operations	to	Short-term	Debt	ratio	

Cash	Flow	from	Operations	(CFO)	to	Short-term	Debt	ratio	is	the	last	measure	of	short-term	liquidity	

risk	used	in	this	thesis.	The	ratio	differs	from	the	others	by	expressing	the	actual	cash	flow	generated	

from	operations,	instead	of	the	current	and	potential	cash	flow	resources,	i.e.	current	assets	(Petersen	

&	Plenborg,	2012,	p.	157).	The	CFO	to	Short-term	Debt	ratio	is	calculated	as	the	CFO	divided	by	the	

current	liabilities:	𝐶𝐹𝑂	𝑡𝑜	𝑆ℎ𝑜𝑟𝑡 − 𝑡𝑒𝑟𝑚	𝐷𝑒𝑏𝑡	𝑟𝑎𝑡𝑖𝑜 = }Zj_	v[n�	kgna	�w]gZ3hn;j
}dgg];3	[hZ~h[h3h]j

	

	

For	ISS	the	CFO	aggravated	during	the	analyzed	period	with	a	31%	decrease.	In	2016	the	ratio	was	0.175,	

which	indicates	that	ISS	on	an	annual	basis	can	pay	17.5%	of	their	current	liabilities	from	their	operating	

cash	flows.	In	other	words,	it	takes	ISS	5.7	years	to	repay	their	current	obligations.	The	drop	in	the	ratio	

is	driven	by	the	increase	in	current	liabilities	and	the	decrease	in	CFO.	The	CFO	is	positively	affected	by	

the	 increased	EBIT	and	 the	 lower	 taxes.	However,	 this	 increase	 is	offset	by	 the	change	 in	NWC	that	

started	out	negative	and	subsequently	increased,	resulting	in	a	decreased	CFO.	The	CFO	to	short-term	

debt	ratio	is	not	considered	to	be	at	the	optimal	level,	making	room	for	future	improvements.	Combining	

all	three	short-term	liquidity	measures	from	above,	no	red	flags	are	raised	concerning	ISS'	short-term	

liquidity	risk.	When	taking	the	business	model	of	ISS	into	account,	this	inference	is	strongly	supported.		

	

Long-term	Liquidity	Risk	

“The	long-term	liquidity	risk	also	defined	as	the	solvency	risk,	refers	to	a	company’s	 long-term	financial	

health	and	ability	to	satisfy	(pay)	future	obligations”	(Petersen	&	Plenborg,	2012,	p.	150).	Many	different	
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measures	exist,	that	are	applicable	when	establishing	the	long-term	liquidity	risk.	In	this	thesis,	the	Fi-

nancial	Leverage,	the	Interest	Coverage	ratio,	the	Cash	Flow	from	Operations	(CFO)	to	Debt	ratio,	and	

the	Debt	to	EBITDA	ratio	are	chosen	for	the	analysis.		

	

	
Table	8.	Long-term	Liquidity	Risk.	

Financial	Leverage		

The	Financial	Leverage	and	the	Solvency	Ratio	provides	the	same	insights	into	the	long-term	liquidity	

risk	by	both	measuring	the	degree	of	financial	leverage.	They	express	the	relation	between	total	liabili-

ties	and	equity	in	the	following	manner:		

𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙	𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 =
𝑇𝑜𝑡𝑎𝑙	𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝐸𝑞𝑢𝑖𝑡𝑦 	

𝑆𝑜𝑙𝑣𝑒𝑛𝑐𝑦	𝑅𝑎𝑡𝑖𝑜 =
𝐸𝑞𝑢𝑖𝑡𝑦

𝑇𝑜𝑡𝑎𝑙	𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 + 𝐸𝑞𝑢𝑖𝑡𝑦	

	

It	is	desirable	with	a	low	Financial	Leverage	and	a	high	Solvency	Ratio.	Looking	at	ISS,	both	measures	of	

financial	leverage	were	improved	tremendously	during	the	analyzed	period.	The	Financial	Leverage	de-

clined	from	9.55x	in	2012	to	2.5x	in	2016.	The	improvement	in	the	long-term	liquidity	risk	is	primarily	

driven	by	the	increase	in	equity.	In	2016	equity	was	DKK	13,920m,	which	is	almost	3	times	the	equity	

in	2012.	When	examining	the	peers,	it	becomes	clear	that	the	level	ISS	has	reached	in	recent	years	is	

very	common	in	the	industry,	were	Compass	Group	has	a	Financial	Leverage	of	3.18x	and	Sodexo	has	a	

financial	leverage	of	2.82x.	The	long-term	liquidity	risk	is	therefore	considered	to	be	at	a	satisfactory	

low	level	when	benchmarking	against	the	industry.		

	

Interest	Coverage	Ratio	

The	Interest	Coverage	ratio	measures	the	firm’s	ability	to	satisfy	its	net	financial	expenses.	The	ratio	can	

be	calculated	as	either	the	EBIT	or	the	CFO	divided	by	the	financial	expenses,	and	the	ratio	express	how	

many	times	operating	profit	covers	the	net	financial	expenses.:	

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡	𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒	𝑅𝑎𝑡𝑖𝑜 =
𝐸𝐵𝐼𝑇

𝑁𝑒𝑡	𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙	𝐸𝑥𝑝𝑒𝑛𝑠𝑒𝑠	
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𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡	𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒	𝑅𝑎𝑡𝑖𝑜 =
𝐶𝑎𝑠ℎ	𝐹𝑙𝑜𝑤	𝑓𝑟𝑜𝑚	𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑠
𝑁𝑒𝑡	𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙	𝐸𝑥𝑝𝑒𝑛𝑠𝑒𝑠 	

	

The	long-term	liquidity	risk	decreases	when	the	ratio	increases.	Both	the	interest	coverage	ratio	using	

EBIT	and	using	CFO	increased	substantially	in	the	analyzed	period,	resulting	in	a	low	long-term	liquidity	

risk.	In	order	to	compare	with	peers,	the	debt	to	EBITDA	ratio	is	also	calculated:		
	

𝐷𝑒𝑏𝑡	𝑡𝑜	𝐸𝐵𝐼𝑇𝐷𝐴− 𝑟𝑎𝑡𝑖𝑜 =
𝑇𝑜𝑡𝑎𝑙	𝐷𝑒𝑏𝑡
𝐸𝐵𝐼𝑇𝐷𝐴 	

	

In	line	with	the	interest	coverage	ratios	the	debt	to	EBITDA-ratio	improved	significantly	in	the	analyzed	

period	from	5.2	in	2012	to	2.3	in	2016.	However,	the	level	is	still	slightly	higher	than	the	peers	in	2016,	

where	Compass	Group	and	Sodexo	had	a	ratio	of	1.6	and	0.3	respectively.	

	

Cash	Flow	from	Operations	to	Debt	ratio	

The	Cash	Flow	from	Operations	(CFO)	to	Debt	ratio	measures	how	well	a	firm’s	cash	flow	from	opera-

tions	covers	the	liabilities	(Petersen	&	Plenborg,	2012).	The	measure	provides	insights	into	the	long-

term	liquidity	risk,	since	it	takes	all	liabilities	into	account.	
	

𝐶𝐹𝑂	𝑡𝑜	𝐷𝑒𝑏𝑡	𝑅𝑎𝑡𝑖𝑜 =
𝐶𝑎𝑠ℎ	𝐹𝑙𝑜𝑤	𝑓𝑟𝑜𝑚	𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑠

𝑇𝑜𝑡𝑎𝑙	𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 	

	

As	seen	from	the	formula	above,	a	higher	ratio	means	that	CFO	are	more	sufficient	in	repaying	debts.	

ISS'	CFO	to	Debt	ratio	increased	11.5%	in	the	analyzed	period.	This	increase	was	realized	despite	of	a	

decrease	in	CFO,	but	since	the	liabilities	from	2012	to	2016	decreased	relatively	more,	the	CFO	to	Debt	

ratio	improved.	Overall,	the	financial	ratios	used	for	analyzing	the	long-term	liquidity	risk	all	point	to	

the	same	conclusion	of	an	improved	liquidity	and	a	reduced	long-term	liquidity	risk.		

	

Overall	Assessment	of	the	Short-	and	Long-term	Liquidity	Risk		

ISS	improved	their	financial	health	tremendously	around	the	IPO,	decreasing	their	short-term	as	well	as	

long-term	liquidity	risk.	However,	it	should	be	stressed	that	the	analysis	suffers	from	shortcomings	in-

evitable	 in	a	 liquidity	analysis.	First	of	all,	 the	 financial	measures	are	based	on	historical	accounting	

information	and	will	therefore	result	in	a	backward-looking	perspective	(Petersen	&	Plenborg,	2012).	

Second,	the	measures	only	describe	isolated	parts	of	ISS'	financial	position.	This	is	taken	into	account	by	

applying	several	different	measures	in	order	to	provide	an	overall	picture	of	the	financial	position,	as	

well	as	comparing	the	ratios	of	ISS	to	those	of	their	peers,	whenever	these	are	found	comparable.			
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7.2.6 Sub-conclusion 

The	 financial	statement	analysis	 illustrated	the	historical	 level	and	 trends	of	 ISS'	 financial	measures	

from	2012	to	2016.	Coupled	with	the	strategic	value	drivers	determined	in	the	strategic	analysis,	the	

financial	value	drivers	constitute	the	foundation	for	the	forecasting.	The	financial	statements	included	

several	special	items	that	were	non-recurring	and	therefore	had	to	be	removed	in	order	to	reach	a	true	

and	fair	assessment	of	ISS'	financial	position.	In	addition,	the	financial	analysis	revealed	great	changes	

in	the	analyzed	period	caused	by	the	IPO	in	2014.	The	IPO	affected	the	key	figures,	and	therefore	had	a	

great	influence	on	the	development	in	the	financials.	ISS'	financial	position	improved	tremendously	dur-

ing	the	analyzed	period	as	the	ROIC	tripled,	which	resulted	in	a	ROIC	of	12.7%	in	2016.	The	growth	in	

operating	profitability	was	driven	by	a	higher	PM	along	with	a	higher	TRIC.	The	lift	in	ROIC	drove	an	

increase	in	ROE	which	shifted	from	a	negative	return	in	2012	to	a	positive	ROE	accounting	for	15.95%	

in	2016.	The	improved	ROE	was	also	caused	by	the	strengthened	financial	leverage	and	the	lowered	net	

borrowing	cost.	The	liquidity	risk,	both	short-term	and	long-term,	was	analyzed	as	being	rather	low	and	

moreover	decreased	rapidly	in	the	analyzed	period.		

	

7.3 FORECASTING  
The	preparation	of	forecasts	is	crucial	in	valuations,	since	estimates	of	the	future	value	creation	includ-

ing	 operating,	 investing	 and	 financing	 activities	 will	 determine	 the	 expected	 free	 cash	 flows.	 To	

construct	the	pro	forma	statements,	the	key	historical	financial	value	drivers	derived	from	the	financial	

analysis	are	used	in	combination	with	the	value	drivers	extracted	from	the	strategic	analysis.	A	critical	

view	will	be	undertaken	when	conducting	 the	 forecast,	where	 it	 is	important	 to	determine	 to	which	

extent	ISS	is	assessed	to	be	affected	by	the	previously	analyzed	prospects.	

	

Two	different	approaches	can	be	utilized	when	preparing	the	pro	forma	I/S,	B/S	and	cash	flow	state-

ments:	(1)	A	line-item	approach	or	(2)	a	sales-driven	approach	(Petersen	&	Plenborg,	2012,	p.	175).	The	

sales-driven	approach	will	be	utilized,	since	it	creates	a	better	link	between	the	level	of	activity	and	the	

related	accounting	items,	e.g.	operating	expenses	and	investments	(Petersen	&	Plenborg,	2012,	p.	175).	

The	 forecasting	 relies	 on	nine	 value	drivers:	 (1)	 revenue	growth,	 (2)	EBITDA-margin,	 (3)	deprecia-

tion/intangible	and	tangible	assets,	(4)	impairments/intangible	and	tangible	assets,	(5)	tax	rate,	(6)	net	

borrowing	rate,	(7)	tangible	and	intangible	assets/revenue,	(8)	net	working	capital/revenue	and	(9)	net	

interest	bearing	debt/invested	capital.		

	

Determining	an	appropriate	forecasting	period	is	an	important	step	in	the	valuation.	The	historical	pe-

riod	is	chosen	as	a	5-year	retrospect,	tracing	back	to	2012.	Insights	gained	when	analyzing	this	period	
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will	be	the	foundation	for	the	forecast,	where	observations	about	trends	and	levels	of	the	value	drivers	

are	made.	The	historical	period	is	followed	by	the	explicit	forecasting	period,	where	the	estimates	are	

based	on	the	strategic	and	financial	analysis.	Theoretically,	the	length	of	the	forecasting	period	should	

be	an	infinite	number	of	years,	since	the	DCF-model	discounts	all	future	cash	flows.	However,	in	reality	

it	is	not	possible	to	forecast	an	infinite	number	of	years,	and	too	much	uncertainty	would	exist	in	regard	

to	the	prediction	of	cash	flows	too	far	into	the	future.	Thus,	the	analyst	must	decide	on	the	limited	num-

ber	of	years	deemed	necessary	to	forecast,	until	the	company	with	good	reason	can	be	assumed	to	reach	

a	steady	state	(Petersen	&	Plenborg,	2012).	The	FM	industry	can	be	characterized	as	a	mature	industry	

that	has	existed	for	a	long	time,	thereby	facing	relatively	steady	growth	rates.	The	IFS	industry	is	expe-

riencing	above	average	growth	rates,	yet	the	level	is	expected	to	be	normalized	in	the	coming	years.	

After	a	5-year	forecasting	horizon,	i.e.	in	2022,	ISS	is	therefore	expected	to	reach	steady	state.	This	time	

range	is	also	found	reasonable,	taking	into	consideration	that	the	effect	from	the	IPO	in	2014	should	be	

balanced	out	after	8	years.	

	

This	section	will	present	the	growth	estimates	arising	from	a	combination	of	the	market	prospects,	the	

revenue	expectations	and	the	market	competition.	The	growth	below	is	calculated	on	the	assumption	

that	ISS	continues	their	focus	on	IFS	and	sustains	their	divestment	and	acquisition	strategy.	The	value	

drivers	are	condensed	in	the	table	below	showing	the	historical	period,	the	explicit	forecasting	period	

and	the	terminal	period:	

	
Table	9.	Historical,	Forecasted	and	Terminal	Value	Drivers.	

	

When	evaluating	the	nine	value	drivers,	the	analysis	opens	with	a	look	at	the	average	estimates	and	the	

growth	from	2012	to	2016,	dispersed	to	a	change	per	year.	This	evaluation	is	performed	in	order	to	

estimate	the	expected	level	of	the	ratios,	as	well	as	the	expected	growth	rate,	before	they	are	assumed	

to	reach	steady	state	in	2022	(Table	10).		

	
Table	10.	Historical	Calculations.	
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Below,	these	nine	value	drivers	will	be	reviewed	with	the	purpose	of	conducting	the	pro	forma	state-

ments	of	ISS.	The	entire	forecast	can	be	found	in	Appendix	5.		

	

(1)	Revenue	Growth	

The	future	growth	rate	is	determined	on	the	basis	of	the	historical	development,	and	“by	analyzing	his-

torical	revenue	growth,	you	can	assess	the	potential	for	growth	in	the	future”	(Koller	et	al.,	2015,	p.	215).	

The	historical	growth	will	be	supplemented	by	the	expected	growth	in	GDP	and	the	expected	growth	in	

the	FM	market.	Moreover,	ISS	is	expected	to	focus	on	the	delivery	of	IFS	to	a	still	higher	degree,	which	

will	also	be	taken	into	account,	since	this	market	is	expected	to	exceed	the	growth	of	the	FM	market.	
	

	
Table	11.	Revenue.	

	

The	average	historical	revenue	growth	is	almost	zero.	However,	from	2014	to	2016	revenue	increased	

6.8%.	Therefore,	solely	looking	at	the	historical	revenue,	a	modest	increase	of	0.5%	per	year	seems	rea-

sonable.	Looking	at	ISS'	organic	growth	during	the	latest	years,	bigger	improvements	are	revealed.	In	

2016	the	organic	growth	was	3.4%,	which	was	primarily	driven	by	“good	performance	in	emerging	mar-

kets	and	solid	growth	rates	in	all	regions,	driven	by	contract	launches	and	strong	demand	for	IFS,	projects	

and	non-portfolio	work”	(ISS	Annual	Report,	2016,	p.	16).	Additionally,	the	strategic	analysis	revealed	a	

correlation	between	the	GDP	and	 ISS'	 revenue.	From	the	external	strategic	analysis,	an	expected	 in-

crease	in	GDP	of	approximately	5%	per	year	up	to	2022	was	identified.	The	organic	growth	and	the	

expectations	about	the	GDP	therefore	points	to	a	higher	revenue	growth,	than	the	historical	figures	in-

dicate.	Moreover,	the	analysis	pointed	to	an	increasing	world	population,	which	increases	the	demand	

for	ISS'	services,	i.e.	their	revenue	increases.	In	the	strategic	analysis	a	growth	in	the	FM	market	of	ap-

proximately	4%	was	also	detected.	Additionally,	the	delivery	of	IFS	solutions	is	expected	to	account	for	

a	still	increasing	share	of	the	FM	market.,	and	since	ISS	is	deemed	to	have	strong	capabilities	within	the	

delivery	of	IFS	their	revenue	is	expected	to	increase	further.	

		

The	 strategic	 analysis	 also	 revealed	 some	 threats	 entailing	 the	 possibility	 of	 driving	 down	 revenue	

growth.	The	increasing	rivalry	can	possibly	drive	down	prices	and	increase	the	demand	for	greater	qual-

ity	affecting	the	profitability	negatively.	The	analysis	also	revealed	great	opportunities	and	threats	in	

regard	to	technology	innovation,	such	as	AI	and	IoT.	At	this	point	in	time,	the	technological	innovation	
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is	considered	to	be	an	opportunity	more	than	a	threat,	since	the	analysis	also	showed	that	ISS	histori-

cally	has	been	able	to	keep	up	with	the	always	changing	surroundings.	

		

Further,	the	currency	risk	was	mentioned	in	the	

analysis	and	was	assessed	to	have	a	minor	influ-

ence	 on	 ISS'	 performance.	 However,	 the	

currency	risk	has	affected	the	recent	growth	in	

revenue,	which	ISS	also	mentions	in	their	2016	

annual	report:	“The	impact	from	currency	effects	

(and	acquisitions	and	divestments),	net,	reduced	

revenue	by	3%	(and	1%),	respectively”	(ISS	An-

nual	Report,	2016,	p.	16).		

	

Taking	all	of	the	above	considerations	into	account,	ISS	is	expected	to	increase	revenue	by	2%	per	year	

until	they	reach	steady	state	in	2022,	where	a	constant	revenue	growth	of	1.3%	is	expected.	

	

(2)	EBITDA-margin	

The	EBITDA-margin	has	historically	averaged	at	a	value	of	6.59%,	facing	a	relatively	steady	level	in	the	

latter	years.	However,	there	has	been	a	small	increase	in	the	EBITDA-margin	of	0.17%	each	year.	The	

EBITDA	is	highly	affected	by	the	staff	costs	which	on	average	accounts	for	65%	of	revenue.	The	external	

strategic	analysis	showed	that	staff	costs	decreased	slightly	during	the	years.	However,	the	analysis	also	

revealed	that	the	decrease	was	driven	by	fewer	employees.	The	strategic	analysis	did	not	provide	any	

evidence	supporting	changes	in	the	number	of	employees,	and	the	staff	cost	per	employee	is	therefore	

expected	to	stay	at	a	constant	level.		

