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1. EXECUTIVE SUMMARY 
This thesis assesses the performance of the Italian Group Tod’s and its likely developments in the 

future, as the company face new industry dynamics and macroeconomic challenges. Being prone to the 

economic cycle, the luxury goods industry is slowing. Lower organic growth, declining profitability 

and high volatility in sales-results are recurring feature among big and small players in the industry.  

An uncertain global economic environment, weaknesses in key markets and digitalization are the 

defining features. Responses identified are changes in distribution trends, continued consolidation and 

attempts to grow through portfolio momentum.  Valuation consequences of the Group’s attempts to 

source profitable growth in this context are explored. 

Historical financial analysis reveals that Tod’s has experienced deteriorating profitability, 

accompanied by a decreasing share price, as a result of the aforementioned pressure. First, through an 

intrinsic valuation approach, a base case value for the company is determined. Modest growth is 

forecasted, but it is found that the value of securing ownership of a licensed asset increases prospects 

for growth in the long-term. However, the market value of the company does not significantly change, 

due to the high investment the purchase requires. The resulting share price is 60€/share, 1,5€ below 

the closing price on the valuation date. Results are checked for sensitivity, which highlights the large 

valuation consequences of changes in the model’s assumptions. As expected, alterations in WACC and 

growth rate cause large movements in the share price. In addition, the EBITDA margin is shown to 

have a large impact on company value. Secondly, a relative valuation approach extended the possible 

range of values. The price-based multiple implies a MVE in line with the base case DCF valuation. The 

price multiple calculated for Tod’s is in line with the harmonic mean for the peer group, while the EV 

multiples for the Group is below the harmonic mean.   

The company’s strategy to grow profitably in a challenging industry is further explored through a 

scenario analysis. From the strategy to expand a small product segment, six scenarios with different 

likelihood of occurrence were constructed. This resulted in a larger range of values. The expected 

value of these outcomes exceeds the base case valuation; a consequence of the large upside potential 

attached to successful diversification. However, the downside is deemed more likely to occur. It is 

concluded that Tod’s possesses the firm-specific expertise to succeed; however, they lack the 

necessary creativity and innovation to successfully leverage growth in the segment.  

Tod’s has long term potential, while in the medium-term it is not expected that Tod’s can defend its 

current price in the market. The future of the company hinges on a range of uncertainties that should 

be explored in further scenario analyses. 
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3. INTRODUCTION 
The overall objective of this thesis is to examine growth opportunities in an industry under pressure 

and with slowdown in growth. Valuation-approaches are applied to a case company to estimate a fair 

value of the company based on an extensive analysis of financial and strategic factors. Furthermore, a 

range of values has been determined to account for possible upsides and downsides in the share price. 

3.1 Motivation 
Tod’s S.p.A. (Tod’s) is an Italian luxury goods Group producing and distributing shoes, apparel and 

other leather goods through four brands. The company is a small player in an industry that has been 

characterized by the formation of large conglomerates since the 1980s (Bernstein Research , 2014). 

While the Group has remained independent since its IPO in 2000, many of its closest peers have been 

incorporated under a larger umbrella structure. The company is considered a market leader within the 

niche segment of classical and casual luxury footwear and its historical track record of profitability is 

impressive.  

The strong performance of the group must be seen in light of the tremendous growth the industry for 

luxury goods has enjoyed the past two decades. The global markets aggregate value exceeded one 

trillion euros in 2015. The value of the personal luxury goods segment (PLG) alone was worth 250€ 

Bn. in 2015; a 13% YOY growth, boosted by a strong dollar. But organic growth is slowing and 

especially so in the PLG segment (Bain, 2014). A challenging and uncertain macroeconomic 

environment is driving global exchange rate fluctuations and is causing high volatility in short-term 

results. Decrease in spending on luxury goods in China has hit many luxury companies hard, causing 

the Chinese market for luxury goods to contract for the first time (Bain, 2016). In light of slowdown in 

the industry, Tod’s profitability has deteriorated, along with the markets expectations of the 

company’s future performance.  

Major defining trends in the industry are digitalization of commerce as well as a globalization of the 

luxury customer base, which make traditional concepts such as location and seasons matter less (Bain, 

2014). Consolidation continues to define the industry as firms are looking for ways to improve their 

bottom lines and turn growth profitable again. For many companies, such as Tod’s and Prada, the 

focus has been on revenue growth through heavy expansion of stores. But with a softer growth in the 

industry, this has failed to translate into improved profitability.  

Improving the bottom-line was the exact motivation for the Tod’s group to announce it was acquiring 

control of its licensed brand, Roger Vivier (RV), in January this year. The CFO, Emilio Macellari, 
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emphasized the “great strategic value (of the brand) … (contributing to) significantly strengthening its 

brand portfolio” RV is positioned in the highest segment of the luxury market, which “completes the 

range”. The acquisition will allow “full control over long-term planning strategies and activities with 

the aim to improve expected results and capitalize on the growth potential.” (Footwear News, 2015).  

The transaction has been expected to boost forecasted 2016 EV/EBIT multiples with 12%, however 

several commentators have suggested the group paid too much.  

There have also been speculations in business and fashion media around Tod’s possibly being the next 

target for the LVMH group – the world’s largest and most valuable luxury conglomerate (Statista; Bain 

& Company, 2016). Also in search of ways to grow, LVMH is looking for targets fitting the profile of 

Tod’s; positive bottom line and small-mid market cap (Deloitte, 2014). With LVMH holding a 3,5% 

ownership stake in the group and Tod’s CEO, Mr. Della Valle, holding a seat on the board of LVMH, 

rumors spurred. However, the recent RV acquisition increased Mr. Della Valles’ ownership and diluted 

other minority holders such as LVMH (Tod's, 2015).   

In light of the recent acquisition, the rumors surrounding likely targets and the pressure imposed from 

the external environment, several interesting questions are raised; 

What are ways the companies in the luxury goods industry can improve their profitability in light of a 
more unfavorable economic environment? 

Can Tod’s manage to grow profitably, through the recent purchase of Roger Vivier and/or by organic 
means?  

How will the external economic environment impact the potential for growth for the companies in the 
future, especially in light of the uncertain paste of recovery in China and downward adjustments in IMFs 
projected global growth rates?  

What is the upside potential of Tod’s in light of its growth strategies and are they likely to succeed; what 
if the luxury industry picks up and continues to grow at a rapid pace; for example through growth in 
completely new markets?  

What are plausible paths the company can head down in the future, given the external and industry 
environment?  

Can the company deliver sufficient value to satisfy shareholder in the future and continue as one an 
independent player in an industry where conglomerates are actively seeking growth through inorganic 
means? 

This thesis will proceed by exploring some of these questions, using the tools of financial and strategic 

analysis and different valuation methods. Some scenarios, or paths, will be followed to determine a 

realistic value range for the company. The analysis will identify what is more or less likely and what 
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some risks and uncertainties tied to future performance are. The theoretical backdrop is therefore 

theories on how firms can grow when the industry is slowing down. As is noted by Bain & Company: 

“slower growth is the new normal” for the luxury goods industry (2014, p. 3), and in this industry the 

companies must “rebuild to win” (2015, p. 1). Nevertheless, the future is uncertain and nothing is set 

in stone; booming new markets and increases in the world’s “super-rich” could alter growth 

projections completely. Hence, this thesis sets out to explore what the possible range of present values 

is for the company, and by this shed some light on how or whether growth can be sustained and 

profitability improved in the future. 

3.2 Problem statement 
Based on the recent development and trends, the purpose of this thesis is to estimate a valuation range 

for Tod’s S.p.A: its value after accounting for the acquisition of RV, the value indicated by multiples as 

well as a value range given by a scenario analysis which specifically explores the attempt to grow 

through diversification. The overall research question that will be answered is therefore: 

What is the value of Tod’s at the valuation date and what is a realistic range of values for the company in 

light of its attempt to grow profitably in an industry under pressure?  

In order to provide an in-depth and thorough answer to the research question, a set of sub-questions 

has been developed. These questions will be answered in the subsequent sections to gain deeper 

insight into Tod’s, the external environment, the risks involved and the future of the Group. These 

factors will impact the valuation directly or indirectly, and it is therefore necessary to answer these 

questions thoroughly to be able to perform an accurate valuation.  

Financial analysis: 

• What is the historical profitability of Tod’s and how has it developed compared to peers? 

• What characterizes the historical liquidity position of the Group, how does its liquidity 

compare to peers and how is the credit risk of the company expected to develop?  

Strategic analysis: 

• What external factors influence Tod’s performance and ability to generate future cash flow? 

• What characterizes the competitive environment in the PLG industry? 

• What are the firm-specific strengths and weaknesses of Tod’s? 
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Forecasting: 

• What is the rationale behind the selected value drivers? 

• How will the key value drivers for Tod’s develop in the future? 

• How are the value drivers expected to change as the acquisition is incorporated into the 

statements?  

Valuation: 

• What is the intrinsic value of Tod’s at 27.04.2016 without accounting for the recent 

acquisition?  

• What is the actual fair price of Tod’s, as the acquisition is included?  

• What are the values of Tod’s indicated by the multiple valuation approach?  

• How sensitive is the fundamental valuation to key value drivers? 

Scenario: 

• What are the key drivers of success and failure of a product diversification strategy?  

• How probable are each of these outcomes and what expected value of the share price does this 

result in?  

• What are the implications of the value range found? 

• Given that the company is attempting to grow through portfolio momentum, what range of 

values can an expansion result in? 

The questions raised above will be answered by following the structure outlined in figure 1. 
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Figure 1: Thesis structure 

 
Source: Own creation 

4. METHODOLOGY 
This section starts by briefly introducing the thesis’ scientific perspective followed by an industry 

definition. Thereafter, the method by which the research question is answered is introduced. This 

section includes a theory of the main methods used, an explanation of the case selection, a discussion 

on data sources and validly. Lastly, delimitations and limitations are presented.  

4.1 Scientific perspective  
According to Moses and Knutzon (2007), all scientific inquiries should include some reflection on the 

perspective of the authors. The philosophy of science, whether it is deliberately chosen or an inherent 

view of the world of the authors, influences the way the research question is answered – that is the 

choice of method. Thereby it also influences assumptions made, how data is interpreted, the 

conclusions drawn and the perspective on the knowledge produced. Depending on the purpose of the 
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investigation different philosophies of science may be appropriate; nevertheless, it should be explicitly 

revealed to reader what perspective is influencing reasoning and method.  

This thesis is written from a methodological perspective of naturalism; there is a real world out there 

that is independent of our perception of it and events can be explained with reference to natural 

causes and events (Moses & Knutzon, 2007). Within this classification we lean on the methodological 

assumptions of positivism: through experience and with reason and logic one can produce knowledge. 

Knowledge that is based on data and logic can be proven and can be verified. Such positive facts make 

up empirical evidence, which is what this thesis relies on to explain historical performance and predict 

future performance.  

The purpose is assessing the health of a firm and how it will perform in the future. In doing so, the 

methodology is largely given by the method that is used. Numbers, ratios and statistical evidence is 

examined to produce logical arguments for what will happen to a company in the future. The inherent 

assumption is that if it can be found in the data, it is there and it is real. Following the principles of 

mathematics and statistics, knowledge is produced and assessed. The idea is that rationality is the 

guiding principle, that the goal of the firm is ultimately to maximize shareholder value, and that things 

can be measured by concepts, such as inflation, GDP growth and margins.  

4.1.1 Industry methodology 
 “Luxury goods are the aggregation of designer apparel (ready to wear), luxury accessories, luxury 

electronic gadgets, luxury travel goods, luxury writing 

instruments and stationary and super premium beauty and 

personal care. Luxury goods include luxury/designer brands 

that are located at the top end of the price range. 

Designer/luxury brands are mostly sold through high end 

and department stores or high fashion boutiques. Luxury 

goods will usually have a higher unit price and/or distribute 

through selective channels and/or carry a designer brand 

name and/or produced from high quality/priced rare 

ingredient’s/materials along with premium packaging” 

(Euromonitor, 2016). The industry is defined according to 

Euromonitor’s definition.   

Bain & Company (2015) models the industry through 10 

segments. Based on these segments, Tod’s is placed within the sub-industry of personal luxury goods 
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(PLG). Further, it is referred to sub-segments of the PLG industry, where the Groups operations span 

over several definitions: soft luxury goods, footwear/shoes, other leather goods and ready to wear. 

4.2 Method 
In order to answer the research question, different valuation techniques will have to be applied. The 

focal point for this analysis will be present value approaches. However, this model has some 

limitations, e.g. its sensitivity to the analysis' underlying assumptions of discount factor and terminal 

growth rate. It requires meaningful assumptions about growth to determine a sensible terminal value, 

and therefore a detailed understanding of the business model and future outlook of the company and 

industry. To cross-check the results, multiples will be applied. The valuations performed will result in 

a range of values that are within a realistic bound. In turn, a sensitivity analysis will be performed to 

determine how sensitive the analysis is to changes in the estimated value drivers. 

4.2.1 Valuation Theory & Method 
The valuation process is based on the theories and methods outlined in Petersen and Plenborg (2012). 

When more detailed explanations, theories or methods have been necessary, Koller et al. (2010) and 

Damodaran’s online resources have been used.  

From a theoretical perspective a number of different valuation approaches could have been used, both 

methods that find the enterprise value and methods that result in the equity value directly. The main 

valuation approach used is the discounted free cash flow model (DCF). After considering the 

information revealed by the different methods, this was chosen as other model was not seen to add 

information in this case. In the DCF method the firm is valued by the sum of the future cash flows it is 

expected to generate. The cash flows are discounted to present value by the companies weighted 

average cost of capital (WACC), i.e. the return the company must generate to compensate their debt 

and shareholders.  

In addition, the Economic Value Added method was used. This approaches the valuation from a 

slightly different perspective; the value of the company is determined by the initial invested capital 

plus the present value of all future EVA. EVA is defined as operating earnings after tax less invested 

capital times its cost. Thus it is seen appropriate in capturing actual value creation, since it measures 

generated income from assets and at the same time accounting for the amount and cost of capital 

needed to generate this income. The main purpose of using two models is that it provides a control of 

the logic of the pro forma. As the two models are derived from the same initial model, the dividend 

discount model, they should yield the same value. Also as part of the valuation process, a multiple 
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valuation has been performed. With reference to the market this approach is fundamentally different 

from the intrinsic valuation approach, but nevertheless provides a useful indication of what range 

value should lie within. One price multiple was calculated along with two enterprise value multiples. 

Sensitivity analysis of key value drivers has been performed to check the sensitivity in value to the 

DCF models assumptions.  

As the last step in the valuation process, to complete the circle, a scenario analysis is constructed. Here 

the method relies on Koller et al. (2010). The scenarios reflect different assumptions regarding future 

macroeconomic, industry and firm developments. Collectively, and ideally, the scenarios should 

capture all future states of the world that could have the most impact on value creation and a 

reasonable change of occurrence (Ibid.) in creating scenarios one can better understands the 

company’s key priorities and what priorities can meaningfully affect value. The analysis in this thesis 

focuses on two variables: the success or failure of a strategy and broad economic conditions. As 

suggested by Koller et al. (2010), probabilities have been estimated and a probability weighted value 

has been calculated. 

The valuation method is used as a tool to produce reliable knowledge of the company and where it is 

heading in the future. As a part of this process, scenario analysis is applied as a method for exploring 

uncertainties relating to future performance, which will be reflected in the company’s present value. 

Therefore, the valuation method is circular: an indefinite number of scenarios can be explored. The 

realism of each scenario can be critically assessed which leads to new valuations and in turn new 

possible scenarios are detected. This thesis is limited to exploring only a few realistic options; 

however, the idea is that the valuation method can uncover unknown uncertainties and reveal 

previously hidden information (Koller, Goedhart, & Wessels, 2010). This will consistently drive the 

process of gathering knowledge and understanding of both industry and company forward. This 

process, in turn, enables the analyst to make improved predictions of what a company can do and 

where it is likely to be heading in the future. 

The main sources are Plenborg & Petersen (2012) and Koller et al. (2010); widely acknowledged 

sources on the methods of valuation of firms. The books frequently refer to ‘best practice’, which we in 

turn follow at best. Best practice implies that an amount of independent thinking will always be 

required, as there in reality is no textbook recipe to follow in a valuation process. Thus, the method of 

valuation and its techniques is based on subjective judgment. Where issues have been encountered, 

the authors have made well-informed judgments of how to proceed while trying to adhere to best 

practice. 
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The individual method’s components are explained in each section throughout the thesis. As the 

methods are based on theory, the authors find it best not to separate the two in practice. Each section 

will therefore present the method and theoretical/technical backdrop relevant for the section.  

4.2.2 Case selection  

The case selection was performed by first looking at the phenomena of interest: how firms respond to 

industry pressure and how they can continue to create value when markets become mature and/or 

business models are under pressure. This resulted in a selection of the luxury goods industry, based on 

considerably slower growth the past years relative to historical growth rates. The industry has been 

shaped by heavy consolidation for a decade, as major players look for profitable ways to grow. 

However, with the industry slow-down and a volatile sociopolitical and economic environment, these 

companies face additional pressure – both the big conglomerates and independent players. After this a 

list of selection criteria was made in order to pick an appropriate and interesting case company in 

relation to the above mentioned dynamics/developments. 

The criteria were defined as follows: a publicly traded company with small to medium market cap, 

actively traded shares and sufficient analyst coverage, in addition to interesting developments within 

the past year. After some industry research, it was uncovered that the Tod’s group would fit the formal 

criteria and provided an interesting case in relation to our initial question. The group performed above 

industry average in a period where the industry was characterized by rapid growth. However, when 

considering the development in recent years’ share price, one can see indications that the company 

has not been able to sustain these levels of profitability. Moreover, the biggest conglomerate in the 

industry, LVMH, owns a 4,5% stake in the company, which has triggered rumors of the Group being 

the possible next target for the conglomerate. The big groups are also facing the same external 

pressure and are actively seeking to boost declining profitability through purchasing value adding 

targets. This raised some preliminary questions that motivated our choice: can Tod’s continue to 

grow? How can the Group grow? And if they do not successfully grow, will they be eaten by a larger 

group and might this be the most efficient solution given the maturing of the market and the 

challenging environment? May the company be worth more under a larger umbrella than on a stand-

alone basis or alternatively does the group need to adopt a buying strategy themselves to continue to 

grow and add value in the future?  

From this perspective, the thesis can be seen as a case study on a wider phenomenon of interest - 

value creation in the PLG industry - in which the valuation techniques are applied as a tool. This 

application allows for an in depth analysis of one company, a comparative analysis of peer companies, 
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as well as an investigation of the industry as a whole. In this way the case selected can provide 

answers to what paths may be possible to follow as external conditions and frameworks for a business 

come under pressure, forcing them to change. What will shape the industry going forward may be 

possible to predict; however, determining how the industry will look in five years, and consequently 

Tod’s place in it, is more challenging. We try to provide some insight through our perspective in this 

thesis on the luxury industry and the Tod’s group.  

The Tod’s group will interchangeably be referred to as Tod’s/the Group/the firm/the company 

throughout the thesis 

4.2.3 Data, Sources and Validity  

The primary source of data applied is official financial statements of the Tod’s group. This includes 

quarterly reports, as well as the annual reports, as the quarterly reports include a more detailed 

description of operations. Raw data from peers stems from their respective annual reports. All 

research is based on publicly available data. In addition, data has been extracted from databases such 

as World Bank, International Monetary Fund (IMF) and OECD. We collected data from Statista and 

DataStream which originates from a variety of sources. We judged these sources to provide reliable 

statistical facts. When possible, primary sources have been applied to reduce the presence of noise.  

Where tracking primary sources has proven to be impossible, secondary sources have been applied. 

Industry specific data has been collected from industry reports and market surveys provided by 

reliable firms such as Bain & Company and Deloitte. As they have specialist teams devoted to coverage 

of specific industries and conduct internal research, this has been judged as reliable sources. Bain & 

company’s research is collected in a databased called “the Luxury Goods Worldwide Market 

Observatory”, a leading source for industry research. As access to this database is restricted, the 

authors have relied on the information presented in the publicly available reports that presents this 

research as secondary source.  

General media coverage of the industry from a variety of sources has also been relied on. Here, 

information has been sorted more critically. The Economist and Financial Times are examples of 

sources used both in the industry and macro-level analysis. The former has an own topic index for 

luxury goods. Industry specialist cites have also been used for relevant comments, articles and 

interviews (e.g. Business of Fashion and Luxury Daily) to improve  general knowledge of the industry. 
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4.2.4 Verifying results  

To test the economic logic of the valuation approaches, minimize the possibility of errors and evaluate 

the results, checks and tests have been performed. To check for technical robustness we have made 

sure that our model complies with three fundamental equilibrium relationships: that the balance sheet 

balances every year in unadjusted statements, that net operating assets matches financing in adjusted 

statements and that change in excess cash and debt line up in the cash flow statement.  

With respect to the economic consistency of the model we believe our assumptions are an appropriate 

reflection of the industry structure and expected economic environment. We believe our patterns are 

reasonable given the expectation of a maturing industry. Of course the model is only as good as its 

inputs, which involves subjective judgments. In some cases, limited amount of resources and time has 

not allowed for an assessment of all potential problems by changing the model. In these cases, the 

issues are addressed in the section thesis in perspective under “critique of model”. 

4.3 Limitations & Delimitations  
In order to comply with formal requirements set for the thesis, limitations and priorities have been 

necessary. Limitations of the project refer to the potential weaknesses in the study that are considered 

out of the author’s control while delimitations define the boundaries the authors have chosen to set for 

the project. The most important of these are listed below. More specific and less important 

delimitations will be further elaborated on as the different sections are presented. 

4.3.1 Limitations  
• GEOX is a peer according to “formal criteria”. However, it can also be argued that they do not 

belong in the peer group. GEOXs business model has certain traits that differentiate them from 

the remaining peers.  

• On the valuation date (27.04.2016), Salvatore Ferragamo had only released limited 

information regarding 2015 results, thus the authors were not able to calculate values for ROE 

and ATO for this year. 

• Some of the peers were listed during the five year period applied, which might cause noise in 

the calculation of beta. The authors acknowledge the limitations this implies, but chose to 

continue due to a lack of other true comparable companies. 

• The Italian government bond applied as a proxy is not 100% default free as the Italian 

government does not control the issuing of Euro. 
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• Due to the fact that debt levels are expected to change in the future, the authors will base the 

calculation of WACC on estimated future levels of debt as this is regarded a more accurate 

reflection of the future for Tod’s. 

• The Tod’s group is valued as a single unit due to the lack of information regarding the different 

brands of the group. In addition, limited reporting from the company on foreign exchange 

adjusted revenues by segment. This information is only available for 2014 and 2015, which 

made time series analysis or these rates difficult.  

• Limited information has prevented calculation of organic growth rates by segment and is 

therefore limited to the years they have been reported. Total adjusted sales, however, have 

been reported for the entire historical period.  

• The scenario analysis relies in part on subjectively assessed probabilities; they are not 

completely accurate, but are rather meant as approximation based on the thorough strategic 

and financial analysis.   

• The company does not report any information on margins by segment. It is assumed that the 

more revenue stems from a segment the better – but being aware that large revenues do not 

always imply added value to the bottom line. When differences in margins are discussed it is 

the industry as a whole. However, the exact number has not been available and is therefore 

entirely based on the authors’ best estimates.  

• The way Tod’s reports make it difficult to extract information on gross margins, since there is 

no figure of cost of sales. Moreover, there is not reported any information on critical lead 

indicators such as market expenses, which otherwise would have been used to compare to 

competitors and peers.  

• The authors acknowledge, in hindsight, that the theoretical frameworks applied to analyze the 

industry may not capture all relevant aspects of current industry developments. This refers 

primarily to the Porters 5 forces framework used in the industry analysis. This limits to 

usefulness of the analysis to some degree, on the other hand as it does reveal some critical 

information. We believe a supplementing industry specific framework would have been 

beneficial to capture better industry specific trends, especially those that are forward looking. 

The relatively detailed industry presentation is meant as a supplement to the industry analysis.  

4.3.2 Delimitations  
• Limited time and resources has prevented more scenarios to be explored in order to obtain a 

more complete valuation range. 
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• Although the effect of the recent RV acquisition has been included separately, the aim is not to 

perform and M&A analysis, but simply to reflect the effects of the newly acquired brand on 

future performance.  

• We have limited our peer group to four companies; see industry presentation for justification  

• The thesis’ aim is not to discuss the validity of the valuation models applied, but rather to 

apply them as a tool to answer the research question. 

• Minority interests make up <1% of revenue and equity, thus they will be disregarded in the 

calculation of ROE for Tod’s and its peers.  

• Direct effects of foreign exchange (FX) fluctuations on revenue are not forecasted. An 

assessment of the macroeconomic environment has provided the authors with some insight 

into the development; nonetheless, FX fluctuations are assumed to even out to zero in the 

medium term. See details in the forecasting in section 9.  

5.  COMPANY PRESENTATION: TOD’S 
Tod’s is an Italian Group in the fashion/luxury goods industry. It creates, produces and distributes 

shoes, leather goods, apparel and accessories under its brands Tod's, Hogan, Fay and Roger Vivier. 

Diego Della Valle, the grandson of the original founder, is Chairman & Co-CEO, positions held since 

1986. The family-run Group has 4600 employees and operates a distribution network of 350 stores 

worldwide. 

5.1 Share price development 
Tod’s went public in the year 2000 with a share price of 46€ (Borsa Italiana, 2015). From 2009 till the 

end of 2013 the share price increased from 26€ (January, 2009) to a record price per share of 138€ 

(September, 2013). Since then the share price has shown a downward trend, with the price on the 

valuation date (27.04) standing at 61,15€ and a market cap of 2,0€ Bn. The one-year range for the 

stock price is 62.5-98.00€.  

Figure 2: Figure 1Tod's Share Price -1Y (left) & -5Y (right) (€/Share) 
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Source: Own creation based on (Reuters, 2016).  

The Group’s margins were among the highest in the industry from 2009 to 2013; however, share price 

and profitability has deteriorated in the past two years. Slower sales growth due to a more challenging 

external environment, combined with large operating and capital expenditures, have been suppressing 

margins. As the share price is a reflection of an investor’s expectations about the company’s ability to 

generate cash flows in the future, survival relies on whether Tod’s can convince markets that its 

current strategy will deliver such profitable growth going forward. The recent acquisition of RV left 

the share price largely unchanged. Most analysts expect that improvement in margins will be off-set by 

a decrease in dividends due to the issuing of new stock and increased interest expenses in relation to 

the financing of the deal1. 

5.2 Background & Ownership  
The Tod´s brand started as a small shoe factory in Italy in the 1920s. The business was formed around 

Italian hand crafting traditions and classical design, which continues to be the strength of the Tod’s 

brand and Group today. In the 70s, under the leadership of Mr. Della Valle, the company experienced a 

turnaround. Without changing its image from the classic Italian style, it went from being a family run 

business to an industrial company. Mr. Della Valle founded the Hogan and the Fay brands in the 80’s 

(Tod's, 2016). The motivation for listing the company was to raise funds to be able to compete with 

rivals that were growing through industry consolidation and to leverage the success of the Hogan and 

Fay brands. The listing also enabled the company to pursue an internationalization strategy, with large 

expansions in its retail network, particularly in the US and in Asia Pacific.  

The Group is headquartered in Marche hills, near Ancona in North East Italy, which is part of a region 

referred to as third Italy (Boscama, 1998). This region has been associated with a particular form of 

1 The deal was closed 27/01/2016. The deal price was 415€ M. and was financed by 50/50 share issue and cash. 

Cash was made available through existing credit lines (Tod's, 2015e) 
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industrial development that can be described as “flexible specialization”; dense networks of flexible, 

strongly related, mostly small and medium-sized firms in craft-based industries. 

In terms of ownership, the Della Valle family owns the majority of shares. Furthermore, several 

investment funds own from 6-1% respectively. LVMH own 4,5% share of the company. Lastly, Diego 

and Andrea Della Valle own approx. 2,71% & 0,81% respectively. 

5.3 Business Model  
The following section will outline Tod’s business model; “the logic of the firm, the way it operates and 

how it creates value for its stakeholders” (Casadesus & Ricart, 2010, p. 197). At the core of the 

business model lays the purpose of the firm; its value proposition and strategic vision.  

Figure 3 provides an illustration of how Tod’s creates value. The business model of the Tod’s group is 

typical for luxury goods companies, especially those of Italian origin (Djelic & Ainamo, 1999). In 

general, firms in the luxury goods industry distribute through the same channels as the Group, usually 

with a global presence (Scholz, 2014). As a common trait of the business models value is not created 

by competing on price, but rather on traits such as superior quality, innovative design and uniqueness. 

Thus, the companies create value by producing and distributing branded goods associated with 

uniqueness and luxury to higher-income customers world- wide (Hoffman & Coste-Maniere, 2011).  

Figure 3: Tod’s business model 

 
Source: Own creation based on Annual Reports 

To maximize profitability the Group constantly strives for higher levels of operational efficiency 

(Tod's, 2015). Joint production and shared service activities allow for scale, efficiency and consequent 

cost savings. The organizational structure is based on a matrix structure with both functional division 

of activities and according to brand, product, channel and geographical market. This allows for 
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flexibility and control “and more faithful transmission of the individual brands” (Ibid.). The Group has 

primary focus on ‘retailization’, which implies increasing the number of retail stores for increased 

control and value capturing. However, the Group still has a quite substantial wholesale (WS) channel 

since distribution through independent multibrand stores is thought to be more efficient in particular 

market situations (Tod's, 2015). 

5.4 Products 
The Tod's brand offers shoes and leather goods and is the biggest brand in terms of revenues. A 

‘Gommino’ driving loafer retails for 315-675€, whereas the D-bag retails for 1200-4000€ (Tod’s, 

2016b). The Hogan brand offers shoe collections for women, men and children, in addition to 

handcrafted leather goods items. The interactive sneaker retails at 350€ on average (Hogan, 2016). 

The Fay brand offers high quality ready-to-wear collections. RV offers decorated shoes, handbags, 

leather goods, jewelry and sunglasses and covers a more luxurious segment than the three other 

brands. An evening shoe retails at 1000-1500 € (Roger Vivier, 2016). Tod’s is recognized as a market 

leader in the luxury shoe market, holding three of the top 10 brands in the segment (RV, Hogan and 

Tod’s). Their core business is footwear and their competitive advantage lies in their scale and 

expertise in production, craftsmanship and their strong market position in the shoe segment of luxury 

goods. Figure 4 shows revenue by brand and product category as of 2015. 

Figure 4: Revenue by brand (left) and product category (right) by 2015  

 
Source: Own creation based on Annual Reports 

5.5 Production, Quality & Distribution  
Production takes place in Italy, and most factories are located in the Marche region. The location of 

production is a key component of the business model. Production mainly takes place in-house. Certain 

activities are outsourced to specialized, local third parties, resulting in tight production networks. All 

products are handmade and crafted with techniques of the highly skilled and specialized workers. 

Large pools of resources are devoted to training and preserving the necessary skills as “the realization 
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of a durable, top-quality product depends on the talent of the people who create it and perform all the 

steps in its production process” (Tod's, 2015, p. 32).  

Products are primarily crafted in the Groups owned factories, of which six factories are designed for 

shoe production and two are designed for leather goods. Raw materials, supervision of the production 

process and quality control of the finished goods are centralized at headquarters to ensure full control 

over products that are distributed (Ibid.). 

As opposed to many other fashion brands, production is not outsourced. Neither is this typical for 

European luxury companies (Scholz, 2014). Many European companies have devoted themselves to 

the umbrella structure; incorporation into larger luxury conglomerates to draw on a bigger pool of 

resources. The Tod’s group, along with Italian peers, largely relies on the same “Italian model” of 

organization within the luxury-fashion industry. This implies keeping production in-house while also 

utilizing traditional domestic network structures, as described above. Personal ties within the network 

allow for the necessary quality controls, which is critical to maintain the status of the brand in the eyes 

of consumers (Tod's, 2015). Luxury companies’ business model is not based on price competition, as 

with lower-end fashion companies, but rather on being able to distinguish on self on other dimensions 

such as exceptional quality and brand management 

(Deloitte, 2014; Bain, 2014).  

Products are distributed through a global network of 

specialized stores. The internal distribution network 

consists of two channels. The directly operated stores 

(DOS) and franchised retail outlets (FS), which make up 

the retail network. In addition, the Group distributes 

through a WS network, which consists of a series of 

selected, independent multiband stores. As a reflection 

of Group strategy the WS network has been reduced and 

the retail network nearly doubled since 2010 (c.f. figure 7).  

5.6 Strategy  
The Group follows a medium- to long-term industrial strategy. The strategy since going public has 

been to grow internationally; generating funds for growth was the primary motivation behind 

becoming a public company. The Group is under its strategic heading “willing to sacrifice some 

profitability in the short run to grow and improve on profitability in the long run” (Tod's, 2015, p. 2). 

The investments made include human resources, upgrading of software and IT systems, expansion of 
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the retail network, international growth as well as growth in the Tod’s brand through diversification. 

The Group has had a large increase in headcount since 2009, reflecting the growth ambitions of the 

company and the continuous investment in human capital, as part of the growth strategy. The number 

of employees has increased from under 1.000 in 2009 to reach 4.550 by 2015 (Tod’s, 2015).  

The Group emphasizes that their strategic priority is to grow in their core business of shoes (Ibid.). 

Other strategic priorities include a desire to increase the share of leather goods sales to 30% (Tod's, 

2012). This implies diversification and repositioning of the Tod’s brand, whose product line has been 

expanded to include handbags among other leather goods. At the same time, the company announced 

that the brand would enter the world of fashion shows. In 2013 the brand hired former Gucci designer 

Alessandra Facchinetti and appointed a new creative chief, Andrea Incontri. The aim was to enable 

growth through product innovation (Reuters, 2014). According to CFO Macellari, Tod’s wants to signal 

that it is not “simply” a producer of high quality shoes, but becoming a ‘maison’ brand. The 

diversification into products such as handbags makes sense from a margin perspective. Accessories 

are easier to produce than shoes, as they don’t require a particular fit (Ibid.). Accessories also 

complement other products in creating a full collection. In addition, shoes tend on average to have 

lower margins than other leather goods. Figure 5 illustrates that the Tod’s group is highly exposed to 

footwear relative to peers. This might imply that aggregate margins are lower for the Group.  

Figure 5: Footwear product exposure by key brands 

 

Source: Own creation based on UBC research  

With respect to the market growth, the strategy has two interrelated components: growth in 

international markets and expansion of the retail channel. With respect to the former, the Group has 

focused on expansion in the US, as well as Mainland China2 and other South-East Asian countries. In 

2 Before 2012 Greater China was part of RoW 
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the recent past the focus on external markets can also be seen as a response to the challenging Italian 

market by “giving priority to the more responsive markets” (Tod's, 2015, p. 101) (c.f. figure 6). 

Figure 6: Share of sales in different regions 

 

Source: Own creation based on Annual Reports 

For the latter, focus is on expanding the DOS and the franchise network, and reducing reliance on the 

WS channel. The expansion of the retail network includes increased presence in emerging markets, 

entering of new regions (e.g. Brazil), in addition to expansion of existing network in mature markets 

such as US and Europe. Figure 7 illustrates the growth in the Group’s distribution network from 2010 

to 2015.  

Figure 7: Growth in retail vs. wholesale from 2010 (left) to 2015 (right) 

   

Source: Own creation based on Annual Reports  

6. INDUSTRY PRESENTATION: PLG INDUSTRY 
Tod’s was in the previous section presented as a producer and retailer of luxury goods in the PLG 

industry. The purpose of this presentation is to obtain deeper understanding of the characteristics that 

define the PLG industry. Firstly, a presentation of how the PLG industry has evolved will be given. 

0%
10%
20%
30%
40%
50%
60%

2010 2011 2012 2013 2014 2015

Italy Europe Anericas Greater China RoW

49% 
51% 

Retail

Wholesale

63% 

37% 

Retail

Wholesale

22 

 



Secondly, a description of status quo in the industry considering value chain, growth, trends and main 

players is provided. Lastly, the industry presentation will outline the peers considered most similar to 

Tod’s business model. The characteristics of the industry will create the backdrop for the forthcoming 

strategic analysis in section 8. 

6.1 Evolution of PLG industry 
Globalization has led to a rapid expansion of PLG firms on international markets. The traditional 

markets in Europe and America have over time become mature, as population growth has stagnated. 

However, economic booms in Asia and the Middle-East have given rise to new consumers in different 

parts of the world (Djelic & Ainamo, 1999). Globalization, in combination with the evolution of 

technology, has enabled PLG players to expand across borders and onto new continents. With this 

growing demand, pressure has increased on traditional practices. A key strategic decision for the 

players in the PLG industry has been to strike the proper balance between keeping traditions and 

craftsmanship intact while still producing enough goods to satisfy the demand (Hoffman & Coste-

Maniere, 2011). 

The increased pressure to meet demand has led to a transformation of the PLG industry. In 1987 

LVMH was founded and is by far the most valuable player in the PLG industry (Bain, 2015). Moreover, 

the conglomerate set the pace for formation of corporate luxury umbrellas. Houses such as French 

Kering and Swiss Richemont have followed suit to form super powers in the industry, and there are no 

signs of them slowing down their aggressive M&A strategy in the future (Bernstein Research, 2014). 

6.2 Supply/value chain 
Goods from the PLG industry have a proud and strong tradition of craftsmanship and quality. An issue 

with the evolution of the industry was to keep these characteristics at the core of the value chain while 

still escalating production. Figure 8 presents a description of a traditional value chain in the PLG 

industry. 
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Figure 8: Standard value chain in the PLG industry 

Source: Own creation based on Annual Reports and (Scholz, 2014). 

The initial process starts with research and design of new lines, which is a continuous process 

performed throughout the year with a focus on being highly attentive to changes in consumer 

preferences and industry trends (Scholz, 2014). The process is then followed by a showcasing of said 

lines, either through showrooms or fashion shows. Orders for the new line are collected, and based on 

these the process moves into multiple stages of production where detailed quality control is 

performed at every stage (Prada, 2015). This is usually done at the firm’s headquarters, and is 

necessary in order to ensure that every product sold to a consumer meets the criteria set (Scholz, 

2014). The process then moves into the downstream section, where delivering the product to 

consumers is performed through marketing and distribution. Distribution is typically done either 

through a third party (WS) or through stores the firm is in control of (DOS or franchise). Last, the value 

chain performs a service function, mostly through creating a purchasing environment that carefully 

reflects brand values and image (Ibid.). This is done to create an extra sense of exclusivity and 

submerge the consumer into the brand.  

The whole value chain is built upon different factors than production of normal consumer goods: high 

production costs, high retail prices, limited distribution and low accessibility (Ibid.). Every decision 

that affects the value chain is made with exceptional attention to quality and exclusivity in order for 

the finished goods to completely represent each individual brand’s identity. This model is largely 

common for all the peers presented in section 6.5. 

6.3 Growth and consolidation  
The PLG industry has seen exceptional growth over the past 20 years. A few noticeable, external 

factors have historically contributed to small and temporary setbacks in the industry. However, 

overall the industry has more than tripled its value over the past two decades (c.f. figure 9).  
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Figure 9: Value of the global PLG industry 

Source: Own creation based on Bain & Company from Statista (2016a) 

In 2015 the industry reached a value of 253€ Bn. (Bain, 2015). Despite showing high YOY growth rates 

in the past, it is believed that the industry will not be able to sustain such growth in the future (Ibid, 

Deloitte, 2015).  

Accessories is the biggest sub-segment of the industry and has shown a CAGR of 12% since 2009 

(Bain, 2015). In addition, it is the fastest growing category. Within this category, shoes has shown 

superior growth rates. Albeit the leather goods market makes up the largest share of the segment, 

shoes outperformed the segment by showing a 16% growth rate in current FX in 2014. This growth 

was mainly driven by the sneaker phenomenon influencing the luxury industry. Other leather goods 

have grown by 2-6% the last four years, which is below shoes’ growth rates of 5-16% (in current FX).  

The US is the biggest market for luxury goods (Ibid.). In 2015, spending in the US made up more than 

the total spending in China, France, Italy and Japan combined. It was also the market that grew the 

most when measured in euros. China was the country that showed the third best growth rate in euros, 

only beaten by Middle-East. However, in local currency, growth contracted by 1% in China, further 

contracting from 2014 (Bain, 2014).  Moreover, Italy saw a growth of 6%, while France and Germany 

grew with 10% and 16% respectively.  

When looking to the nationality of PLG consumers, the Chinese have grown to become the largest 

consumer group (Bain, 2015). In 2000, the Japanese, American and European consumers purchased 

the most luxury goods. However, in 2015 the Chinese made up approximately one-third of the market. 

This shows a massive increase from the 1% they represented in 2000 (Lu, 2008). 

In terms of distribution, more and more luxury goods are purchased online. Since 2003, the market 

has grown from a value of 1.0€ Bn. to 16,8€ Bn. in 2015 (Bain, 2015). Most purchasing stems from the 

Americas, and the most common sub-category to purchase from is accessories. The WS channel is still 
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the most valuable distribution channel. However, retail is growing at a faster pace (CAGR of 11% from 

2007-2015) and now makes up 34% of the distribution channels. At current FX, the channel is growing 

twice as fast as WS. 

The PLG industry has seen an “industry wave” of M&A the past 20 years (Bernstein Research, 2014). 

Consolidation is driven by both vertical and horizontal acquisitions. Horizontally, conglomerates are 

seeking scalable brands by incorporating new up-and-coming designers into their business (Deloitte, 

2015). In 2013, LVMH, Kering and PVH made the biggest acquisitions in the industry. Private equity 

firms are also investing heavily in the industry, as outlined in 2013 when six of the 12 largest 

acquisitions were made by private equity firms (Ibid.). Vertically, expansion is done to increase control 

of the value chain. Raw material suppliers, craftsmen/-women and distribution companies are being 

acquired. The consolidation of the industry is expected to continue in the future, mainly driven by the 

largest conglomerates looking for ways to expand their market share (Bernstein Research, 2014). 

The general consensus among analysts following the industry is that growth will stall, forcing players 

to grow either through innovation or inorganic growth. The latter is pointed out as the most likely to 

dominate, implying an even greater level of consolidation in the PLG industry going forward (Ibid.). 

6.4 Main players 
The biggest players of the PLG industry are conglomerates such as LVMH, Kering and Richemont. As 

stated previously, conglomerates have acquired many of the leading players over the past decades and 

incorporated them under a unified umbrella. The domination of the ten biggest players was close to 50 

% of total market value in 2013 (Deloitte, 2015). Smaller players have to compete intensely with the 

large conglomerates over market shares while having far less resources at their disposal. 

Tod’s is ranked at number 38 on the list of the biggest players in the industry (Ibid.). It is surpassed by 

fellow domestic PLG firms such as Prada, Armani and Salvatore Ferragamo. However, none of the 

Italian fashion houses even come close to the big conglomerates mentioned above, as is evident from 

figure 10.  
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Figure 10: Revenues for selected players in the PLG industry 

Source: Own creation based on (Deloitte, 2015). 

6.5 Presentation of peers 
A total of four peers were chosen for the purpose of this thesis. Salvatore Ferragamo (SF), Prada, 

Brunello Cucinelli (BC) and Geox all appeared to be sufficiently similar to Tod’s in terms of their 

business models. Figure 11 on the next page presents these companies and explains their similarities 

to Tod’s. A more detailed description of peers can be found in appendix 4. 

To be considered a peer of Tod’s a firm should have a similar business model. This implies that their 

means of generating revenue, accumulating costs and overall company structure should be similar. 

These characteristics are essential as they explain how a company runs day-to-day business, which in 

turn allows for a comparative foundation. The peer group presented will be applied in the financial 

analysis to set a benchmark for the industry. Furthermore, they will be applied in the valuation section 

when estimating multiples. 
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Figure 11: Comparison of Tod's and peers 

Company/ 
Factor 

Tod’s SF BC Prada Geox 

Production Fully owned 
plants, some 
production 
outsourced, 
complete 
control of 
process 

Fully owned 
plants, some 
production 
outsourced, 
complete 
control of 
process 

Fully owned 
plant, source 
from 300 
specialists, 
complete control 

Fully owned 
plants, some 
production 
outsourced, 
complete control 
of process 

Outsourced 
production, 
strict quality 
control by 
trained 
specialists 

Distribution Mainly DOS 
and franchised 
stores, 
exclusive third 
party stores; all 
continents 

Mainly DOS 
and franchised 
stores, 
exclusive third 
party stores; all 
continents 

Mainly DOS and 
franchised 
stores, exclusive 
third party 
stores; Asia, 
Europe, 
Americas 

Mainly DOS and 
franchised stores, 
exclusive third 
party stores; all 
continents 

More 
multibrand 
stores, operate 
over 1200 DOS 
and franchised 
stores; all 
continents 

Distinctive 
elements 

Quality, 
functionality, 
classic, 
innovation, 
modern, 
craftsmanship 

Glamour, 
elegance, 
craftsmanship, 
creativity, 
innovation, 
classic, quality 

Quality, 
craftsmanship, 
creativity, 
exclusivity, 
trendy, 
innovative 

Quality, creativity, 
exclusivity, 
innovation, 
craftsmanship, 
functionality 

Innovation, 
sustainability, 
quality, 
contemporary, 
functionality 

Business 
structure 

Tod’s group  
small 
subsidiaries in 
different 
regions; DOS in 
key areas have 
extra 
responsibility 

SF group  
smaller 
subsidiaries for 
different 
regions (w/ 
complete or 
majority 
ownership) 

BC Group  
subsidiaries for 
different key 
regions 

Prada Group  
subsidiaries for 
different regions 
(w/ complete or 
majority 
ownership) 

Geox group  
subsidiaries 
for different 
regions (subs 
have more 
control of 
promotion) 

Origin Italy Italy Italy Italy Italy 

Source: Own creation based on Annual Reports  
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7. FINANCIAL ANALYSIS  
The aim of a financial analysis is to assess the financial performance of a firm over time in order to 

enable stakeholders to make more informed decisions (Petersen & Plenborg, 2012). In this analysis, 

trend, level and historical drivers regarding performance, profitability and risk will be examined and 

compared to benchmarks. In turn, the findings from this analysis will assist the authors in making 

reliable projections of future cash flows.  

The first part of the analysis presents a reformulation of income statement and balance sheet for Tod’s. 

The following section will present a profitability analysis examining return on invested capital, as well 

as the return to equity holders. The analysis will consider both time series and cross sectional analysis, 

implying that both Tod’s and its selected peers will be assessed over a longer time period. The peers 

presented in section 6.5 will serve as the benchmark for assessing levels, while numbers from 2010-

2015 will be applied to assess trends. The last section of the analysis will assess the liquidity risk. All 

numbers are after tax since Tod’s and its peers’ primary tax location is Italy. 

7.1 Reformulation 
The first step when calculating profitability ratios is to reclassify the income statement and balance 

sheet. The aim is to highlight the drivers relating to operations, as these are the main value drivers for 

a company (Petersen & Plenborg, 2012). Financial drivers reflect how a company finances operations. 

In order to obtain a clear picture of what drives profits for the Tod’s group, operational activities will 

therefore be separated from financing activities.  

In order to ensure that Tod’s and its peers are comparable, a reformulation of all peers will be 

performed. The companies’ statements deviate to some extent, since Tod’s reports by nature and all its 

peers by function. The statements in appendix 5-12 are classified according to the initial classification 

of Tod’s. This should increase reliability of the following profitability and risk assessments. However, 

noise might be present and line items have been carefully evaluated to ensure this is minimized (Ibid.). 

In the following section, a detailed description of the most relevant classifications is given. The authors 

stress that despite a deep understanding of the business model and thorough analysis of disclosed 

notes, subjective evaluations have been necessary. This can imply that this reformulation deviates 

from other analyst’s classifications. Appendix 3 shows the reformulation for Tod’s. 
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The analytical income statement 

The aim of reclassifying the income statement is to extract net operating profit after taxes (NOPAT). 

NOPAT is a vital performance measure that explicitly outlines a company’s operating profitability, 

regardless of how it is financed (Ibid.). 

Special items: This accounting item mainly relates to royalties and licensed income from the brand RV. 

The item is considered a part of core operations. 

Tax: Tax must be separated into both operational and financial tax. The former relates to core 

operations, while the latter is tax paid on financial income. For this calculation, the authors rely on the 

marginal tax rate, as Tod’s has subsidiaries in countries subject to different tax rates and the group’s 

EBIT is high enough to cover net financial expenses (Petersen & Plenborg, 2012). By multiplying this 

rate with EBIT and subtracting the value, the authors obtain NOPAT. Thereafter, the effective tax rate 

is multiplied by net financial income/expenses to obtain a value for the tax shield resulting from the 

financial position. As this impact is not a part of operations, it should be excluded from the calculation 

of NOPAT.  

Other adjustments: This item relates to write-downs of inventory which is considered to be a part of 

core operation and in turn classified as operating. 

The analytical balance sheet 

Through reformulation of the original balance sheet, an analytical balance sheet is constructed. 

Invested capital represents the company’s net operating assets (NOA) – that it, its invested capital (IC). 

NOA includes all operating assets less operating liabilities (OL). OL are defined as non-interest-

bearing, which implies it is free financing for the firm  (Petersen & Plenborg, 2012). This reduces the 

firm’s overall financing need. The other side of the sheet represents how the firm finances NOA: 

through equity and forms of interest-bearing debt. Net-interest bearing debt (NIBD) is calculated as 

financial assets less financial liabilities. This is because financial assets are mostly liquid assets that 

can readily be used to repay debt – especially if the financial assets mostly consist of cash (Acharya, 

Almeida, & Campello, 2005)  

Tax related assets and liabilities: All tax payables and receivables are classified as operating items, 

assuming that no interest charge has been imposed by the tax authorities on deviances in the tax 

accounts that arise during the fiscal year (Plenborg & Petersen, 2012). Deferred tax assets and 

liabilities are also recognized as operating items.  
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Other current assets: This item is mainly made up of other receivables from manufacturers for raw 

materials sold in connection with manufacturing activities, receivables for credit cards and other 

receivables to be collected next year, and is accordingly classified as an operating asset (Tod's, 2015). 