	

When	considering	the	economies	of	scale	that	are	to	be	obtained	from	the	expected	growth	in	the	FM	

industry,	the	EBITDA-margin	is	foreseen	to	improve.	In	relation	to	the	beneficial	development	of	the	

EBITDA-margin,	another	positive	factor	is	as	following:	“Operating	margin	is	expected	to	be	above	the	

2016	margin,	as	a	result	of	our	continued	focus	on	sustainable	margin	improvements	and	selective	growth	

criteria.	The	 improvement	will	be	supported	by	ongoing	strategic	initiatives	on	procurement,	 customer	

segmentation,	organizational	structure	and	Business	Process	Outsourcing”	(ISS	Annual	Report,	2016,	p.	

9).	Thus,	ISS	is	expected	to	undertake	a	continuous	focus	on	improving	their	EBITDA-margin.	Consum-

ables	also	affects	the	EBITDA-margin,	however,	they	do	this	to	a	lower	degree	than	staff	costs,	since	they	

account	for	only	8.5%	of	revenue.	The	analysis	showed	that	the	use	of	chemicals	is	an	area	that	needs	

Figure	19.	Revenue	Growth.	
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increasing	attention	due	to	more	restrictions	in	the	field,	and	thus	expenses	on	consumables	is	expected	

to	increase.	

		

When	 considering	 all	 of	 the	 above	 factors	 driving	 the	 EBITDA-margin	 in	 opposing	 directions,	 the	

EBITDA-margin	is	expected	to	stay	at	the	current	level	of	6.49%	in	both	the	forecasting	horizon	and	the	

terminal	period.	

	

(3)	Depreciation	as	a	percentage	of	Intangible/Tangible	Assets	

Overall,	depreciation	as	a	percentage	of	intangible	and	tangible	assets	declined	by	2.56%	from	2012	to	

2016,	corresponding	to	a	0.52%	decrease	per	year.	Nothing	points	to	different	expectations	than	the	

historical	trend,	since	there	are	no	major	changes	in	ISS'	business	model.	The	ratio	is	therefore	expected	

to	decrease	with	0.5%	each	year	from	the	level	in	2016	until	it	reaches	steady	state,	i.e.	a	level	of	2.58%,	

in	2022.	

	

(4)	Impairment	as	a	percentage	of	Intangible/Tangible	Assets	

Historically,	impairment	as	a	percentage	of	intangible	and	tangible	assets	has	an	average	level	of	3.82%,	

terminating	at	a	level	of	3.22%	in	2016.	Impairment	includes	impairment	on	goodwill,	businesses	clas-

sified	as	held	 for	 sale,	 divestments	and	 customer	 contracts:	 “Consequently	 the	Group	 continues	 to	 be	

exposed	to	possible	impairment	losses,	both	following	annual	impairment	tests	and	divestments.	In	2016,	

impairment	losses	on	goodwill	of	DKK	202m	were	recognised	in	connection	with	divestment	of	businesses,	

mainly	related	to	the	USA,	Ireland	and	Greenland”	(Annual	Report,	2016,	p.	78).	ISS	is	expected	to	con-

tinue	 their	divestment	strategy	and	 impairment	as	a	percentage	of	assets	 is	 therefore	expected	 to	be	

located	at	a	constant	level	of	3.5%	in	all	years	to	come.		

	

(5)	Tax	Rate	

From	2013	to	2014	the	effective	tax	rate	dropped	significantly:	“The	drop	was	the	result	of	the	signifi-

cantly	improved	capital	structure	and	refinancing	following	the	IPO	in	March.	As	a	consequence,	interest	

expenses	in	2014	were	considerably	reduced.	Hence,	limitation	on	the	deductibility	of	financial	expenses	

was	notably	lower	than	previous	years.	Furthermore,	2013	was	adversely	impacted	by	valuation	allow-

ances	on	deferred	tax	assets”	(ISS	Annual	Report,	2014,	p.	132).	The	effective	tax	rate	leveled	out	from	

2014	up	until	today,	ending	at	a	level	of	27.10%	in	2016.	In	the	strategic	analysis	it	was	concluded	that	

ISS’	global	presence	makes	them	highly	affected	by	many	countries’	laws	and	politics.	Changes	in	tax	

laws	in	the	countries	will	therefore	affect	ISS'	taxes.	These	possible	changes	are	unpredictable	and	tax	

laws	are	therefore	assumed	unchanged,	leaving	taxes	at	a	level	of	27.1%	in	the	forecast	period.	
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(6)	Net	Borrowing	Rate	

The	net	borrowing	rate	decreased	with	59%	in	the	historical	period,	from	10.29%	in	2012	to	4.21%	in	

2016.	The	drop	is	caused	by	a	significant	decrease	in	net	financial	expenses	due	to	the	improved	capital	

structure	and	the	refinancing	during	the	IPO	in	2014.	

The	 strategic	 analysis	 revealed	 great	 uncertainty	

about	the	real	interest	rates.	However,	ISS	will	be	less	

affected	 by	 these	 changes,	 since	 they	 reduced	 their	

debt	significantly	during	the	analyzed	period.	Accord-

ing	 to	 ISS’	 annual	 report	 (2016),	 they	 have	 reached	

their	target	debt	and	the	net	borrowing	rate	is	there-

fore	considered	to	be	stable	at	the	2016	level	of	4.21%	

in	both	the	forecasting	horizon	and	the	terminal	period.	

	

(7)	Intangible	and	Tangible	Assets	as	a	percentage	of	Revenue	

Intangible	and	tangible	assets	on	average	accounted	for	35.87%	of	revenue	in	the	historical	period.	The	

level	has	been	relatively	steady	with	a	minor	average	decrease	of	3.52%	each	year,	whereby	the	level	of	

the	ratio	terminates	at	33.08%	in	2016.	The	profitability	analysis	showed	that	the	decrease	is	driven	by	

a	decrease	in	both	intangible	assets	(including	goodwill,	brands	and	customer	contracts)	along	with	tan-

gible	assets	(including	plant	and	equipment,	lands	and	buildings).	The	tangible	and	intangible	assets	as	

a	percentage	of	revenue	are	therefore	expected	to	decrease	with	1%	per	year	in	the	forecasting	horizon,	

reaching	a	steady	state	level	of	31.46%	in	the	terminal	period.		

	

(8)	Net	Working	Capital	as	a	percentage	of	Revenue	

NWC	has	been	negative	in	all	historical	years.	The	liquid-

ity	 analysis	 showed	 that	 NWC	 from	 2014	 to	 2016	

increased	at	a	relatively	steady	pace,	due	to	an	increase	

in	trade	receivables.	The	amount	of	NWC	as	a	percentage	

of	revenue	is	therefore	expected	to	increase	in	the	fore-

casting	horizon.	However,	it	is	expected	to	increase	at	a	

more	modest	pace	of	0.1	percentage	points	each	year	un-

til	it	reaches	steady	state	in	2022,	with	a	denoted	value	

of	-0.69%.			

	

Figure	20.	Net	Borrowing	Rate.	

	

Figure	21.	NWC/Revenue.	
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(9)	NIBD	as	a	percentage	of	IC	

NIBD	decreased	tremendously	during	the	historical	period	as	a	result	of	the	significant	changes	in	cap-

ital	structure	around	the	IPO.	In	overall	terms,	the	NIBD	as	a	percentage	of	IC	has	decreased	45.91%	

since	2012,	ending	at	45.86%	in	2016.	In	terms	of	the	capital	structure	of	ISS,	the	company	has	reached	

their	approximate	target	capital	structure.	In	addition,	the	proportion	of	debt	to	equity	has	been	rela-

tively	steady	the	last	two	years.	This	results	in	an	assumed	unchanged	level	of	the	ratio,	where	NIBD	

constitutes	45.86%	of	IC	in	both	the	forecasting	and	the	terminal	period.		

	

7.4 VALUATION  
The	purpose	of	this	section	is	to	estimate	the	value	of	ISS.	The	valuation	will	be	performed	from	the	

utilization	of	the	DCF-model,	where	the	enterprise	value	approach	is	deployed	(Petersen	&	Plenborg,	

2012,	p.	216).	The	findings	from	this	section	will	be	used	when	determining	the	combined	value	of	ISS	

and	XING,	and	subsequently	when	valuing	the	synergies.	As	described	in	Section	5.3.4,	the	DCF-model	

can	be	specified	as	the	following	two-stage	model:	
	

𝐸𝑛𝑡𝑒𝑟𝑝𝑟𝑖𝑠𝑒	𝑉𝑎𝑙𝑢𝑒. =0
𝐹𝐶𝐹𝐹3

(1 +𝑊𝐴𝐶𝐶): +
𝐹𝐶𝐹𝐹;<:
𝑊𝐴𝐶𝐶 − 𝑔 ⋅

1
(1 +𝑊𝐴𝐶𝐶);

;

3@:

	

	

As	can	be	derived	from	the	Enterprise	Value	formula,	the	approach	relies	on	the	present	value	of	future	

free	cash	flows	to	the	firm	(FCFF),	where	the	value	of	the	firm	will	be	positively	affected	by	higher	FCFF	

and	a	lower	cost	of	capital.	

	

7.4.1 WACC  

In	order	to	calculate	the	EV	of	ISS,	the	cost	of	capital	must	first	be	determined.	The	cost	of	capital	is	the	

cost	of	the	company’s	funds,	and	it	is	therefore	necessary	to	determine	the	cost	of	debt	and	the	cost	of	

equity	to	find	the	Weighted	Average	Cost	of	Capital	(WACC):	
	

𝑊𝐴𝐶𝐶 =
𝐷

(𝐷 + 𝐸) ⋅ 𝑟� ⋅
(1 − 𝑡) +

𝐸
(𝐷 + 𝐸) ⋅ 𝑟] 	

	

Ideally,	the	target	capital	structure	of	the	company	will	be	used	when	calculating	the	WACC	(Petersen	&	

Plenborg,	2012,	p.	246).	As	mentioned	 in	 the	previous	section	(Section	7.3),	 ISS	 is	expected	 to	have	

reached	their	target	capital	structure,	and	thus	the	D/E	ratio	in	2016	will	be	used	when	calculating	the	

WACC.	Additionally,	the	capital	structure,	comprising	debt	and	equity,	should	be	expressed	in	market	

values.	The	Market	Values	(MV),	as	opposed	to	the	Book	Values	(BV),	reflect	the	true	opportunity	costs	

for	lenders	and	investors	and	are	therefore	deemed	more	accurate.	The	MV	of	equity	is	simply	found	by	
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multiplying	 the	 number	 of	 outstanding	 shares	 with	 the	 respective	 year-end	 share	 price	 found	 on	

NASDAQ	Nordic	(n.d.).	Regarding	the	MV	of	debt,	it	seems	reasonable	to	assume	that	the	BV	of	NIBD	is	

a	good	proxy,	since	it	is	not	possible	to	derive	information	about	the	MV	of	all	the	outstanding	debt	that	

ISS	possess.	I.e.	only	the	MV	of	ISS’	outstanding	bonds	is	possible	to	determine.	In	addition,	the	BV	of	

debt	is	considered	as	a	fair	estimation.	First,	because	the	refinancing	of	bank	loans	is	relatively	easy,	and	

second	because	the	BV	of	ISS’	bonds	is	equal	to	the	MV	at	the	time	of	the	financial	reporting.	Thus,	the	

BV	of	debt	is	assumed	to	reflect	the	market	conditions.		

	

In	Table	12	below,	it	can	be	seen	that	the	capital	structure	stabilized	from	2015	to	2016	to	a	D/E	ratio	

of	0.25	and	0.26,	respectively.	Thus,	from	2016	and	onwards	the	D/E	ratio	is	assumed	to	have	a	level	of	

0.26	with	equity	determined	to	be	DKK	44,263m	and	debt	determined	to	be	DKK	11,574m.	

	

	
Table	12.	Market	Values	of	E	&	D.	

	

Cost	of	Equity	

The	most	commonly	used	method,	when	calculating	cost	of	equity,	is	the	Capital	Asset	Pricing	Model	

(CAPM).	The	cost	of	equity	is	expressed	in	following	formula	(Hillier	et	al.,	2014,	p.	349):	
	

𝐶𝑜𝑠𝑡	𝑜𝑓	𝐸𝑞𝑢𝑖𝑡𝑦 = 𝑟] = 𝑟k + 𝛽[]c]g]� ⋅ 𝑀𝑎𝑟𝑘𝑒𝑡	𝑃𝑟𝑒𝑚𝑖𝑢𝑚	
	

From	the	formula	above,	it	is	seen	that	the	cost	of	equity	relies	on	three	different	factors:	

● The	risk-free	rate:		The	return	investors	expect	from	a	risk-free	asset	

● Market	premium:	The	premium	investors	expect	when	facing	a	higher	risk	than	that	of	investing	

in	a	risk-free	asset,	i.e.	the	return	from	the	market	portfolio	less	the	risk-free	rate	

● Beta:	The	systematic	risk,	i.e.	the	degree	to	which	a	company’s	equity	varies	relative	to	the	vari-

ation	in	the	market	portfolio	

	

Risk-free	Rate	&	Market	Risk	Premium	

The	risk-free	rate	denotes	the	“return	on	an	ideal,	perfectly	liquid	bond	carrying	no	credit	risk”	(European	

Central	Bank,	2014).	A	10-year	Government	bond	yield	is	assessed	as	being	a	fair	approximation	of	a	

perfectly	 liquid	bond	carrying	almost	no	credit	 risk,	and	 therefore	a	10-year	Euro	Area	Government	

bond	will	be	used	as	a	proxy.	One	could	argue	in	favor	of	using	a	weighted	average	of	all	the	different	
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risk-free	rates	in	the	countries	ISS	has	subsidiaries	in,	since	it	is	assumed	that	ISS	takes	out	loans	in	the	

countries	in	which	they	have	subsidiaries.	However,	since	71.37%	of	Group	revenue	is	generated	in	the	

regions	Continental	and	Northern	Europe	(excluding	Russia),	the	yield	curves	showing	all	Euro	Area	10-

year	Government	bonds	will	be	used	as	an	approximation.	Moreover,	due	to	the	fact	that	ISS	is	a	Danish	

company,	they	are	assumed	to	take	out	the	majority	of	their	debt	in	Denmark,	i.e.	a	European	country.	

According	to	the	PESTEL	analysis	in	Section	7.1.1.1,	the	risk-free	rate	has	faced	serious	fluctuations	dur-

ing	the	last	ten	years	and	is	currently	situated	at	the	historically	low	value	of	1.03%.	To	cope	with	this	

current	low	level	of	the	Government	bond	yields,	the	risk-free	rate	is	estimated	from	an	average	of	the	

government	bond	yields	in	the	period	[Jan	2008	-	Jan	2018].	As	can	be	seen	in	Appendix	6,	the	average	

amounts	to	2.8%.	

	

The	market	risk	premium	has	been	determined	from	Aswath	Damodaran’s	estimation	of	Risk	Premi-

ums.	Damodaran	has	estimated	a	risk	premium	of	5.08%	for	mature	markets	(Damodaran	Online,	n.d.-

b).	In	accordance	with	Appendix	7,	the	equity	risk	premium	of	Denmark	amounts	to	this	exact	value	of	

5,08%.	In	line	with	this,	Germany,	France,	UK	and	Sweden,	amounts	to	5.08%,	5.65%,	5.65%	and	5.08%,	

respectively.	Since	ISS	has	its	origin	in	Europe	with	the	majority	of	their	business	operations	in	mature	

markets,	the	equity	risk	premium	of	5.08%	seems	to	be	a	fair	approximation.	

	

Estimation	of	Beta	

The	beta	coefficient	measures	the	amount	of	systematic	risk	associated	with	the	respective	asset	relative	

to	the	risk	of	an	average	asset,	i.e.	the	market	portfolio	(Hillier	et	al.,	2014):		
	

𝛽 =
𝐶𝑜𝑣(𝑅`^^, 𝑅�Zgo]3	�ng3kn[hn)

𝜎�Zgo]3	�ng3kn[hn� 	

	

From	the	formula	it	can	be	derived	that	an	asset	with	a	beta	coefficient	that	exceeds	1	is	riskier	than	the	

average	asset,	and	reversely	that	a	beta	coefficient	below	1	results	in	a	less	risky	asset.	The	beta	value	

can	be	estimated	from	a	linear	regression	exploring	the	relationship	between	the	returns	of	the	market	

portfolio	and	the	share	returns	of	ISS.	The	STOXX	Europe	600	Index	is	utilized	which	tracks	the	return	

of	the	600	largest	listed	companies	out	of	18	European	countries.	The	same	inference	is	made	as	when	

determining	the	risk-free	rate	above,	where	the	European	market	was	chosen	as	a	stepping	stone	for	

the	estimation.	The	period	employed	in	the	analysis	covers	March	13,	2014	to	March	28,	2018	(Appendix	

8).	A	4-year	period	is	chosen	as	a	reasonable	time	horizon	and	will	form	the	basis	for	the	beta	estimation.	

However,	using	a	longer	period	would	contribute	with	more	insights,	but	since	ISS	did	not	go	public	

before	March	2014,	this	data	is	not	possible	to	retrieve.	The	regression	beta	is	estimated	in	Appendix	8	
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and	derives	a	beta	of	0.58.	Comparing	the	regression	beta	calculation	to	the	beta	from	Reuters	of	0.81,	

and	the	global	industry	beta	of	0.94	estimated	by	Aswath	Damodaran,	a	beta	value	of	0.58	seems	some-

what	 low	 compared	 to	 what	 would	 have	 been	 expected	 (Reuters,	 n.d.;	 Damodaran	 Online,	 n.d.).	

Additionally,	a	comparison	with	peers	shows	that	the	beta	estimates	of	both	Sodexo	and	Compass	Group	

are	considerable	higher,	i.e.	beta	estimates	from	Yahoo	Finance	and	Reuters	of	0.92	and	0.96,	respec-

tively	(Appendix	8).	The	comparable	values	of	the	beta	estimates	all	point	to	a	higher	beta	value,	and	

thus	Damodaran’s	beta	value	of	0.94	will	be	employed	in	the	valuation	of	ISS.	Ultimately,	the	cost	of	

equity	is	determined	to	be	7.58%,	as	can	be	seen	in	the	calculation	below:	
	

𝐶𝑜𝑠𝑡	𝑜𝑓	𝐸𝑞𝑢𝑖𝑡𝑦 = 𝑟] = 2.8%+ 0.94 ⋅ 5.08% = 7.58%	
	

After-tax	Cost	of	Debt	

Additionally,	it	is	necessary	to	determine	the	after-tax	cost	of	debt	which	can	be	done	from	the	following	

formula:	𝐴𝑓𝑡𝑒𝑟	𝑡𝑎𝑥	𝐶𝑜𝑠𝑡	𝑜𝑓	𝐷𝑒𝑏𝑡 = (𝑟k + 𝐷𝑒𝑓𝑎𝑢𝑙𝑡	𝑆𝑝𝑟𝑒𝑎𝑑) ⋅ (1 − 𝑡)	

	

The	pre-tax	rate	is	defined	from	Damodaran´s	default	spreads	obtained	from	traded	bonds.	By	adding	

the	default	spread	to	a	risk-free	rate,	the	pre-tax	borrowing	cost	for	a	company	is	reached	(Damodaran	

Online,	n.d.-a).	Based	on	 the	market	cap	of	 ISS	and	their	credit	 rating	 from	Moody’s	and	Standard	&	

Poors	of	Baa2	and	BBB	respectively,	the	default	spread	is	estimated	to	1.27%	(Appendix	9).	In	above	

passage,	 the	risk-free	rate	was	determined	to	be	2.8%,	and	additionally	the	corporate	tax	rate	 is	as-

sumed	to	be	27.1%	in	both	the	forecast	horizon	and	terminal	period,	as	mentioned	in	the	forecasting	

section.	Thereby	the	after-tax	cost	of	debt	can	be	determined	to	be:	
	

𝐴𝑓𝑡𝑒𝑟	𝑡𝑎𝑥	𝐶𝑜𝑠𝑡	𝑜𝑓	𝐷𝑒𝑏𝑡 = (1.27%+ 2.8%) ⋅ (1 − 27.1%) = 2.97%	
	

Calculation	of	WACC	

By	using	the	calculations	above,	ISS’	cost	of	capital	can	

now	be	determined:		
	

𝑊𝐴𝐶𝐶 =
11,573.84
55,837.14 ⋅ 2.97%+

44,263.31
55,837.14 ⋅ 7.58% = 6.62%	

	

Thus,	the	WACC	of	ISS	is	determined	to	be	6.62%	in	year	

2016.	This	means	 that	 ISS	needs	 to	have	 a	 return	on	

their	shares	on	minimum	6.62%	in	order	 to	maintain	

the	value	of	their	equity,	i.e.	ROIC	needs	to	have	a	value	bigger	than	the	WACC	in	order	to	create	value	

Figure	22.	Comparison	of	WACC	&	ROIC.	
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for	shareholders	(Petersen	&	Plenborg,	2012	p.97).	Comparing	the	WACC	from	2014	to	2016	with	ROIC	

calculated	in	Section	7.2.3	it	becomes	clear	that	ISS	is	creating	value	for	their	shareholders	(Figure	22).		