Other non-current assets: This item mainly relates to the operating leases the company holds, and thus 

it is treated as an operating asset, which generates operational income. Since leases refer to 

production plants and stores, the authors conclude that this is a valid assumption (Ibid.). 

Cash and cash equivalents: This item includes cash on hand, bank demand deposits, and financial 

investments with a maturity of no more than three months, thus it represents highly liquid assets 

(Tod's, 2015). Tod’s and its peers are characterized by large cash reserves. The cash balance of a firm 

is normally considered excess cash, which means it is not needed for operations and can be paid out to 

investors either as dividends, to buy back shares or to repay debt without affecting underlying 

operations (Petersen & Plenborg, 2012) However, the reported cash may also include “operating” 

cash, which is needed in day to day operations. Due to Tod’s (and peers) retail operations, 1-2% of the 

cash balance could be separated as operating cash. However, since the cash position is lower in the 

fourth quarter than other quarters, it implies that cash is not invested in operating assets, and it is 

consequently treated as a financing item. 

Derivative financial instruments: This item is used to hedge the risk associated with exchange rates 

and interest rates. Derivatives are measured at fair value and adjustments are recognized in the 

income statement as financial expenses/losses. It can be argued that hedging of exchange rates relate 

to operations. However, a separation is difficult in practice as both operating and financing hedges are 

considered financial decisions. They are therefore not separated in company statement (Petersen & 

Plenborg, 2012). Thus, the full balance and associated income/expense is classified as financial.  

Minority interests: Minority interests relate to investments in subsidiaries that are not fully owned by 

the group. The analytical issue with this item is whether it should be characterized as interest bearing 

debt or equity (Petersen & Plenborg, 2012). Minority interests are treated as equity, since it is likely 

that the required rate of return is more similar to that of equity holders than that of debt providers.  

Employee benefits: This item includes defined contribution plans and defined benefit plans for 

employees (Tod's, 2015). The defined benefit plans are estimated using the present value approach, 

implying that they are interest bearing. An income or expense is recognized if there is a difference 

between the present value and the fair value (indicating that the plan is over- or underfunded). Thus, 

the item is classified as financial. 
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Other non-current liabilities: The account relates to the liability recognized in relation to the group’s 

commitment to finance the restoration work of the Colosseum. The liability is recognized as the 

discounted value of the financial outlays the group expects to encounter over the course of the 

restoration work. The corresponding asset is recognized under other intangible assets. Due to the 

calculation of the present value of the liability, in addition to not being a part of core operations, it is 

classified as a financing activity. 

Provisions for risk: Per definition provisions are certain or highly probable liabilities that have not 

been determined in terms of timing and/or amount of economic resources required to fulfill the 

obligation, which is required to be defined as a liability (Petersen & Plenborg, 2012). The provision 

should be a reliable estimation of this future obligation. In the statements provisions are estimated by 

discounting future cash flows. The balance recorded is the estimated losses for the Group should it 

lose ongoing lawsuits (Tod's, 2015). It is assumed that such lawsuits are incurred in relation to the 

firms general business operations and are therefore classified as operating items. Provisions are thus 

classified as operating item. The related expense is classified as operating and recurring.  

7.2 Return on Invested Capital 
According to Petersen and Plenborg (2012), calculating return on invested capital (ROIC) is one of the 

most important steps in a financial analysis, as it informs the analysis of what return the company is 

able to generate with its operating assets. Profitability is key in ensuring future survival for the 

company, in addition to guaranteeing a satisfactory return to shareholders. The framework for the 

analysis is the DuPont model, which decomposes financial ratios to its lowest possible levels through a 

hierarchy starting with EVA. The framework is simplified in figure 12. 

Figure 12: DuPont-model 

 

Source: Own creation based on (Petersen & Plenborg, 2012, s. 94) 

The model’s starting point is economic value added (EVA). EVA provides insight into whether the 

company creates value or not, and is calculated by subtracting weighted average cost of capital 
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(WACC) from ROIC (Petersen & Plenborg, 2012). Further, the model provides a decomposition 

possibility of ROIC into profit margin (PM) and turnover rate of invested capital (ATO). This is done to 

examine whether the development in ROIC is driven by a better capital utilization or expense/revenue 

relation (Ibid.). PM is calculated as NOPAT divided by net revenues. ATO measures how well a 

company employs its IC by dividing net revenue by IC. With all things equal, companies should strive 

to have a high PM and ATO, as they combined represent return generated on NOA and leads to higher 

returns. Multiplying PM by ATO yields ROIC, the most common measure for operating profitability. 

ROIC measures how profitable a company’s operations are: 

𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 =
𝑁𝑁𝑅𝑅𝑁𝑁𝑁𝑁𝑁𝑁

𝑅𝑅𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 𝑅𝑅𝐶𝐶𝐶𝐶𝐶𝐶𝐼𝐼𝐶𝐶𝐶𝐶
 

A high ROIC will, all things equal, always be favorable for a company as lenders are more inclined to 

provide capital to a company with a high ROIC (Petersen & Plenborg, 2012). However, a high ROIC 

does not automatically lead to excess returns. For this to stand, ROIC has to exceed WACC.  

Figure 13: ROIC & WACC 

 

Source: Own creation based on Annual Reports 

Figure 13 illustrates the ROIC compared to WACC. Throughout the entire historical period Tod’s 

creates value for shareholders. However, ROIC has deteriorated considerably since 2011. Still, ROIC > 

WACC, which indicates that Tod’s should have a market value of equity (MVE) that exceeds book value 

of equity (BVE), demonstrating a positive effect on share price. 
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Figure 14: ROIC of Tod's and peers 

 

Source: Own creation based on Annual Reports 

According to figure 14, Tod’s is an underperformer in the industry. Besides Geox, it has performed 

below peer average, indicating that other investments might be more profitable for investors. 

However, the downwards trend from 2011 appears to characterize the industry as a whole. After the 

companies recovered from the 2009 financial crisis and saw a spike in profitability in 2011, 

profitability has dropped. There are a few possible reasons for this: an extremely volatile exchange 

rate market has made it increasingly difficult for companies to hedge exchange rate risk; a stagnation 

of growth has left firms with a higher percentage ratio of operating costs; political factors such as the 

corruption crackdown laws in China has had a negative impact on the sale of PLG goods.  

To further examine the contributing factors to the development in ROIC, PM and ATO have been 

computed. From figure 15, it is evident that PM is the most volatile ratio. Tod’s has consistently 

performed above industry average, but has seen a decrease in PM from 2012. This appears to be an 

overall trend for the industry. The unstable economic environment in Europe and political turmoil in 

key regions have put a strain on revenues. With Tod’s continuous focus on development of the retail 

chain and production facilities, expenses have increased and thus led to a decrease in PM, which in 

turn has contributed to the decrease in ROIC. 
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Figure 15: PM (left) & ATO (right) 

  

Source: Own creation based on Annual Reports  

ATO is less volatile for the industry as a whole - especially for Tod’s. This is explained by Tod’s 

relatively stable revenue/IC ratios, implying that these two accounting numbers are correlated. 

However, compared to peers, the Group is underperforming and not utilizing capital as well as for 

instance Salvatore Ferragamo. By improving ATO, Tod’s can significantly improve overall operating 

profitability. However, their medium-term expansion strategy implies that the company will continue 

to invest, thus leading the authors to conclude that ATO will not improve significantly in the nearest 

future. Moreover, there appears to be tendencies of the industry conforming to lower levels of ATO. 

Index & common-size analysis 

In order to gain deeper insight into the development of ROIC, a decomposition of PM and ATO has 

been performed through indexing and common-size analysis. The results can be found in appendix 14. 

Since Tod’s report expenses by nature where peers report by function, it was not possible to perform a 

comparable analysis of peers.  

An index-analysis evaluates the trend in revenues and expenses by indexing the first year of 

observation (2010) and comparing the development with that year. If a number increases, it implies 

that an increase has occurred since the first year (Petersen & Plenborg, 2012). 
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Figure 16: Index analysis - Tod's 
 2010 2011 2012 2013 2014 2015 

Total revenue 100 113 122 122 121 130 

Total operating costs  100 110 120 122 128 138 

NOPAT 100 124 135 125 92 92 

Profit/loss for the group  100 124 133 123 89 85 

Source: Own creation based on Annual Reports 

Figure 16 illustrates that revenues grew rapidly from 2010 till 2012 before growth evened out. Tod’s 

operating expenses have increased by 38 % since 2010, which can be explained by a desire of 

retailization and continuous investments in DOS. The higher increase in operating costs than revenue 

is what affects PM negatively from 2013 and on. This is mainly driven by the costs for use of third 

party assets. The authors believe the disproportionate increase in operating costs is a result from 

Tod’s strategy of expansion. 

An index-analysis is useful when evaluating trends, but does not reveal anything about the relative 

levels of the accounting items (Petersen & Plenborg, 2012). A common-size analysis has therefore 

been performed for deeper insight into the development of levels. 

Figure 17: Common-size analysis - Tod's 

 2010 2011 2012 2013 2014 2015 

Total revenue 100% 100% 100% 100% 100% 100% 

Total operating costs  -76% -74% -75% -76% -80% -81% 

NOPAT 13% 15% 15% 14% 10% 10% 

Profit/loss for the group  14% 15% 15% 14% 10% 9% 

Source: Own creation based on Annual Reports 

From the common-size analysis the authors reach the same conclusion as from indexing. Profits 

decreased by 6% in relation to revenue from 2011 to 2015. The cause for this is, as in indexing, the 

increase in operating costs from 76 % in 2010 to 81% in 2015. Once again this analysis highlights the 

firm’s willingness to sacrifice short-term profits in the attempt to improve profitability in the long-

term.  

Conclusion 

After analyzing Tod’s operating profitability, it is evident that the company is experiencing lower 

levels of profitability. This is mainly caused by a greater increase in operating expenses than revenues. 

36 

 



This in turn leads to a lower PM which has led to a decrease in ROIC where Tod’s is the second to 

worst performer among its peers.  

7.3 Return on Equity 
By examining return on equity (ROE), the impact of financial leverage in profitability is taken into 

account. Hence, ROE is a measure for how much owners earn on their investments in a company 

(Petersen & Plenborg, 2012). The formula for ROE is as follows: 

𝑅𝑅𝑅𝑅𝑅𝑅 = 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 + (𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 − 𝑁𝑁𝑁𝑁𝑅𝑅) ∗ �
𝑁𝑁𝑅𝑅𝑁𝑁𝑁𝑁
𝑁𝑁𝐵𝐵𝑅𝑅

� 

NBC is an abbreviation for net borrowing cost (after tax). Despite the title, it is not a perfect reflection 

of the company’s borrowing rate. This is apparent for two reasons: first, it is affected by the 

discrepancy in deposit and lending rates; secondly, it includes currency gains and losses on securities 

through net financial expenses/income (Petersen & Plenborg, 2012). NIBD/BVE denotes financial 

gearing and is an expression for the relationship between capital provided by lenders and owners.  

Figure 18: ROE of Tod's and peers 

 

Source: Own creation based on annual reports 

Compared to its peers, Tod’s is an underperformer in the industry. The company has seen a decreasing 

ROE since 2011, mainly caused by the decrease in ROIC. This has in turn led to a lower spread which 

has resulted in a decrease in the overall effect of financial leverage on profitability. Financial leverage 

has remained relatively stable over the historical period. NFE has gone from income to expenses from 

2011 to 2015, which in turn has led to NBC and therefore a decrease in the spread. As the spread 

decreases, the positive impact on ROE from financial leverage is reduced, resulting in a lower ROE. A 

declining ROE appears to be a trend for the industry as a whole. It is assumed that a weakened 

-10,0 %

0,0 %

10,0 %

20,0 %

30,0 %

40,0 %

50,0 %

2010 2011 2012 2013 2014 2015

Tod's BC Prada Geox SF Average

37 

 



economic climate combined with aggressive retailization strategies has put a strain on the overall 

return to shareholders.  

Conclusion 

Declining ROIC is a result of lower PM driven by an increase in operating expenses. Weak ATO as a 

result of poor capital employment; however, this is likely a result from the firm’s medium-term 

expansion strategy. ROE is one of the weakest among peers, which in turn affected by the decrease in 

ROIC. However, it appears as though the industry is converging to lower levels of ROE as a result from 

a tougher economic environment and higher industry pressure.  

7.4 Liquidity and risk analysis  
This section presents and explains the most common and useful measures for assessing long- and 

short-term liquidity risk. Like with the assessment of profitability, the ratios do not provide any useful 

information from an analytical stand without a proper benchmark. Thus, the ratios have also been 

calculated for the selected peers, as well as compared against an industry average. When calculating 

the ratios, end of year balance sheet figures are applied. This is motivated by the desire to present the 

most current picture of a company’s the financial health as averages tend to even out changes and 

provide less timely information (Petersen & Plenborg, 2012).  

Long- and short-term liquidity ratios are critical in the evaluation of a company’s credit risk. Short-

term liquidity risk indicates a company’s ability to meet its short-term obligations as they fall due. 

Long-term liquidity risk measures the ability to meet all financial obligations. Liquidity risk influences 

the firm’s ability to generate a positive cash flow in the long and short run (Ibid.). The implications of 

poor liquidity include limiting the freedom of managerial action (e.g. to undertake profitable 

investments). It may force divestment of profitable assets at a discount, increase financial expenses 

though increasing the cost of borrowing, lead to suspension of payments, downgrading of investment 

grade and in worst case bankruptcy. Due to space limitations, the section includes only the ratios that 

are especially informative for the PLG industry.  

7.4.1 Short term liquidity risk  
Liquidity cycle or Cash cycle 

The ratio is an estimate of how many days it takes to covert working capital into cash. Thus it reduces 

the firm’s need for financing. The shorter the liquidity cycle the fewer days it takes to convert working 

capital into cash, which in turn improves the firm’s cash flow. Given the industry and the business 

model the company and its peers operate with both production and retail is involved.  
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 Tod’s turnover of working capital rate has varied around 3,5 to 4,5. This results in a liquidity cycle 

varying between 80 and 100 days. From 2013 to 2014 the number of days it takes to convert 

operating working capital to cash was increased from 82 to 98. The decrease is driven by an overall 

increase in working capital and decline in revenue (appendix 15)  

Current and Quick ratio 

The current ratio (CR) is defined as current assets over current liabilities. Alternatively, the quick ratio 

excludes the impact of inventory, as the inventory is considered the least liquid of current assets 

(appendix 15). Both ratios can assist in predicting the likelihood that current assets can cover current 

liabilities in the event of liquidation. A basic rule of thumb is that a CR above 2,0 can be seen as an 

indicator of low short-term liquidity risk (Petersen & Plenborg, 2012). However, when applying this 

rule one must control for industry- and firm-specific factors. Manufacturing/retail companies, like 

Tod’s, are likely to carry large inventories and accounts receivables (e.g. from sales to third parties). 

Thus, a higher CR can be expected and therefore a low ratio may not exclusively indicate low short-

term liquidity risk. 

Figure 19 illustrates Tod’s CR relative to the peer group. The CR shows an increasing trend and is 

above peer group average for all years. This indicates low short-term liquidity risk for the Group. 

Large cash balances and inventory drive increases in current assets and thereby the ratio. It is also 

expected that this is driving high ratios across the peer group.  

Figure 19: Current ratio (left) and CFO to short-term debt (right) - Tod's and peers 

 
Source: Own creation based on Annual Reports 
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Cash flow from operations to short-term debt ratio 

The CFO to short-term debt ratio measure actual cash flow generated relative to short term liabilities. 

The problem of how fast and to what amount current assets can be converted to cash is thus avoided. 

In addition, CFO is a better indicator of the cash that is actually available to serve current debt. A low 

ratio may indicate high liquidity risk, especially when other ratios point in the same direction and if 

the ratio is low compared to peers. 

In terms of trend the ratio show large fluctuations for all companies. This is driven by fluctuations in 

cash flow from year to year. The level in the ratio is above zero for all peers across the time period 

analyzed (with the exception of Geox in one year). This reflects the industry tendency of generating 

cash. Tod’s ratio is above average, which implies that cash flows are sufficient to cover short-term 

obligations, despite large fluctuations in cash flow generated.  

7.4.2 Long term liquidity risk  
Long-term liquidity risk, or solvency risk, assesses a company’s ability to satisfy all obligations in the 

event of liquidation and serves as an indicator of a firm’s financial health. 

Financial leverage  

Figure 20: Financial leverage of Tod's and peers 

 

 
Source: Own creation based on Annual Reports 

Financial leverage can be measured in two ways, either by dividing total liabilities over equity and or 

by the ratio of equity to the sum of liabilities and equity (i.e. Solvency ratio). High financial leverage 

and low solvency ratios point towards high long-term liquidity risk (Petersen & Plenborg, 2012).  

Tod’s financial leverage is stable around 0,5 for the entire period, which is below the peer group 

average. This reflects Tod’s prioritization to keep debt and risk levels low in order to minimize 
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financial expenses and minimize exposure to the banking system (Tod's, 2015). Prada, Geox and Tod’s 

financial positions have tended to be positive in the past, which indicates low leverage.  

The companies in the peer group appear to be converging towards the same low level of debt/equity. 

By 2015 all companies in the peer group had a leverage ratio of approximately 1 or below. Solvency 

ratios give the same conclusions; Tod’s ratio is above peer average, indicating low levels of risk. A 

graph can be found in appendix 15.  

Interest coverage ratio 

The ratio measures a company’s ability to meet net financial expenses (NFE), by showing how many 

times operating profit can cover NFE. The higher the ratio, the more times EBIT can cover financial 

expenses and the risk of defaulting on payments decreases (Petersen & Plenborg, 2012). 

Figure 21: Interest coverage ratio of Tod's and peers 

 
Source: Own creation based on Annual Reports 

Tod’s (and SF) have net financial income (NFI) in several years, which results in a negative NFE. A 

negative ratio due to negative cash flow or negative EBIT signals poor long-term liquidity, but in the 

case of NFI the number falls outside the meaningful definition of outcomes. For Geox in 2012 the 

negative ratio can be rightfully interpreted as it is caused by negative EBIT. The ratio illustrates large 

fluctuations on industry basis. Tod’s ratio has seen a sharp decline since 2012. The decline is caused by 

poorer profitability (EBIT) and increased NFE expenses in 2015 relating to hedging instruments. 

Industry ratios seem to be converging toward lower levels. The most useful insight from figure X is 

that, historically, very high interest coverage ratios, or NFI, have characterized the peer group. This is 

driven by the combination of cash generation and low debt exposure of many of the companies. 

Negative numbers are excluded from the average calculations. 

Tod’s EBIT and cash ratios are highly correlated (appendix 15), which indicates closeness between 

recorded income and cash generation (Petersen & Plenborg, 2012). 

 

 

Interest coverage ratio 2010 2011 2012 2013 2014 2015
Tod's -47 -86 186 97 39 13
SF -44 101 49 -185 -48 n/a
Prada 83 201 33 21 9 17
Geox 29 19 9 -9 1 4
BC 9 14 20 27 17 11
Average 41 84 28 24 16 11
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Cash flow from operations to debt ratio 

CFO to debt measures the extent to which the CFO can cover both current and non-current liabilities. 

The ratio increases with increased CFO and decreases with amount of liabilities, thus a higher ratio 

signals low long-term liquidity risk. 

Tod’s CFO to debt ratio show large fluctuation on a yearly basis. However, the level is constantly above 

peers for the period analyzed. Fluctuations are driven by variations in CFO (figure 22). The relatively 

high level of the ratio indicates low liquidity risk, despite fluctuations.  

Figure 22: CFO-to-debt ratio of Tod's & peers (right) & cash flow development of Tod's (right) 

  

Source: Own creation based on Annual Reports 

Capital expenditure ratio 

The capital expenditure (CAPEX) ratio show the proportion of CAPEX a company can fund through the 

CFO. A ratio above 1.0 indicates that CFO is equal to CAPEX, and in turn that the company generates 

sufficient cash to cover its capital investments. 

Tod’s medium-term industrial strategy implies continuous investment in network improvements and 

expansion. CAPEX is thus partly driven by increased investments in DOS network and production. 

CAPEX investments are predominant in Italy and Americas, while investments in Greater China were 

reduced in 2014. The ratio is also driven by the large fluctuations in CFO.  
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Figure 23: CAPEX ratio 

 

 
Source: Own creation based on Annual Reports 

Petersen and Plenborg (2012) suggest that due to the lifecycle contingent variations in the ratio, 

reinvestment may be used as proxy for CAPEX. This removes the impact of growth in investments. The 

ratio can be found in appendix 15. Tod’s CAPEX ratio is positive throughout the period. Thus, the 

company generates sufficient funds to cover all capex with cash flow from operations measured both 

by CAPEX and by depreciation.  

Summary, conclusions and shortcomings  

The findings from this analysis lead the authors to conclude that Tod’s has low short- and long-term 

liquidity risk, also relative to its peers. No ratios are judged to be critically low. The two main reasons 

found are the firm’s ability to generate cash, reflected in a large cash balance and low level of 

liabilities, especially low medium- to long-term debt exposure, which implies low leverage overall. 

Fluctuations in cash flow in recent year’s impact many ratios. Poorer performance in terms of 

profitability in the most recent years has caused some ratios to deteriorate slightly and converge 

closer to industry average. Nevertheless, the company’s low debt exposure ensures that the company 

faces very little liquidity risk, even as profitability declines, conforming to management statements in 

annual reports. 

7.5 Credit risk analysis  
In this section the credit risk of Tod’s is assessed. For the purpose of this thesis the analysis mainly 

serves as input when estimating the markets required return on company debt, which in turn is used 

to estimate the company’s cost of debt in the WACC calculation. Both a historical and forward-looking 
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rating is presented, as the company’s capital structure is expected to change in the first year of 

forecasting (c.f. section 9)  

Credit risk assessment (probability of default) 

To estimate the markets required return on company debt indicators used by Standard & Poors (S&P) 

have been followed. The calculations are shown in figure 24 (the thresholds used can be found in 

appendix 17). The purpose is to evaluate what return is required by investors on debt given the credit 

risk, as higher risk requires a higher premium (Brealey, Myers, & Allan, 2014). The resulting credit 

rating in figure XX gives an indication of the level of credit risk expressed by a letter A to D in S&Ps 

system. AAA represents the best possible rating and indicates that corporate debt is nearly risk free. 

Ratings AAA to BBB is ‘investment grade’ rating, which implies that the company in question (most 

likely) has capacity to meet its financial obligations. Rating below BBB is ‘speculative grade’ which 

denotes a higher degree of uncertainty relating to the ability to meet financial obligations.  

Figure 24: Historical credit risk assessment of Tod’s 

 
Source: Own creation based on Annual Reports 

 

 

 

 

  

2010 2011 2012 2013 2014 2015
EBIT interest cover -47 -86 186 97 39 13
EBIDTA interest cover -57 -103 223 119 51 18
FOCF/Total debt (total liabilites 57,5% 36,6% 34,6% 66,6% 28,4% 30,9%
ROIC (%) 21,2% 23,0% 22,4% 20,4% 14,4% 12,9%
Operating income/revenue(%) 19,8% 21,4% 21,2% 19,6% 15,2% 14,2%
Long-term debt/Capital (%) 9,1% 10,1% 9,2% 8,1% 7,2% 10,7%
Total debt/Capital (%) 32,5% 34,0% 28,8% 28,1% 28,6% 28,9%

Rating based on S&P 2010 2011 2012 2013 2014 2015
3 year 
median 

EBIT interest cover AAA AAA AAA AAA AAA AAA AAA
EBITDA interest cover AAA AAA AAA AAA AAA AAA AAA
FOCF/Total debt (total liabilites) AA AA AA AA AA AA AA
ROIC (%) A AA AA A BBB BBB BBB
Operating income/Revenue(%) A A A A BB B BB
Long-term debt/Capital (%) AAA AAA AAA AAA AAA AAA AAA
Total debt/Capital (%) AA AA AA AA AA AA AA
Overall rating, risk ratios AAA
Overall rating, profitability ratios BBB
Overall rating AA
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Figure 25: Forecasted credit risk assessment of Tod’s 

 
Source: Own creation based on Annual Reports 

The company’s historical credit rating is evaluated to be investment grade, AA. The ratios that are 

linked to profitability are lower than those relating to financing risk. Still, an AA rating implies that the 

firm has a “very strong capacity to meet financial commitments” (Standard & Poors, 2016). When 

attempting to assess the credit risk in light of the expected change in capital structure, risk increases 

slightly. This is due to expected increased debt and deteriorating profitability. The rating assigned is 

A(+). Debt is still investment grade, however with slightly higher risk. Due to industry differences in 

appropriate thresholds, the rating assigned is not necessarily exact but give an indication of the level of 

credit risk. Based on the findings in figure 24, credit risk is estimated to be low, also when accounting 

for the increase leverage going forward. Figure 24 shows the historical ratings assigned and figure 25 

shows the rating using the forecasted numbers.  

8. STRATEGIC ANALYSIS 
A financial analysis can only go so far in understanding what is driving a company’s performance. At a 

certain point ratios cannot be decomposed further. In order to uncover the underlying drivers of the 

ratios and a company’s performance, a systematic analysis of non-financial drivers becomes necessary. 

This is the aim of the strategic analysis.  

The following section identifies and maps the enabling and constraining factors a firm faces, the 

opportunities and threats the environment might create, as well as the firm’s specific competences and 

weaknesses that can enable a company to succeed or fail in its environment. Once the non-financial 

2015 2016E 2017E 2018E 2019E 2020E 2021E 2022E
EBIT interest cover 13 14 20 20 21 23 24 38
EBIDTA interest cover 18 26 25 27 29 32 50 75
FOCF/Total debt (total liabilites 30,9% 18,9% 20,6% 21,4% 22,0% 23,0% 31,4% 26,0%
ROIC (%) 12,9% 9,7% 8,1% 8,3% 8,5% 8,7% 8,8% 9,1%
Operating income/revenue(%) 14,2% 14,0% 14,0% 14,1% 14,1% 14,1% 14,2% 14,2%
Long-term debt/Capital (%) 10,7% 24,1% 23,7% 23,1% 22,5% 21,9% 21,3% 20,7%
Total debt/Capital (%) 28,9% 37,4% 36,5% 36,1% 35,7% 35,2% 34,5% 33,8%

Rating based on S&P 2015
3 year 
median 2016E 2017E 2018E 2019E 2020E 2021E 2022E

EBIT interest cover AAA AAA AA AA AA AA AA AA AA
EBITDA interest cover AAA AAA AA AA AA AA AA AAA AAA
FOCF/Total debt (total liabilites) AA AA A A A A A AA A
ROIC (%) BBB BBB B B B B B B B
Operating income/Revenue(%) B BB B B B B B B B
Long-term debt/Capital (%) AAA AAA AA AA AA AA AA AA AA
Total debt/Capital (%) AA AA AA AA AA AA AA AA AA
Overall rating, risk ratios AAA AA
Overall rating, profitability ratios BBB B
Overall rating AA A+
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drivers of the historical financial numbers are identified, the analyst will have an understanding of 

what exactly has driven numbers in the past. These drivers will most likely drive numbers also in the 

future. Thereby the linkage between the historical and future performance is constructed. Through 

this linkage a sound Pro Forma statement is developed, based on historical financial and non-financial 

evidence. 

8.1 Macro analysis 
This section outlines the most important external factors impacting Tod’s future performance. These 

are sorted by Sociopolitical, Economic, Socioeconomic and Technological.  

8.1.1 Theoretical framework  
In order to map the most important factors that influence Tod’s business environment the PEST 

framework has been applied. The framework is widely used as a tool in market and business research 

to understand environmental (external) influences on cash flow potential and risk, and will be used as 

input in a SWOT analysis (forthcoming).  Francis Aguilar first introduced the framework in his book 

“scanning the business environment” (1967). The original components, Political, Economic, Social and 

Technological have since then been extended and modified in different ways (e.g. PESTEL which adds 

environmental and legal). However, for the purpose of analysis, we have seen it as sufficient to rely on 

the traditional model. The framework is one of the most common tools used in strategic literature; it 

assist to identify what factors are important and eliminate those that are less relevant and allow for a 

systematic presentation of data. An unlimited amount of factors can be added to each dimension, but 

due to limitation on space this analysis is restricted to a selection of the most critical environmental 

forces identified.  

The most critical factors influencing results across the dimensions are:  

1. General political stability in key markets and sensitivity to single events in the global political 

economy, such as terrorist attacks. 

2. State economic state of the relevant markets, measured by e.g. GDP growth 

3.  Exchange rate movements relative to the euro and thereby monetary policy. 

4. International tourist flows and related spending 

5.  Socioeconomic conditions: spending and the growth of (ultra) high net worth individuals and 

the increase in borderless consumption 

6. Technological developments; enabling the rise of e-commerce 
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In many cases these are difficult to separate, as they are all seen as interdependent to some extent, 

especially when incorporating a regional perspective in the analysis.  A broad classification is 

made in figure 26. 

Figure 26: PEST-framework 

 

Source: own creation based on (Petersen & Plenborg, 2012) 

8.1.2 Political & sociopolitical factors 
In general, the political markets Tod’s operates in are considered to be stable. However, sociopolitical 

tensions and uncertainties are to a higher degree defining the world (c.f. World Affairs (2016 ); The 

Economist, (2016)). To mention a few, the slow recovery from the financial crisis and the resulting 

debt crisis caused concern for the future of the European monetary union (The Economist, 2015). 

More recently the uncertain future of Britain as a member of the EU has led to concerns over the 

possible negative implications should GB exit (Bloomberg , 2016a). Outside Europe, uncertainty is tied 

the political situation in China. Political responses to the evolving shadow banking system, migration 

issues, soaring real estate prices, slowdown in growth and raising debt levels will impact the market 

going forward (The Economist, 2014). Although China has turned its economy towards a capitalist 

model, central planning is still an element of Chinese governance. There is uncertainty tied to weather 

the government is addressing the worsening economic situation (NY Times, 2016a) The democratic 

conflicts and demonstration in Hong-Kong and Macau have adversely impacted results from these 

markets for most PLG companies (CFA Institute, 2015). In the ‘Americas’, political turmoil in and the 
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corruption scandal in Brazil (The Guardian , 2015) has (most likely) adversely impacted growth 

potential for Tod’s in this market3. The conflict in the Middle-East continues to define the global 

political climate; however, PLG industries are mainly present in the gulf countries which are 

considered politically stable4.  

A second political factor that has directly impacted the PLG market in China is the Chinese 

government’s anti-corruption campaign. The campaign was initiated in 2012 and aimed at ending 

corruption in the form of social gift giving practices among government and corporate officials (The 

Economist, 2014c). Sale of luxury goods consequently contracted, as PLG were the most common 

source for bribery (Anderlini, 2015).  

The recent terror event in Paris exemplifies how sensitive PLG firms are to specific events or actions of 

political nature. The events caused declines in quarterly results across the industry, largely driven by 

decreased tourist spending (Bain, 2015; Deloitte, 2015; Quartz, 2016). This highlights how sensitive 

global markets are to such single events. Albeit there is no way of predicting these, it is considered an 

element that adds to the uncertainty and volatility of global markets. Increased risk of such attacks 

occurring in major western cities in the future impacts PLG firms in particular, through the adverse 

effect it may have on international tourism and related spending. In Europe the treat is considered 

high as “all European countries remain vulnerable to attacks from transnational terrorist 

organizations” (U.S Department of State , 2016) 

In summary, global political tension that has created uncertainty in the past is most likely to continue 

going forward. Uncertainties concerning the euro zone, increased threat of terrorist attacks and 

uncertainties tied to political decisions in key markets affect the potential to generate future cash flow. 

Overall, the impacts from political factors are assessed as negative due to risks, despite that the 

overall markets are considered politically stable. 

8.1.3 Economic factors 
Economic environment in key markets  

The state of the global economy, if measured in terms of annual GDP growth, is positively correlated 

with spending on luxury goods (Bain, 2015; Deloitte, 2015). The ‘state of the economy’ influences 

earnings, purchasing power and thereby demands. The general economic environment is thus a key 

3 The Group opened its first DOS store in Sao Paulo in FY 2013, however no new stores have been opened since 
(Tod’s, 2014,2015) 
4 Tod’s networks in the Middle East region include Saudi Arabia, Bahrain, U.A.E, Kuwait and Qatar. Lebanon is the 
only country in which the Group is present that is considered unstable/critical (Annual Report, 2015). 
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factor influencing PLG performance. In addition, fluctuations in exchange rates and tourist flows are 

considered key economic impact factors. These factors are outlined below.  

Figure 27: Annual GDP growth (%) for selected markets 

 

Source: Own creation based on numbers from (The World Bank, 2015) 

Figure 27 shows the development in GDP growth for selected markets. The major factors defining the 

trends in the past are a decline in Chinas YOY growth and negative growth rates for several markets, 

including Italy and Europe, which now are showing improving trends. In addition, the US economy has 

recovered from the crisis and is growing.  

According to research performed by the CFA Institute (2015), the two economic factors that investors 

expect will have the biggest positive impact on global market conditions going forward are progress of 

recovery in China and in Europe. The implementation of quantitative easing (QE) by the ECB has not 

boosted the European economy as expected (Forbes, 2015). With QE failing to strengthen the Euro 

against the US Dollar, the effect could be a decrease in global trading. Some suggest it could ultimately 

push the global economy into a recession (Ibid.). However, the European economy has recovered since 

2012, and the IMF (2016) projects growth to be 1,5-2% YOY until 2020.  

The slowdown of growth in China has been a defining factor in the global economic environment. As 

mentioned above (c.f. political), uncertainty hinges on the Chinese governments responses to the 

slowdown, and whether growth can return to historical rates. IMF projects growth of approx. 6% YOY 

in China, just below the official Chinese growth target of 6,5-7% (NY Times, 2016a).  

In Italy there are slow signs of recovery after negative growth from 2012-2014 (Ibid.). Going forward, 

GDP growth is projected to be positive at above 1% YOY. In the US, the biggest market for luxury goods 

(figure X industry presentation), GDP growth is expected to increase with 3% in 2016. After this, 

somewhat slower growth is expected. On a global scale, GDP growth is expected to increase from 3% 

to 3,5% on 2016, then stabilize at around 4% YOY. Global growth projections have been adjusted 
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downward since the last report. This implicitly reflects a more pessimistic outlook for the global 

economy. All GDP projections can be found in appendix XX. 

Figure 28: Forecasted GDP growth in key markets 

 
Source: Own creation based on the IMF World Economic Outlook (IMF, 2016) 

Foreign Exchange rates  

The second major impact on Tod’s performance is exchange rate effects. FX impact revenue in two 

ways: 1) directly through revenues when income from foreign subsidiaries is translated to euros and 

2) indirectly through tourist flows and thereby touristic spending.  

Figure 29: FX impact revenue and tourist flows. Tourist-flows impact revenues. 

 

Source: Own creation 

Tod’s international operations generate revenues in a number of different currencies, while the cost 

structure is mainly denoted in euros (Tod’s, 2014). As long as revenues exceed costs, this will result in 

exposure to currency risk as the euro fluctuates against other major operating currencies. Even with 

hedging instruments, fluctuations in exchange rates have may a large impact on results. This is 

reflected in discrepancies in current and constant growth rates for Tod’s (appendix, X) (Tod's, 2015). 

The major impact the past years has been the sharp appreciation of the dollar, mainly due to 
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decreased oil prices and a raise in the benchmark interest rates, which consequently have boosted 

results of all LG companies with US exposure, including the Tod’s group (Deloitte, 2015). With the 

expectation of the FED gradually raising the interest rate, a continued strong dollar might be expected 

(NY Times, 2016b). Figure 5 show the strengthening of operating currencies of the Tod’s Group has 

changed relative to the primary currency from 2014 to 2015. Yearly average exchange rates are 

applied.  

Figure 30: %-change in average exchange rates between Euro and major currencies of the Group from 
2014 to 2015 

 

Source: Own creation based on 3rd Quarter Report, 2015  

The major currency trends have been the strengthening of the dollar (18% towards the Euro on 

average from 2014 to 2015), and a weakening of the Euro. The euro’s development is linked to 

monetary policy in the Eurozone, directed by The European Central Bank (ECB). The adoption of QE 

has contributed to the weakening of the Eurozone currency.  

QE is carried out by Central banks who create money by buying securities from banks with electronic 

cash that did not exist before (The Economist, 2015c). This means money supply is increased and 

should stimulate the economy by encouraging lending. The asset purchase program was implemented 

in January 2015 (EBC, 2015), but inflation projections are still below the targeted inflation of just 

below 2% (ECB, 2016). It is expect that the ECB may extend the QE program beyond the original time 

frame of September 2016 to March 2017 (Financial Times, 2015). This would imply the Euro will stay 

weak relative to other currencies (see also exchange rates below). Also in Japan, ‘unconventional’ 

monetary policy is being pursued in the attempt to combat deflation (Bank of Japan, 2016). As figure 

30 shows the Yen slightly strengthened against the Euro (XE, 2016). However, the Yen has been weak 

towards the dollar and the Chinese Yuan Renminbi since its sharp decline in 2013 (Ibid).  
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Tourist flows and spending 

The indirect impact of exchange rate fluctuations is the impact it has on international tourism and 

related spending. Large FX movements impact where people travel and how much they spend while 

travelling – especially on luxury goods (HSBC, 2016). Tourist flows have therefore become a major 

driver of revenues for LG companies. The sharp depreciation of the Euro has boosted tourist flows 

from the US and Asia; contributing to increased spending on luxury goods in Europe (Bain, 2015). 

Other Asian markets such as Japan and South Korea are, in contrast, showing great results as a 

consequence of increased tourist flows. Besides being growth engines for the industry, the countries 

are benefitting from Chinese tourists looking to capitalize on currency fluctuations (Ibid.). However, 

there might be a trade-off between local spending and tourist spending.  

The main point is that the direct impact of foreign exchange rates on revenues does not affect organic 

growth. On the other hand, the indirect effect of foreign exchange fluctuations does have an impact on 

organic growth; the impact on where tourists travel, how much they travel and how much they spend 

while travelling 

Hong Kong and Macau has previously been a major driver of sales in the China-region. However, the 

past years, the retail market has contracted sharply by 20,6% and luxury goods with 20,2%, according 

to the financial times (Financial Times , 2016). As the HK dollar is pegged to the US dollar through the 

linked FX system (HKMA, 2011), there has been a sharp decline in touristic spending from Mainland 

China, who has driven luxury spending in the city-state in previous years (Wall Street Journal , 2015).  

This is in addition to the sociopolitical tension mentioned above.  

Summary: economic factors  

Since the industry has historically proven to be sensitive to the state of the global economy and the 

macroeconomic environment of relevant markets, it is concluded that this factor will continue to 

heavily impact the industry going forward. This implies that economic conditions can be both an 

opportunity and a threat for the company. It also implies that industry growth potential may be 

limited by the state of the economy. The decline in certain key emerging markets (especially China) is 

likely to continue to have a negative impact on the profitability of companies across the PLG industry. 

However, with improvements in matured markets such as the US, Europe and Japan, can to some 

extent counter the decline. In addition, increased volatility in FX can be beneficial, but ultimately pose 

a challenge. Ultimately it causes great YOY volatility that is difficult to predict and manage. The authors 

conclude that improvements in certain markets can partly off-set the decline in emerging markets; 
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still, this macroeconomic environment relies on an improvement from Greater China before it can 

recover to 2010-levels and further on.  

The impact from economic factors therefore rate as negative to neutral. 

8.1.4 Socioeconomic factors 
Sociocultural factors that influence Tod’s performance include an ageing population, urbanization in 

China and growth in HNWI and upper middle classes. This leads to increased spending power among 

end-consumers.  

Ageing population and increase in women’s disposable income  

The average age of the global population has risen drastically in the past decades. According to 

research performed by the UN, the growth rate of persons aged 60 or over is higher than that of the 

total population, a trend that will continue to define the next decades (United Nations, 2002). The 

development implies that companies will have to adjust their strategy to target an older population. 

Older consumers are generally associated with higher income and spending power, indicating that this 

demographic can potentially is a revenue source. 

Increase in women’s disposable income, especially in China, can also contribute to higher growth rates 

in the industry. Women are considered the most powerful consumers, representing 60% of total 

spending (Statista; Bain & Company, 2016b). As the wage gap between men and women is decreasing, 

so will women’s ability to purchase luxury goods (EY, 2013).  

Urbanization and changing trends in China  

In addition urbanization generally is associated with higher spending. This China stands out in relation 

to LG goods. Chinese disposable income has increased rapidly over the past decade; household 

disposable income has increased with 83% since 2008 (NBSC, 2016) their purchasing pattern has also 

changed. Besides spending more on luxury goods in general, they are travelling more and thus 

contributing to increase touristic spending on luxury goods (Bain, 2015). As the Yuan has 

strengthened itself against other currencies, Chinese consumers are now spending 80% of their share 

on luxury goods abroad (Ibid). 

As growth has slowed in China, so has the market for luxury goods. The Chinese PLG market 

contracted in both 2014 and 2015. In addition to the point mentioned in the political discussion, the 

reduction in local spending was also driven by Chinese consumers increased confidence in overseas e-
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commerce channels, as well as increased purchasing abroad. The impact of consumers to an increasing 

degree becoming “borderless” is explored below.  

Borderless consumption  

The rise of “borderless consumers” has become a main driver in the luxury goods industry. This has 

also impacted distribution channel trends, as airports have become a critical channel for distribution 

(Bain, 2015). People travel more and they tend to travel to the places where the currency is favorable 

(c.f. FX above). Borderless consumption also includes consumers using overseas e-commerce sites to 

an increasing degree (c.f. technological factors). As mentioned above, Chinese tourists and related 

spending is especially important.  

Growth of High Net Worth Individuals & middle class  

Lastly, global distribution of wealth impacts luxury goods companies’ performance, because it relates 

to spending power. By 2015 the number of UHNWI5 was over 60.000 in North America and nearly 

10.000 in China (Statista; Credit Suisse, 2016)Even with a changing economic climate the number of 

people belonging to this category is expected to increase (HNWI Org., 2016) and emerging market 

nations create more millionaires (Rohde, 2012) An increasing number of ultra-rich is most likely a 

positive impact factors on LG firms  

HNWI are a major driver of spending in the industry, but growing upper middle classes are important 

potential customers. A major determinant for luxury shopping is aspiration, a typical driver for middle 

classes who aspire to appear similar to the very rich (Cicic, 2009). The rise in the world’s middle class 

is driven by rapid growth in China, India, Indonesia, Thailand and Malaysia. Asia is predicted to host 

64% of the world’s middle class by 2030 (Rohde, 2012).  

Summary: socioeconomic factors  

It is concluded that sociocultural factors will positively affect the macroeconomic environment 

going forward. Favorable demographic trends including increased spending power of women will 

drive spending on luxury goods, especially stemming from China. In addition, an increasing number of 

HNWI, a growing middle class and borderless consumers will drive demand through travelling and e-

commerce.  

5 UHNWI are defined as people with assets exceeding 30 Million $ and HNWI have assets exceeding 1 million $. 
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8.1.5 Technological factors  
The major defining technological trend is the digitalization of commerce; it may even be considered 

disruptive in changing the playing field for all companies the luxury goods industry. The major impact 

factors are increased price transparency, changing consumer behavior and demands and alteration of 

the traditional views on marketing, exposure and distribution. For luxury goods companies these 

technological impacts are summed to one response; ‘Omnichannel distribution’. In addition, 

technology is linked to borderless consumption discussed above.  

Price transparency  

Digitalization has enabled consumers to search and compare prices more easily, also across borders. 

Increased price transparency puts pressure on PLG firms to close price gaps created by currency 

fluctuations and actively manage international pricing strategies.  

E-commerce & digitalization  

Secondly, technological advances have led to the rise of e-commerce, which might fundamentally 

transform the way PLG firm operate in the longer term (Stephens, 2015). According to Dough 

Stephens, the founder of retail Prophet, E-commerce is set out to “rapidly reshape the entire economic 

model of retail, spelling the end of wholesale” (Ibid). The physical (directly operated) stores have will 

be the most powerful and effective form of media available to a brand. The wholesale model becomes 

infeasible when the costumer faces options from online competitors.  

The Online personal goods market was worth 12,2€ Bn. by 2014. The market has grown from 1,0 to 

12,2 since 2003 (Bain, 2014). Figure XX outlines the expected development in e-commerce sales. With 

an expected increase of 60% in the medium term, imminent pressure is put on companies to reduce 

their physical footprint and advance presence online. Accordingly, reliance on the WS channel should 

be reduced in combination with increased retailization to preserve brand control. Fewer but 

extravagant stores will in turn become the media and the experience the product; the companies must 

become experiential retailers (Bain, 2015).  

Technology is a component that, when incorporated efficiently into both online and physical 

distribution channels, can create a competitive advantage for firms. It can enable a company to offer a 

concept that is “uniquely memorable and remarkable” through selected Directly Operated Stores and 

online distribution (i.e. ‘Omnichannel distribution). It also implies that digitalization in the luxury 

goods and high fashion industry may be a disruptive technological factor by changing the traditional 

business model of the firms.  

55 

 



Figure 31: Left; Expected Development in revenue from e-commerce (shoe and leather segment) – M$, 
Figure 32: Right; Top Countries where Revenue is generated– M$,  

 

Source: Own creation (Bain, 2015) on Statista, 2016 

Social media 

The past decade has been marked by the rise of social medias, and the number of users of 

smartphones and related social media apps continues to increase. For example, the number of 

Instagram users increased from 90 to 400M. users world wide by 2015 (Statista; Instagram , 2016). 

Global smart phone sales exceeded 1,4M. units by 2015 (Statista; Gaartner, 2016). In light of this 

luxury good firms have an entirely new arena to gain exposure, and an entirely new form of marketing 

is enabled. It will however, remain a challenge for many luxury companies to benefit from this trend, 

while at the same time avoiding “over-exposure” as this may adversely affect luxury image of 

companies (Deloitte, 2015). Therefor technology in form of smartphones and Social Medias is a 

challenging, but necessary platform for companies in the PLG industry going forward.  

Summary: technological factors  

Based on the analysis above, the authors conclude that technological factors can have a positive 

impact on the future company performance. Depending on Tod’s ability to leverage the new trends 

provoked by digitalization, technological factors can pose as an opportunity or a threat. In particular, 

success relies on efficient implementation of an Omnichannel network, including strategic emphasis 

on building an e-commerce platform. 

8.1.6 Impact from external environmental factors 
Figure 33 illustrates the impact of the macroeconomic factors described above. With great uncertainty 

tied to political factors in key markets such as Europe and China, the impact is considered to be 

negative in the medium-term. Economic factors can potentially contribute to a cash flow boost, but 

risks associated with exchange rate volatility and GDP growth are considered high, and the state of the 
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economy going forward is considered uncertain. Socioeconomic factors can be a source of growth as 

the ageing population, in combination with women, experiences an increase in spending power. HNWI 

and a growing middle class in Asia will also drive spending. Lastly, technological factors such as e-

commerce will define the market going forward. This can potentially have a positive impact on cash 

flow, but there are risks associated with successfully creating Omnichannel distribution. 

Figure 33: Impact of PEST-factors 

 

Source: own creation 

8.2 Industry analysis 

After analyzing the macro environment a company operates in, the next step is to analyze the industry. 

In 2008 Michael Porter published a revised article concerning his 1979 model known as “Five Forces”, 

which has been widely applied to examine the competitive environment of a certain industry.  

Figure 34: Porter's five forces 

 

Source: Own creation based on (Porter, 2008) 

According to Porter (2008), the stronger the impact of forces in an industry, the more competition the 

industry is characterized by. It is essential for a company to understand the underlying drivers of 

competition in order to establish their position in the industry and influence competition.  
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Albeit Porter’s model has been widely used, criticism has also been directed towards its applicability. 

One of the most influential critics is the scholar Tony Grundy. Limitations concern insufficient 

industry-market focus, a lack of applicability, outdatedness and nonexistent links to macro-level 

(Grundy, 2006). Despite the criticism, the authors still consider the model to be appropriate when 

analyzing the luxury goods industry. By providing proper input to the model, it can produce valuable 

insight into the industry’s competitive environment. Such insight will improve the forthcoming 

forecast in section 9. In the following analysis, the strength of each force will be rated from high to low. 

8.2.1 Threat of new entrants  
New players in an industry will, with new capacity and aspiration to gain market share, put pressure 

on prices and profits (Porter, 2008). The following will explores four factors important to the luxury 

goods industry: economies of scale, capital requirements, access to distribution channels and benefits 

of scale. 

Economies of scale 

Economies of scale arise when companies can produce at larger volumes and thereby enjoy lower per-

unit cost (Porter, 2008). In the PLG industry, massive consolidation has led to fewer and larger 

players, who enjoy significant economies of scale in terms of i.e. production and marketing. Therefore, 

barriers to entry are high and smaller brands typically gain access to the industry by incorporation 

under multi-brand conglomerates (Bernstein Research, 2014). 