As	discussed	in	the	introduction	of	this	section,	it	seems	reasonable	to	assume	that	the	WACC	in	2016	

can	be	applied	in	both	the	forecasting	horizon	and	the	terminal	period,	i.e.	using	a	static	WACC.	However,	

deploying	a	dynamically	modelled	WACC	would	provide	a	more	precise	measure	of	the	cost	of	capital,	

since	it	would	entail	flexibility	to	the	underlying	variables.	Despite	this	advantage	of	using	a	dynamic	

WACC,	a	static	WACC	will	still	be	applied	in	the	valuation	of	ISS,	since	it	is	assessed	to	be	unlikely	that	

the	variables	in	the	WACC	will	change	rapidly.	Thus,	using	the	static	WACC	secures	the	valuation	model	

from	being	subject	to	unnecessary	complexity.	Additionally,	ISS’	target	capital	structure	is	assumed	con-

stant	in	the	years	to	come	which	supports	the	choice	of	using	a	static	WACC	(Koller	et	al.,	2015).	

	

7.4.2 Enterprise Value  

Using	the	data	from	the	forecasting	analysis,	presented	in	Section	7.3,	the	value	of	ISS,	as	per	January	1	

2017,	will	now	be	calculated	using	the	DCF-model	from	an	enterprise	value	perspective.	

	
Table	13.	DCF-Model.	

	

As	can	be	seen	in	the	DCF-model	presented	above,	an	increasing	tendency	can	be	identified	in	the	FCFF.	

In	the	first	year	of	the	forecast	horizon	the	FCFF	is	estimated	to	amount	to	DKK	3,098m,	where	from	it	

is	expected	to	increase	and	terminate	at	a	value	of	DKK	3,296m	in	the	terminal	period.	From	a	constant	

WACC	of	6.62%,	and	a	growth	rate	of	1.30%,	the	present	value	of	the	FCFF	in	both	the	forecast	horizon	

and	terminal	period	can	be	calculated.	Finally,	the	EV	is	estimated	to	DKK	57,936m	and	by	subtracting	

the	NIBD	from	this	value,	the	market	value	of	equity	is	estimated	to	amount	to	DKK	46,362m.	Per	Janu-

ary	1,	2017,	ISS	had	185.668.226	outstanding	shares	whereby	the	price	per	share	is	DKK	249.71.	
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7.5 SANITY TESTING 
In	the	following	section	a	sanity	test	assessing	the	estimated	EV	of	ISS	will	be	performed	through:	(1)	a	

sensitivity	analysis,	(2)	a	multiple	analysis	and	(3)	a	comparison	of	the	estimated	EV	to	broker	estimates.	

Overall,	the	purpose	of	the	section	is	to	perform	a	test	indicating	whether	the	estimated	share	price	of	

ISS	is	a	true	and	fair	estimate.	

	

7.5.1 Sensitivity Analysis 

Any	valuation	should	be	supplemented	with	a	sensitivity	analysis	 illustrating	the	effect	on	 the	value	

estimate	from	changes	in	essential	assumptions	and	value	drivers.	The	estimated	value	is	often	partic-

ularly	sensitive	towards	even	smaller	changes	in	the	cost	of	capital,	i.e.	WACC.	In	addition	to	that,	the	

cost	of	capital	can	be	challenging	to	appoint,	whereby	it	becomes	natural	to	include	WACC	in	the	sensi-

tivity	analysis.	Thus,	it	can	be	shown	how	sensitive	the	estimated	EV	of	ISS	is	towards	changes	in	the	

cost	of	capital	(Koller	et	al.,	2015,	p.	342-343).	Additionally,	it	makes	sense	to	consider	the	impact	from	

changes	in	different	individual	value	drivers,	e.g.	revenue	growth,	EBITDA-margin	or	NIBD/IC.	As	any	

company,	ISS	is	heavily	influenced	by	their	revenue	and	expenses,	and	by	a	way	of	example	staff	costs	

were	found	to	be	a	critical	expense	for	ISS	in	the	profitability	analysis.	Since	the	EBITDA-margin	includes	

both	the	revenue	and	staff	costs,	as	well	as	consumables	and	other	operating	expenses,	this	value	driver	

will	be	included	in	the	analysis	conducted	below.	Thus,	 in	the	sensitivity	matrix	below,	the	influence	

from	changes	in	the	WACC	and	the	EBITDA-margin	is	assessed:	
	

	
Table	14.	Sensitivity	Matrix.	

	

With	the	current	level	of	ISS’	EBITDA-margin	amounting	to	6.49%,	and	a	WACC	determined	to	be	6.62%,	

the	share	price	of	ISS	was	estimated	to	DKK	249.71.	However,	changes	in	the	capital	structure	of	ISS	will	

have	a	direct	impact	on	the	valuation	from	the	effect	on	WACC.	If	for	instance	WACC	should	decrease	to	

a	value	of	6%,	the	share	price	of	ISS	will	increase	to	DKK	290.96,	which	is	equal	to	an	increase	in	EV	

from	DKK	57,036m	to	DKK	65,595m.	Examining	the	level	of	the	EBITDA-margin,	a	decrease	from	the	
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current	value	of	6.49%	to	6%	will	have	a	negative	influence	on	the	share	price.	The	price	will	decrease	

to	DKK	226.80,	i.e.	a	decrease	in	EV	from	DKK	57,036m	to	DKK	53,683m.	

	

Focusing	on	the	percentage	change,	calculated	using	the	estimated	share	price	of	DKK	249.71	as	a	start-

ing	point,	it	is	seen	that	a	change	in	both	the	WACC	and	the	EBITDA-margin	will	approximately	have	the	

same	impact	on	the	share	price.	If	WACC	increases	to	7%	(a	0.38%-point	change),	it	will	influence	the	

share	price	with	-8%.	However,	if	the	EBITDA-margin	increases	to	7%	(a	0.51%-point	change),	the	share	

price	will	be	affected	by	+10%.	The	change	in	stock	price	is	thereby	determined	to	be	almost	the	same	

in	respect	to	changes	in	the	EBITDA-margin	and	WACC.	Thereby,	it	can	be	concluded	that	the	percentage	

change	in	either	WACC	or	the	EBITDA-margin	will	have	almost	the	same	impact	on	EV,	and	thus	the	

share	price.	

	

The	insights	gained	from	the	sensitivity	analysis	have	shown	that	the	calculations	rely	on	the	assump-

tions	 and	 inferences	made	 in	 both	 the	 strategic	 and	 financial	 analysis.	 Thus,	when	 interpreting	 the	

estimates,	this	should	be	done	with	care,	since	relatively	small	changes	will	possibly	have	a	significant	

impact	on	the	final	value	estimate.	

	

7.5.2 Multiple Analysis 
In	this	section,	the	value	found	from	the	use	of	the	DCF-model	will	be	compared	to	a	relative	valuation	

approach.	The	relative	valuation	will	be	performed	from	the	use	of	multiples	from	peers,	also	known	as	

a	multiple	analysis.	The	basic	argument	behind	the	utilization	of	a	multiple	analysis	is	that	“similar	assets	

should	sell	for	similar	prices”	(Koller	et	al.,	2015,	p.	351).	In	other	words,	companies,	operating	in	the	

same	industry,	and	with	comparable	performances	should	possess	roughly	the	same	multiples.	Thus,	

ISS	should	have	approximately	the	same	multiples	as	their	peer-group.	Sodexo	and	Compass	Group	are	

assessed	as	being	comparable	and	relevant	peers	and	is	therefore	chosen	for	the	multiple	analysis.	The	

reason	for	not	including	Aramark	and	CBRE	Group	is	equivalent	to	the	previous	discussion	of	accounting	

standards	(Section	7.2.5).		
	

	
Table	15.	Multiple	Analysis.	
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For	the	multiple	analysis,	the	EV/EBITDA	multiple	is	chosen,	which	is	an	enterprise-value-based	multi-

ple	 requiring	 that	 the	 expected	 tax	 rate	 is	 identical	 across	 companies,	 and	 moreover	 that	 the	

depreciation	rates	corresponds	to	each	other	(Petersen	&	Plenborg,	2012,	p.	229).	However,	Compass	

Group	is	a	British	company	whereas	Sodexo	is	a	French	company,	thereby	leading	to	the	use	of	cross-

country	multiples.	This	can	cause	problems	with	the	requirements.	Yet,	it	should	not	result	in	distorted	

conclusions	when	the	multiple	analysis	is	only	used	as	a	sanity	check	for	the	valuation.	The	multiples	

above	are	based	on	the	market	values	of	the	peers	and	their	reported	EBITDA.	From	the	calculated	mul-

tiples,	 it	 is	clear	 that	Compass	Group	 is	 traded	at	a	premium	compared	 to	 ISS	and	Sodexo.	Using	an	

average	of	the	peers’	multiples	reveals	that	ISS’	EV,	determined	by	the	DCF-model,	is	either	slightly	un-

dervalued	 or	 the	 competitors	 face	 better	 prospects	 than	 ISS.	 However,	 since	 ISS	 is	 only	 14%	 less	

valuable	than	the	average	and	derives	the	same	EV/EBITDA	as	Sodexo	the	valuation	is	assessed	to	be	a	

fair	estimate	of	the	true	Enterprise	Value	of	ISS.	

	

7.5.3	Broker	estimates	

The	multiple	analysis	showed	that	the	ISS	share,	with	an	estimated	price	of	DKK	249.7,	was	undervalued	

compared	to	its	peers.	Looking	at	the	market	stock	price	at	that	time,	the	ISS	share	was	trading	at	DKK	

238.4,	which	thereby	suggests	that	the	estimated	share	price	is	too	high.	However,	broker	estimates	

from	Thomson	Reuters	(2018)	shows	that	the	average	broker	estimate	was	set	at	a	target	share	price	of	

DKK	273.93,	with	an	upper	and	lower	bound	of	DKK	230	and	DKK	310,	respectively	(Appendix	10).	

Thus,	the	comparison	of	the	estimated	share	price	to	acknowledged	broker's	estimates	supports	the	

higher	share	price	suggested	in	this	thesis.	

	

In	 conclusion,	 the	 sanity	 testing	 provides	 insights	 into	 the	 valuation	 conducted	 using	 the	 DCF-

framework.	It	is	important	to	create	scenarios	that	provide	a	critical	review	of	the	assumptions,	in	order	

to	evaluate	the	estimated	EV.	A	sensitivity	analysis	was	performed	with	the	purpose	of	testing	the	as-

sumptions	 underlying	 the	 DCF-valuation.	 The	 analysis	 showed	 that	 the	 estimated	 EV	 is	 sensitive	

towards	changes	in	the	EBITDA-margin,	as	well	as	changes	in	the	applied	WACC.	However,	the	reaction	

to	changes	is	not	deemed	higher	than	what	is	expected	when	performing	a	valuation.	Afterwards,	a	mul-

tiple	analysis	was	conducted	in	order	to	compare	the	estimated	value	with	relevant	peers.	The	analysis	

revealed	that	the	estimated	value	of	ISS	was	in	accordance	with	the	multiples	observed	in	the	industry.	

Finally,	the	estimated	value	was	compared	to	broker	estimates,	which	supported	the	findings.	Overall,	

the	sanity	testing	showed	that	the	value	derived	from	the	DCF-model	can	be	assessed	as	a	true	and	fair	

value	estimate	of	ISS.	
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7.6 SUB-CONCLUSION 
From	the	strategic	analysis	it	was	concluded	that	ISS	has	a	strong	position	in	the	FM	market	where	they	

possess	strong	capabilities	within	IFS.	Not	only	has	ISS	shown	that	they	are	competent	at	pursuing	the	

new	opportunities	constantly	arising	in	the	marketplace.	The	FM	industry	is	characterized	by	a	highly	

fragmented	market,	yet	with	a	few	global	IFS	players,	whereby	intensive	rivalry	exists.	The	players	in	

the	industry	have	to	keep	up	with	the	technological	and	environmental	factors,	also	denoted	as	the	Key	

Drivers	for	Change,	in	order	to	be	competitive.	The	financial	statement	analysis	illustrated	how	ISS’	fi-

nancial	position	improved	during	the	analyzed	period.	The	normalized	ROIC	increased	from	4.11%	in	

2012	to	12.70%	in	2016.	The	same	increasing	pattern	was	identified	in	the	underlying	PM	and	TRIC.	

The	improved	ROIC,	coupled	with	a	strengthened	financial	leverage	and	lowered	NBC,	entailed	an	in-

crease	in	ROE	which	shifted	from	a	negative	return	in	2012	to	a	ROE	of	15.95%	in	2016.	Additionally,	

ISS	showed	no	signs	of	neither	short-term	nor	long-term	liquidity	risk.	

	

Combining	the	strategic	and	financial	value	drivers	of	ISS,	pro	forma	statements	were	conducted	with	

the	purpose	of	being	able	to	determine	the	Free	Cash	Flow	to	the	Firm.	From	the	use	of	the	DCF-model,	

ISS	was	determined	to	have	an	Enterprise	Value	of	DKK	57,936m,	resulting	 in	a	share	price	of	DKK	

249.71.	Compared	to	the	peers	in	the	industry,	i.e.	Sodexo	and	Compass	Group,	the	share	of	ISS	seems	

fairly	priced.	In	the	multiple	analysis	it	was	shown	that	the	value	of	Sodexo’s	and	ISS’	EV/EBITDA	mul-

tiple	was	similar,	and	in	addition	ISS	was	deemed	to	be	only	14%	less	valuable	than	the	industry	average.	

The	estimated	share	price	was	slightly	above	the	share	price	at	the	time,	and	broker	estimates	supported	

these	findings,	since	these	also	assessed	the	ISS’	share	as	being	undervalued.	In	addition	to	the	multiple	

analysis,	a	sensitivity	analysis	was	conducted.	The	findings	indicated	that	the	estimated	value	of	ISS	was	

sensitive	to	changes	in	both	EBITDA-margin	and	WACC.	However,	these	findings	are	neither	perceived	

to	declare	the	valuation	invalid,	nor	are	they	surprising.	Instead	they	simply	underline	the	fact	that	the	

valuation	is	subject	to	a	number	of	assumptions,	whereby	the	findings	should	be	interpreted	with	care.	

	

8. XING AG 
	

As	previously	mentioned,	the	thesis	proposes	the	case	of	ISS	acquiring	XING.	Since	XING	possess	a	fully	

functional	platform	and	controls	valuable	software	know-how,	they	are	deemed	to	own	resources	that	

will	be	beneficial	for	ISS	to	acquire.	The	following	section	is	conducted	with	the	purpose	of	being	able	

to	appoint	the	synergies	arising	from	ISS	acquiring	XING.	In	this	section,	an	internal	analysis	of	the	case	

company	XING	will	be	conducted.	From	the	internal	analysis	valuable	insights	will	be	gained,	which	are	
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to	be	used	later	when	determining	the	synergies	emerging	from	the	acquisition.	Finally,	with	the	pur-

pose	of	being	included	in	the	subsequent	valuation	of	the	synergies,	an	approximation	of	the	enterprise	

value	of	XING	will	be	conducted.	

	

8.1 INTERNAL ANALYSIS 
In	this	section	an	internal	analysis	of	XING	will	be	conducted.	The	purpose	of	the	section	is	to	determine	

the	resources	and	capabilities,	and	finally	to	investigate	if	XING	deploys	any	sustainable	competitive	

advantages.	

	

8.1.1 Resources 

In	the	following	subsection,	the	resources	deployed	by	XING	will	be	split	into	the	same	three	types	of	

resources	as	was	seen	in	Section	7.1.1.2:	(1)	tangible,	(2)	intangible,	and	(3)	human	resources.		

	

(1)	Tangible	Resources	

The	physical	resources	of	XING	mainly	consist	of	their	fixed	assets	in	terms	of	their	offices	and	various	

equipment.	XING’s	offices	are	located	in	Hamburg	and	the	equipment	is	mainly	comprised	by	IT	equip-

ment	such	as	servers	and	hardware	(XING	Annual	Report,	2016,	p.	89).	Touching	upon	the	 financial	

resources	of	XING,	they	have	faced	a	strong	growth	in	terms	of	their	revenue	and	earnings	as	illustrated	

in	Figure	23.	In	2016	EBITDA	amounted	to	EUR	45,468k	rising	from	a	level	of	EUR	20,963k	in	2012.	The	

revenue	increased	from	EUR	72,125k	in	2012	to	EUR	145,904k	in	2016.	Finally,	the	equity	has	faced	a	

more	fluctuating	development	over	the	last	couple	of	years,	and	yet	has	still	increased	on	an	overall	level	

from	EUR	51.76m	in	2012	to	EUR	69.86m	in	2016	(Figure	23;	Appendix	11).	

	

	
Figure	23.	Financial	Performance,	XING	2012-2016.	

	

On	Moody’s	credit	risk	score,	XING	is	graded	3	on	a	scale	of	1-10,	with	1	being	a	sign	of	the	lowest	pos-

sible	risk	(Appendix	12).	Thereby,	XING	is	assessed	to	face	a	relatively	low	credit	risk.	Another	point	to	
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be	mentioned	in	relation	to	the	financial	resources	is,	that	XING	is	one	hundred	percent	equity	financed.	

However,	it	is	generally	preferred	to	have	a	capital	structure	where	a	combination	of	equity	and	debt	is	

used,	since	the	cost	of	debt	is	cheaper	than	the	cost	of	equity.	Yet,	the	use	of	equity	financing	entails	

other	advantages,	including	that	it	requires	no	repayment	obligation,	leaving	more	room	for	manage-

ment	to	invest	in	opportunities	(Koller	et	al.,	2015,	p.	652).	This	could	very	likely	be	one	of	the	reasons	

behind	XING’s	choice	to	finance	their	activities	from	the	solely	use	of	equity.	They	do	however	fail	to	

provide	any	explanation	for	their	unusual	choice	of	capital	structure	in	the	annual	reports.	Even	though	

the	use	of	equity	financing	in	some	ways	can	leave	room	for	more	flexibility,	the	use	of	debt	financing	

provides	a	company	tax	benefits	as	well	as	discipline	over	investment	spending:	“The	discipline	and	tax	

benefits	that	debt	often	brings	outweigh	the	need	for	flexibility”	(Koller	et	al.,	2015,	p.	652).	This	discipline,	

as	well	as	the	tax	benefits,	outweigh	the	possible	advantage	from	using	equity.	In	line	with	this,	XING’s	

current	capital	structure	is	not	considered	optimal.	