Capital requirements 

If the industry is characterized by a need to invest large financial resources in order to compete, this 

will deter new entrants (Porter, 2008). In general, producing apparel and footwear is not very 

expensive as raw materials can be sourced cheap from developing countries. However, for the PLG 

industry, the requirements for the quality of the raw materials increase drastically, which in turn will 

increase costs. In addition, in order to be able to successfully compete with the large conglomerates 

and traditional brands, new entrants will have to invest in production facilities, marketing strategies 

and inventory build-up. Entry is obtained in the same way as economies of scale are achieved: big 

conglomerates acquire young and aspiring designers, and thereby providing them with the necessary 

capital to compete (Deloitte, 2015). Nevertheless, the general requirements to establish oneself as a 

competitive player, in terms of capital, are high for new, independent entrants in the industry. 
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Access to distribution channels 

In order to successfully enter a new industry, the entrant must have access to the proper distribution 

channels (Porter, 2008). If the number of channels is limited, entry will be tough. Luxury goods are 

typically sold through either directly operated stores or high-scale multi-brand stores in order to 

establish exclusivity through limited availability (Brun, et al., 2008). These stores are primarily located 

in high-scale shopping areas where rents are high. This implies that new entrants would need capital 

in order to lease a store location in these areas to establish themselves as a serious player. Since new 

entrants typically have limited capital, they will have trouble gaining access to these exclusive 

distribution channels, thereby increasing barriers to entry. 

Benefits of scale 

Benefits of scale imply that a consumer is more willing to buy a product if his or her peers buy the 

product (i.e. the network effect (Porter, 2008)). A typical characteristic of consumers of luxury goods 

is their desire to associate with the users of the good (Han, Nunes, & Drèze, 2010). Marketing in the 

luxury goods industry is characterized by high employment of celebrities to make the product seem 

more attractive and luxurious (Scholz, 2014). Thus, marketing is expensive but the exposure is 

necessary, which result in high barriers to entry. Many brands who have competed for decades have 

built up an extensive network of supporters and celebrity endorsement to achieve benefits of scale. 

However, with the rise of social media over the past decade, branding, marketing and exposition has 

become cheaper and more accessible for new players. This implies that with a clever and appealing 

social media campaign, new players are able to meet their audience and enjoy exposure through both 

word of mouth and online. One example of this is Coach’s use of Ariana Grande as brand manager 

(Ilyashov, 2015). Ariana Grande has the fifth-most followers in the world on Instagram and an 

endorsement from her would mean spreading the brand to over 63 million Instagram users (Social 

Blade, 2016). Social media has created easier access to a network of followers and decreased barriers 

of entry somewhat; however, it still requires extensive networks and capital to achieve endorsement 

from high-profiled celebrities. 

Summary: Threat of new entrants 

In conclusion, it is challenging for new entrants to raise the necessary capital and create the networks 

and economies of scale that the present firms in the industry possess. Additional entry barriers are the 

time and creative requirements of building a luxury brand image and gaining this status among 

consumers. The threat of new entrants is therefore low.  
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8.2.2 Bargaining power of customers  
If customers are powerful they can drive down profitability through a unified demand of better 

quality, lower prices or better service offerings (Porter, 2008). A customer group will have bargaining 

power if they are few and purchase in large volumes and customers are characterized as less price 

sensitive. 

In the PLG industry consumers purchase in low volumes and the customer base is relatively narrow as 

the purchasing of luxury goods requires a certain spending power: high middle income, high net worth 

individuals (HNWI) and ultra-high net worth individuals (UHNWI). The latter purchase in high volume 

(70%** of spending on luxury goods stems from UHNWIs (INSEAD Knowledge, 2013), thus they are 

likely to have some bargaining power. The remaining customer groups enjoy little bargaining power 

as they purchase in very small volumes.  

More importantly is that the price sensitivity of luxury good consumers is low. Luxury goods 

companies do not compete on price, but on other traits such as superior quality, image and innovative 

design (Deloitte, 2015). In addition, a general increase in spending power resulted in a customer base 

with reduced price sensitivity. (U)HNWI are less price sensitive because they can afford to be so. 

Lower income groups are insensitive to price as they seek to gain approval from the community they 

desire to be a part of (i.e. aspirational luxury) (Husic & Cicic, 2009). For all consumer groups, brand 

affiliation and a desire to display wealth drives price sensitivity down. 

Summary: Bargaining power of consumers 

The very rich buy in large volumes, however their low price-sensitivity is considered a dominating 

factor. Because the majority of consumers buy in low volumes and are not price sensitive, bargaining 

power of LG consumers is considered to be low.  

8.2.3 Bargaining power of suppliers  
A powerful supplier has the ability to charge higher prices for resources, and thereby capturing more 

of the profits. According to Porter (2008), the following criteria characterize powerful suppliers: they 

are not dependent on the industry, the industry faces switching costs by changing suppliers, and the 

industry cannot identify equivalent substitutes. 

A characteristic of the PLG industry, and especially Italy, is the networks developed with suppliers 

over close to a century (Djelic & Ainamo, 1999). Suppliers are typically small in size and can rely on 

heavily on one industry player. The supplier also depends on the industry for support and 

development possibilities. The high dependency of the industry leaves suppliers with little bargaining 
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power. However, the industry faces switching costs due to the uniqueness of suppliers. If unsatisfied 

with a particular supplier, a firm is forced to do extensive research to locate a new supplier that can 

match the quality criteria it has set. In addition, country of origin is an important success factor for 

most luxury companies, thereby limiting the number of potential suppliers (Brun, et al., 2008). A 

decrease in potential suppliers limits firms’ ability to find equivalent substitutes, which in turn 

increases a suppliers bargaining power. 

Summary: Bargaining power of suppliers 

Overall power of suppliers is moderate to low. The industry is highly dependent on quality products 

to maintain a luxurious image. Suppliers are therefore integrated into the business model to achieve 

the desired degree of control. Replacing a unique supplier increases switching costs which increases 

supplier power somewhat. 

8.2.4 The treat of substitute products  
According to Porter “a substitute performs the same or a similar function as an industry’s product by a 

different means” (2008, p. 31). If a product offers beneficial price-performance trade-offs for a 

potential consumer, or if there are low switching costs involved with changing to a substitute product, 

the threat of a substitute is high.  

In the past, the standard substitute to luxury goods have been more generic consumer goods at the 

lower end of the luxury scale. But with the rise of the internet and consumers’ awareness of 

sustainability and the environment, second-hand shopping has increased (Forbes, 2012). This has 

increased the threat of substitutes substantially, as more consumers can buy second-hand either 

through physical stores or online through portals such as TheRealReal. 

In addition to the increased threat from second-hand fashion, the luxury industry has for several years 

fought a battle against counterfeit products. Asian countries are especially prone to black-market 

selling of fake merchandise. Furthermore, with the rise of e-commerce, counterfeits can go online to 

sell their products (The Economist, 2015). Legal action undertaken by giant conglomerates such as 

Kering and LVMH has been unsuccessful (Ibid.). This new threat of substitutes can gravely undermine 

a brand’s reputation and poses a serious threat to the industry. 

Summary: Threat of substitute products 

The threat of a consumer substituting a luxury good for a cheaper alternative is not considered high 

due to brand affiliation. However, the recent trend of second-hand shopping and the rise of online 
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counterfeit-goods leads has caused the threat of substitutes to increase somewhat. The threat is 

considered moderate. 

8.2.5 Rivalry among existing competitors 
Rivalry implies that there is competition between firms in an industry on e.g. price, innovation or 

marketing. A high degree of rivalry will limit potential profit for the players (Porter, 2008). Rivalry is 

measured by two main indicators: intensity of rivalry and basis. An industry characterized by slow 

growth will induce a fight for the available market share. 

Intensity of rivalry 

As mentioned in the industry presentation, the luxury goods industry has nearly tripled in size over 

two decades (Bain, 2015). With growth expected to slow on a permanent basis, this implies limited 

potential for profits and a more intense fight for market share.  

In addition to growth being an indicator of rivalry in an industry, the number of competitors and their 

size is important (Porter, 2008). As mentioned, the personal luxury goods market is characterized by 

leading conglomerates with big market shares (Deloitte, 2015). In fact, the top ten competitors alone 

stood for nearly 50 % of all sales in the industry in 2013 (Ibid.). Thus a few players are setting a 

standard for competition and thereby driving rivalry down.  

The industry is characterized by a high degree of rivalry if there is competition for leadership (Porter, 

2008). French companies have clear aspirations to dominate the industry and Asian and American 

firms are following suit. For example, Louis Vuitton, the most valuable brand in the industry, throws 

fashionable parties and has secret membership clubs for their best customers, creating an extra level 

of lucrativeness to their brand (Husic & Cicic, 2009). Victoria’s Secret throws extravagant fashion 

shows that models strive to become a part of. All of this goes to show that companies are also 

establishing themselves as leaders and prestigious brands through innovative and extraordinary 

measures. According to Porter (2008) this may indicate an intense degree of rivalry.  

Basis for rivalry 

If competitors strive to compete on the same basis, rivalry has a tendency to intensify (Porter, 2008). 

The basis of competition must be the same, for it to be considered intense. Typically, companies 

compete on price which erodes profit margins. However, as mentioned in section 6, players in the 

luxury goods industry do not compete on price as customers are not particularly price sensitive. On 

the contrary, the high prices give the product a certain luxurious factor to it. Instead, the luxury goods 

industry is characterized by competition based other and more diverse traits such as quality, 
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uniqueness and brand image (Djelic & Ainamo, 1999). Thus the basis for competition is more 

differentiated and rivalry may not limit profitability in the industry.  

Summary: Rivalry among existing competitors 

To sum up, there is a moderate to high degree of rivalry in the industry. It seems companies are 

competing for leadership. However, they are doing so on more differentiated grounds, which supports 

the argument of a lower degree of rivalry. Going forward rivalry is expected to intensify as growth in 

the industry slows.  

8.2.6 The competitive environment  
Based on the analysis above, rivalry appears to be the factor that can limit profits the most. The PLG 

industry is characterized by numerous brands with a desire to become market leaders in different 

segments. In addition, with the expected slowdown in growth, competition for market share is likely to 

intensify. Due to the size and low level of price sensitivity, bargaining power of customers is low and 

this is not likely to change in the future. The threat of new entrants is low due to relatively high capital 

requirements and economies of scale. It is expected to stay low as high levels of M&A activity and 

further consolidation continue to shape the industry. Suppliers have relatively low bargaining power 

due to dependency created by tight and locally embedded networks. This has characterized the 

industry for decades and is expected to continue. The threat of substitutes is increasing with the rise of 

e-commerce and second-hand shopping, and should be monitored closely by PLG firms going forward. 

In sum, the competitive environment in the industry is characterized as low to moderate and expected 

to intensify with expected slower industry growth. 

Figure 35: Summary of industry analysis 

 

Source: Own creation 

8.3 Firm-specific analysis 
This section’s aim is to present and evaluate the strengths and weaknesses of the Tod’s group. As a 

tool to examine the internal environment of the firm, elements of the VRIO-framework will be applied. 
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The framework assists in uncovering firm-specific resources that can be a source for sustained 

competitive advantage. According to the model, a resource can be characterized by the four following 

elements: valuable, rare, non-imitable and well-organized. If these are present and the firm is 

sufficiently organized to exploit the potential of the resource, sustainable competitive advantage (SCA) 

can be achieved (Barney, 1991).  

8.3.1 Strengths of Tod’s 
Tod’s has a strong position within the shoe segment of the PLG industry; the segment generated close 

to 80% of revenues in 2015 (Tod's, 2015). Research shows that consumers’ attachment to a brand is 

affected by brand image and relationship (Esch, Langner, Schmitt, & Geus, 2006). With Tod’s being the 

leader, they have established a strong position in the industry and in turn close relationship to 

consumers, resulting in valuable brand loyalty. In addition, there can only be one leader within a 

segment, which in turn implies that the resource is rare. Imitating this resource would require 

extensive investment in marketing and product development for its peers, which indicates that the 

resource is difficult to imitate. In turn, the resource is considered a source of competitive advantage. 

Furthermore, Tod’s has core competencies within leather goods. As established in section 5, the 

company’s production plants are located in the Marche region which is characterized by a high 

proportion of craftsmanship and knowledge related to leather. The company continuously invests in 

its suppliers and employees to educate and retain them (Tod's, 2015). Tod’s knowledge of leather and 

shoe production is considered to be superior, which in turn creates value for the firm. This resource is 

in turn hard to imitate as it has been developed since the firm was founded. However, it is not 

necessarily rare as the region is considered the foremost for shoe production and serves other PLG 

firms (Hamilton, 2013). Despite the fact that other Italian PLG firms are situated in the same area, the 

resource is considered a competitive advantage due to scope of their knowledge and close network of 

suppliers. 

In addition, by keeping production close to HQ, costs related to quality control is kept at a minimum 

(Tod's, 2015). In turn, this contributes to lowering production costs, which can be characterized as a 

valuable resource. Furthermore, imitating this resource would require building extensive networks 

based on trust, a trait Tod’s has developed over several decades. Albeit the fact that Tod’s has 

extensive networks with suppliers, this is not considered a rare resource for the industry as a whole. 

As mentioned in section 6, PLG firms (especially in Italy) are characterized by local production to 

enable quality control and maintain brand image. The resource is therefore not considered to be rare. 
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Considering the fact that most of Tod’s peers are characterized by the same production structure, the 

resource is in turn not considered a source of competitive advantage in the PLG industry. 

8.3.2 Weaknesses of Tod’s 
As mentioned above, the shoe segment accounts for 80% of the group’s revenue. Despite the fact that 

this contributes to customer loyalty, it is a clear indicator of the company’s high reliance on one single 

product category. If an external shock should occur which in turn would cause the sale of shoes to 

plummet, the firm would face a great challenge in creating different revenue streams, i.e. from 

segments such as apparel which have not shown great growth in the recent past (Tod's, 2015). A 

natural question would therefore be how Tod’s could generate cash flows if the demand for shoes 

were to stagnate. Moreover, as their competencies are built around shoes, it is reasonable to question 

how successful an expansion into a different product category could be. 

Albeit being characterized by extensive knowledge related to shoe production, the company’s strategy 

is currently to expand into other leather goods. CEO Della Valle stated in an interview with NY Times 

(2010) that the company intended to shift focus to handbags and smaller leather goods due to the fact 

that margins were higher in this segment than the shoe segment. This could be seen as a positive 

response to the aforementioned argument concerning high exposure to one segment. However, 

growth in the handbag segment is not as positive as the shoe segment (Bain, 2015). In addition, this 

segment has shown disappointing results in annual reports released in the last five years. 

Tod’s success since Della Valle took over after his father in the 70’s is undisputable. Since the listing in 

2000, the company has seen a steady increase in revenue. Nonetheless, since the peak of 138€ in 2013, 

the stock has slowly but surely decreased to around 60€. There is no dispute about the effect of Della 

Valle in transforming Tod’s from a small, local shoe maker to a multinational frontrunner. Still, the 

recent development in share price and evolution of industry pressures raises the question whether 

Della Valle is the right man for the job in the current economic climate. Tod’s is run as an Old World 

family business and this might be a weakness moving into the future (NY Times, 2010). The question 

remains whether the family should loosen up the grip on the company and allow new, external 

resources to come in and transform Tod’s into a managerial-run company. a trait that appears to be 

characterizing PLG firms to a higher and higher extent (Bernstein Research, 2014) 

8.3.3 Summary: strengths and weaknesses of Tod’s 
Tod’s s product-specific knowledge, local production, and market-leader position in the shoe-segment 

are sources of CA. Potential threats to the company’s competitive advantage are the high exposure to 

one segment and entrepreneurial-run business style. In order to extract full value from their 
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resources, it appears as though Tod’s might need a managerial transformation and product portfolio 

expansion or innovation to reorganize its business and sustain and leverage its competitive advantage 

in the future. 

8.4 SWOT-analysis 
Through performing an in-depth analysis of financial history, the authors have gained valuable insight 

into historical performance and been able to disclose main factors that have affected profitability. The 

strategic analysis was aimed at identifying macro-, micro- and company-specific factors that impact 

Tod’s and the environment the firm operates in. This section aids the process by summarizing the 

most valuable findings in a SWOT-matrix in figure 36. The matrix combines the internal strengths and 

weaknesses with the external opportunities and threats. The insight gained through the 

aforementioned analyses is valuable when entering the next phase of a valuation process; forecasting 

Figure 36: SWOT-analysis 

 

Source: Own creation 
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The greatest strength for Tod’s is its niche position in the segment of luxury leather goods. The 

company’s extensive knowledge in production of leather goods and the resulting superior quality is 

unique. Moreover, the Groups’ brands have a loyal customer group that is not considered price 

sensitive. The recent acquisition of RV expands the Groups presence into the top-luxury segment. 

Lastly, the company has very little debt exposure which in turn contributes to a very low liquidity risk. 

In terms of weaknesses, the company has shown declining operating performance. The company has 

high exposure to a single product category (shoes) with low margins. Lastly, the ‘other leather goods’ 

segment shows weakened performance.  

When looking to the macro-environment and industry, there are opportunities in mature markets. The 

Americas and Europe are recovering which implies opportunities for growth. The Americas is still a 

relatively untapped market for Tod’s. Lastly, the upper-middle class is increasing with an ageing 

world-wide population, which could be an advantage for Tod’s classical brand and timeless style. 

However, the global economic environment is volatile and uncertain. Slower growth in China is seen as 

a potential threat to profitability. Increased rivalry in the industry as growth slows is seen as a major 

threat. In addition, counterfeit goods and the rise of e-commerce are potential threatening forces to 

the company’s future performance.  

Overall the biggest uncertainty for Tod’s is related to the current expansion and diversification of the 

Tod’s brand – an opportunity or threat that can result in a strength or a weakness.  

8.5 TOWS-analysis 
The TOWS-matrix is an extension of SWOT analysis. The aim of the framework is to utilize a company’s 

strengths to take advantage of opportunities and eliminate threats, in addition to reduce weaknesses 

(Weihrich, 1982). By restructuring the traditional SWOT matrix, TOWS equips the authors with 

potential strategies available to the company. The goal of any firm should be to aim for max-max 

strategies where the companies utilize internal strengths to take advantage of opportunities. 

In the 2 by 2 matrix, SWOTs are combined into four scenarios: mini-mini, mini-max, max-mini and 

max-max. These relate to minimizing and maximizing effects from the identified factors in the matrix 

(Ibid.). For this analysis, the authors have identified actions or strategies that are likely the firm could 

face. The strategies are presented in figure 37.  
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Figure 37: TOWS-analysis 

 Threats: 
- FX volatility 
- Sociopolitical events 
- Growth slowdown 
- Counterfeits  
- Consolidation 

Opportunities: 
- Mature markets 
- US market 
- Increasing upper-middle class 
- Ageing population 

 
Weaknesses: 
- Declining 

profitability 
- Escalating OPEX 
- High exposure to 

one product 
- Negative SSSG 

WT: Mini-mini 
RV can help expand product 
portfolio and increase sales 
Focus on core competence only: 
shoes 
Merge with or be acquired by LVMH 

WO: Mini-maxi 
Expand product portfolio 
Appeal to an ageing population 
Leverage RVs potential on the US market 
Provide innovative products for mature 
markets 
 

Strengths: 
- Low liquidity risk 
- RV acquisition 
- Niche position 
- Specialized staff 

and production 
- Market leader 

TS: Maxi-mini 
Leverage RV to achieve more 
luxurious image  
Keep developing staff for products to 
be superior to counterfeits 
Actively manage FX volatility to limit 
fluctuations in revenue 

SO: Maxi-maxi 
Expand into untapped markets 
Apply niche position in marketing to 
exploit ageing population 
Continue to build brand as classic and 
functional luxury 

Source: Own creation  
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9. FORECAST 
In this section the future performance of the Tod’s Group is forecasted and the Pro Forma statements 

for the year’s 2016-2022 are presented.  

The section will first present our forecasting approach and some special considerations made when 

designing the Pro Forma statements. In addition, limitations, mainly relating to how foreign exchange 

(FX) effects on revenues are presented. The procedure followed to arrive at the final value drivers and 

their development is presented in the section ‘Forecasting with and without RV’. The second part of 

this section is devoted to the revenue forecast. Given that the company operates in the retail industry, 

sales growth is a primary value driver. Thus the realism in the revenue forecast is critical to 

determining the Group’s market value. Following this, the other value drivers and the economic and 

historical evidence they are based on are presented. The last section summarizes and concludes.  

Pro Forma & forecasting approach/considerations  

Value drivers must be consistent with economic theory and historical evidence; they should reflect a 

company’s future expected performance (Plenborg & Petersen, 2012). The explicit forecasting period 

must be long enough for the company to reach a steady state. Firstly, the company grows by a constant 

rate by reinvesting a constant proportion of its operating profit into the business each year. Secondly, 

the company earns a constant rate of return on existing and new capital invested (ROIC). In this case 

the free cash flow will also grow at a constant rate (Ibid.).  

Growth in the PLG industry has been slowing down the recent years, following decades of high growth 

(See figure X, industry presentation). This implies that the industry is maturing and a five-year explicit 

forecasting period has thus been applied. From a company lifecycle perspective Tod’s is in a mature 

face. Thus, 5 years is believed to be sufficient to reach an approximate steady state. 

The Pro Forma statements are constructed using a top down approach. Petersen and Plenborg (2012) 

argue that a revenue driven forecast approach ensures a better link between the level of activity and 

associated expenses and investments. Especially for retail companies’ sales growth is a key indicator 

of activity levels and can be considered as the primary value driver.  

Limitations  

The large impact FX volatility has on revenues when translated to euros cannot be emphasized 

enough. As described in the macro economic analysis (section 8.1), the impact YOY is substantial; this 

is also illustrated by the large deviances between growths in revenue with constant exchange rates 
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versus growth in current exchange rates (c.f. figure 38). In a revenue driven Pro Forma statement, the 

impact of FX could have been included as a major driver in the explicit period. However, exchange 

rates are difficult to predict on a longer term, especially in a current global economic environment 

characterized by large volatility and great uncertainty. It might be possible to predict exchange rates 

for current year and a bit further but after that it is believed the result would be more speculation than 

useful estimation. Neither is capturing the effects of FX movements the purpose of this thesis. 

In the forthcoming revenue forecast it is assumed that in the medium term gains and losses on 

exchange rates will even out. Historically organic and reported growth show large fluctuation on 

annual basis, however on a 5 year average the growth rates are almost the same; 5,7 in current and 5,5 

in constant terms. Thus, estimated growth rates in revenue represent predicted growth in constant 

terms (‘organic growth’). The indirect effects FX may have on other drivers; such as tourist flows are 

implicitly included.  

Figure 38: YOY reported revenue growth vs. YOY organic revenue growth  

 
Source: Own creation based on Annual Reports 

Forecasting with and without the acquisition of Roger Vivier  

To reflect the acquisition of RV, which is not yet accounted for in financial statements, the value 

drivers for the company without the acquisition has been determined. Next, these assumptions and 

drivers were modified to reflect the estimated impact of the acquisition. These drivers will represent 

the base case valuation. This procedure was followed in order to make the final forecast as accurate 

and realistic as possible. Moreover, it made it possible to make a clearer assessment of the impact of 

the acquisition on future Group performance. Extra attention is paid to the value drivers that are 

expected to change significantly in light of the transaction. The net financial position, shareholder 

equity and intangible assets are expected to change considerably.  
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The authors want to stress that this thesis is not an M&A investigation. However, the recent 

acquisition is highly relevant for assessing the future potential and growth of the company, which is 

this thesis purpose. As the transaction is recent it does not appear in company statements for 2015. 

Therefore, a separation of `with RV’ and without ‘RV’ was helpful to assess the strategic and financial 

impact of the transaction on company value in isolation as a part of the overall purpose of the thesis: 

to assess where the company is heading in the future, reflected in its value today.  

9.1 Revenue drivers  
The main drivers of (revenue) growth for a big company are the growth potential of the market they 

operate in and acquisitions (Koller, Goedhart, & Wessels, Valuation: Measuring and Managing the 

Value of Companies, 2010). Both theory and empirical evidence presented in earlier sections of this 

thesis relates to this argument. As inorganic growth is not included in the forecast, with the exception 

of an already completed transaction (RV), focus is directed towards the growth potential of the 

market. For companies in mature industries the aggregate market grows slowly and is closely tied to 

economic growth and other long-term trends such as changing consumer preferences (Koller, 

Goedhart, & Wessels, Valuation: Measuring and Managing the Value of Companies, 2010). These have 

been explored in detail in the macro-economic section. These insights are used to estimate the growth 

potential for the Tod’s group.  

The main points taken from the macro analysis are: when the economy performs well LG companies 

also tend to perform well and vice versa, a slowdown of growth in key markets; Hong Kong and China, 

improvements in mature markets, larger FX volatility impacting revenue; a strong dollar and a weak 

euro has been defining the past years, a slowdown in growth in the LG industry and a contraction in 

the Chinese market for luxury goods. The defining industry features are continued consolidation, 

digitalization and retailization of distribution networks (Omnichannel distribution).  

Based on the strategic analysis and historical indicators a simulation of revenue development for each 

segment; product, market, channel and brand, has been created. These projections have resulted in the 

base case growth rates applied. The segmented forecasts are presented below.  
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Revenue by geographical markets 

Figure 39: Historical and forecasted revenue by geographical markets 

Source: Own creation based on Annual Reports 

Italy & Europe  

Italy has seen positive growth last year, after three consequent years of negative growth. Growth 

accelerated from -3,7% between FY 2013 and 2014 to +3,7% between 2014 and 2015 (c.f. section 8.1). 

It is expected that this positive trend will continue; the Italian market is expected to experience low 

but stable positive growth in the years to come (c.f. appendix 19). Growth will primarily by be driven 

by two factors; first, an improved economic environment and thereby a pick-up in demand from local 

customers, many who are loyal to the Tod’s brands. Its image on the European and Italian market in 

eyes of consumers is considered strong. Secondly, touristic spending, partly driven by a continued 

weak Euro, will drive organic growth. Especially shoppers originating from countries whose currency 

is strong against the euro. Chinese travelers stand out as they spend 1/3 of their total share on luxury 

goods in Europe (Bain, 2015). Milan and Rome stand out as major shopping destinations. As projected 

GDP growth is slightly higher in 2016 it is estimated that the domestic market will grow with 3% in 

2016 and 2% in following years.  

European markets have also improved the past years; organic YOY growth was 6,1% and 9,4% for 

2014 and 2015 respectively (c.f. appendix 19). It is expected that Tod’s growth in the market will be 

slower and closer to the expected growth in GDP, as it is mature. As long as the economic environment 

is favorable, growth is expected to be modest but stable. Existing and loyal European customers, some 

new customers especially in the cities where DOS are opening for the first time, will drive demand. The 

weak Euro and consequent touristic spending will drive demand in major Eurozone cities (especially 

Paris). London will also be a driver w.r.t touristic spending. Based on historical figures and the growth 

outlook for the European economy the growth rate is estimated to be 4% in 2016/2017 and then 

stabilize at 3,5%. 
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 The Americas  

The US market has been strongly affected by favorable currency effects driven by the strong dollar. 

This has inflated revenues and growth rates in current terms. The favorable translation of dollar 

income into euros drove the growth rate for 2015 to over 20%. However, in real terms growth is 5,3% 

- a figure which seems disappointing relative to the strong performance of the US economy the past 

years (c.f. section 8.1). Tod’s have historically lacked momentum on the US market, but has still 

managed to grow organically (c.f. appendix 23).  

The growth rate from the US market is estimated to 4% to 4,5%, primarily driven by growth in the US 

economy and growth in RV on the US market. RV bears more resemblance to competitors who have 

outperformed Tod's on the US market (Jimmy Choo, Salvatore Ferragamo and Christian Louboutin). In 

addition, newly opened flagship stores will positively impact growth (e.g. Houston, Texas (Tod's, 

2015)). Being the biggest market for luxury goods and an economy predicted to grow, it is assumed 

Tod’s can continue to grow organically in this mature market. However, sales growth potential 

depends on the Group’s ability to build its image as a luxury brand and gather momentum relative to 

competitors.  

Mainland China, Hong Kong and Macau 

Growth in the Greater China market was negative both in 2014 and even more so for 2015; organic 

sales growth contracted with -4,4% and -12% in 2014 to 2015 respectively. The aggregate Chinese 

market for luxury goods contracted with 1% in 2014 and 2% in 2015 (Bain, 2014). Local spending 

among the Chinese luxury consumers has decreased, but their increased spending abroad offsets a 

large share of the decline (c.f. section 8.1). From a regional perspective, however, it has had a clear 

impact on the recent year’s figures for the Greater China market. Based on consensus opinions it is 

likely that growth will be slow also in 2016, but that the Chinese economy will recover in the coming 

years and that growth will pick up. Efforts are also put in to increase spending locally, for example 

through price adjustment efforts to compensate for the current price gaps. Revenue drivers will be an 

increasing number of ‘high net worth individuals’ and a growing middle class that will continue to 

drive demand. On the other hand, Hong Kong will continue to suppress regional performance also in 

2016 (c.f. section 8.1).  

It is estimated that the region as a whole will deliver 1% growth in 2016, a growth of 3% in 2017 and 

then deliver 7% YOY growth in the following years. Thus, an improvement from the current negative 

growth trends is forecasted, followed by stabilization at a lower level growth rate, largely in line with 

projected GDP growth.  
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Rest of World  

The RoW market (mainly Middle East Region, South Korea and Japan) has shown strong growth in 

constant exchange rates the past two years (14% and 6% in 2014 and 2015). The main drivers have 

been the strengthened performance of Japanese and South Korean stores, which have experienced 

double-digit sales growth over past two years (Tod's, 2015). The demand in Japan has picked up after 

a slowdown, and sales are expected to continue to grow in this mature market as well. In addition, 

sales growth is expected to continue rapidly increasing in South Korea, which drives the growth 

estimates to 10% in 2016 and 8% thereafter.  

Revenue by product category 

From an industry perspective the sub-market of shoes has outperformed the leather goods segment of 

luxury goods in total. Leather goods grew by 2% and shoes by +6% overall in 2014 (Bain, 2015). In the 

past two years of poorer Group performance, the shoes segment of Tod’s has continued to deliver 

positive organic growth rates. It is believed that Tod’s will remain a leader in this segment – its core 

business – and gain even more momentum with the acquisition of RV. Shoes account for the majority 

of revenues for the group (approx. 80%) and the category is expected to continue as the main driving 

force behind growth. 

The past years growth in shoes has been driven by a “sneaker trend”6. This has been a major driver of 

sales for the shoe segment of luxury goods in general, and especially for the Tod’s group, with the 

major success of the interactive HOGAN sneakers. In addition, an increase in demand for classical 

items such as the Tod’s driving loafer is expected to drive revenues. With the expectation of the 

abovementioned trends continuing it is predicted that Tod’s can leverage its leadership position 

within the shoe category and achieve a YOY growth of 4-5%. 

Despite Tod’s strategic focus on the ‘other leather goods’ (OLG) segment and attempts to increase the 

share of revenue to 30%, the historical rates recorded show a negative development for this segment. 

Diversification into other leather goods such as handbags could potentially improve margins, since 

handbags generally have higher margins than shoes. However, historical figures imply that Tod’s face 

difficulties of growing in this segment. At constant FX the change in sales driven by OLG contracted 

6 The ”sneaker trend” is used to describe the increased demand among consumers of all ages for classical sneakers by original 

sneaker brands such as Adidas and Nike. Several Luxury goods companies have exploited this trend by focusing on a high end 

alternative; for example Isabel Marant’s Bart sneaker, Gucci and Saint Laurent and Tod’s major success with the interactive 

HOGAN sneakers.  
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with 2,1% from 2013-2014 and further with 5,1% in 2015-2016 (appendix 23). Alternative growth 

rates are explored in the scenario analysis.  

From an industry perspective the handbags segment is not growing as fast as shoes. Moreover, Tod’s 

may not have the same relative price advantage as for shoes in this segment (c.f. company 

presentation, section 5). A positive indication of growth, on the other hand, is positive reception in the 

media of the new handbag collection for SS2016 (Tod's, 2015). Due to extensive marketing efforts and 

the entering into the world of fashion shows, sales are estimated to increase slightly on a YOY basis 

from 2018. However, in total the growth rates for this segment is estimated to be lower than that of 

shoes; the effort to gain momentum in this segment will only cause modest revenue increases, despite 

considerable efforts. The group seems to be diverting focus away from the core business of shoes and 

towards other segments with no competitive advantage.  

Apparel only accounted for 6,8% of revenues in 2015, a large decrease from 2010s share of almost 

13%. Growth in constant FX were negative in 2012, 2013 and 2014, but recovered a positive growth of 

1,5% in constant FX. A small and constant growth is estimated in this category (as for FAY, the primary 

brand in this category). 

Figure 40: Historical reported revenue and forecasted revenue by product category  

 

Source: Own creation based on Annual Reports 

Revenue by channel  

Given the current industry trend towards ‘Omnichannel’ distribution and Tod’s continuing its focus on 

its DOS network expansion, it is likely that the largest part of revenue growth will stem from this 

channel. However, the past years’ growth in revenues from retail has slowed, reflected in a negative 

same stores sales growth (SSSG) in 2014 and 2015, and large volatility in SSSG on a quarterly basis (c.f. 

figure X (below)). SSSG is calculated as the worldwide average of sales growth rates at constant FX 

registered by DOSs already existing at the beginning of the reporting year (Tod's, 2015). Failure to 

deliver positive SSSG figures is reflected in low organic growth rates in the same years. 
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Revenues from wholesale (WS) showed positive growth in 2015 (c.f. appendix 23), in spite of the 

Group’s strategic focus to reduce reliance on this channel. However, in certain markets WS is the more 

efficient form of distribution (Tod's, 2015). Thus, it is predicted that WS will remain a part of Tod’s 

distribution strategy, but that growth will slow gradually with -1% p.a. Further, SSSG is predicted to 

improve in the forecasting period through improvements in mature markets. Consequently, growth of 

approx. 7% is expected from the retail channel. This is in line with industry focus on Omnichannel 

distribution, the company’s strategic focus on this channel and the newly opened flagship stores (c.f. 

macro analysis). 

Figure 41: Historical and forecasted revenue by channel (left) & annual SSSG and YOY sales growth in 
constant FX 

  
Source: Own creation based on Annual Reports 

Revenues by brand  

The Tod’s brand contributes with the largest share of revenue (60%) and is therefore the primary 

driver of growth by brand. It is predicted that continued growth in the Tod’s brand will be driven by 

growth in the market for shoes (c.f. product category above), but possibly also other leather goods. As 

demand picks up in Italy and other European markets, the brand is expected to experience growth of 

4-5% in the future.  

For the Hogan brand, growth will be driven by a continuation of the ‘sneaker trend’, which has turned 

historically negative performance positive over the past two years. This trend is expected to continue 

next year, and expect additional growth of 2% for 2016 and 2017, followed by 1% growth rate as the 

market for sneakers become saturated and the trend fades out. 

Given the historical declining trend of FAY the past 5-6 years, it is not expected that the brand will be 

able to reach the same % share of revenue as pre-2010 levels, but that improvements with 2% YOY 

from current levels are likely. 
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RV has performed well across all markets, especially in the US, where other brands belonging to the 

group has struggling relative to competitors (e.g. Jimmy Choo, Salvatore Ferragamo). The brands 

revenues grew with above 12% at constant rates both in 2014 and 2015. Expectations are that the 

share of revenue stemming from this brand will continue to grow, especially driven by demand from 

the US market (c.f. section 8.1). YOY growth for the RV brand is set to 13% throughout the forecasting 

period, which is moderate compared to historical growth figures but high compared to industry 

growth. 

Figure 42: Historical and forecasted revenue by brand (left); RV reported YOY growth and revenue 
development (right) 

 

Source: Own creation based on Annual Reports 

Summary: Revenue assumptions 

Revenue is forecasted to increase moderately with 4-5% in the base case scenario, which is below the 

historical organic growth average of 5,7%. This implies a revenue increase from just above 1,0€ M. in 

2015 to 1,3€ M. in 2022. The rates reflect expectations of a slower growth for the industry, uncertainty 

with respect to general global economic conditions, as well as a moderate outlook on the success of the 

Tod’s brand expansion into OLG and the negative SSSG in recent years.  

On the upside, revenue will be driven by a positive outlook on the sub-industry of luxury shoes, 

improvements in domestic and European market conditions and positive contributions from RV in 

particular. It also reflects that Tod’s is a market leader in the shoe-segment of luxury goods, a position 

the Group is expected to continue to hold in the future. 

 

0
100
200
300
400
500
600
700
800

Re
ve

nu
e 

(0
00

' E
ur

) 

Tod's Hogan Fay RV

0%

20%

40%

60%

80%

100%

120%

0
20
40
60
80

100
120
140
160
180

2009 2010 2011 2012 2013 2014

YO
Y 

gr
ow

th
 in

 re
ve

nu
e 

 

00
0'

 E
ur

. 

Revenue % growth reported

77 

 



9.2 Other value drivers in income statement  
Terminal growth rate  

Based on target inflation for the main countries in which Tod’s operate, long-term growth in the 

economy is estimated to be 2% (appendix 23). Without accounting for the acquisition, this represents 

the long-term growth rate of the Group.  

When accounting for the acquisition, the terminal growth rate is adjusted up to 3%. The new growth 

rate captures the long-term revenue effect of ownership and control. The revenue projections only 

change slightly when incorporating RV, as the brand was already licensed and the revenue thus 

accounted for. However, with ownership, it is seen as likely that the group will be able to grow at a 

higher pace in the long run. This reflects the long-term strategic value of fully incorporating the brand 

in the group. Increased growth in the long run will stem from 1) brand portfolio optimization 2) 

stronger brand image of the group overall 3) leveraging the success of the RV brand by allowing it to 

grow more as a part of a larger group with more resources.  

EBITDA Margin  

EBITDA is driven by the total sales growth forecasted. It is assumed that production is planned to meet 

demand, therefore sales will be a fair proxy for the level of costs that is implicitly given by the EBITDA 

margin. Moreover, cost of services, general and administrative costs are assumed to be driven by the 

level of sales.  

When forecasting without the acquisition of RV, it is assumed that the EBITDA margin remains 

unchanged at 2015 levels of 19%. The Group is expected to continue its expansion efforts of both 

distribution network and brand in search for growth at the same level as today. Thus OPEX is 

predicted to be stable as % of revenues.  

When accounting for the acquisition, the EBITDA margin is expected to improve. 2016 will resonate 

with 2015 levels as the licensing fees are still to be paid in full (Tod's, 2015). From 2017, the licensing 

fees will be removed, and EBITDA will in turn increase to 21,5%. This is based on calculations 

implying that removing the license fee will lead to 5% increase in EBITDA. However, RV will carry with 

it operating costs of 2,5%7 that will have to incorporated into the projected income statement for 

Tod’s. A simplified calculation can be found in appendix 25. In the terminal period, the margin is 

7 Estimated impact on operating costs from unaudited Pro Forma released by the Group 
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further increased by 1% due to cost savings. These are expected to occur through economies of scale 

and enhanced long-term planning that complete ownership of the brand allows for.  

Depreciation, Amortization and Write Downs (DA&WD) and Provisions  

It is assumed that D&A vary with tangible and intangible assets. D&A without accounting for the 

acquisition is expected to remain stable as % of non-current assets and is forecasted to be 9% based 

on the historical rate.  

When including RV, intangible assets increase with 55%. This would lead to an unrealistic expense 

increase. This could occur if the acquisition would force the Group to take an impairment loss, 

however this is not seen as likely. The impact of RV on intangible assets is therefore removed, which 

lowers the aggregate D&A rate to 6,5%.  

In theory write-downs should have been forecasted separately with working capital as the driver 

(relating to inventory write-downs and changes in allowance for doubtful debts). However, since the 

expense is insignificant relative to the total sum of DA&WD, such a separation is ignored. 

Provisions are driven by total revenue, as they are incurred as part operations and are likely to 

increase as activity increases. The item is forecasted based on a 3Y average, due to a slight increase in 

the rate the past three years. No indication is found in disclosed notes that this item will change 

significantly in the forecasting period, and it is set to a constant 0,2% of revenues.  

Net Borrowing Cost (NBC) 

Before accounting for the acquisition the company is net cash positive (c.f. . Assuming that this will 

continue in the forecasting period, NBC is set to 0%. On average, financial income is expected to exceed 

financial expenses when financial assets exceed financial liabilities. Historically financial expenses are 

related to FX fluctuations (‘foreign exchange gains and losses’ and ‘others’; see appendix 24 for 

breakdown). Fluctuations in these are assumed to even out. Then the borrowing cost approximates 

0%.  

When the acquisition is included, the net financial position is expected to turn negative, i.e. financial 

liabilities will exceed financial assets (c.f. ‘financing’). As bank debt increases, interest expenses are 

expected to be a driver of total expenses. These are forecasted to 3%, still assuming the average 

expense and income from FX related items will even out to 0% (c.f. cost of debt, section 10.2).  
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Tax rate  

The effective tax rate in the historical period varies from 30% to 33%. Changes in effective tax rate 

occur because subsidiaries in different countries are subject to different local taxation schemes. Tax is 

therefore likely to vary with the number of new stores in different locations. The historical average 

rate is used as the estimate for yearly tax expense in the future, and the forecasted effective tax rate is 

set to 31,5%. 

9.3 Value drivers in balance sheet  
Intangible and tangible assets  

Investments in intangible assets represent inorganic growth and are not forecasted, except in 2016 

when it increases with the value of the RV trademark. In this year intangibles increase with 415€ M., 

the deal value which represents a 55% increase. After this, no inorganic growth is considered.  

Tangible assets are assumed to be driven by revenue. The historical ratio is relatively stable but 

slightly increasing, ranging from 20-22%. Given the increasing trend, a future ratio of 22% is applied - 

1% point above the historical average. The rate is kept constant as share of revenues throughout the 

forecasting period. ‘Other non-current assets’ are forecasted in the same manner. As a percentage of 

revenue, the item has shown a slight upward trend. A 3Y average is used, giving a rate of 7%, which is 

kept constant as it is expected to fluctuate with revenue at a constant rate.  

Operating working capital & Non-interest bearing debt 

Current operating assets are also assumed to vary with revenue. This ratio has shown a slightly 

increasing trend over the historical period, but was exceptionally high in 2014, which is considered an 

outlier. Excluding this, the average is 44% and 1% is added to account for the increasing trend. A rate 

of 45% is expected throughout the forecasting period, as no large deviances from the historical figures 

are expected.  

When incorporating RV, a large increase in tax receivables is expected, which will increase current 

assets with 90€ M. (Tod's, 2015). This results in an increase in other current assets from the original 

45% to 55%. Since this increases working capital it will in turn reduce FCFF, and thus it will have 

valuation consequences. 

Non-interest bearing debt is calculated as a % of revenue. The historical rate shows some fluctuations 

but has remained stable at 24-25% the past years. As there are no indications of changes in the level of 

operating liabilities, they are forecasted as a constant 24% of revenue based on the historical evidence.  
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Interest bearing debt – Invested capital (IC) 

NIBD is driven by IC; naturally, the forecasted increase in net operating assets must be financed and 

therefore the ratio is determined as a % of IC. Not accounting for RV, the company is expected to keep 

a positive net financial position. The historical average in the Tod’s NIBD/IC ratio has been -18%, 

primarily driven by variations in the company’s cash balance. No change in the long-term debt of the 

company is assumed. At current, long term debt is 50€ M., while the cash balance exceeds 200€ M. All 

financial liabilities and assets considered, the company has a NIBD/IC ratio of -13%. As the most 

recent number is considered the best estimate for the future, a -13% NIBD position is forecasted.  

In light of the acquisition a large change in the financing structure is expected. As long-term liabilities 

of approx. 300€ M. are raised to finance the transaction, NIBD turns negative in the first year of the 

explicit forecasting horizon. The 415€ M. increase in NOA must be financed and the company does so 

by 50% share issue and 50% long-term bank debt (Tod's, 2015). Consequently new bank debt raised 

increase, and NIBD/IC increase to +16%. Shareholder equity, in connection with the share issuance, 

will increase by 207,5€ M. in 2016.  

Due to the Group’s strategic emphasis on keeping debt exposure low, the rate of NIBD/IC is reduced 

over the explicit forecasting period. However, it is not seen as likely that the company returns to a 

negative net financial position. The terminal NIBD/IC rate is set to 10% as the best estimate of the 

future capital structure of the company.  

A dividend payout (P/O) ratio of 100% is assumed. Historically, the ratio has fluctuated around 60%, 

and the level of dividends around 3 €/share. In order to keep the dividend level stable in light of the 

share issue, the company would have to increase the P/O ratio, as residual earnings now must be 

distributed on a larger number of shares8. A 100% P/O ratio results in a dividend stream in line with 

the historical payments. It is therefore not seen as unlikely that such a policy is followed. In addition a 

100% P/O ratio simplifies the statements without having valuation consequences, as FCFF is not 

affected by P/O policy. 

If a P/O ratio lower than 100% had been applied, the company would have had excess cash and 

retained earnings at the end of the year. Cash could either be used to repay debts or accumulated, 

which either way would have lowered NIBD compared to the current forecast. Even though NIBD is 

8 It is often argued that shareholders care about the level of dividends and not the % ratio, and that companies therefor strive 

to keep the level of the dividend stream stable c.f. Brealey, Myers & Allan, (2014) 
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forecasted to change quite radically from 2015 to 2016, it does not affect the valuation. However, it 

does affect net income and FCFE, as it also increases interest expenses in connection with the loan.   

9.4 Conclusion 
We forecast invested capital to increase significantly once the acquisition is shown in the books of the 

Group, illustrated through a 55% increase in intangible assets. On the financing side, NIBD is 

forecasted to turn positive as new debt is undertaken and shareholder capital increase with the 

remaining amount. EBITDA will improve and NBC will increase to 3%. In most other value drivers, 

which remain a constant share of revenue, small or no changes are forecasted. 

Historical and forecasted value drivers with and without the acquisition are shown below (c.f. figure 

43 and 44). The consolidated income statement, balance sheet and cash flow statement for both cases 

can be found in appendix 21 & 22.  

Figure 43: Forecasted value drivers w/ acquisition 

 
Source: Own creation 

Figure 44: Forecasted values w/o acquisition 

 
Source: Own creation 

Explicit forecasting period Terminal
Value drivers, Tod's 2014 2015 Average 2016 2017 2018 2019 2020 2021 2022
Revenue growth -0,73% 6,90% 5,77% 4,0% 4,5% 4,5% 4,5% 4,5% 3,0% 3,0%
Organic growth 0,36% 1,80% 5,71% 4,0% 4,5% 4,5% 4,5% 4,5% 3,0% 3,0%
EBITDA/revenue 20% 19% 23,01% 19,0% 21,5% 21,5% 21,5% 21,5% 22,5% 22,5%
D&A/tangible and intangible assets -9% -10% -8,81% -6,5% -6,5% -6,5% -6,5% -6,5% -6,5% -6,5%
Interest rate -2% -8% -1,50% -3,0% -3,0% -3,0% -3,0% -3,0% -3,0% -3,0%
Provisions -0,15% -0,27% -0,24% -0,2% -0,2% -0,2% -0,2% -0,2% -0,2% -0,2%
Effective tax -33% -33% -31,5% -31,5% -31,5% -31,5% -31,5% -31,5% -31,5% -31,5%

Total intangible assets/revenue 20% 18% 21% 55%
Total tangible assets/revenue 22% 22% 21% 22% 22% 22% 22% 22% 22% 22%
Total other non-current assets/revenue 7% 7% 6% 7% 7% 7% 7% 7% 7% 7%
Non-current operating assets/revenue 49% 47% 48% 29% 29% 29% 29% 29% 29% 29%
Current operating assets/revenue 51% 49% 46% 55% 55% 55% 55% 55% 55% 55%
Non-interest bearing debt /revenue 25% 22% 24% 24% 24% 24% 24% 24% 24% 24%
Net-interest bearing debt/IC -12% -12% -14% 16% 15% 15% 14% 14% 10% 10%

Value drivers - Tod's 2014 2015 Average 2016 2017 2018 2019 2020 2021 2022
Revenue growth -0,73% 6,90% 4% 4% 4% 4% 4% 2% 2%
EBITDA/revenue 20% 19% 23,01% 19% 19% 19% 19% 19% 19% 19%
D&A/tangible and intangible assets -9% -10% -8,81% -9% -9% -9% -9% -9% -9% -9%
Interest rate -2% -8% -1,50% 0% 0% 0% 0% 0% 0% 0%
Provisions -0,15% -0,27% -0,24% -0,2% -0,2% -0,2% -0,2% -0,2% -0,2% -0,2%
Tax rate -3% -8% -1,41% -24% -24% -24% -24% -24% -24% -24%
Effective tax -30% -33% -31% -31% -31% -31% -31% -31% -31% -31%

Non-current operating assets/revenue 46% 49% 47% 47% 47% 47% 47% 47% 47% 47%
Current operating assets/revenue 44% 51% 45% 45% 45% 45% 45% 45% 45% 45%
Non-interest bearing debt/revenue 24% 25% 24% 24% 24% 24% 24% 24% 24% 24%
Net-nterest bearing debt/IC -24% -12% -18% -13% -13% -13% -13% -13% -13% -13%
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10. COST OF CAPITAL 
The cost of capital concept is fundamental in many aspects of a valuation. For our purposes, it is 

applied when evaluating the excess return in section 7.2 and in the upcoming valuation of the 

company. Cost of capital is the rate that investors in the market require to be susceptible to invest in 

an asset; the rate of return they can expect from a security in the market with similar risk (Pratt & 

Grabowski, 2014). In other words, it is the investors opportunity cost of capital. 