		

(2)	Intangible	Resources	

An	essential	intangible	resource	for	XING	exist	in	terms	of	technology.	XING	possess	the	software	behind	

their	social	NP,	as	well	as	a	platform	supporting	a	user	interface	applicable	for	both	desktop	and	mobile	

devices.	In	2016,	XING	had	an	average	of	approximately	396m	page-views	per	month	on	desktops,	and	

60m	monthly	page	views	from	mobile	and	tablet	devices	(XING	Annual	Report,	2016,	p.	3).	XING	has	

various	different	specific	technology	solutions	supporting	their	NP.	Among	those	are	the	XING	app,	the	

XING	Message	technology,	the	XING	Event	technology	and	the	XING	Referral	Manager	technology.	The	

Message	technology	was	released	in	a	beta	version	in	the	fourth	quarter	of	2016	and	is	an	instant	mes-

sage	service	 that	makes	 it	possible	 for	members	 to	communicate	easily.	The	XING	Event	 technology	

supports	event	management	services	such	as	registration	of	participants,	ticketing	and	billing.	Lastly,	

The	XING	Referral	Manager	is	a	technology	that	XING	considers	to	be	very	important	in	terms	of	their	

growth.	The	technology	renders	it	possible	for	XING	to	provide	a	superior	solution	for	intelligent	and	

automated	employee	recommendation	programs,	where	the	employees	of	the	hiring	company	can	send	

relevant	job	advertisements	to	their	contacts	or	recommend	a	candidate	to	their	employer:	“With	the	

help	of	this	tool,	companies	can	use	their	own	employees	as	headhunters	and	have	them	propose	suitable	

candidates”	(XING	Annual	Report,	2016,	p.	37;	24	&	50).	In	addition	to	the	XING	platform	and	the	tech-

nology,	 XING	 owns	 the	 software	 of	 the	 Kununu-platform.	 Kununu	 deploys	 an	 Employer	 Branding	

Solution,	where	both	employers	and	candidates	can	share	their	experiences	with	the	company,	e.g.	by	

sharing	their	experiences	about	the	corporate	culture,	the	environment	or	the	mission.	The	technology	

is	developed	internally	by	Kununu,	and	as	a	consequence	of	XING’s	acquisition	of	the	company,	XING	

now	owns	the	technology	and	software	(XING	Annual	Report,	2016).	
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As	the	leading	professional	online	network	in	the	German-speaking	market,	XING	is	assumed	to	have	a	

good	reputation	in	the	D-A-CH	region,	i.e.	Germany,	Austria	and	Switzerland	(XING	Annual	Report,	2016,	

p.	20).	Thus,	the	brand	is	a	valuable	resource	to	the	company.	The	brand	value	is	assessed	to	be	strong	

among	the	societies	of	the	D-A-CH	region	as	a	whole,	and	the	platform	has	gained	a	footing	with	not	only	

the	middle-aged	part	of	society,	but	also	the	elderly	and	young	students	(XING	Platform	Site,	n.d.).	More-

over,	the	brand	is	well-known	by	people	from	different	professions.	According	to	the	homepage	of	XING,	

their	member	base	is	also	comprised	of	people	deployed	in	different	industries:	“Workers	from	every	

industry	use	XING	to	connect	with	one	another,	to	look	for	jobs,	new	hires,	projects,	cooperation	partners,	

expert	advice	and	business	ideas”	(XING	Corporate,	n.d.).	

	

Another	resource	owned	by	XING	is	their	relationships	to	their	customers,	mainly	in	regard	to	the	rela-

tionships	build	to	the	business	segment	through	the	E-recruiting	and	Event	Management	services.	XING	

perceives	the	Number	of	Corporate	Customers	as	a	Key	Performance	Indicator	(KPI),	since	the	segments’	

revenue	performance	depends	on	the	number	of	corporate	customers.	Therefore,	they	have	a	goal	of	

increasing	this	number,	improving	their	relationship	to	existing	business	customers	as	well	as	estab-

lishing	new	relations	(XING	Annual	Report,	2016,	p.	67).	Moreover,	as	seen	in	Table	16	below,	XING	

expects	the	number	of	corporate	customers	to	increase	in	2017.	

	

	
Table	16.	B2B	Members.	

	

Finally,	the	user	information	database	is	a	valuable	resource	to	the	company.	The	information	database	

is	created	from	the	information	collected	as	a	consequence	of	the	daily	use	of	the	approximately	12m	

members,	compared	to	467m	members	on	the	LinkedIn	database	(LinkedIn,	n.d.).	User	information	is	a	

key	resource	 in	 the	business	 life	 today,	and	 the	modern	 technology	revolving	around	it	 is	a	popular	

subject	in	the	public	debate.	Therefore,	XING’s	user	information	is	considered	as	an	important	resource.	
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However,	the	user	information	database	mostly	consists	of	information	from	users	in	the	D-A-CH	region,	

where	the	majority	of	their	members	are	located	(XING	Annual	Report,	2016,	p.	3).	

	

(3)	Human	Resources	

In	2016	XING	employed	961	people	at	locations	in	Ham-

burg,	 Munich,	 Aschaffenburg,	 Barcelona	 and	 Vienna	

(XING	Annual	Report,	2016,	p.	1).	Over	 the	years,	 this	

number	has	been	steadily	increasing,	raising	from	only	

174	employees	 in	2008	(XING	Annual	Report,	2012	&	

2016).	As	can	be	seen	from	Figure	24,	a	clear	majority	of	

the	working	force	is	employed	in	Hamburg.		

	

As	a	digital	company,	engaging	in	the	online	networking	industry,	the	know-how	and	experience	of	the	

employees	are	very	valuable	resources	to	the	company.	Thus,	knowledge	is	of	great	importance	to	XING,	

including	knowledge	of	building	and	maintaining	the	digital	platform,	front-end	and	back-end	software	

development,	experience	in	terms	of	servicing	the	customer	segment,	etc.:	“They	[our	employees]	are	the	

number	one	success	factor,	the	central	source	of	innovation,	and	therefore	the	basis	for	everything	we	do	

“(XING	Corporate,	n.d.-a).	The	CSR	report	published	by	XING	in	2017	supports	this	statement:	“Employ-

ees	 are	 our	 greatest	 asset;	 their	 ideas,	 innovations	 and	 enthusiasm	 are	 our	 success	 drivers”	 (p.	 16).	

Additionally,	XING	has	a	well-functioning	Human	Resource	(HR)	department	that	seeks	to	carefully	pick	

and	employ	the	right	employees:	“We	want	to	attract	the	best	minds	to	XING	and	retain	them	over	the	

long	term”	(XING	Corporate,	n.d.-a).	This	is	done	through	a	meticulous	and	well-planned	onboarding	

process	for	new	employees	(XING	CSR	Report,	2017,	p.	16).	

		

Furthermore,	 the	 company	 seeks	 to	 improve	 the	 know-how	 deployed	 by	 the	 individual	 employee	

through	continuous	training	opportunities.	Along	with	these	training	opportunities,	XING	offers	several	

other	benefits	such	as	flexible	working	time	arrangements,	offered	with	the	purpose	of	“create(ing)	the	

best	possible	working	conditions	for	them	[the	employees]”	(XING	CSR	Report,	2017,	p.	16).	Those	offered	

benefits	will	presumably	increase	the	commitment	and	loyalty	of	the	employees.	Overall,	XING	is	as-

sessed	as	having	a	strong	company	culture,	characterized	by	highly	engaged	employees,	which	most	

likely	will	be	accompanied	by	a	fairly	low	employee	turnover	rate.	

	

Figure	24.	XING	Employee	Distribution.	
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8.1.2. Capabilities and VRIN Analysis 

From	the	use	of	the	VRIN	framework	it	will	be	determined	if	some	of	the	capabilities	yield	XING	a	com-

petitive	advantage,	and	whether	those	are	assessed	as	being	sustainable	or	not.	In	order	for	XING	to	

possess	a	sustainable	competitive	advantage,	the	capability	must	be	both	valuable,	rare,	inimitable	and	

non-substitutable.	

	
Table	17.	XING	VRIN-Analysis.	

	

1)	Software	Development	Capabilities	

The	business	model	of	XING	is	built	upon	their	networking	platform,	and	thus	the	software	solutions	

and	the	technology	are	highly	important	to	their	operations.	The	task	of	developing	the	different	soft-

ware	solutions	is	mainly	undertaken	internally:	“As	is	usual	in	the	online	industry,	software	solutions	and	

platform	extensions	are	mainly	developed	inhouse”	(XING	Annual	Report,	2016,	p.	56).	Thus,	XING	has	

capabilities	within	the	in-house	development	of	platform	software.	In	2016,	the	internally	generated	

software	was	reported	to	amount	for	EUR	30,975k,	whereas	the	external	acquired	software	(including	

licenses)	was	reported	to	amount	for	only	EUR	4,453k	(XING	Annual	Report,	2016,	p.	84).	This	supports	

the	fact	that	XING	possess	valuable	capabilities	within	software	development.	Nonetheless,	these	capa-

bilities	are	neither	perceived	as	being	rare	among	competitors,	nor	inimitable.	From	the	use	of	skilled	

software	engineers,	the	coding	behind	the	software	can	fairly	easy	be	imitated.	However,	the	capabilities	

cannot	be	substituted	 from	the	use	of	other	capabilities,	nor	 the	underlying	resources.	The	most	 im-

portant	resources	associated	with	these	capabilities	are	the	platform	software	in	itself	and	the	highly	

skilled	human	resources	including	software	engineers.	Highly	skilled	software	developers	are	needed	

in	order	to	deploy	those	capabilities	which	cannot	be	substituted	from	the	use	of	other	resources.	

	

2)	Company	Culture	

XING	has	created	a	very	unique	company	culture	that	fits	the	structure	of	the	business	operations	very	

well.	As	a	digital	company,	XING	operates	in	a	fast-moving	industry,	where	flexible	and	rapidly	adapting	

resources	are	essential.	Know-how	and	technology	solutions	need	to	change	continuously:	“Sustainable	
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professional	qualifications	are	not	XING’s	only	core	competency.	[...]	The	opportunity	to	work	from	home	

regularly	is	as	much	a	part	of	our	strategy	as	offerings	for	flexible,	unbureaucratic	part-time	solutions”	

(XING	Annual	Report,	2016,	p.	41).	Thus,	XING	shows	strong	and	somewhat	rare	capabilities	within	the	

creation	of	a	unique	and	well-functioning	company	culture.	Several	initiatives	undertaken	by	the	com-

pany	supports	this	statement.	Firstly,	the	well-being	of	the	employees	is	a	great	consideration	to	XING:	

“Our	aim	as	an	employer	is	to	create	a	working	environment	in	which	our	employees	can	develop	and	grow,	

where	they	are	treated	as	people	and	not	merely	as	a	human	resource,	and	where	work	is	enjoyable.	Every	

week,	we	ask	our	staff	 to	 tell	us	whether	we	have	been	a	good	employer	during	 the	past	 seven	days	or	

whether	there	have	been	problems”	(XING	CSR	Report,	2017,	p.	6).	Not	only	do	they	support	development	

and	innovation	through	the	creation	of	an	embracing	and	caring	work	environment,	they	have	also	es-

tablished	an	Employee	Committee	where	their	employees	have	the	possibility	to	raise	their	voice:	“A	

body	that	represents	its	employees	and	engages	in	substantive	dialogue	with	the	Company’s	management	

and	employees”	(XING	CSR	Report,	2017,	p.	19).	The	capabilities	within	creating	a	strong	company	cul-

ture	is	highly	valuable	to	the	firm,	since	it	secures	a	company	culture	supporting	the	business	operations	

and	objectives	of	the	firm.	Additionally,	the	company	culture	of	XING	is	deemed	both	inimitable	and	non-

substitutable	 to	 the	 firm.	They	are	the	result	of	a	unique	combination	of	management	resources	and	

corporate	 values,	 that	 one	 cannot	perfectly	 imitate,	 nor	 substitute,	 from	 the	use	of	 other	 similar	 re-

sources.	

	

3)	Expanding	and	Maintaining	User	Network	

As	mentioned	in	the	previous	section,	XING	deploys	resources	in	terms	of	their	relationships	to	their	

customers,	 including	business	customers	and	private	users.	From	2012	to	2016	the	number	of	users	

increased	from	approximately	6.09m	to	12.13m.	Thus,	XING	has	managed	to	double	the	number	of	plat-

form	users	in	only	four	years,	indicating	that	the	company	possess	capabilities	within	the	expansion	and	

maintenance	of	their	user	network.	The	more	users,	the	more	valuable	the	platform	is,	wherefore	the	

capability	of	expanding	and	maintaining	the	user	network	is	determined	to	be	valuable.	The	capabilities	

are	non-substitutable	in	nature,	since	it	is	assessed	difficult	to	substitute	those	resources,	whilst	creating	

a	valuable	user	network	in	the	D-A-CH	region.	In	terms	of	inimitability,	the	capabilities	are	assessed	as	

being	rather	easy	to	imitate	through	the	utilization	of	skilled	human	resources.	Finally,	the	rareness	of	

these	capabilities	is	questionable;	on	the	one	hand,	several	network	platforms	employ	the	capabilities	

of	maintaining	a	user	network,	while	on	the	other	hand	such	a	strong	and	extensive	user	network	within	

the	D-A-CH	region	is	only	owned	by	few	other	companies	than	XING,	e.g.	LinkedIn.	
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4)	Building	a	Brand	

XING	deploys	capabilities	within	building	a	brand.	These	capabilities	are	determined	to	be	valuable,	

since	a	well-known	brand	with	a	good	reputation	has	a	direct	effect	on	the	profitability.	As	the	leading	

professional	online	network	 in	 the	German-speaking	market,	XING	has	been	capable	of	building	 the	

brand	and	diffuse	their	different	service	solutions	(XING	Annual	Report,	2016,	p.	20).	XING	has	built	a	

brand	that	not	only	embraces	their	professional	network	platform,	but	also	embraces	their	event	man-

agement	solution	(XING	Events,	n.d.).	The	capabilities	are	however	more	or	less	limited	to	the	D-A-CH	

region.	Yet,	the	acquisition	of	Kununu	has	improved	their	global	capabilities	within	building	a	brand.	

The	company	is	the	leading	German	employer	review	platform,	undertaking	a	strong	focus	on	helping	

their	business	customers	to	strengthen	their	brand	(XING	Annual	Report,	2016,	p.	1).	Moreover,	XING	

has	engaged	in	a	joint	venture	established	between	the	Kununu-platform	and	the	Monster	Worldwide-

platform.	One	of	the	key-focus	areas	of	this	joint	venture	is	employer	branding:	“Through	Monster	and	

Kununu’s	joint	venture	comes	a	new	set	of	tools	to	help	employers	improve	brand	awareness	and	reputa-

tion”	(Monster	Worldwide,	2016).	 In	conclusion,	 the	resource	 in	 terms	of	 the	XING	brand	 is	neither	

perceived	as	being	rare,	nor	non-substitutable.	Many	networking	companies	have	been	able	to	create	a	

brand	with	the	same	or	higher	value,	and	the	customers	can	easily	substitute	the	XING	brand	with	other	

similar	brands	such	as	LinkedIn	or	Viadeo.	Finally,	the	brand	is	deemed	inimitable	since	the	brand	has	

a	uniqueness	that	is	very	hard	to	perfectly	imitate.	

 

8.1.3 Sub-conclusion 

The	above	analysis	of	the	resources	and	capabilities	showed	that	XING	deploys	a	somewhat	sustainable	

competitive	advantage,	namely	their	company	culture.	The	company	culture	is	deemed	highly	valuable,	

hard	 to	 imitate	 and	non-substitutable.	 Yet,	 it	 is	 questionable	 whether	 capabilities	within	 creating	 a	

unique	company	culture	should	be	perceived	as	being	rare.	On	one	hand,	the	foundation	for	their	valu-

able	company	culture	is	a	unique	combination	of	resources	and	corporate	values,	which	speaks	in	favor	

of	the	capabilities	and	resource	to	be	rare.	Yet,	several	companies,	especially	digital	and	innovative	com-

panies	operating	in	a	fast-moving	industry,	possess	what	can	be	characterized	as	a	valuable	company	

culture,	which	indicates	that	the	company	culture	of	XING	cannot	be	determined	as	being	rare.	

	

Furthermore,	 XING	 deploys	 valuable	 capabilities	 within	 the	 field	 of	 software	 development,	 within	

maintenance	of	a	user	network	and	within	building	a	brand.	Where	the	software	development	skills	and	

the	capabilities	within	maintaining	a	user-network	are	determined	to	be	of	a	non-substitutable	nature,	

the	brand	building	capabilities	are	deemed	inimitable.	Thus,	they	are	assessed	as	providing	XING	com-

petitive	advantages.	Yet,	none	of	these	are	deemed	to	yield	XING	a	sustainable	competitive	advantage,	
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but	due	to	the	embracing	and	very	adaptive	company	culture,	XING	has	a	clear	advantage	in	terms	of	

the	retention	and	renewal	of	those	competitive	advantages.	Thus,	the	employment	of	dynamic	capabili-

ties	is	embraced	by	the	nature	of	their	unique	company	culture.	

	

8.2 FINANCIAL ANALYSIS  
The	 financial	analysis	of	XING	will	be	presented	with	 the	aim	of	determining	 the	company’s	perfor-

mance,	which	will	make	way	for	the	preparation	of	pro	forma	statements.	The	following	analysis	will	

deploy	the	same	theoretical	stand	as	the	analysis	of	ISS	in	Section	7.2,	whereby	some	of	the	reflections	

and	assumptions	from	this	section	will	reappear.	

	

8.2.1 Accounting Policies and Quality of the Annual Report  

XING’s	consolidated	financial	statements	are	“prepared	in	accordance	with	the	International	Financial	

Reporting	Standards	(IFRSs)	pursuant	to	Section	315a	German	Commercial	Code,	and	is	also	issued	with	

an	unqualified	auditor’s	report”	(XING	Annual	Report,	2016,	p.	27).	Moreover,	the	accounting	policy	de-

ployed	during	 the	 analyzed	period,	 from	FY	2012	to	FY	2016,	 has	been	 consistent.	 In	 regard	 to	 the	

management's	 flexibility	when	preparing	 the	 financial	statements,	 it	 is	deemed	to	be	 limited	 to	only	

affecting	a	few	accounting	items	such	as	brand	value.	In	line	with	that,	the	auditors,	Pricewaterhouse-

Coopers	GmbH,	issued	no	reproofs	and	in	XING’s	annual	report	(2016)	they	stated	the	following:	“In	our	

opinion,	based	on	the	examination	which	we	have	carried	out	in	accordance	with	professional	standards,	

(1)	the	factual	information	contained	in	the	report	is	correct,	(2)	the	consideration	given	by	the	Company	

for	the	legal	transactions	referred	to	in	the	report	was	not	unreasonably	high,	and	(3)	there	are	no	circum-

stances	supporting	a	judgment	materially	different	from	that	reached	by	the	Executive	Board	with	regard	

to	actions	referred	to	in	the	report”	(XING	Annual	Report,	2016,	p.	27).	Therefore,	for	the	purpose	of	the	

valuation	the	annual	reports	of	XING	are	deemed	true	and	fair.	

	

8.2.2 Analytical Balance Sheet and Income Statement 

As	mentioned	earlier,	many	of	the	considerations	related	to	the	reformulation	of	XING’s	financial	state-

ments	will	be	similar	to	the	ones	put	forward	when	conducting	the	analytical	financial	statements	of	ISS.	

In	this	section,	a	review	of	the	items	relevant	for	XING	will	be	discussed.	The	entire	reformulation	of	the	

I/S	and	B/S	can	be	found	in	Appendix	11,	along	with	the	respective	notes.		
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Calculating	Gross	Profit	

When	calculating	the	gross	profit,	the	cost	of	revenue	is	subtracted	from	the	revenue.	For	XING	these	are	

the	variable	costs	directly	related	to	their	services.	In	the	notes	the	only	variable	costs	possible	to	sepa-

rate	 from	other	expense	 items	is	the	sales	commission	reported	under	marketing	expenses	(Note	2;	

Appendix	11).		