In order to estimate the present value of cash flows, it is necessary to discount the values using a 

weighted average cost of capital (WACC). WACC is the average rate of return required by both equity 

and debt holders and is calculated as follows: 

𝑊𝑊𝑁𝑁𝑅𝑅𝑅𝑅 = �
𝑁𝑁𝑅𝑅𝑁𝑁𝑁𝑁

𝑁𝑁𝑅𝑅𝑁𝑁𝑁𝑁 + 𝑅𝑅
� ∗ 𝑟𝑟𝑑𝑑 ∗ (1 − 𝐼𝐼) + �

𝑅𝑅
𝑁𝑁𝑅𝑅𝑁𝑁𝑁𝑁 + 𝑅𝑅

� ∗ 𝑟𝑟𝑒𝑒 

WACC consists of three different components: a company’s capital structure, its cost of debt (rd) and 

its cost of equity (re). All of these components will be individually addressed in the coming sections. 

10.1 Cost of equity 
The Capital Asset Pricing Model (CAPM) is commonly applied when estimating the owners’ required 

rate of return, also known as the cost of equity. “The basic idea of CAPM is that by holding a sufficiently 

broad portfolio of shares, investors will only pay for the risk that cannot be diversified away” 

(Petersen & Plenborg, 2012, p. 249):  

𝑟𝑟𝑒𝑒 = 𝑟𝑟𝑓𝑓 + 𝛽𝛽 ∗ (𝑟𝑟𝑚𝑚 − 𝑟𝑟𝑓𝑓) 

The latter part of the equation represents the market risk premium (MRP) investors require. The risk 

premium is multiplied by the risk related to investing in the company compared to investing in the 

market (βe), before this value is added to the risk free interest rate (Petersen & Plenborg, 2012). 

There has been some criticism of the validity of CAPM. This is predominantly based on an argument 

that the model is too simplified, and thus is an inaccurate reflection of the risk/return relationship 

(Fama & French, 1996). Despite this criticism, the CAPM model is deemed sufficient for the purposes 

of this thesis. 

Estimation of the risk free interest rate 

This rate represents the return an investor can make without incurring any risk. The most accurate 

way to estimate the risk free rate is through constructing a zero-β portfolio. However, there are many 
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practical difficulties associated with constructing such a portfolio (Pratt & Grabowski, 2014). 

Therefore, a proxy is often applied. The most common proxy for a risk free investment is a 10-year 

government zero-coupon bond, because it assumed that governments cannot default on debt 

(Damodaran A. , 2008). The Italian zero-coupon bond has been applied to factor in inflation and 

domestic risk associated with Tod’s (Koller, Goedhart, & Wessels, 2010). The yield on a 10-year Italian 

government bond was 1,52% on the date of the valuation (27.04.2016) and will be applied as a proxy 

for rf in the calculation of CAPM.  

Estimation of the systematic risk (beta) 

Systematic risk is a measure for the relative risk of a company compared to the market portfolio; the 

higher the systematic risk, the higher the required rate of return (Petersen & Plenborg, 2012). This 

risk cannot be observed directly in the market and will therefore have to be estimated. According to 

Petersen & Plenborg (2012), the most common way of analyzing beta (on historical stock returns) 

contains some measurement problems: lack of liquidity in shares, lack of future stock prices and lack 

of stability in beta over time. Because of this, the regression of systematic risk will be supplemented 

with an estimation of βe of comparable companies (i.e. the peers used throughout the analysis) for an 

industry beta.  

Regression analysis of systematic risk 

In order to estimate beta, the historical return on the investment in question has been compared to the 

historical return on a market index (Pratt & Grabowski, 2014). When estimating the systematic risk, 

several factors have to be considered closely. Firstly, an acceptable time period has to be established. 

According to Pratt & Grabowski, a five-year period is appropriate as such a span will include both the 

fact that stock prices fluctuate and that betas are likely to change. Secondly, daily and weekly rates can 

be far more volatile than monthly measures and lead to systematic bias in the regression (Ibid.). This 

systematic bias is avoided by applying a monthly interval. Lastly, an appropriate index must be chosen. 

Koller et al. (2010) suggest that an investor should use a well-diversified market portfolio, so the 

authors have chosen to apply the Morgan Stanley Capital International (MSCI) World Index, MSCI 

Europe Index and the S&P 500. A local index is not applied as they are often dominated by a few main 

industries and may therefore be heavily biased. 

The raw beta extracted from regression accounts for both operating and financial risk. To extract only 

the operating risk, the beta will have to be unlevered. This will leave the authors with a measure for 

the equity risk compared to the market (Koller, Goedhart, & Wessels, 2010). In addition, the risk 

associated with debt will have to be considered. Because debt is a priority liability and fluctuates less 
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than the return of equity, the beta of debt is often equal to zero (Ibid.). The authors will proceed with 

this assumption when un-levering beta. In addition, it is assumed that the beta of tax shields equals the 

un-levered beta, simplifying the calculation for βe further. This is often done in practice as most 

companies maintain a steady capital structure, which causes the value of the tax shield to vary with 

the value of operating assets (Ibid.). This is also the case for Tod’s (c.f. section 10.3) 

The following equation is applied to extract the operating beta for each company:  

𝛽𝛽𝑎𝑎 =
𝛽𝛽𝑒𝑒+𝛽𝛽𝑑𝑑∗�

𝐷𝐷
𝐸𝐸�

1+�𝐷𝐷𝐸𝐸�
 , assuming that βd = 0 

The unlevered beta is a measure for the operating risk associated with a given company. However, this 

is not a complete measure for the total systematic risk a company faces. A measure for the leverage 

risk will have to be re-levered into the equation in order to account for the debt risk the company most 

likely will face in the future. To include the effect of expected capital structure, the beta is re-levered 

using the following equation:  

𝛽𝛽𝑒𝑒 = 𝛽𝛽𝑎𝑎 + (𝛽𝛽𝑎𝑎 − 𝛽𝛽𝑑𝑑) ∗ 𝐷𝐷
𝐸𝐸

, once again assuming βd = 0 

Since the authors expect the NIBD/E ratio to change in the future, the calculation of the re-levered beta 

is based on forecasted numbers. The authors believe the new capital structure more accurately reflects 

the future risk associated with the Group, and therefore apply them. The regression of company 

specific beta can be found in appendix 23 and the calculated betas in figure 45. 

Figure 45: Calculation of company specific betas 

 
Source: own creation 

Industry betas 

The R-squared on the calculation in the previous section was fairly low at 0,271, implying that noise 

might affect the results. Therefore, an industry beta has been calculated as a proxy for the company 

specific beta. This can also remove any idiosyncratic shocks specific to Tod’s (Koller, Goedhart, & 

Wessels, 2010). The beta is unlevered so that it simply reflects the operating risk, and thus should be 

similar for all peers as companies operating within the same industry face the same operational risks 

(Ibid.). However, as in the previous section, this measure does not completely reflect the risks 

Raw beta Un-levered Re-levered
Tod's/MSCI World 1,0189 0,9259 1,0189
Tod's/MSCI Europe 0,8354 0,7591 0,8354
Tod's/S&P 0,9533 0,8663 0,9533
Average 0,9359 0,8504 0,9359
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associated with a company, and the average unlevered beta will therefore have to be re-levered to 

account for the debt-related risk.  

The first step in calculating industry beta was running a regression on each company’s stock return 

from 2010-2015 to the three indexes mentioned above and then averaging them. The betas were in 

turn unlevered applying each company’s target D/E-ratio to obtain a proxy for the industry operating 

beta, before the proxy beta was re-levered applying the same assumed target capital structure as 

above. The values for rolling betas are found in figure 46. 

Figure 46: Calculation of rolling betas 

 
Source: own creation 

The betas above will be applied in the CAPM. The authors believe that a beta above 1 is more 

representable for the industry. In addition, with Tod’s taking on more debt, more risk will also be 

associated with an investment in the company. A more detailed explanation for the D/E calculations 

can be found in appendix 28. 

Another source for industry betas can be obtained from Damodaran, who publishes an updated list on 

betas across different industries and regions every year. Tod’s is placed in the shoe industry, which 

consists of 88 global companies. The unlevered beta for the shoe industry is reported at 0,89. By re-

levering this with Tod’s target D/E-ratio, a beta of 0,986 is obtained for 2016. However, these 

calculations are based on a relatively small pool of companies and none of Tod’s peers/competitors 

are categorized accordingly. Therefore, Damodaran’s (2016b) industry calculations are discarded 

Estimation of the market risk premium 

When evaluating the market risk premium (MRP), investors have to make assumptions (Koller, 

Goedhart, & Wessels, Valuation: Measuring and Managing the Value of Companies, 2010). The subject 

is heavily debated in financial theory, and unlike the CAPM, no model has become the preferred option 

for investors. There are primarily two ways to determine the MRP: ex-post or ex-ante. Ex-post is most 

commonly favored among practitioners and determines the risk premium based on historical stock 

Unlevered beta NIBD/E Beta-debt Re-levered beta
Tod's 2016 1,0777 10,04% 0 1,186
Tod's 2017 9,55% 1,181
Tod's 2018 9,78% 1,183
Tod's 2019 9,35% 1,178
Tod's 2020 9,58% 1,181
Tod's 2021 6,96% 1,153
Tod's 2022 7,17% 1,155
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prices and risk free investments (Petersen & Plenborg, 2012). On the other hand, ex-post deduces the 

MRP based on analysts’ consensus earnings forecast.  

The MRP varies widely across different regions. On average, the risk premium in Europe is 5,30% 

(Ibid.). Very few professionals calculate MRP themselves, but rather rely on pre-calculated values. The 

most common source for MRP is Damodaran (2016b). On his web site he presents his own calculations 

of the MRP for several countries. According to Damodaran, the MRP in Italy is 8,84%. This is relatively 

high compared to his MRP for mature industries (6%). However, the calculation is based on Moody’s 

current Italian credit rating of Baa2 and reflects the recent economic turmoil in Italy.  

Another source for obtaining an estimate for MRP, is the yearly survey performed by Fernandez, 

Pizarro and Azin of the IESE Business School (2015). In 2015 they surveyed a population of 5.056 

professors, analysts and managers asking them what MRP they use for their individual purposes. In 

Italy, the average MRP used by professionals was 5,40%. This number deviates from that listed by 

Damodaran in early 2016; however, it is more in line with the market risk premium generally applied 

in the euro zone. A MRP above 8,00% is most likely compared to short-term bonds on an insufficient 

amount of historical data causing noise in the measurement (Koller, Goedhart, & Wessels, 2010). 

Based on this argument, the authors choose to proceed with the MRP disclosed by IESE and apply a 

rate of 5,40% for the calculation of the CAPM.  

Liquidity premium 

Some investors argue that less liquid stocks should carry an extra premium when calculating the 

return on equity. “Liquidity refers to the costs and problems associated with converting stocks or 

assets for cash” (Petersen & Plenborg, 2012, p. 265). Empirical research supports the fact that 

investors require an extra premium for investing in stocks with limited to no liquidity. Having low 

liquidity implies that a firm can incur issues when there is a need for instant capital. However, with 

Tod’s current cash and cash equivalent balance of 218 million euros, the authors conclude that the 

firm has a marketable ownership and therefore no evident problems in transforming assets for cash. 

In addition, the stock has been traded approximately 30.000 times each month on 2016 with a bid/ask 

spread below 1,00% of the trading price, which goes to further prove that Tod’s is a liquid company 

(Borsa Italiana, 2016). No liquidity premium will therefore be added to the required rate of return. 

Estimation of required return on equity through CAPM 

Based on the analyses performed above, the numbers outlined in figure 46 are obtained for CAPM in 

the forecast horizon. They will further be applied in the calculation of WACC and valuation. 
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Figure 47: Figure 46: Calculation of CAPM with acquisition and adjusting for NIBD/E 

 
Source: Own creation 

10.2 Cost of debt 
In the following section it is explained how cost of debt can be estimated and an estimate of cost of 

debt for the Tod’s group is presented. Cost of debt is the creditors’ required return on debt financing. 

The after tax cost of debt, rd, is then the cost of debt from the company’s perspective. The required 

return on NIBD thus depends on three variables (Plenborg & Petersen, 2012; Koller, Goedhart, & 

Wessels, 2010); the risk free interest rate (rf), the credit spread (rs –that is the market risk premium 

required by the lenders) and the marginal corporate tax rate:  

𝑟𝑟𝑑𝑑 =  (𝑟𝑟𝑓𝑓 + 𝑟𝑟𝑠𝑠)  ×  (1 − 𝐼𝐼) 

The risk free rate is brought forward from section 10.1, when cost of equity is calculated by CAPM. The 

credit spread, or the risk premium on debt, is estimated in the section on credit risk (section 7.5). The 

current risk free rate is approximately 0,2% but is subject to changes with monetary policies and 

general macroeconomic conditions. The corporate tax rate is dealt with below.  

Tax rate  

For companies with operations abroad is necessary to examine the local tax rate and the proportion of 

total borrowing cost that relates to loans in foreign subsidiaries. The latter information is not 

disclosed by the Group and the framework for Italian corporation tax is therefore relied on. This states 

that the taxable base for corporate income taxes is determined according to the worldwide taxation 

principle; regardless of the location/jurisdiction where the income is produced, to the extent that the 

income is legally attributable to an Italian resident entity, the income is taxed in Italy (PwC, 2016). The 

standard rates are a corporate income tax of 27,5% (IRES) and 2,9% (IRAP: for sales and 

manufacturing companies taxable base for IRAP broadly represents gross margin). Starting from 2017 

IRES will be reduced to 24%.  

Following Petersen and Plenborg (2012) and Koller et. al. (2010) the marginal tax rate is used in the 

calculation of cost of debt, as opposed to the effective tax rate. The effective tax rate rests on a number 

Unlevered 
beta NIBD/E Beta-debt

Re-levered 
beta

Risk-free 
rate MRP CoE (r_e)

Tod's 2016 1,0777 10,04% 0 1,186 1,52% 5,40% 7,92%
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of assumptions that can be problematic when estimating the tax shield9 Since the two tax rates 

applicable to the group do not depart in the same tax base, a 31% tax rate has been applied. 

Pricing credit risk  

To estimate the cost of debt of an investment-grade company (BBB or better) one can use the yield to 

maturity on the company’s long-term option-free bonds. This should give an approximation of the 

credit spread, or the required return on debt, which multiplied by (1-tax) gives an estimated cost of 

debt for the company (Koller, Goedhart, & Wessels, 2010). 

Most companies’ debt is not actively traded so its market value cannot be observed directly, like for its 

equity (share price). The value of a non-traded debt security can be inferred by looking at a security 

that is traded and have the same maturity and default risk (Brealey, Myers, & Allan, 2014). The credit 

spread for Tod’s should be given by the difference between the yield on treasury securities and A+ 

rated corporate bonds. The company must offer a higher return on their bonds because corporate debt 

is (usually) more risky (Ibid.).  

The only long-term bonds issued by Tod’s are those described below (A1 and A2). Since they are not 

unsecured and are issued by a Japanese subsidiary, they might cause a distorted picture of cost of debt. 

In addition, they are not newly issued as both bonds were issued in 2006 and since the rate is fixed 

they are based on a different risk free rate or benchmark then prevailing today. Being aware of the 

limitations, it may still provide some useful indication to find the best estimate possible for the cost of 

debt. Since no actively traded company bonds are available, estimates will be relied in either case. 

Figure 48: Long term bonds issued by Tod's  

 
Source: Own creation based on Annual Reports 

Damodaran (2016) has created a data set containing input variables for WACC for European 

companies by industry. For the European shoe industry cost of debt is estimated to be 4,88% using a 

sample of 12 firms. This is useful as a guideline, but it is likely to be a far higher pre-cost of debt figure 

than what applies to Tod’s because this data set does not account for different ratings. Given Tod’s 

investment grade rating the price of their debt is also likely to be lower than this figure.  

9 Using the effective tax rate implies that we assume the company’s cost of borrowing is evenly distributed in the same way 
as operating earnings. in addition the effective tax rate is impacted by different tax depreciation schemes (Petersen & 
Plenborg, 2012) 

Bond issued Amount (€) Issued Maturity Fixed rate

A-1 2.091               2006 2017 2,94%
A-2 17.082            2006 2021 3,24%
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Using the historical average of NFE/NIBD - Net borrowing cost  

In certain cases, a historical average of net borrowing cost can give a good estimate of the cost of debt 

for a company. For the Tod’s group this is not the case for two reasons:  

Firstly, the historical NIBD is firmly positive (i.e. net cash positive). The capital structure of the group 

is forecasted to change in relation to an acquisition from 2016. This implies that historical NBC will not 

be applicable as the company raises a substantial amount of debt in relation to the transaction and this 

is likely to increase net financial expenses in form of interest expenses.  

Secondly, historically net financial expenses have not been driven by the borrowing cost on debt, but 

by expenses relating to foreign exchange gains and losses. This will also change in relation to the 

abovementioned transaction since the share of interest expense to total net financial expenses will 

increase. Since NFE/NIBD is not driven by interest on bank debt it would be a poor proxy for the 

companies cost of debt.  

Interest on rate medium and long-term debt  

The interest rate on the loan from the credit line is hedged through an interest rate swap for a fixed 

rate of 0,8%. The variable rate on the loan is 3M EURIBOR + 110 basis points; however, the credit line 

interest was renegotiated in 2015 to 3M EURIBOR + 90 basis points. This implies an annual rate of 

3,4% on an annual basis.  

Since these represent bank loans, it does not represent market value of debt. The market price of debt 

is reflected in corporate bonds that are actively traded in the market (Koller, Goedhart, & Wessels, 

2010). Given that it is not possible to extract the “true” cost of debt in the market for the company, an 

estimate will have to be dealt with in any case. The loan is protected by debt covenants (Tod's, 2015), 

which works as an additional security for the issuer of the loan (Brealey, Myers, & Allan, 2014). This 

implies that the price of the debt given by the banks may be lower than the market price. Nevertheless, 

this figure is seen as the best estimate of cost of debt for the company.  

Figure 49: Interest rate on medium and long term loans for Tod's 

 
Source: Own creation based on Annual Reports 

Counterparty EURIBOR 3M Basis points 3M % rate 
Annual interest 
rate(%)

BNP -0,245 % 45 0,45% 0,8%
ISP -0,245% 50 0,50% 1,0%
Crèdit Agricole & Mediobanca -0,245% 90 0,90% 2,6%
Hedged rate on credit line 0,79% 3,2%
Average 1,49%
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Using bonds, we end up with a historical after tax cost of debt of 2,94% and 2,24. Using Damodaran’s 

average pre-tax cost of debt for the shoe industry yields 3,37%. Looking at credit spreads in general 

for smaller firms the associated credit spread for a AAA company the spread should be around 0,75%, 

for AA it should be around 1% and 1,1% for A+ (Damodaran A. , 2016a). For BBB rated bonds the 

spread is estimated to be 2,25% This implies a credit spread of around 1% for Tod’s and would result 

in an after tax cost of debt of 1,8%. Using the rate on long-term bank debt, after tax cost of debt equals 

1,8%, and using the hedged rate the rate is 2,2 %. Calculations and rates are shown in figure 50 below. 

Figure 50: Estimation of cost of debt 

 

Source: Own creation 

Conclusion  

We believe that the cost of debt for the company will be close to the figure given by the rate on the 

long term debt, despite the issues mentioned above it is our best estimate. Firstly, it is the newest 

available information on interest. Secondly, the loan this rate is associated with will account for the 

majority of the long-term debt for the company going forward, and the total cost of debt for the 

company will therefore be driven by the rate on this loan. However, the cost the company actually 

faces will be the hedged rate of 3,2% pre-tax. It is therefore concluded that a fair estimate for cost of 

debt is 3%.  

10.3 Capital structure 
As market values reflect the true opportunity cost of capital providers, the capital structure should be 

based on market values (Plenborg & Petersen, 2012). Usually, a target capital structure set by the 

company is applied. However, these are rarely disclosed, and this is also the case for Tod’s. The 

authors must therefore rely on other methods to estimate the market value of both equity and debt. 
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While MVE rarely matches book value, it is likely that the MV of debt corresponds closely to the book 

value (Petersen & Plenborg, 2012). Due to the Groups strong financial position, the expected loss on 

debt should be low, which is also indicated by investment grade ratings (c.f. Credit Risk).  

The market value of equity can be calculated as the number of outstanding shares multiplied by the 

share price. At the valuation date, this amounted to 2.023.698 (Bloomberg, 2016b). The issue of the 

market value of debt is larger. Since Tod’s does not state any targets for debt, the forecasted debt-

numbers will be applied. Due to Tod’s large cash balance, there was no NIBD (it was calculated as a 

negative number in the analytical balance sheet) throughout the financial analysis. However, as is 

evident from the pro forma statements, the authors expect this to change in the coming years. Non-

current bank borrowings increased due to the acquisition of RV, in turn causing NIBD to increase. 

Through the forecasting period, a value ranging between 7-10% for D/EV-value was calculated. The 

authors find this value range more realistic than historical debt levels, considering the developments 

outlined in section 8.2.  

When considering the D/EV-value without the acquisition, the ratio will be negative due to the large 

cash balance. Because the company is characterized as highly liquid, debt-levels can be paid in full if 

needed, and cost of debt is therefore disregarded. The result is a WACC simply relying on cost of 

equity. A more detailed explanation of this will follow in section 11. 

10.4 WACC summary 
Figure 51 illustrates the calculation of WACC when including the acquisition of RV.  

Figure 51: Calculation of WACC w/ acquisition 

 
Source: Own creation 

Figure 52 illustrates the calculation of WACC (re) when excluding the acquisition of RV. 

Figure 52: Calculation of WACC w/o acquisition 

 
Source: Own creation 

  

Unlevered 
beta NIBD/E Beta-debt

Re-levered 
beta

Risk-free 
rate MRP

CoE 
(r_e) Tax

CoD 
(r_d) E/EV D/DV WACC

Tod's 2016 1,0777 10,04% 0 1,186 1,52% 5,40% 7,92% 32% 2,40% 90,87% 9,13% 7,35%

Unlevere
d beta NIBD/E Beta-debt

Relevered 
beta

Risk-free 
rate MRP CoE (r_e)

Tod's 2016 1,0777 0,00% 0 1,078 1,52% 5,40% 7,34%
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11. VALUATION 
The following section will present a valuation of Tod’s. both with and without the acquisition of RV. 

This valuation is based on the comprehensive analysis of financial and strategic factors, the forecasted 

pro-forma statements and the cost of capital calculated. The valuation including the transaction is the 

base case going forward, since the transaction has been completed.  

The value of any asset is determined as the present value of future income generated by the particular 

asset (Petersen & Plenborg, 2012). The income is discounted to present value by taking into account 

the appropriate risks and time value of money.  

11.1 Valuation method 
A stakeholder has can choose between a number of different approaches when performing a valuation. 

They are typically classified into four categories: present value, relative valuation, liquidation and 

contingent claim valuation (Petersen & Plenborg, 2012). For the valuation of Tod’s, the authors have 

chosen to apply two present value (PV) approaches and relative valuation approaches. PV approaches 

determine an asset’s intrinsic value without any reference to its market value. On the other hand, 

relative valuation compares the price of an assets to the market value of a similar assets. 

The PV approaches chosen is the discounted cash flow (DCF) model and the economic value added 

(EVA) model. Both these models rely on projections of future cash flows and discount factors that 

incorporate the risk associated with a company. In addition, they are both derived from the dividend 

discount model, should therefore yield the same value (Ibid.). The difference in the two models is the 

information it provides shareholders with in terms of value creation. The relative valuation approach, 

also known as multiples, measures several important financial ratios against comparable companies to 

provide a benchmark for the analysed company (Ibid.). 

11.1.1 The Discounted Cash Flow model 
The DCF model is the most widely used valuation model in practice. The only input the model relies on 

is the free cash flow to firm (FCFF), WACC and terminal growth rate. The value of a company is then 

determined as the present value of FCFF discounted by WACC. When specified as a two stage model, 

the following formula applies:  

𝑅𝑅𝐼𝐼𝐼𝐼𝐼𝐼𝑟𝑟𝐶𝐶𝑟𝑟𝐶𝐶𝐼𝐼𝐼𝐼 𝐼𝐼𝐶𝐶𝐶𝐶𝑣𝑣𝐼𝐼0 = ∑ 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑡𝑡
(1+𝑊𝑊𝑊𝑊𝐹𝐹𝐹𝐹)𝑡𝑡

𝑛𝑛
𝑡𝑡=1 + 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑛𝑛+1

𝑊𝑊𝑊𝑊𝐹𝐹𝐹𝐹−𝑔𝑔
∗ 1

(1+𝑊𝑊𝑊𝑊𝐹𝐹𝐹𝐹)𝑛𝑛  

The FCFF is defined as the cash that is available to all equity holders regardless of leverage. To 

estimate the market value of equity (MVE), it is therefore necessary to deduct the net value of debt. 
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FCFE is calculated as EBITDA − tax on operations − provisions −  ∆NWC− CAPEX. In the terminal 

period, it is assumed that all items in the statements grow at an identical rate. 

DCF without acquisition 

When excluding the acquisition from the valuation, the estimated share price is 6% above market 

share price. This is based on the ‘old’ number of shares, which was approximately 30 M. In turn, this 

results in an estimated MVE of 1,9€ Bn. 