	

Other	Income	and	Expenses	

None	of	the	items	stated	as	other	income	are	considered	financial.	In	addition,	they	all	appear	to	be	re-

curring	in	nature	(Note	5;	Appendix	11).	On	the	contrary,	the	nature	of	other	expenses	is	up	for	further	

discussion.	All	the	items	are	related	to	operations,	and	most	of	them	are	assessed	as	being	recurring,	e.g.	

accounting	fees.	However,	some	of	the	costs	reported	under	other	expenses	are	related	to	non-recurring	

events,	such	as	legal	fees	from	the	takeover	bid	of	Burda	Digital	GmbH	in	2012,	by	which	they	are	re-

moved	(Note	3;	Appendix	11).		

	

Deposits		

Deposits	 is	reported	under	non-current	financial	assets	in	the	consolidated	I/S.	Therefore,	deposits	 is	

separated	from	the	financial	assets	and	reallocated	to	the	operating	activities,	since	they	are	a	part	of	

the	firm's	operations	(Note	7;	Appendix	11).		

	

Other	Current	Assets		

Other	current	assets	includes	deferred	interests.	However,	this	item	is	considered	financial	and	is		

therefore	reallocated	to	financial	assets.	

	

Cash	and	Cash	Equivalents		

The	amount	of	cash	and	cash	equivalents	which	is	needed	in	the	business	operations	on	a	day-to-day	

basis	is	classified	in	the	notes	of	the	annual	reports.	Thus,	a	separation	of	cash	and	cash	equivalents	is	

made	accordingly,	where	the	remaining	cash	is	assessed	as	excess	cash	(Note	6;	Appendix	11).	

	

8.3 VALUATION 
As	mentioned	in	the	delimitations,	the	valuation	of	XING	is	estimated	using	the	current	market	values	

of	the	company	and	the	NIBD.	In	order	to	assess	the	estimated	value.,	the	estimated	EV	is	afterwards	

compared	to	ratios	of	XING’s	key	competitors.		
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8.3.1 Enterprise Value  

When	determining	 the	EV,	 the	MV	of	 equity	must	

first	be	determined.	By	investigating	XING’s	stock	it	

becomes	clear	that	the	market	price	has	increased	

heavily	the	past	two	years	(Figure	25).	The	market	

price	 on	 February	 13,	 2018,	 was	 EUR	 264.5	 per	

share,	resulting	in	a	MV	of	equity	of	EUR	1,486.61m.	

From	the	strategic	analysis	in	Section	8.1,	it	became	

clear	that	XING	is	solely	financed	by	equity,	and	the	

NIBD	therefore	only	consists	of	interest	bearing	as-

sets	amounting	to	EUR	86.65m.	This	results	in	an	EV	of	EUR	1,399.96m:		
	

𝐸𝑛𝑡𝑒𝑟𝑝𝑟𝑖𝑠𝑒	𝑉𝑎𝑙𝑢𝑒 = 1,486.61m + (−86.65m) = EUR	1,399.96m	
	

8.3.2 Comparison with Peers  

In	this	section,	the	EV	found	in	Section	8.3.1	is	evaluated	in	order	to	determine	if	it	is	considered	to	be	a	

fair	estimate	of	the	true	value	of	XING.	In	order	to	do	so,	a	multiple	analysis	of	the	peers	will	be	con-

ducted.	Finding	comparable	peers	is	a	difficult,	and	very	often	an	almost	impossible	task.	The	peers	must	

be	comparable	in	regard	to	the	business	area,	company	size,	accounting	policies,	etc.	(Petersen	&	Plen-

borg,	2016).	LinkedIn	and	Viadeo	are	the	key	competitors	for	XING,	yet	they	create	several	problems	in	

terms	of	comparability.	LinkedIn	 is	by	 far	 the	biggest	player	 in	 the	 industry	with	a	market	share	of	

74.86%	(Figure	26).	

	

LinkedIn	 is	 extremely	 compatible	with	XING	 in	 re-

gard	to	both	the	service	provided	and	the	customer	

segment.	Both	of	the	companies	operate	on	a	global	

level,	 including	 the	 D-A-CH	 region.	 However,	

LinkedIn	is	by	far	stronger	represented	worldwide.	

LinkedIn	offers	many	of	 the	 same	 solutions	 and	 is	

therefore	 considered	a	good	prospect	 for	 the	com-

parison.	Yet,	LinkedIn	is	an	American	company	and	

therefore	do	not	prepare	the	financial	statements	in	

accordance	with	 the	 European	 standards	 followed	

by	XING,	i.e.	IFRS.	This	is	problematic	since,	in	order	

Figure	25.	XING	Share	Price.	

	

Figure	26.	Market	Share.	
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for	multiples	to	be	 fully	comparable,	 the	companies	 in	question	should	prepare	 their	financial	state-

ments	based	on	the	same	set	of	standards	(Petersen	&	Plenborg,	2012).	Still,	LinkedIn	is	assessed	as	an	

eminent	peer	in	all	other	aspects	of	comparability	and	is	therefore	used,	despite	of	the	limitations	men-

tioned.	To	account	 for	 the	different	accounting	standards,	an	adjusted	EBITDA	 is	applied,	creating	a	

more	comparable	multiple	(Appendix	13).	Microsoft	acquired	LinkedIn	in	December	2016	for	USD	26bn.	

The	acquisition	provides	a	true	market	price,	i.e.	the	price	they	paid	less	cash	and	cash	equivalents,	which	

makes	them	an	even	better	comparison.	However,	 the	acquisition	also	meant	that	a	separate	annual	

report	 for	 LinkedIn	has	not	been	produced	 since	2015,	 nor	do	 they	 segment	 their	 financials	 in	Mi-

crosoft's	annual	report.	The	only	solution	is	therefore	to	use	EBITDA	from	2015	when	calculating	the	

EBITDA/EV	multiple.		

	

The	second	biggest	competitor	is	Viadeo.	Viadeo	also	provides	the	service	of	a	professional	social	NP,	in	

the	same	manner	as	LinkedIn	and	XING.	However,	they	focus	more	on	the	Chinese	market	than	the	other	

two.	Another,	and	more	definitive,	problem	is	that	Viadeo	is	a	privately	held	company,	and	it	is	therefore	

not	possible	to	retrieve	the	needed	information.	Thus,	Viadeo	will	not	be	included	in	the	multiple	anal-

ysis.	Overall,	it	should	be	stressed	that	the	results	of	the	multiple	analysis	must	be	interpreted	with	care,	

due	to	the	limits	of	the	comparability	mentioned	above.	In	order	for	the	analysis	to	rely	on	more	than	

just	one	peer,	the	comparison	will	also	make	use	of	industry	multiples	estimated	by	Damodaran.		
	

	
Table	18.	XING,	Multiple	Analysis.	

	

The	multiples	show	that	XING	is	traded	at	a	small	discount	compared	to	LinkedIn,	meaning	that	LinkedIn	

either	has	better	future	prospects	or	that	the	EV	calculated	for	XING	is	slightly	undervalued	(minus	4%).	
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However,	the	multiple	of	XING	and	LinkedIn	are	almost	equal	with	their	values	of	31	and	32,	respec-

tively,	and	when	comparing	XING	to	an	average	of	LinkedIn	and	the	industry	multiple,	XING	is	slightly	

overestimated	(9%).	An	EV/EBITDA	estimate	of	31	therefore	seems	very	reasonable,	whereby	the	val-

uation	of	XING	is	supported	by	the	multiple	analysis.		

 

9. NEW BUSINESS MODEL  
 

In	this	section,	the	new	business	model	arising	from	ISS’	acquisition	of	XING	will	be	presented.	It	should	

be	stressed,	that	assumptions	and	inferences	are	made	about	the	new	business	model	presented	below.	

The	main	purpose	is	to	create	the	groundwork	for	the	further	valuation	of	synergies	and	not	to	present	

an	extensive,	broadly	supported	business	model.		

	

XING	provides	services	within	three	overall	categories,	as	presented	in	Section	6.2:	(1)	XING	Profes-

sional	 Networking	 Platform	 (NP),	 (2)	 XING	 E-recruiting	 services	 and	 (3)	 XING	 Event	 Management	

services.	As	previously	mentioned,	the	main	reason	behind	the	choice	of	XING	as	a	target	company	is	

that	ISS	hopefully	will	be	able	to	benefit	from	the	acquisition	in	terms	of	e.g.	recruitment	and	retention	

of	employees.	In	line	with	this,	Damodaran	(2017)	states:	“The	key	to	the	existence	of	synergy	is	that	the	

target	firm	controls	a	specialized	resource	that	becomes	more	valuable	if	combined	with	the	bidding	firm's	

resources”	(p.	19).	This	reasoning	is	applicable	to	ISS’	acquisition	of	XING,	since	the	acquisition	will	entail	

that	ISS	gains	access	and	ownership	over	valuable	software	development	capabilities	and	resources	in	

terms	of	a	fully	functional	professional	NP.	

	

The	problem	statement	of	this	thesis	investigates	how	ISS	can	create	value	and	it	is	deemed	necessary	

to	make	adjustments	to	XING’s	current	business	model	in	order	to	create	the	highest	value	from	the	

acquisition.	Thus,	the	platform	will	have	to	undergo	a	number	of	smaller	adjustments	in	order	to	be	

more	compatible	with	the	business	operations	and	the	strategy	of	ISS,	and	thereby	heighten	the	proba-

bility	of	realizing	synergies.	These	adaptations	will	be	presented	below,	where	the	new	business	model	

will	be	described	with	respect	to	above	categorization	before	being	finalized	in	a	business	model	canvas	

inspired	by	Osterwalder	&	Pigneur	(2010).	

	

(1)	XING	Professional	Networking	Platform	

The	XING	Professional	NP	is	currently	aimed	towards	professionals	in	the	D-A-CH	region.	However,	from	

ISS’	 perspective	 several	 new	value-creating	opportunities	arise	when	acquiring	XING.	 Following	 the	

ownership	of	ISS	the	platform	should	be	dispersed	to	users	on	a	global	scale.	The	mission	behind	the	
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new	business	model	should	be	changed	to	create	a	networking	platform	for	Blue	Collar	Workers	that	

enables	a	perfect	match	between	employer	and	employee.	Thus,	the	platform	should	focus	on	the	segment	

of	Blue	Collar	Workers.	However,	ISS	should	not	only	pursue	the	“perfect	match”,	since	value	creating	

opportunities	also	exist	in	terms	of	networking	activities	among	Blue-Collar	Workers.	These	will	be	de-

scribed	in	Section	9.2,	when	analyzing	the	operating	synergies.	

	

The	establishment	of	a	professional	NP	directed	solely	 towards	Blue-Collar	Workers	will	 lead	to	 the	

creation	of	a	business	model	not	seen	in	the	market	today.	ISS	is	assumed	to	possess	a	competitive	ad-

vantage	within	 this	 field	 due	 to	 their	 global	workforce	 of	 494,233	 of	 which	 90.5%	 are	 Blue-Collar	

Workers	(Appendix	1).	Coupled	with	their	high	turnover	rate	contributing	to	several	workers	passing	

by	ISS	every	year,	ISS	has	an	obvious	advantage	within	the	critical	creation	and	maintenance	of	a	user	

network.	As	a	final	remark,	the	NP	is	deemed	to	create	the	highest	value	when	kept	as	a	separate	brand,	

decoupled	from	ISS.	The	digital	NP	that	focus	on	both	B2C	and	B2B	is	not	in	line	with	the	overall	strategy	

of	ISS,	and	thus	the	NP	is	assessed	to	be	most	value	creating	for	ISS	when	preserved	as	a	separate	brand.	

	

(2)	XING	E-recruiting	Services	

The	XING	E-recruiting	services	focus	on	employer	and	employee	reviews	where	value	is	created	through	

services	that	support	efficient	employer	branding	and	employee	sourcing.	Currently,	both	the	Kununu	

and	XING	platform	offer	the	services	of	E-recruiting,	which	will	be	uphold	going	forward,	i.e.	the	E-re-

cruiting	services	should	be	kept	as	a	separate	unit	and	not	be	included	as	a	part	of	the	ISS	brand	and	

legacy.	Thus,	it	should	operate	under	the	same	roof	as	the	networking	platform	with	the	value	proposi-

tion	of	supporting	valuable	and	efficient	employer	branding	and	employee	sourcing.	In	this	way,	ISS	will	

be	able	to	provide	the	services	of	E-recruiting,	assisting	various	companies	and	clients	with	the	sourcing	

of	suitable	candidates,	as	well	as	providing	the	services	of	employer	branding,	without	mixing	it	up	with	

their	current	ISS-operations	and	strategy.		

	

(3)	XING	Event	Management	Services	

XING	 Event	Management	 services	 includes	 various	 services	within	 preparation	 and	 execution	 of	 an	

event	such	as	ticketing,	registration,	entry	management	and	customer	retention.	The	Event	Management	

services	solely	focus	on	the	handling	of	events	and	therefore	do	not	support	the	new	business	model’s	

overall	mission	of	creating	a	networking	platform	for	blue	collar	workers	that	enables	a	perfect	match	

between	employer	and	employee.	Instead,	the	value	proposition	of	this	segment	is	narrowed	and	could	

be	acted	out	through	the	following:	the	creation	of	hassle-free	and	enjoyable	experiences	for	event-organ-

izers	and	guests.	Furthermore,	the	Event	Management	services	should	not	undertake	the	limited	focus	
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of	servicing	industries	that	primarily	employs	Blue-Collar	Workers,	since	they	are	deemed	more	value	

creating	when	dispersed	on	a	global	scope,	i.e.	to	the	global	B2B	client	network	of	ISS.	On	the	basis	of	

above	considerations,	the	Event	Management	services	are	most	value	creating	for	ISS	when	included	as	

part	of	the	ISS	family.	The	services	are	compatible	with	the	IFS	solutions	and	the	overall	strategy	of	ISS,	

since	it	is	assessed	to	be	highly	likely	that	the	existing	clients	of	ISS	can	benefit	from	the	Event	Manage-

ment	services.	

	

The	changes	and	adjustments	presented	above	will	form	the	foundation	for	the	new	business	model.	It	

should	be	emphasized	that	the	new	business	model	could	presume	a	number	of	different	forms	and	

shapes.	However,	it	is	assumed	that	this	business	model	is	the	most	value	adding	solution	from	ISS’	point	

of	view,	whereby	the	subsequent	analysis	will	use	the	business	model	presented	below	as	its	point	of	

departure.	The	outcome	that	is	expected	from	this	business	model	will	be	used	to	further	analyze	the	

value	creation	from	the	synergies.	
	

	
Illustration	4.	New	Business	Model.	

	

The	business	model	canvas	above	shows	that	the	key	resources	are	comprised	of	know-how	in	terms	of	

software	development	skills	and	 the	platform	supporting	networking	 for	Blue-Collar	Workers,	E-re-

cruiting	 and	 Event	 Management.	 In	 this	 respect,	 the	 key	 activities	 from	 an	 ISS	 perspective	 mainly	

includes	software	development,	and	thus	maintenance	of	the	digital	platforms.	The	channels	 through	
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which	the	users	and	clients	will	be	reached	are	the	platform	websites	as	well	as	mobile	apps.	The	rela-

tionship	to	customers	is	characterized	by	co-creation,	where	the	value	of	all	three	service	segments	is	

created	through	a	collaboration	between	the	users	and	ISS.	Additionally,	the	customer	relationship	is	

subject	to	same-side	network	effects,	meaning	that	the	user’s	utilization	value	increases	when	the	cus-

tomer	database	grows	(Zambrano,	2016).	Key	partners	mainly	exist	in	the	form	of	content	providers	

who	contribute	with	e.g.	news	and	articles.	The	cost	structure	in	the	new	business	model	is	mainly	char-

acterized	by	development	costs,	staff	costs	to	software	engineers	and	marketing	expenses.	The	revenue	

streams	from	the	NP	will	arise	from	premium	subscribers	where	the	E-recruiting	services	will	generate	

revenue	from	license	fees	and	pay-per-click.	Finally,	the	Event	Management	services	will	generate	rev-

enue	from	a	fee	per	participant	plus	a	percentage	of	the	ticket	price.	

 

10. SYNERGIES 
	

A	new	business	model	for	the	XING	operations	has	now	been	proposed,	and	the	separate	enterprise	

values	of	ISS	and	XING	have	been	determined.	In	this	section,	the	business	model	will	constitute	the	

basis	of	the	determination	of	operating	and	financial	synergies	that	subsequently	will	be	valued.	Finally,	

the	accumulated	Enterprise	Value	of	ISS,	including	the	new	business	model,	will	be	carried	forward.	

	

10.1 OPERATING SYNERGIES 
In	 this	section,	the	operating	synergies	arising	 from	the	acquisition	of	XING	will	be	determined.	The	

synergies	will	be	presented	in	regard	to	the	above	categorization	of	the	three	services.	Before	examining	

the	synergies	in	relation	to	the	specific	service	solutions,	the	synergies	applicable	for	the	services	in	

general	is	investigated.	These	includes	Overlapping	Functions	and	Economies	of	Scale.	First,	some	redun-

dant	resources	will	appear	in	the	wake	of	the	acquisition,	whereby	the	synergy	of	Overlapping	Resources	

comes	into	force.	The	redundant	resources	will	mainly	exist	in	terms	of	overlapping	back-office	func-

tions	such	as	general	administration	and	marketing	functions.	However,	the	offices	of	XING	will	still	be	

preserved,	keeping	the	staff	of	 the	new	NP	and	the	E-recruiting	services	separate	 from	the	 ISS	staff.	

Thereby,	the	extend	of	redundancy	will	not	be	comprehensive.	Moreover,	the	combination	of	XING’s	

operations	with	ISS’	operations	will	contribute	to	Economies	of	Scale.	The	new	services	will	benefit	from	

ISS’	well-established,	global	processes	and	procedures,	for	example	within	marketing,	since	ISS	has	a	

heavier	bargaining	and	penetration	power	than	XING.	
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(1)	Networking	Platform	for	Blue-Collar	Workers	

As	described	in	the	section	above,	the	NP	will	be	targeted	at	

a	new	segment,	since	it	 is	assumed	most	value	creating	for	

ISS	when	globally	dispersed	to	the	Blue-Collar	segment.	To-

day,	 various	 networking	 platforms	 exist.	 Yet,	 these	 are	

primarily	directed	 towards	 professionals	 and	 currently	no	

platform	targeting	Blue-Collar	Workers	exists.		

	

Several	players	operate	in	the	NP	industry	for	professionals.	The	three	main	players,	who	accounted	for	

96.34%	of	the	total	market	share	in	2013	are	LinkedIn,	Viadeo	and	XING	(Figure	26;	Section	8.3.2).	As	

illustrated	above,	the	new	NP	for	Blue-Collars	will	create	a	new	market	which	in	the	fight	for	members	

is	determined	to	have	a	small	overlap	with	the	existing	NP	market.	Looking	at	the	LinkedIn	NP	there	is	

currently	27,363	users	registered	as	ISS’	employees	(Appendix	14).	Some	of	these	users	will	inevitably	

be	Blue-Collar	Workers,	whereby	competition	will	exist	across	the	two	markets.	However,	 in	overall	

terms,	the	competition	is	assumed	to	be	significantly	lower	than	the	competition	within	the	profession-

als’	segment,	since	no	such	NP	for	Blue-Collars	exist	today.	This	will	result	in	the	new	business	model	

facing	a	lower	level	of	competition	than	XING	did	prior	to	the	acquisition,	leading	to	an	increased	reve-

nue	potential,	all	else	being	equal.	

	

In	order	to	determine	the	benefits	from	the	new	business	model,	 it	 is	deemed	necessary	to	make	an	

overall	assessment	of	the	industry-specific	external	forces	of	the	industry,	i.e.	Porter’s	Five	Forces.	These	

will	have	an	influence	on	the	level	of	competition	in	the	marketplace,	and	thus	the	revenue	potential	for	

the	new	business.	The	entry	barriers	are	assessed	to	be	low	to	moderate	due	to	a	fairly	low	requirement	

for	investments	and	resources.	The	industry	specific	operations	render	it	possible	to	start-up	operations	

with	 a	 relatively	 simple	platform	and	 then	 further	develop	and	extend	 the	platform	along	 the	way.	

Thereby	the	threat	from	new	entrants	is	assessed	to	be	high,	since	new	penetrators	will	have	an	easy	

access	to	the	market.	The	substitutional	services	consist	of	face-to-face	networking,	where	a	digital	plat-

form	 is	not	needed	 for	 the	users	 in	order	 to	reach	 the	outcome	of	networking.	However,	 real-world	

networking	is	faced	with	limitations	in	terms	of	both	geographical	reach,	lack	of	filtering	and	a	need	for	

instant	response.	With	this	said,	the	threat	from	substitutes	is	assessed	to	be	fairly	low.	Moreover,	the	

bargaining	power	from	suppliers	is	assessed	to	be	low,	since	several	suppliers	exist	in	terms	of	different	

content	providers	including	news	producers,	various	media,	specialists	and	experts.	Focusing	the	atten-

tion	towards	bargaining	power	of	buyers,	the	industry	is	characterized	by	an	extensive	number	of	users,	

who	can	easily	switch	to	another	platform,	whereby	the	bargaining	power	at	first	seems	fairly	high.	Yet,	

if	the	NP	is	widespread	and	popular	in	society	in	general,	the	switching	costs	faced	by	the	individual	

Illustration	4.	The	Market	for	NP	
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user	is	deemed	to	be	high.	Facebook	is	an	example	of	a	truly	dispersed	and	highly	accepted	network	

with	an	extensive	customer	database.	Due	to	the	amplifying	impact	from	co-creation	and	same-side	net-

work	effects,	buyers	will	be	more	reluctant	to	switch	to	another	supplier,	since	they	will	not	experience	

the	same	value	on	a	less	popular	NP.	Having	this	in	mind,	coupled	with	the	industry	being	a	market	with	

no	other	direct	competitors,	the	bargaining	power	of	buyers	is	determined	to	be	low	to	moderate.	

	

To	sum	up,	 the	 low	entry	barriers	will	 increase	rivalry.	However,	 the	extensive	network	database	 is	

critical,	whereby	it	is	deemed	to	be	hard	to	gain	acceptance	instantly.	This	will	force	down	rivalry	in	the	

industry,	thus	increasing	profitability	potential.	This	market	characteristic	is	also	identified	in	the	pro-

fessional	NP	segment,	where	LinkedIn	almost	exercise	a	monopoly,	accounting	for	74.85%	of	the	market	

(Figure	26).	

	

Broader	Geographical	Scope		

The	new	NP	for	Blue-Collars	will	gain	access	to	a	strategically	

important	market	through	the	already	existing	global	network	

of	ISS’	front-line	employees.	As	a	consequence	of	the	acquisi-

tion,	the	NP	gains	direct	access	to	ISS’	approximately	447,000	

Blue-Collar	 Workers.	 This	 synergy	 will	 be	 strengthened	

through	the	high	turnover	rate	that	ISS	faces,	since	several	new	

employees	will	be	hired	on	a	yearly	basis.	The	NP	will	experi-

ence	an	increase	in	their	number	of	users,	thus	the	NP	will	be	

able	to	enlarge	their	user	database	relatively	quickly	through	

an	inclusion	of	ISS	Blue-Collars	on	their	platform.	Over	a	pe-

riod	of	5	years,	approximately	996,500	new	Blue-Collar	Workers	will	be	hired	under	the	assumption	

that	the	size	of	the	workforce	and	the	turnover	rate	will	be	unchanged.	Thus,	ISS	uses	their	weakness	of	

a	high	turnover	rate	as	an	advantage	by	realizing	the	synergy	Broader	Geographical	Scope.	

	

Since	the	NP	is	subject	to	same-side	network	effects	and	co-creation,	the	start-up	phase	will	be	critical,	

and	the	NP	is	expected	to	face	an	exponential	user	growth.	In	relation	to	the	size	of	the	synergy	effect,	

two	aspects	should	be	emphasized.	First,	ISS’	know-how	within	servicing	a	global	customer	network	

will	intensify	the	synergy	effect.	Second,	the	new	NP	for	Blue-Collars	will	benefit	from	ISS’	capabilities	

within	maintaining	and	developing	a	brand.	Thus,	the	platform	will	face	higher	expected	revenue	po-

tential	from	a	rapid	increase	in	terms	of	brand	acceptance	and	awareness	on	a	global	scope.	

	

Table	19.	No.	of	ISS	Blue-Collar	Work-

ers.	
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Technological	Improvements	

ISS	is	expected	to	realize	synergies	from	Technological	Improvements.	From	the	acquisition	ISS	gains	

ownership	over	the	specialized	technological	resources	that	XING	controls.	This	will	contribute	to	ISS	

obtaining	valuable	software	skills	that	can	be	utilized	to	optimize	and	further	develop	various	business	

operations	and	platforms.	ISS	primarily	uses	external	consultants	when	developing	software,	and	thus	

ISS	will	face	a	direct	synergy	in	terms	of	lower	costs	to	external	consultants	and	programmers	(ISS	An-

nual	Report,	2016,	p.	83).	An	example	of	this	is	the	TRIRIGA	facility	management	software	that	ISS	uses	

to	facilitate	internal	meeting	bookings	and	catering	services.	This	software	has	been	developed	by	IBM	

as	a	part	of	the	Watson	 IoT	(Section	7.1.1.2;	 ISS	World,	2016-a).	Moreover,	 the	 technological	 factors	

were	determined	to	be	a	Key	Driver	for	Change.	In	the	light	of	this,	software	resources	become	an	even	

more	critical	asset	for	ISS,	and	thus	valuable	Technological	Improvement	synergies	are	expected	to	ap-

pear	in	terms	of	ISS	exploiting	the	opportunities	arising	from	the	macro-environment.	

	

Data	Exploitation	

The	NP	for	Blue-Collar	Workers	will	bring	along	a	valuable	and	large	pool	of	real-time	data.	This	data	is	

characterized	by	immediate	delivery	and	is	thereby	updated	at	all	times.	ISS	can	benefit	from	this	data	

in	two	ways.	First,	the	data-pool	arising	from	the	Blue-Collar	network	contains	information	on	the	loca-

tion	of	idle	and	qualified	workers.	Used	in	the	right	way,	this	data	can	be	exploited	to	create	substantial	

revenue	potential	for	ISS.	Not	only	can	ISS	benefit	from	this	information	when	hiring	new	employees,	

they	can	also	use	this	information	as	a	navigator	in	the	bidding	process.	ISS	will	be	able	to	direct	their	

search	for	new	contracts	to	areas	where	they	will	be	able	to	hire	qualified	employees.	

	

Another	expected	realization	of	the	Data	Exploitation	synergy	is	ISS’	option	to	provide	opportunities	for	

workers	in	terms	of	rearrangements.	ISS	can	exploit	the	data	collected	from	the	platform	to	internally	

move	workers	around	that	might	have	a	desire	to	get	more	hours,	work	in	another	service-area	or	in	

another	geographical	market.	These	opportunities	are	expected	to	improve	the	motivation	and	reten-

tion	rate.		

	

Lower	Recruiting	Costs		

ISS	is	expected	to	experience	synergies	in	terms	of	Lower	Recruiting	Costs.	The	networking	among	Blue-

Collars,	coupled	with	the	E-recruiting	and	Transparency	solutions,	will	result	in	a	better	match	between	

ISS	and	the	 front-line	staff	 they	hire.	This	will,	 ceteris	paribus,	 improve	 the	employee	 turnover	rate	

among	their	Blue-Collar	Workers,	and	thus	decrease	hiring	costs,	job	advertisement	costs,	etc.	Since	the	
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NP	supports	the	E-recruiting	services,	the	related	synergy,	Lower	Turnover	Rate,	will	be	further	elabo-

rated	in	the	section	below	

	

(2)	E-recruiting	Services	

The	E-recruiting	Services	are	very	important	for	the	new	business	model	since	E-recruiting	is	expected	

to	be	of	great	interest	for	the	new	customer	segment.	It	 is	therefore	necessary	to	analyze	the	Online	

Recruitment	industry	in	order	to	estimate	the	potential	synergies.	The	rivalry	in	the	industry	is	assessed	

to	be	extremely	competitive	due	to	the	highly	fragmented	nature	of	the	market	(Stewart,	2018).	Count-

less	of	recruiting	services	exist,	e.g.	headhunting	agencies,	talent	management	systems	and	job	portals.	

Additionally,	the	market	is	comprised	of	various	local	operating	suppliers,	focusing	on	niche	markets,	

as	well	as	global	directed	recruitment	services	operating	on	a	broader	scale	(Stewart,	2018).	Coupled	

with	a	high	bargaining	power	of	buyers,	the	market	is	difficult	to	compete	in,	and	thus	the	profitability	

in	the	industry	is	limited.	Moreover,	the	threat	from	substitutes,	mainly	consisting	of	companies	and	

organizations	undertaking	the	services	in-house,	is	medium	which	further	influences	the	level	of	profit-

ability.	

	

Bigger	User	Network	

The	E-recruiting	services	will	gain	benefits	from	ISS’	extensive	network	of	client	contracts,	where	the	

services	will	be	relevant	to	those	of	the	ISS	customers	who	employ	Blue-Collar	Workers.	Thus,	the	cus-

tomers	of	ISS	will	be	able	to	utilize	the	E-recruiting	services	in	their	search	for	a	suitable	candidate	when	

filling	a	vacancy.	The	synergy	will	manifest	itself	through	a	broader	reach	in	terms	of	taking	advantage	

of	the	relations	that	the	ISS	corporation	has	already	established	to	various	customers.	Yet,	the	E-recruit-

ing	services	support	the	hiring	of	the	“perfect	match”,	whereby	the	existing	customers	of	ISS	might	start	

to	undertake	facility	services	in-house	instead	of	demanding	the	services	from	ISS.	In	other	words,	the	

introduction	of	the	E-recruiting	services	to	ISS’	customers	might	decrease	the	profitability	of	the	existing	

business	operations	of	ISS,	since	the	E-recruiting	services	will	support	the	hiring	of	qualified	front-line	

workers.	However,	this	is	not	deemed	to	be	a	serious	threat	for	ISS,	since	there	is	more	to	it	than	simply	

hiring	the	“perfect	match”,	i.e.	the	outsourcing	of	personnel	responsibilities,	purchase	and	maintenance	

of	equipment,	sourcing	of	supply,	food	administration,	etc.	Additionally,	ISS	possess	economies	of	scale	

as	well	as	valuable	know-how,	whereby	they	have	advantages	that	the	customers	does	not	have.	

	

Lower	Turnover	Rate		

Overall,	ISS	can	utilize	the	E-recruiting	services	to	better	attract	and	hire	suitable	candidates.	Moreover,	

the	E-recruiting	services	will	lay	ground	for	an	improvement	of	the	retention	rate	among	Blue-Collars.	
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The	Transparency	&	Employer	Branding	services	will	improve	both	the	attraction	and	retention	of	em-

ployees	by	providing	a	higher	transparency	for	the	candidate.	ISS	can	use	the	service	to	spread	the	word	

about	their	valuable	corporate	culture	and	training	opportunities,	which	will	contribute	towards	a	bet-

ter	 attraction	 of	 new	 employees.	 Moreover,	 the	 service	 helps	 applicants	 to	 build	 a	 more	 accurate	

impression	of	how	it	is	to	work	for	ISS,	whereby	the	groundwork	for	a	better	match	between	employer	

and	employee	will	be	created.	This	will	entail	a	lower	turnover	rate	for	ISS	and	thereby	reduce	that	costs	

associated	with	various	HR	activities.	

	

The	features	of	the	Transparency	&	Employer	Branding	services	are	highly	coveted	which,	among	other,	

is	a	consequence	of	the	trend	of	self-actualization	and	fulfillment	identified	under	social	factors	in	Sec-

tion	7.1.1.1.	Workers	 today	possess	a	higher	willingness	 to	 switch	 job,	 and	 thus	 employers	need	 to	

undertake	initiatives	in	order	to	prevent	their	employees	from	resigning.	The	Employer	Branding	ser-

vices	can	contribute	to	the	assurance	that	many	employees	seek.	In	other	words,	the	transparency	will	

help	the	employee	to	easier	investigate	the	company	and	thereby	reassure	them	of	their	choice	of	work-

place.	As	analyzed	in	the	internal	analysis	of	ISS,	they	possess	valuable	resources	in	terms	of	their	brand	

and	their	unique	corporate	culture	and	are	therefore	expected	to	be	rated	as	a	good	employer	on	their	

employer	branding	profile.	Evidently,	the	transparency	solutions	will	underpin	and	improve	the	rating	

of	ISS’	in	the	labor	market.	

	

The	Talent	Manager	tool	will	result	in	ISS	being	able	to	actively	search	for	and	employ	more	qualified	

Blue-Collar	Workers.	Moreover,	the	Referral	Manager	is	a	source	of	value	creation	to	ISS.		
	

	
Illustration	5.	Referral	Manager.	
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Through	the	Referral	Manager	tool,	employees	of	ISS	can	forward	relevant	job	advertisements	to	their	

network	via	mail	or	social	sharing.	Additionally,	they	can	provide	their	contact	with	tacit	knowledge	

about	the	job	tasks	and	corporate	culture,	which	most	likely	will	contribute	to	a	better	match	between	

the	hired	worker	and	ISS.	As	a	consequence	of	this,	the	turnover	rate	among	Blue-Collar	Workers	will	

presumably	decrease.	

	

When	creating	a	useful	platform	for	Blue-Collars	all	companies,	including	the	competitors	of	ISS,	will	be	

able	to	benefit	from	it.	Due	to	the	interaction	between	the	NP	and	the	E-recruiting	services,	ISS	will	face	

the	threat	of	losing	their	employees	to	other	companies.	In	line	with	the	findings	from	the	internal	anal-

ysis	(Section	7.1.2),	ISS	is	assessed	to	be	a	good	workplace	with	an	embracing	and	motivating	corporate	

culture.	Thus,	ISS	can	exploit	their	strengths	to	build	a	good	reputation	by	making	use	of	the	Employer	

Branding	&	Transparency	solutions,	and	thus	they	are	assumed	to	be	able	to	both	attract	and	retain	the	

majority	of	their	Blue-Collars.	

	

Better	Quality	of	Services	

The	synergies	derived	from	the	combination	of	the	human	resources	of	ISS	and	the	E-recruiting	services,	

will	further	manifest	themselves	through	services	of	a	better	quality,	thereby	providing	growth	syner-

gies	for	ISS.	The	improved	quality	is	derived	from	two	sources.	First,	as	the	turnover	rate	is	improved,	

more	know-how	will	stay	in	the	company	and	thereby	better	quality	will	be	delivered.	Second,	the	better	

match	 between	 employer	 and	 service	 personnel	will,	 ceteris	 paribus,	 entail	more	 satisfied	workers	

whom	consequently	will	deliver	a	higher	service	level	and	a	better	quality.	Thus,	a	potential	for	growth	

synergies	will	be	established	 in	 terms	of	a	higher	demand	 for	 ISS’	services	and	a	better	retention	of	

customer	contracts.	

	

(3)	Event	Management	Services	

The	Event	Management	industry	is	determined	to	have	low	entry	barriers,	since	it	takes	few	resources	

to	start-up	and	operate	in	the	industry,	where	extensive	know-how	is	not	a	determinant	of	vital	 im-

portance.	 Moreover,	 the	 industry	 meets	 a	 high	 bargaining	 power	 from	 the	 buyers	 who	 face	 low	

switching	costs	in	a	highly	fragmented	market	with	many	suppliers.	The	market	is	characterized	by	hav-

ing	 many	 suppliers	 who	 focus	 on	 different	 parts	 of	 the	 supply	 chain.	 For	 example,	 Facebook	 has	

integrated	event	functions	such	as	the	creation	of	events	and	the	invitation	of	attendees.	Other	compa-

nies,	 such	 as	 Ticketmaster,	 have	 developed	 a	 platform	 with	 ticketing	 as	 their	 primary	 focus	

(Ticketmaster,	n.d.).	Thus,	the	lines	in	the	Event	Management	Industry	is	perceived	rather	fluent.	Finally,	

the	threat	from	substitutes	is	highly	influenced	by	the	obvious	choice	for	the	customers	to	undertake	
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the	Event	Management	services	themselves.	The	industry	has	faced	increasing	growth	rates,	both	in	the	

consumer	and	corporate	segment	(Assaf,	n.d.).	This	 is	mainly	due	 to	 the	globalization	trends,	where	

event	attendees	to	a	higher	extend	come	from	a	multitude	of	different	countries,	and	thus	growth	po-

tential	 has	 appeared.	 According	 to	 Frost	 &	 Sullivan	 (2014),	 the	 B2B	 Event	 Management	 industry	

accounted	for	an	annual	spend	of	USD	512bn	in	2014	(Sang,	2017).	Overall,	the	industry	is	characterized	

by	having	a	high	degree	of	rivalry	with	small	margins	to	gain.	

	

Broader	Geographical	Scope	

The	Event	Management	services	will	face	an	increased	revenue	potential	when	diffused	globally	as	part	

of	ISS’	services.	Thus,	synergies	will	be	realized	as	the	services	are	broadened	in	geographical	terms,	

going	from	exclusively	focusing	on	the	D-A-CH	segment	to	being	broadened	on	a	global	scope.	

	

Higher	Penetration	Rate		

Additionally,	Higher	Penetration	Rate	synergies	will	be	realized	 through	 ISS’	customer	relations.	The	

Event	Management	services	will	be	included	in	the	IFS	service	solutions,	and	thus	the	event	services	are	

expected	to	benefit	from	the	existing	customer	network	of	ISS.	The	various	customer	sites	of	ISS	will	

have	the	opportunity	to	make	use	of	the	Event	Management	services	when	arranging	events,	seminars	

and	conferences.	This	line	of	thought	is	well	aligned	with	the	service	category	provided	by	ISS	called	

Support	Services:	“Support	Services	is	about	running	a	seamless	business.	We	support	your	employees	in	

being	efficient	and	providing	a	great	experience	for	guests	and	other	staff”	(ISS	World,	n.d.-d).	Thus,	the	

Event	services	are	determined	to	be	highly	compatible	with	the	Support	Services	category.	Additionally,	

ISS’	human	resources	are	strong	complementarities	to	the	Event	Management	services,	since	ISS	will	be	

able	to	use	their	human	resources	in	the	execution	of	the	events.	Thereby,	ISS	will	not	only	be	able	to	

offer	an	organizer-	and	billing	platform,	but	also	support	the	events	by	having	Blue-Collars	undertaking	

the	holding	of	the	event,	e.g.	greeting	the	guests,	cleaning	afterwards,	etc.		

	

Increased	Brand	Awareness	

Since	the	Event	Management	services	are	assumed	to	be	most	value	creating	when	being	absorbed	in	

the	ISS	brand,	an	Increased	Brand	Awareness	synergy	will	exist	as	a	consequence	of	the	ISS’	brand	being	

marketed	and	advertised	on	e.g.	fairs	and	seminars.	In	this	way,	the	ISS	brand	will	be	more	visible	in	the	

marketplace	whereby	more	new	contract	sign-ups	might	arise.	Another	point	to	be	stressed	is	that	add-

ing	 a	 service	 to	 their	 current	 portfolio	 is	 a	way	 to	 exploit	 the	 increasing	 demand	 for	 IFS	 solutions	

identified	in	Section	7.1.1.2,	since	the	Event	Management	services	do	not	conflict	with	ISS’	strategy.		
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10.2 FINANCIAL SYNERGIES 
This	section	wishes	to	illuminate	the	financial	synergies	derived	from	ISS	acquisition	of	XING.	Financial	

synergies	can	be	obtained	through	either	higher	expected	cash	flows,	or	through	a	lower	cost	of	capital.		

	

Cash	Slack	Opportunities	

Since	ISS	is	more	capital-intensive	than	XING,	the	acquisition	might	bring	along	some	cash	slack	oppor-

tunities.	Cash	slack	opportunities	can	arise	as	a	consequence	of	 “businesses	often	have	 to	reject	good	

investments	because	they	are	unable	to	raise	capital	at	a	reasonable	price”	(Damodaran,	2005).	Possibly,	

XING	has	rejected	some	profitable	investment	opportunities	in	the	past	due	to	problems	with	raising	

the	necessary	capital	to	finance	it.	However,	ISS’	size	and	favorable	lending	conditions	can	make	these	

investments	realizable	in	the	future.	

	

Tax	Benefits		

Prior	to	the	acquisition	XING	has	no	tax	shield	since	they	are	100%	equity	financed.	However,	under	the	

assumption	that	ISS	keeps	their	target	capital	structure,	the	acquisition	will	result	in	some	of	XING’s	

equity	being	converted	into	debt.	This	will	result	in	an	increased	tax	shield	and	subsequently	a	reduced	

cost	of	capital.	Be	aware	that	this	thesis	focus	on	the	financial	and	strategic	benefits	from	the	acquisition,	

and	therefore	will	not	discuss	accounting	technicalities	affecting	the	tax	shield,	such	as	the	European	

Business	Initiative	on	Taxation	(EBIT)	rule.		

 
10.3 VALUATION OF SYNERGIES   
From	the	discussion	above,	the	synergies	can	be	summarized	in	the	following	figure:		
	

	
Figure	27.	Synergies.	
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Overall,	the	synergies	derive	from	the	two	companies	having	different	functional	strengths,	from	higher	

growth	potential	in	new	markets	and	from	more	sustainable	excess	return	(Damodaran,	2005).	In	this	

section,	the	model	requirements	will	initially	be	assessed	where	after	the	synergies	will	be	valued	using	

the	value	drivers.	Finally,	the	combined	value	of	the	firms	after	the	acquisition	will	be	estimated	using	

the	DCF-framework	discussed	earlier	in	the	thesis.	

	

10.3.1 Model Requirements 

In	order	to	value	the	synergies	different	preparatory	steps	and	assumptions	must	be	made,	including	

the	determination	of	an	appropriate	forecasting	period,	the	estimation	of	a	fair	acquisition	price	and	the	

preparation	of	the	combined	pro	forma	statements,	i.e.	business	combination	accounting.		

	

Forecasting	Period	

The	value	will	be	discounted	to	year-end	2016,	since	it	is	assumed	that	ISS	acquires	XING	at	this	point	

in	time.	From	the	analysis	of	the	synergies,	it	is	clear	that	the	new	platform	operates	in	an	entirely	new	

market	and	is	therefore	not	expected	to	reach	steady	state	already	in	2022.	Instead,	it	seems	reasonable	

to	expect	a	steady	state	after	10	years,	i.e.	in	2027.	

	

Acquisition	Price		

In	order	to	calculate	if	the	synergies	exceed	the	acquisition	price,	it	is	necessary	to	determine	an	acqui-

sition	 premium.	 Various	 studies	 have	 investigated	 the	 subject	 of	 premiums	 paid	 above	 the	 pre-

acquisition	share	price.	Kengelbach	and	Roos	(2011)	reported	evidence	of	a	36%	premium	paid	during	

the	period	1990	to	2010.	In	addition	to	that,	Ferris	et	al.	conducted	a	comparative	analysis	in	2013	and	

estimated	that	the	buying	price	on	average	are	paid	20%	to	30%	above	the	pre-acquisition	price.	An-

other	study	conducted	in	2013	of	100+	companies	reported	an	average	premium	of	37%	(Fullerton,	

2014).	Finally,	according	to	Boston	Consulting	Group’s	2017	M&A	report	on	technology	takeovers,	the	

digital	industry	reaches	an	average	premium	of	33%	(Kengelbach	et	al.,	2017).	Since	the	latter	source	is	

the	most	recent	report,	and	it	involves	the	specific	industry	that	XING	operates	within,	a	premium	of	

33%	will	be	used.	

	

The	market	price	of	XING	was	estimated	in	Section	8.3.3,	which	was	based	on	the	market	price	of	equity	

and	the	NIBD.	The	estimation	resulted	 in	an	EV	of	EUR	1,399.96m,	corresponding	 to	DKK	10,430m.	

Therefore,	 the	acquisition	price	amounts	 to	DKK	13,871m,	when	adding	 the	acquisition	premium	of	

33%.	

	



105	of	125		

Acquisition	Method		

When	the	pro	forma	statements	of	the	two	entities	are	combined	the	acquisition	method	will	be	em-

ployed,	which	is	used	for	all	business	combinations	according	to	IFRS	3.4	(IAS	Plus,	2017).	It	should	be	

stressed,	that	this	thesis	is	conducted	from	a	strategic	and	financial	perspective,	and	therefore	do	not	

focus	on	accounting	technicalities.	However,	some	accounting	steps	must	be	performed	in	order	to	con-

struct	the	combined	DCF-model.	As	a	consequence	of	this,	assets	and	liabilities	of	the	target	company	

should	reflect	the	Fair	Market	Value	(FMV).	In	the	valuation	of	synergies,	all	book	values	of	assets	and	

liabilities	are	assumed	to	reflect	the	FMV.	Another	important	aspect	of	acquisition	accounting	is	that	the	

difference	between	the	FMV	and	the	acquisition	price	is	captured	as	goodwill	(Wall	Street	Prep,	n.d.).	

ISS	is	assumed	to	finance	the	acquisition	using	80%	equity	and	20%	debt,	i.e.	raising	DKK	2,875m	in	

cash	and	DKK	10,996m	worth	of	stock	(Appendix	15).	

	

10.3.2 Valuing Synergies through Value Drivers  
As	mentioned	in	the	Theoretical	Framework	Section,	it	must	be	determined	which	form	the	synergies	

are	expected	 to	take,	and	when	they	are	expected	to	occur.	This	section	will	discuss	 the	 form	of	 the	

synergies	as	well	as	their	time	of	arrival,	and	subsequently	forecast	the	relevant	value	drivers.	The	value	

drivers	affected	by	the	synergies	include:	(1)	Revenue	Growth,	(2)	EBITDA-margin,	(3)	Tax	Rate	&	Net	

Borrowing	Rate	and	(4)	WACC.	

	

(1)	Revenue	Growth	

Several	of	the	synergies	analyzed	in	the	previous	section	will	influence	the	growth	potential	of	revenue.	

When	valuing	the	effect	on	the	combined	revenue,	one	must	keep	in	mind	that	the	synergies	can	improve	

revenue	from	either	ISS	or	the	new	business	model.	For	this	reason,	the	effects	are	investigated	sepa-

rately	and	afterwards	a	weighted	average	is	calculated,	where	the	new	business	model	accounts	for	15%	

of	the	combined	revenue	and	ISS	accounts	for	85%.		

	

Looking	at	XING’s	historical	revenue	growth,	they	experienced	a	relatively	constant	growth	of	20%	each	

year.	Due	to	the	retargeting	of	the	NP’s	customer	segment,	the	revenue	is	expected	to	drop	drastically	

the	first	year.	As	mentioned	in	Section	6.2.1,	the	B2C	segment	is	currently	the	biggest	revenue	source	

for	XING	and	the	expected	revenue	growth	is	therefore	highly	affected	by	this.	However,	the	platform	is	

expected	to	retrieve	revenue	relatively	quickly.	The	synergies	Bigger	User	Network	and	Broader	Geo-

graphical	Scope	will	influence	the	pace	at	which	revenue	is	expected	to	increase.	
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In	the	same	manner	as	with	the	NP,	the	revenue	streams	from	the	E-recruiting	services	will	initially	be	

driven	down	due	to	the	changed	customer	segment.	Yet,	at	a	more	modest	pace,	since	the	E-recruiting	

services	are	accessible	on	other	platforms,	i.e.	Kununu	and	Monsters	Worldwide.	The	synergies	Bigger	

User	Network	and	Broader	Geographical	Scope	will	also	affect	the	revenue	derived	 from	E-recruiting	

services.	Since	the	use	of	ISS’	B2B	network	and	the	many	employees	passing	through	the	organization,	

revenue	will	increase	prior	to	what	would	otherwise	have	been	expected.	Therefore,	it	is	assessed	fair	

to	assume	that	the	synergy	will	occur	in	the	early	post-acquisition	phase.		

	

The	synergy	Broader	Geographical	Scope	is	expected	to	have	a	great	impact	on	possible	revenue	streams	

from	Event	Management	services.	From	the	analysis	above,	it	became	clear	how	ISS	can	benefit	from	

incorporating	Event	Management	in	their	integrated	facility	services.	The	Event	Management	services	

will	benefit	from	ISS’	strong	brand	value	and	their	extensive	global	customer	network,	providing	them	

a	strong	position	in	relation	to	other	players	in	the	industry,	whereby	an	increased	revenue	potential	is	

expected.	The	revenue	is	expected	to	be	affected	already	after	one	year,	since	ISS	can	provide	this	service	

immediately	after	the	acquisition.	

	

The	analysis	above	showed	that	the	new	business	model	will	face	changes	in	revenue	potential	due	to	

changes	 in	both	E-recruiting,	Event	Management	and	the	NP	 in	general.	Taking	all	of	the	above	 into	

consideration,	the	revenue	is	expected	to	decrease	rapidly	the	first	year	after	the	acquisition,	i.e.	-60%.	

Afterwards	the	revenue	is	expected	to	increase	exponentially	and	at	a	very	high	level.	This	above	aver-

age	growth	is	not	expected	to	continue	after	2020	and	will	decrease	until	it	reaches	steady	state	in	2027	

at	6%.		
	

	
Table	20.	Revenue	Growth.	

	

ISS’	current	revenue	is	also	expected	to	be	affected	by	the	synergies.	The	financial	synergy	Cash	Slack	

combined	with	the	operational	synergy	Technological	Improvements	can	provide	growth	opportunities	

already	at	the	time	of	the	acquisition.	However,	since	we	do	not	have	information	about	projects	that	

were	rejected	from	the	lack	of	these	capabilities,	it	is	not	possible	to	find	a	net	present	value	of	the	pro-

jects	and	thereby	to	value	this	synergy.		

	

The	synergy	Data	Exploitation	is	expected	to	increase	the	revenue	potential,	and	it	seems	reasonable	to	

assume	that	ISS	can	exploit	the	synergy	after	a	few	years,	when	the	network	has	been	widely	dispersed.	
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Additionally,	the	synergy	Better	Quality	is	expected	to	influence	revenue	positively,	however	to	a	minor	

degree.	This	synergy	effect	is	also	not	expected	to	occur	before	the	new	business	model	is	fully	functional	

and	it	must	be	expected	that	at	least	5	years	will	pass	until	the	benefits	from	the	E-recruiting	services	

can	be	utilized.	The	final	synergy	affecting	ISS’	current	revenue	stream	is	Increased	Brand	Awareness,	

arising	from	the	inclusion	of	Event	Management	services	in	their	portfolio.	This	synergy	will	affect	rev-

enue	to	a	minor	degree,	however	it	is	expected	to	occur	right	away,	since	ISS	will	have	the	opportunity	

to	offer	the	new	service	to	their	current	customer	network.	

	

Looking	back	at	the	forecasting	of	ISS’	revenue	potential	 in	Section	7.3,	the	revenue	was	expected	to	

increase	2%	per	year	before	reaching	steady	state	of	1.3%	in	2022.	From	the	analysis	above,	the	syner-

gies	are	expected	to	affect	this	forecast	in	an	upward-going	direction,	yet	at	a	modest	pace.	In	conclusion,	

the	synergies	are	expected	to	increase	the	revenue	growth	with	a	positive	trend	of	a	0.05%-points	each	

year	in	the	forecasting	horizon,	determining	at	3.6%	in	year	2026.	As	mentioned	in	the	Model	Require-

ments	Section,	the	terminal	period	arrives	in	2027,	as	opposed	to	2022,	where	the	revenue	growth	is	

expected	 to	 increase	 to	2%.	Combining	 the	 expected	 growth	 rates	 for	 ISS	 and	 for	 the	platform,	 the	

weighted	revenue	is	initially	expected	to	decrease	and	afterwards	to	increase	until	reaching	steady	state	

in	2027	with	a	growth	of	2.61%	(Table	20).		

	

(2)	EBITDA-margin	

The	EBITDA-margin	is	affected	by	several	of	the	synergies.	Expenses	in	terms	of	advisory	fees	to	M&A	

advisors	will	occur	when	merging	the	two	companies.	These	costs	will	be	expensed	directly	in	the	I/S	in	

accordance	with	the	new	acquisition	accounting	rules	(Macabacus,	2018).	In	addition,	marketing	ex-

penses	 are	 expected	 to	 increase	 in	 the	 beginning	 of	 the	 forecasting	 horizon,	 since	 an	 entirely	 new	

business	is	started,	which	will	require	higher	marketing	budgets	during	the	first	four	years.	By	changing	

the	target	segment	and	the	name	of	the	NP,	investments	in	marketing	will	be	required.	These	are	ex-

pected	to	be	non-recurring	and	will	afterwards	decrease	relative	to	revenue,	since	economies	of	scale	is	

expected	when	combining	the	marketing	departments	of	ISS	and	XING.	On	the	positive	side,	the	syner-

gies	Lower	Recruiting	Costs	and	Lower	Turnover	Rate	are	expected	to	increase	the	EBITDA-margin	in	

form	of	reduced	hiring	costs	and	training	cost.	From	the	analysis	of	synergies,	it	is	clear	that	all	of	the	

cost	synergies	do	not	derive	overnight	and	is	therefore	expected	to	come	into	force	after	4	years.	Addi-

tionally,	 the	 synergy	 Technological	 Improvements	 is	 expected	 to	 manifest	 itself	 as	 a	 cost	 synergy	

reducing	ISS’	expenses	to	external	consultants	and	programmers.	The	synergy	will	come	into	force	im-

mediately	after	the	acquisition.	Finally,	the	synergies	Overlapping	Functions	and	Economies	of	Scale	will	

make	way	for	cost	savings	due	to	the	elimination	of	redundancy	across	different	functions,	and	these	
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cost	savings	will	kick	in	shortly	after	the	acquisition.	However,	since	the	two	companies	operate	in	dif-

ferent	industries	and	the	NP	is	kept	separate	from	ISS’	operations,	the	cost	savings	arising	from	these	

synergies	are	not	expected	to	have	the	same	significant	impact,	as	often	seen	in	more	industry-related	

M&A	transactions.	

	

From	the	discussion	above,	it	seems	reasonable	to	assume	that	the	EBITDA-margin	will	decrease	from	

6.83%	to	6%	during	the	first	four	years,	due	to	the	non-recurring	expenses.	After	4	years	this	will	be	

offset	by	the	cost	savings	in	terms	of	lower	recruitment	costs,	economies	of	scale,	etc.,	all	increasing	the	

EBITDA-margin	to	7%.	The	EBITDA-margin	is	expected	to	increase	further	with	0.025%-points	until	

reaching	steady	state	in	2027.		

	

(5)	Tax	Rate	and	Net	Borrowing	Rate		

Under	the	assumption	of	ISS	having	an	unchanged	capital	structure,	XING’s	solely	equity-funded	activi-

ties	are	changed	to	being	partly	debt-financed.	For	this	reason,	the	effective	tax	rate	is	assumed	to	be	

equal	to	ISS’	current	effective	tax	rate	of	27.1%	instead	of	a	weighted	average	tax	rate	of	27.74%.	The	

same	logic	applies	for	the	net	borrowing	rate,	where	the	acquisition	method	results	in	a	lower	net	bor-

rowing	rate	of	3.55%	compared	to	ISS’	net	borrowing	rate	of	4.21%	prior	to	the	acquisition.		

	

Cost	of	Capital	-	WACC		

The	previously	calculated	WACC	cannot	be	applied	directly	when	valuing	the	combined	entity	including	

synergies.	The	reason	for	this	is	that	the	new	business	model	operates	within	another	business	area,	

carrying	a	different	risk.	The	risk-free	rate,	risk	premium,	cost	of	debt	and	capital	structure	of	ISS	are	all	

assumed	unchanged,	since	the	acquisition	will	not	affect	these	variables	to	a	severe	degree.	However,	

the	beta	is	changed	to	account	for	the	riskiness	of	the	new	business	area	and	a	new	WACC	will	therefore	

be	determined	below.	To	find	the	appropriate	beta	it	seems	reasonable	to	use	a	weighted	average	of	

Damodaran’s	industry	betas	(Appendix	8).	The	NP	for	Blue-Collar	Workers	faces	a	beta	of	1.24	whereas	

ISS	operates	with	a	beta	of	0.94	(Section	7.4.1),	whereby	the	new	business	model	is	deemed	riskier	than	

ISS’	current	business.	A	weighted	average	of	the	two	betas	results	in	an	overall	systematic	risk	of	0.986:		
	

𝛽3n3Z[ = 1,24 ⋅ 15% + 0.94 ⋅ 85% = 0.986	

𝐶𝑜𝑠𝑡	𝑜𝑓	𝐸𝑞𝑢𝑖𝑡𝑦 = 𝑟] = 2.8%+ 0.986 ⋅ 5.08% = 7.81%	

𝑊𝐴𝐶𝐶 = 0.2 ⋅ 2.97%+ 0.8 ⋅ 7.81% = 6.8%	
	

The	slightly	increased	beta	will	heighten	the	cost	of	equity	to	a	required	return	of	7.81%.	Assuming	that	

the	capital	structure	and	cost	of	debt	is	unchanged,	this	will	result	in	a	WACC	of	6.8%.		
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Enterprise	Value	of	Combined	Firm	with	Synergies		

The	pro	forma	statements	and	the	WACC	have	now	been	determined,	whereby	the	EV	of	the	combined	

firm	with	synergies	can	be	estimated.	From	the	DCF-model	an	EV	of	DKK	82,003m	is	derived	(Appendix	

17).	

	

10.3.3 Shareholder Value Creation 

Determining	the	value	created	from	the	acquisition	is	a	stepwise	process	carrying	a	lot	of	complexity.	

According	to	Damodaran	(2005)	the	value	of	synergy	is	a	three-step	process,	as	described	in	Section	

5.4.3.	It	is	therefore	important	to	gather	the	estimates	derived	at	this	point,	in	order	to	determine	the	

final	value	of	synergies	arising	from	ISS’	acquisition	of	XING.		

First,	the	stand-alone	enterprise	values	of	ISS	and	XING	amounted	to	DKK	57,936m	(Section	7.4)	and	

DKK	10,430m	(Section	8.3),	respectively.	These	stand-alone	enterprise	values	enable	Step	2	where	the	

value	of	the	combined	firm	without	synergies	is	found.	By	summing	up	the	two	entities,	a	combined	

value	of	DKK	68,366m	is	derived.	Moving	on	to	Step	3,	the	valuation	of	the	two	entities	with	synergies	

derived	an	estimated	EV	of	DKK	82,003m	(Section	9.4.2),	and	finally	by	summing	up	these	findings,	it	is	

possible	to	estimate	whether	shareholder	value	has	been	created.		
	

	
Illustration	6.	Valuation	of	Synergies	between	ISS	&	XING.	

	

The	value	of	the	synergy	is	obtained	by	subtracting	the	combined	value	without	synergies	from	the	com-

bined	value	with	synergies,	resulting	in	the	value	of	synergies	amounting	to	DKK	13,638m	(Illustration	

6).	Note,	that	the	estimated	value	with	synergies	has	the	acquisition	premium	build	in	and	ISS’	cost	of	

acquiring	XING	is	therefore	taken	into	account.	Overall,	the	value	of	synergy	per	share	amounts	to	DKK	

58.4,	resulting	in	a	share	price	of	DKK	294.93.	Thus,	the	combined	value	with	synergies	is	improved	

19.9%	compared	to	the	combined	value	without	synergies.	Since	the	value	of	the	combined	firm	with	

synergies	exceeds	the	value	of	the	combined	firm	without	synergies,	it	is	indicated	that	ISS’	acquisition	

of	a	company	outside	their	current	industry	creates	value.		
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11. DISCUSSION OF FINDINGS 
	

This	section	aims	 to	raise	a	 fuller	discussion	on	 important	attributes	and	assumptions	of	 the	 thesis,	

thereby	critically	reviewing	the	value	creation	derived	from	the	realization	of	synergies.	The	value	cre-

ation	will	be	challenged	in	respect	to	critical	value	drivers,	conditions	of	the	macro-environment	and	

integration	costs.	

	

The	determination	of	synergies	arising	from	M&A	activities	is	a	field	with	many	challenges.	Both	profes-

sionals	within	advisory	and	academic	research	agree	that	even	with	full	access	to	insider	information,	

the	determination	of	synergies	is	a	difficult	field	to	grasp	and	fully	foresee	(McKinsey,	2010;	Damodaran,	

2005).	Therefore,	it	should	be	stressed	that	the	estimated	value	of	synergies	must	be	interpreted	with	

even	greater	care,	since	it	is	prone	to	limitations	of	both	an	unpredictable	future	and	the	external	per-

spective	where	only	public	data	is	applied.		

	

In	addition	to	the	challenges	that	the	estimation	of	synergies	

in	general	create,	 this	specific	case	 is	complexified	with	 the	

introduction	of	a	new	business	model.	This	thesis	wishes	to	

answer	the	problem	statement	of	how	ISS	A/S	can	create	value	

through	synergies	from	an	acquisition	outside	their	current	in-

dustry.	 In	order	 to	create	value	 through	synergies	 from	the	

acquisition,	 it	 was	 found	 necessary	 to	 change	 the	 current	

business	model	of	XING.	Thus,	the	estimated	value	of	syner-

gies	partly	stems	 from	the	profitability	of	the	new	business	

model	and	is	therefore	not	a	clear	synergy	in	accordance	with	

the	definition	 in	 Section	2.3.2.	The	 twofoldness	of	 the	 cap-

tured	value	makes	it	difficult	to	distinguish	between	the	created	value	caused	by	the	direct	synergies,	

and	the	value	created	from	the	profitability	of	the	new	business.	However,	it	was	indicated	that	no	mat-

ter	where	the	value	stems	from,	ISS	can	indeed	create	value	from	an	acquisition	outside	their	current	

business.	Moreover,	the	analysis	showed	that	the	potential	of	the	new	business	plan	was	enhanced	by	

the	synergies	emerging	from	the	strategic	fit	of	the	companies.	Thus,	the	value	creation	from	clear	syn-

ergies	and	the	business	model	is	intercorrelated,	entailing	a	broader	understanding	of	the	concept	of	

synergy.	Having	this	in	mind,	it	is	important	to	discuss	what	could	possibly	affect	the	realization	of	these	

synergies	in	order	to	challenge	the	findings	of	this	theses.		

	

Figure	28.	Estimated	Value	of	Synergies.	
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The	 synergies	 primarily	 affected	 the	 expected	 EBITDA-margin	 and	 the	 forecasted	 level	 of	 revenue	

growth.	The	expected	EBITDA-margin	and	the	revenue	growth	are	best-guess	estimates,	and	it	is	there-

fore	important	to	test	the	value	of	synergies	in	both	a	more	pessimistic	and	optimistic	scenario.	One	of	

the	renowned	pitfalls	of	acquisitions	is	that	companies	pay	too	high	premiums	in	their	desperation	to	

grow	through	acquisitions	(Kim	et	al.,	2011).	In	order	to	prevent	opportunistic	expectations	of	growth,	

conservative	estimates	of	future	prospects	in	the	base	case	scenario	have	been	applied.	The	combined	

value	with	 synergies	has	 improved	19.9%	compared	 to	the	combined	value	without	 synergies.	From	

Table	21	it	is	clear	that	a	decrease	in	the	revenue	growth	of	1%-point	in	the	terminal	period	will	still	

create	shareholder	value,	ceteris	paribus.	
	

	
Table	21.	Sensitivity	Analysis	-	Synergies.	

	

The	same	goes	for	the	EBITDA-margin	and	the	table	reveals	that	only	in	an	extremely	pessimistic	sce-

nario,	 where	 both	measures	 drops	 simultaneously,	 it	 will	 lead	 to	 the	 acquisition	 destroying	 value.	

Therefore,	it	seems	reasonable	to	conclude	that	the	acquisition	is	value	creating	even	when	lowering	

the	expectations	to	the	revenue	growth	and	the	EBITDA-margin.		

	

Moreover,	the	realization	and	value	of	synergies	are	influenced	by	changes	in	the	macro-environment.	

In	this	thesis,	a	great	focus	has	been	placed	on	the	analysis	of	external	factors,	in	order	to	fully	under-

stand	the	potential	of	the	acquisition.	Yet,	some	of	the	factors	are	more	or	less	unpredictable,	e.g.	the	

development	in	AI	technology.	One	might	argue	that	a	platform	targeting	Blue-Collar	Workers	becomes	

superfluous	if	robots	are	to	disrupt	the	labor	market	in	the	future.	However,	since	lower	birthrates	are	

expected	whereby	the	labor	market	will	decline	in	numbers,	it	seems	unlikely	that	this	decrease	should	

be	completely	balanced	out	by	the	AI	technology.	
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Another	macro	factor,	entailing	a	potential	effect	on	the	profitability	of	the	new	business	model,	is	the	

competition	in	the	market	for	networking	platforms.	The	current	rivalry	in	the	new	industry	was	as-

sessed	 low	which	was	 an	 important	 reason	 for	 the	 expected	 above-average	 revenue	 growth.	 Yet,	 it	

should	be	stressed,	that	the	profitability	of	the	new	business	model	will	decrease	if	competition	in	the	

industry	intensifies.	However,	looking	at	the	historical	performance	of	the	similar	industry	of	NP	target-

ing	professionals,	it	seems	unlikely	that	competition	will	increase	rapidly	due	to	same-side	networking	

effects.	Since	ISS	gains	a	first-mover	advantage,	the	same-side	networking	effects	will	make	it	difficult	

for	competitors	to	get	a	foothold	in	the	market.	On	the	other	hand,	there	is	a	risk	of	other	platforms,	not	

currently	targeting	Blue-Collars,	expanding	to	this	segment.	In	the	event	of	this,	the	rivalry	in	the	indus-

try	will	increase	and	thereby	drive	down	the	profitability	prospects.	Take	LinkedIn	as	an	example,	they	

possess	the	know-how,	technology	and	capital	to	invest	in	a	NP	for	Blue-Collars.	Even	if	this	happens,	

ISS	is	expected	to	possess	a	first	mover	advantage	in	the	new	industry.	In	connection	with	this,	ISS	could	

explore	the	opportunities	to	dispose	off	the	new	platform	in	the	case	of	progressive	rivalry	in	the	indus-

try.	The	discussion	of	possible	changes	in	the	external	factors	are	therefore	not	considered	to	undermine	

the	fact	that	the	acquisition	creates	shareholder	value.		

	

Looking	at	the	internal	factors	influencing	the	value	of	synergies,	several	M&A	advisors	emphasize	the	

importance	of	post-acquisition	integration,	including	the	merger	of	corporate	cultures.	The	integration	

becomes	highly	critical	in	the	process	of	securing	the	realization	of	synergies	wherefrom	integration	

costs	emerge	(EY,	2013).	Integration	expenses	can	be	costs	associated	with	the	integration	of	tangible	

resources,	 e.g.	 IT-systems	and	accounting	practices,	 or	 the	merge	of	 human	 resources.	The	 analysis	

showed	that	some	of	the	synergies	emerged	from	the	combination	of	valuable	human	resources	and	

capabilities.	Thus,	it	can	be	argued	that	it	is	extremely	important	to	consider	the	integration	expenses	

regarding	the	merge	of	human	resources.	However,	the	majority	of	XING’s	business	operations	are	kept	

separate	from	ISS,	whereby	most	of	the	issues	revolving	around	human	resources	are	avoided.	Even	

though	this	indicates	a	low	level	of	integration	costs,	one	could	argue	that	humans	are	creatures	of	habit,	

and	the	integration	of	the	business	operations,	 including	the	necessary	restructuring,	might	result	in	

dissatisfaction	from	employees.	

	

This	possible	dissatisfaction	will,	most	likely,	result	in	integration	costs	including	the	payment	of	high	

severance	packages	and	the	loss	of	talent.	Contrary	to	the	NP	and	the	E-recruiting	services,	the	Event	

Management	services	are	merged	with	ISS’	IFS	solution.	The	inclusion	of	the	Event	Management	services	

in	ISS’	portfolio	requires	the	employees’	willingness	to	adapt	to	the	corporate-	and	management	culture	

of	ISS.	It	is	to	be	expected	that	a	technological	firm	as	XING	with	relatively	few	employees,	embraces	

values	reflecting	more	flexibility	and	creativity,	than	a	big	corporation	as	ISS.	The	ISS	culture	is	expected	
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to	reflect	some	degree	of	bureaucracy,	and	the	merge	of	these	values	could,	very	likely,	result	in	a	culture	

clash.	However,	since	XING	is	a	German-based	company,	their	corporate	culture	is	expected	to	reflect	

stricter	working	procedures	resulting	in	XING’s	culture	being	more	compatible	with	the	culture	of	ISS.	

The	discussion	of	integration	expenses	deems	it	necessary	to	investigate	the	effect	that	integration	costs	

will	have	on	the	value	of	synergies.	From	a	comprehensive	survey	on	M&A	activities,	Ernst	&	Young,	

together	with	the	Mergermarket	Group,	estimate	an	average	synergy	realization	cost	of	14%	of	the	ac-

quisition	price	(EY,	2013-a).		
	

	
Table	22.	Cost	of	Realizing	Synergies.	

	

Even	though	integration	costs	will	drive	down	the	value	created	from	the	synergies,	taking	the	markup	

of	14%	into	account,	it	is	clear	that	there	is	still	value	added	from	the	acquisition.	More	precisely,	the	

estimated	value	with	integration	costs	results	in	an	improvement	of	17.1%	when	comparing	the	com-

bined	value	with	synergies	to	the	combined	value	without	synergies.	

		

When	determining	the	value	of	the	combined	entities,	it	was	assumed	that	the	acquisition	premium	was	

33%.	However,	the	size	of	this	premium	is	questionable	since	M&A	researchers	point	to	various	factors	

influencing	the	premium,	such	as	the	competition	between	acquires.	It	could	be	argued,	that	XING’s	ca-

pabilities	within	the	technological	sector	make	them	an	attractive	acquisition	target	for	several	buyers,	

since	the	know-how	within	technology	is	highly	demanded	in	the	market	of	today.	If	acquirers	engage	

in	a	bidding	war	of	XING,	this	will	drive	up	the	acquisition	premium.	However,	the	chosen	premium	of	

33%,	was	in	the	high	end	of	the	proposed	premiums	in	Section	9.4.1	and	is	therefore	deemed	to	be	a	

rather	conservative	estimate.		

	

The	discussion	above	touches	upon	the	various	pitfalls	of	M&A	by	critically	reviewing	the	realization	of	

the	synergies	and	the	estimates	derived	in	the	analysis.	The	discussion	showed	that	it	seems	reasonable	

to	conclude	that	ISS	can	create	value	by	acquiring	a	business	outside	their	current	industry.		
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12. CONCLUSION 
 

The	purpose	of	this	thesis	has	been	to	determine	if	value	can	be	created	through	an	acquisition	of	a	

company	outside	a	company’s	current	industry.	The	topic	was	investigated	through	a	case	study	of	ISS	

A/S	with	the	following	problem	statement	framing	the	research:	How	can	ISS	A/S	create	value	through	

synergies	 from	an	acquisition	 outside	 their	 current	 industry?	The	problem	statement	was	 sought	 an-

swered	through	the	use	of	secondary	data,	including	public	financial	data,	financial	and	strategic	theory,	

etc.	Overall,	it	was	found	that	ISS	can	create	value	by	acquiring	the	professional	networking	platform	

XING	AG,	when	utilizing	the	combined	capabilities	to	create	a	new	business	model.	The	conclusion	relies	

on	a	strategic	and	financial	analysis	of	the	two	companies,	as	well	as	an	analysis	of	synergies	through	

the	Damodaran	Framework	(2005).	In	order	to	answer	the	problem	statement,	it	was	required	to	carry	

out	a	stand-alone	valuation	of	the	two	companies	and	subsequently	a	valuation	of	the	combined	firm	

with	synergies.	

	

A	comprehensive	strategic	analysis	of	ISS	displayed	the	company	as	a	strong	player	in	the	highly	com-

petitive	Facility	Management	industry.	ISS	possess	strong	capabilities	within	the	delivery	of	Integrated	

Facility	Services,	and	controls	valuable	human	resources	deemed	to	be	of	great	importance	to	the	busi-

ness	 operations.	 Additionally,	 it	 was	 found	 critical	 for	 ISS	 to	 keep	 up	 with	 the	 technological	 and	

environmental	factors,	since	those	Key	Drivers	for	Change	are	crucial	when	delivering	sustainable	re-

sults.	Furthermore,	it	was	concluded	that	ISS	is	a	financially	healthy	company,	who	has	improved	their	

financials	significantly	during	the	previous	years.	ISS’	ROIC	increased	from	4.11%	in	2012	to	12.7%	in	

2016,	and	their	financial	 leveraged	was	lowered	tremendously.	Based	on	the	findings	from	the	DCF-

model,	the	enterprise	value	of	ISS	was	estimated	to	be	DKK	57,936m.		

	

An	in-depth	analysis	of	XING’s	strategic	value	drivers	disclosed	that	the	company	possessed	valuable	

capabilities	within	software	development.	It	was	found	that	the	resources	of	great	importance	to	XING	

mainly	consisted	of	know-how	and	a	fully	functional	networking	platform,	which	became	an	important	

factor	in	the	creation	of	the	synergies.	The	stand-alone	value	of	XING	derived	from	an	approximation	of	

the	enterprise	value,	resulting	in	an	estimate	of	DKK	10,430m,	and	evidently	the	combined	value	of	ISS	

and	XING	without	synergies	amounted	to	DKK	68,366m.	Furthermore,	it	was	found	necessary	to	create	

a	new	business	model	for	XING’s	current	operations,	in	order	to	fully	harvest	the	synergies	emerging	

from	the	consolidated	company.	The	Networking	Platform	and	the	E-recruiting	services	were	 found	

most	value	creating	when	held	as	a	separate	brand,	targeting	Blue-Collar	Workers	on	a	global	scope.	
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However,	XING’s	Event	Management	services	was	assessed	to	provide	greater	potential	when	incorpo-

rated	as	part	of	ISS’	Integrated	Facility	services.	It	was	concluded,	that	synergies	existed	when	merging	

the	new	business	model	and	ISS.	This	was	primarily	driven	by	ISS	gaining	access	and	ownership	over	

valuable	software	development	capabilities	and	resources	in	terms	of	XING’s	platform.	Overall,	the	syn-

ergies	 were	 mainly	 operational	 and	 derived	 from	 the	 two	 companies	 having	 different	 functional	

strengths.	Additionally,	the	acquisition	resulted	in	a	higher	growth	potential	in	new	markets	and	more	

sustainable	excess	returns,	which	improved	ISS’	profitability	prospects.		

	

The	changes	in	the	business	model	initially	drove	down	revenue	expectations,	yet	followed	by	an	ex-

pected	 above	 average	 growth.	The	 growth	potential	was	amplified	by	 the	 synergy	 arising	 from	 ISS’	

extensive	global	client	network,	whereby	the	platform	can	be	dispersed	on	a	global	scope.	Currently,	

there	is	no	networking	platform	targeting	Blue-Collars,	whereby	the	new	market	is	characterized	by	low	

rivalry	and	high	profits	to	gain.	Combining	the	capabilities	of	ISS	and	XING	resulted	in	synergies	that	

provided	 ISS	 with	 a	 competitive	 advantage	 in	 this	 new	 market.	 Additionally,	 cost	 synergies	 were	

deemed	to	arise,	which	increased	the	expected	EBITDA-margin.	The	cost	synergies	manifested	them-

selves	 in	 the	 form	 of	 decreased	 recruitment	 and	 training	 costs,	 caused	 by	 a	 better	match	 between	

employer	and	employee	which	was	facilitated	through	the	new	platform	services.	Therefore,	it	was	con-

cluded	that	ISS	could	benefit	from	the	new	business	model.		

	

Finally,	 it	was	found	that	the	enterprise	value	of	the	combined	company	with	synergies	amounted	to	

DKK	82,003m,	resulting	in	an	increase	of	19.9%	compared	to	the	stand-alone	values	of	the	companies.	

The	acquisition	proposed	in	this	thesis	is	therefore	expected	to	create	shareholder	value.	More	specifi-

cally,	the	value	of	the	synergies	was	estimated	to	be	DKK	13,638m.	It	should	be	stressed,	that	this	value	

was	not	solely	driven	by	the	realization	of	synergies,	since	part	of	this	value	creation	stemmed	from	the	

profitability	of	the	new	business	model.	Furthermore,	a	discussion	of	the	findings	showed	that	a	criti-

cally	review	of	the	assumptions	and	attributes	of	the	valuation,	did	not	change	the	overall	inferences	

made	in	the	thesis.	Therefore,	it	can	be	indicated	that	ISS	can	create	value	by	acquiring	a	firm	outside	

their	current	industry	when	the	target	company	possess	valuable	capabilities	that	are	compatible	with	

those	of	ISS.		
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13. FURTHER IMPLICATIONS 
	

This	section	wishes	to	challenge	whether	the	conclusions	derived	from	the	case	study	of	ISS	acquiring	a	

company	outside	their	current	industry	can	be	applied	in	general	terms.	Thus,	the	aim	is	to	provide	a	

view	on	whether	the	inferences	drawn	in	this	thesis	can	possibly	be	extended	to	other	fields	and	cases.		

	

The	study	has	shown	that	value	was	created	through	synergies	arising	from	ISS’	acquisition	of	XING.	

One	of	the	primary	sources	of	value	creation	was	assessed	to	be	the	unique	combination	of	capabilities,	

and	in	this	respect	the	favorable	new	business	model	deriving	from	the	consolidated	company.	Thus,	

the	value	was	created	from	the	unique	match	of	specific	attributes	deployed	by	the	case	companies	and	

therefore	the	results	cannot	be	directly	extended	to	other	companies.	However,	the	findings	indicate	

that	there	might	be	value	to	gain	from	an	acquisition	outside	the	buyer’s	current	industry.	An	interesting	

avenue	for	further	research	could	therefore	be	to	shed	light	on	which	circumstances	that	need	to	be	

present,	in	order	to	increase	the	likelihood	of	value	creation	in	an	acquisition.		

	

In	this	specific	case,	the	target	company	operates	in	the	technology	sector	deploying	valuable	resources	

and	capabilities	within	the	field	of	technology	and	software.	In	line	with	this,	the	increasing	significance	

of	technology	was	identified	to	be	a	critical	determinant	in	the	macro-environment	today.	Kengelbach	

et	al.	(2011)	states	the	following:	“Tech	isn’t	just	for	tech	companies	anymore—and	it	hasn’t	been	for	some	

time.	Nearly	every	industry	has	been	affected	by	digital	and	mobile	technologies,	and	many	have	been	up-

ended”.	 Thus,	 choosing	 the	 technology	 company,	 XING,	 as	 the	 target	 company,	 brings	 along	 an	

interesting	observation,	since	the	conclusions	drawn	in	the	thesis	support	the	fact	that	technology	pro-

vides	great	growth	opportunities	for	companies	today.	Therefore,	the	findings	from	this	thesis	suggest	

that	value	can	be	created	through	synergies,	when	the	target	company	operates	within	the	technology	

industry.	Yet,	to	further	validate	this	pattern,	further	research	would	have	to	be	conducted	in	this	field.		
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15. APPENDIX 
	

The	appendices	referred	to	in	this	paper	are	to	be	found	in	a	separate	binding.	