Figure 53: DCF valuation w/o acquisition 

 
Source: Own creation 

DCF with acquisition 

The forecasted cash flow statements with the acquisition show a substantial decrease in FCFF in 2016. 

This is reasonable as the acquisition will drastically increase CAPEX. For the remaining periods, FCFFs 

are positive, which is reasonable as the authors have assumed additional increases in revenue growth 

and EBITDA-margin as a result of the acquisition. FCFFs without (accounting for) the acquisition show 

less positive values, which is realistic as the assumed benefits from the acquisition are not 

incorporated and growth expectations are accordingly less positive.  

 

 

 

 

 

Terminal
0 1 2 3 4 5 6 7

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

FCFF 131.415 83.589 86.932 90.409 94.026 112.746 115.001
WACC 7,34% 7,34% 7,34% 7,34% 7,34% 7,34% 7,34%
Discount factor 0,93 0,87 0,81 0,75 0,70 0,65
PV of FCFF 122.430   72.550     70.293     68.107     65.988     73.717     
PV of FCFF in forecast horizo 473.085         Terminal growth 2%
PV of FCFF in terminal period 1.408.447      
Enterprise value 1.881.532      
NIBD -95.323          
MVE 1.976.855   

Share price 27.04 61,15              
Outstanding shares 30.609           
Estimated share price 64,58            
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Figure 54: DCF-valuation w/ acquisition 

 
Source: Own creation 

Figure 54 illustrates that the PV of FCFF in the forecast horizon (FH) is low compared to the terminal 

value, which in turn is caused by the change in CAPEX in 2016. However, in the terminal period (TP) 

Tod’s is expected to generate enough cash to recover the investment. This will in turn bring the market 

value of equity to 1,98€ Bn. This is below the market value obtained from Bloomberg on the valuation 

date (27.04): 2.02€ Bn. The estimated share price based on the authors’ assumptions is 2% lower than 

the prevailing share price. Our model therefore implies that the share is overvalued in the market. 

11.1.2 The Economic Value Added model 
The EVA model has become increasingly more applied in practice. The model is theoretically 

equivalent to the DCF model, except that it relies on accrual accounting data rather than cash flow to 

firm (Petersen & Plenborg, Financial Statement Analysis, 2012). The benefit of the EVA-model is that it 

captures returns, while at the same accounting for the cost of the invested capital required to generate 

these returns.  

The model defines the estimated MVE as the PV of future EVAs plus the initial invested capital. EVA is 

defined as NOPATt + (WACC ∗ invested capitalt), which is further used as input into the enterprise 

value: 

𝑅𝑅𝐵𝐵0 = 𝑅𝑅𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 𝑐𝑐𝐶𝐶𝐶𝐶𝐶𝐶𝐼𝐼𝐶𝐶𝐶𝐶0 + �
𝑅𝑅𝐵𝐵𝑁𝑁𝑡𝑡

(1 + 𝑊𝑊𝑁𝑁𝑅𝑅𝑅𝑅)𝑡𝑡 +
𝑅𝑅𝐵𝐵𝑁𝑁𝑛𝑛+1
𝑊𝑊𝑁𝑁𝑅𝑅𝑅𝑅 − 𝑔𝑔

𝑛𝑛

𝑡𝑡=1

∗
1

(1 + 𝑊𝑊𝑁𝑁𝑅𝑅𝑅𝑅)𝑛𝑛  

As with the DCF model, EVA calculates enterprise value. Therefore, net debt must be subtracted from 

EV to obtain estimated MVE. As explained in section 7.2, a ROIC that exceeds WACC creates value for 

the company. Thus, the EVA model explains whether, and how much, value a company creates. Figure 

55 illustrates the steps involved in calculating EVA.  

Terminal
0 1 2 3 4 5 6 7

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

FCFF -389.569 94.846 100.328 106.057 112.043 136.578 122.502
WACC 7,35% 7,35% 7,35% 7,35% 7,35% 7,35% 7,35%
Discount factor 0,93 0,87 0,81 0,75 0,70 0,65
PV of FCFF -362.900  82.304     81.102     79.864     78.596     89.248     
PV of FCFF in forecast horizon 48.213            Terminal growth 3%
PV of FCFF in terminal period 1.840.686      
Enterprise value 1.888.899      
NIBD -95.323           
MVE 1.984.222    

Share price 27.04 61,15              
Outstanding shares 33.094            
Estimated share price 59,96             
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EVA without acquisition 

It can be seen from figure 55 that PV of EVA is positive. This implies that Tod’s creates value for its 

shareholders because operations generate a higher return than the capital costs. This is in line with 

the expectations of the authors given the assumptions outlined in section 9. Moreover, the validity of 

the models is confirmed, as EVA generates the same MVE as DCF. 

Figure 55: EVA valuation w/o acquisition 

 
Source: Own creation 

EVA with acquisition 

Analogous with the findings from the DCF-analysis, PV in the FH make up a smaller fraction of the 

value. Accordingly, TP-value make up the larger part of MVE. The lower PV of the cash flows in the FH 

is caused by the large increase in IC caused by the acquisition. In turn, this leads to a decrease in ROIC 

as there is a disproportionate relationship between the increase in IC and the increase in NOPAT. This 

discrepancy is offset because EVA in TP is discounted with a higher growth rate. Again the negative 

impact in the medium term is offset by the increase in EVA in the terminal period. Without the 

acquisition it is assumed that Tod’s would have grown at a slower rate. 

In both DCF and EVA, the TP value makes up a larger fraction of the estimated MVE, when the 

acquisition is accounted for, due to higher terminal growth. Secondly, the TP value in the EVA 

valuations is higher than in the DCF valuation, a technical trait of the EVA.  

 

Terminal
0 1 2 3 4 5 6 7

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

Equity 866.081 845.811 879.643 914.829 951.422 989.479 1.009.269 1.029.454
NIBD -95.323 -97.306 -101.198 -105.246 -109.456 -113.834 -116.111 -118.433
IC, end 770.758 748.505 778.445 809.583 841.967 875.645 893.158 911.021
IC, beginning 770.758 748.505 778.445 809.583 841.967 875.645 893.158
NOPAT 109.162 113.529 118.070 122.793 127.704 130.259 132.864
ROIC, end 14,58% 14,58% 14,58% 14,58% 14,58% 14,58% 14,58%
ROIC, beginning 14,16% 15,17% 15,17% 15,17% 15,17% 14,88% 14,88%
WACC 7,34% 7,34% 7,34% 7,34% 7,34% 7,34% 7,34%
Spread 6,82% 7,83% 7,83% 7,83% 7,83% 7,54% 7,54%
EVA 52.600 58.599 60.943 63.381 65.916 65.999 67.319
Discount factor 0,93 0,87 0,81 0,75 0,70 0,65
PV EVA in forecast horizon 286.301 49.004     50.860     49.279     47.746     46.261     43.152      
PV EVA in terminal period 824.473
Enterprise value 1.881.532 Terminal growth 2%
NIBD -95.323         
MVE 1.976.855
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Figure 56: EVA valuation w/ acquisition 

 
Source: Own creation 

Conclusion 

• MVEs are largely unchanged when incorporating acquisition. 

• This is expected as increase in EBITDA is offset by increase in NFE. 

• Moreover, the large impact from acquisition on CAPEX contributes to a lower PV in explicit 

forecasting period. However, this is off-set by a higher TV caused by the expected increased 

terminal growth rate. 

• Share price decreases when the acquisition is incorporated, due to the issuing of new shares, 

therefore share prices are not comparable. However, MVE reveals a slightly higher value when 

accounting for the acquisition. 

• The base case Market Value of Equity is estimated to be 1,98€ Bn. 

Critique of the PV model will be addressed in the forthcoming sensitivity analysis. Because the DCF is 

based on the analysis assumptions, the figures above can deviate from consensus. Even though the 

APV-approach is preferred when D/E-ratios are expected to change in the future, the authors will 

proceed with DCF and EVA. The D/E-ratio is expected to remain relatively stable in the forecast 

horizon, thus incorporating the effects from the tax shield trough an application of the APV-model will 

not yield more informative results. 

 

Terminal
0 1 2 3 4 5 6 7

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

Equity 866.081 1.056.119 1.095.487 1.121.613 1.162.431 1.191.296 1.267.750 1.305.782
NIBD -95.323 203.277 193.321 197.932 189.233 193.932 140.861 145.087
IC, end 770.758 1.259.396 1.288.809 1.319.544 1.351.663 1.385.228 1.408.611 1.450.869
IC, beginning 770.758 1.259.396 1.288.809 1.319.544 1.351.663 1.385.228 1.408.611
NOPAT 99.069 124.258 131.064 138.176 145.608 159.961 164.760
ROIC, end 7,87% 9,64% 9,93% 10,22% 10,51% 11,36% 11,36%
ROIC, beginning 12,85% 9,87% 10,17% 10,47% 10,77% 11,55% 11,70%
WACC 7,35% 7,35% 7,35% 7,35% 7,35% 7,35% 7,35%
Spread 5,50% 2,52% 2,82% 3,12% 3,42% 4,20% 4,35%
EVA 42.427 31.707 36.351 41.204 46.276 58.163 61.243
Discount factor 0,93 0,87 0,81 0,75 0,70 0,65
PV EVA in forecast horizon 197.917 39.523      27.514       29.385       31.028       32.461       38.007       
PV EVA in terminal period 920.224
Enterprise value 1.888.899 Terminal growth 3%
NIBD -95.323
MVE 1.984.222
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11.1.3 The Relative Valuation approach 
The relative valuation method is a comparative, market-based method for estimating value; also 

referred to as multiple valuation or comparable company valuation. The method is widely used in 

valuation as it is easy to apply and simple to understand (Ferris & Petitt, 2013). A multiple is the ratio 

between two financial variables, where the nominator commonly represents either price or enterprise 

value. The denominator can be a financial value driver or a non-financial metric. Multiples are 

calculated for the relevant peer group to obtain an industry mean (excluding the company whose 

value is being determined). This multiple mean is in turn multiplied by the value driver in question. 

This yields the value of equity (price) or the enterprise value. Higher quality businesses a “deserve” 

higher multiple.  

The approach is applied to crosscheck the fundamental value estimated above. Even though DCF-

valuations are considered the most accurate, they are a product of the uncertain forecasts they rely on 

(Plenborg & Petersen, 2012). Multiples are also useful in describing deviations from the industry mean 

and create a range of values that the ‘true’ value of the firm is likely to lie within (Koller, Goedhart, & 

Wessels, 2010). The industry mean will rely on the peers used throughout the thesis. The authors 

acknowledge that a higher number of peers would yield more accurate reflections of the industry. 

However, similarity, comparability and thoroughness are considered more important.  

Despite the fact that the peer group consistently uses IFRS, there can still be accounting differences. 

Transitory items have been excluded to obtain more comparable earnings results. Still, depreciation 

schemes, benefit plans and tax rates can deviate from company to company (Petersen & Plenborg, 

2012). The authors acknowledge that these deviations can make the multiples analysis less valid. 

Despite small deviations, the effective tax rate remains stable across the peer group. The only major 

outlier is Geox with large fluctuations in the tax rate, a fact that could contribute to noise in the 

measures and make the results less accurate. When considering growth rates, the authors assume 

them to be similar for all peers as they are exposed to the same fluctuations in demand, exchange rates 

and general industry threats, in addition to showing similar growth in the past. 

When performing the analysis, a general consensus is that future earnings should be applied. They 

represent the future value a firm is expected to achieve and are typically normalized, meaning they are 

not affected by one-time charges (Koller, Goedhart, & Wessels, 2010). The values are based on 

forecasted numbers including the acquisition, as that is an accurate reflection of the future. Since Tod’s 

growth is considered to be stable for the forecast horizon, the authors choose to apply forecasted 
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values going one year forward. A harmonic mean for the industry is applied as it produces a more 

accurate estimate (Petersen & Plenborg, 2012).  

For this analysis, two enterprise-value approaches (EV/NOPAT & EV/EBIDTA) are applied, 

accompanied by one equity-value approach (P/E). Sales multiples are not used, as it is often heavily 

affected by accounting policies (e.g. revenue recognition criteria) (Suozzo, Cooper, Sutherland, & Deng, 

2001) The factors influencing the multiples are summarized in appendix 29.  

Calculation of multiples 

Figure 57: Multiple calculations 

 

Source: Own creation 

Figure 57 describes the multiples for Tod’s, the peers, along with the harmonic mean. The results from 

the analysis are in line with the results from the profitability analysis. In general, Tod’s peers produce 

higher multiples, which indicate that Tod’s is an underperformer relative to the peers This is the case 

for both EV/NOPAT and EV/EBITDA. However, differences in multiples may not always indicate 

mispricing (UCB, 2001). Multiples can vary due to: 1) differences in the quality of the business (i.e. 

differences in value drivers) 2) accounting differences, e.g. different depreciation schemes 3) because 

value drivers are unrepresentative for the future or 4) mispricing (UBS, 2001). To conclude on 

mispricing, these other options must be ruled out. NOPAT has been consistently defined across the 

peer group, in addition to the considerations made above. Still, variations in the multiples can be due 

to differences among firms that have not been sufficiently controlled for in the analysis or a failure to 

detect these.   

When it comes to the P/E multiple, Tod’s performance is in line with the harmonic mean for the 

industry, indicating that the company is traded at a fair price relative to peers.  

In addition to the financial numbers in figure 57, a non-financial multiple relating to number of stores 

has been calculated. In Tod’s industry, stores provide sales and is thus a key value driver. 

Furthermore, the industry is characterized by high retailization (c.f. section 6.3). Tod’s is valued at 

6.552 euro per store which is 308% above industry average. However, Geox erodes industry average 
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heavily. When discarding Geox from the multiple, Tod’s is one of the poorest performers among its 

peers, indicating that the company is generating less value from its stores than many of its peers.  

Due to the low value obtained using stores as value driver, it is likely hat this non-financial indicator 

may not be an appropriate driver of value.  

Using multiples to arrive at equity value 

The multiples above have in turn been multiplied by the denominator to obtain MVE.  

Figure 58: Calculation of MVE based on multiples 

Source: Own creation 

There is a high spread in the market values obtained. According to the multiples, the value of Tod´s 

equity should range between 2.841€ M. and 1.979€ M. The wide range might imply that the industry 

proxy does not adequately account for the individual differences among the firms.  

The multiple based NOPAT yields an EV of 2,8€ Bn., which is above the intrinsic value arrived at using 

the DCF method (1,89€ Bn.). The same applies for the EBITDA multiple, which yields a value 27% 

above the intrinsic value (2.525€ M.) On the other hand, using earnings multiples yields a MVE of 1,9€ 

Bn., which is almost identical to the DCF value of equity of 1,89€ Bn. Thus, comparing values to the 

multiple based valuation, the equity value is higher than, and enterprise value similar to, what the DCF 

model yielded in section 11.1.1.  

11.2 Sensitivity analysis 
A sensitivity analysis should always accommodate a valuation to show the consequences of changing 

key value drivers (Plenborg & Petersen, 2012). Accordingly, this section assesses the sensitivity of the 

most important value drivers in the forecast. First, an analysis of WACC and the long-term revenue 

growth rate is presented, as the DCF-approach is highly sensitive to these value drivers (Ibid.). 

Secondly, sensitivity of the model to changes in EBITDA and WACC is presented. Lastly, the impact of 

changes in revenue and EBITDA are shown.  

As mentioned in section 9 (the forecasting section), the base case forecast is based on organic growth 

rates and assumes that the positive/negative impacts of FX movements will tend to average out as 

Mulitple driver Harm. mean Denominator Implied MVE Diff from DCF

EBITDA 11,73 207.163                             2.525.501                      27%
NOPAT 27,72 99.069                                2.841.669                      43%
Earnings 20,86 94.891                                1.979.173                      0%

Stores 2.032                               355                                     816.659                            
Employees 358                                  4.646                                  1.756.751                        
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they have done so historically. However, YOY growth is heavily impacted by differences in exchange 

rates. Fluctuations in FX are amplified in the current economic environment, and this makes the 

impact on future revenues even harder to predict. In this environment, FX movements may turn out 

more unfavorable or favorable, also over longer time periods. To account for this possibility, growth in 

revenue is changed in both directions in the scenario analysis. Then the value implications of heavy FX 

impacts that don’t even out in the medium-term can be assessed, as well as other unforeseen impacts 

on YOY revenue growth. 

The following sensitivity analysis is based on the base case valuation. Unless explicitly stated the 

assumptions in the base case valuation applies. 

WACC and growth rate 

Figure 59 illustrates the sensitivity of Tod’s share price to WACC and terminal growth rate. The range 

marked in grey represents what the authors see as plausible. This corresponds to a price range from 

41 to 85 €/share. This demonstrates how sensitive the model is to WACC and growth rate 

assumptions, as small changes indeed lead to large valuation consequences. 

Figure 59: WACC and terminal growth rate 

 

Source: Own creation 

Increasing WACC leads to very low values of equity. The base case revenue forecast is relatively 

conservative; it is based on a cautious outlook for the industry. The assumption is that it will be 

challenging for company to grow organically at a faster pace than the industry overall. With a WACC of 

8%, all else held constant, the implied share price would be 51 € (MVE of 1,68€ Bn.). Further lowering 

the growth rate to 2% yields an estimated share price of 47 € following our valuation (MVE equal to 

1,54€ Bn.). For comparison, historical high and low in share price is 26 € (2009 – financial crisis) and 

high of 138 € (2013). The company  

Figure 60 show the share price as a function of the terminal growth rate, given five different levels of 

WACC. The share price responds proportionally more to changes in growth rate as WACC decreases. It 

Number of shares: WACC
33.093.539                       6,0% 6,5% 7,0% 7,3% 8,0% 8,5% 9,0%

0,0% 60 54 49 46 41 38 35        
1,0% 66 59 53 49 43 40 36        

Terminal 1,5% 71 62 55 51 45 41 37        
Growth 2,0% 76 66 58 54 47 42 38        

2,5% 83 71 62 56 48 43 39        
3,0% 92 77 66 60 51 45 41        
3,5% 105 85 72 64 54 47 42        
4,0% 124 97 79 70 57 50 44        
4,5% 155 114 90 78 62 53 46        
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also illustrates the large value impact of increasing the growth rate from 2% to 3% for any given 

WACC. Our model accrues the largest fraction of value to the terminal value, and therefore the 

terminal growth rate chosen clearly has a large valuation impact.  

Figure 60: Share price movements with changes in terminal growth rate 

 
Source: Own creation 

In section 9, it is explained how acquiring ownership of RV lead to an upward adjustment in the long-

term growth rate to 3%. The assumption reflects the expectation that the acquisition will positively 

affect the company’s long term ability to grow in a mature industry. However, it is also necessary to 

consider the scenario that the acquisition does not lead to a long-term value increase, especially when 

considering the sensitivity of the MVE to this assumption.  

The analysis demonstrates that lowering the growth rate to 2%, while holding WACC constant, leads 

to a share price of 54€ and a corresponding market value of 1,78€ Bn. This is a lower market value 

than when excluding RV (MVE = 1,98€ Bn.). Our valuation therefore implies that the profitability of the 

acquisition depends on the company’s ability to extract additional value from ownership of the asset in 

the long term. MVE increases when additional growth and slight improvements in EBITDA-margin are 

taken into account. It also implies a significantly lower value of the company should our estimation of 

the long-term growth potential of the company not be realized. 

EBITDA & WACC 

Figure 61 illustrates how improvement/deterioration of operating expenditures (OPEX) as % of 

revenue will impact value with different company cost of capital.  

Figure 61: WACC and EBITDA-margin 
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Source: Own creation 

The analysis demonstrates that the value of the company is highly sensitive to improvements in the 

EBITDA margin. Historically, Tod’s has operated with one of the highest margins in the industry, 

achieving a margin of 26% in 2013. At current, the EBITDA margin is suppressed by the group’s 

expansion activity, which has kept margins at lower levels (currently at 19%). Nonetheless, the 

historical margin illustrates that Tod’s is efficient in production and enjoys benefits from scale and 

scope. Thus, they should have the ability to achieve such margins again if their expenses tied to 

expansion efforts are matched better with the growth in the market. At present, the company is 

admitting to sacrificing profits in the short-run to improve profitability in the long-run through its 

expansion efforts (Tod's, 2015). Given that the company still possesses a competitive advantage in 

production efficiency, scaling down expansion could improve EBITDA margins. If the company were to 

improve its OPEX/revenue relation, and thereby achieve a 26% margin again, the sensitivity analysis 

show that the share price would increase from 60€ to 81€ - a 35% value increase from the valuation 

in section 11.1.1. 

EBITDA & Revenue 

Figure 62 illustrates the possible combinations of revenue and EBITDA-margins and the consequent 

share prices the DCF-approach yields. The purpose is to demonstrate how the share price would 

change with different EBITDA-margins, given different growth rates in revenue. As large fluctuations 

in YOY revenues are expected due to volatile exchange rates, the matrix shows the value changes 

induced by a change in EBITDA given different fluctuations in revenue streams. Appendix 30 outlines 

the assumptions for the different levels of revenue growth. 

 

 

 

Figure 62: EBITDA- margin and revenue 
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Source: Own creation  

Implicit in the different revenue streams is that exchange rates are more favorable or unfavorable than 

our base case. The result is four revenue streams in addition to the base valuation case (c.f. appendix 

30). The worst case shown in the matrix is 0% growth in the explicit forecasting period combined with 

deterioration in the EBITDA margin to 17%. This could be the case if OPEX continues to escalate and 

market conditions worsen (e.g. a sharp appreciation of the euro combined with zero growth in 

constant terms). Although this is not seen as a likely outcome, it might be plausible as the company 

had 0% growth in constant terms in 2013 and 2014. One could also imagine 0% growth in case of a 

global recession. The best case is a share price of 89€ in which the company return to an EBITDA 

margin of 26%, while at the same time growth in key markets pick up and/or revenue streams are 

boosted by a continued weak euro. Alternatively, the Group could boost both revenues and EBITDA if 

they successfully increase share of leather goods to 30% (c.f appendix 31), a scenario that is further 

explored in the next section.  

 

11.3 Conclusion 
The valuations performed above have yielded a range of different values for the Tod’s group. Firstly, 

the fundamental valuation when not incorporating the acquisition, yielded a share price of 64,58 €. 

This value was above the market share price on the valuation date; however, this estimate was based 

on a lower number of shares. The fundamental, and base case, valuation when incorporating the 

acquisition resulted in share price 59,96€. This was below the market share price, and the share was 

in turn concluded to be overvalued in the market. The relative valuation yielded a range of values from 

76,3-24,7€ based on both financial and non-financial numbers. From the sensitivity analysis, values 

ranging from 80,6€ to 31,4€ were extracted as the more likely outcomes if EBITDA, growth rates or 

WACC were to change. 

  

EBITDA margin 
Revenue growth 17% 18% 19% 20% 21% 22% 23% 26%

No growth in explicit 23 26 30 34 38 42 45 57
Low growth 26 30 34 38 42 47 51 63

Neutral 31 36 41 47 52 57 63 79
Base Valuation 31 37 42 48 53 59 64 81

High 36 41 47 53 59 65 71 89
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12. SCENARIO ANALYSIS 
In this section a scenario analysis relating to the Group’s current diversification strategy is presented. 

Questions addressed are: what ranges of values can prevail, given the Group follows its strategy to 

expand/diversify into other leather goods? What are the upside risks and the downside risks 

associated with this decision? What is the resulting value range resulting from each scenario and what 

is the probability weighted value that incorporates all scenarios? There are a number of relevant 

uncertainties with respect to future performance that could be modeled. 

In the strategic analysis the SWOT analysis was reversed to construct a TOWS analysis. From the 

TOWS matrix a number of different paths the Group could take were identified, as responses to 

opportunities or threats (section 8.5). One of the outcomes, or strategies, illustrated how the company 

could utilize a particular strength to overcome both an internal weakness and an external threat: The 

Group has superior skills in production of leather goods; however, it has high exposure to the lower-

margin product category of shoes. At the same time the industry (Consumer demand) is slowing, 

which limits revenue growth potential and puts pressure on margins. It was suggested that this 

challenge could be overcome by creating portfolio momentum through diversifying and expanding.  

At current the company is attempting to diversify the Tod’s brand through expansion into other 

leather goods (company presentation; strategy). However, the outcome of this attempt is largely 

undetermined; the authors see great risks on the upside and downside. If successful, it is believed 

value could increase significantly. However, if unsuccessful the company is left with large expenses 

and little revenue to show for it. Moreover, the general state of the economy will impact the potential 

in the industry, thus adding a layer of uncertainty to future cash flow potential. The following section 

explores this decision in detail, to determine what the valuation consequences are of different possible 

outcomes. Six scenarios are created which result in a valuation range covering both the best case and 

the worst case in relation to the abovementioned strategy.  

This will result in a value that does not only reflect one scenario, but rather reflect the probability 

weighted value that account for several scenarios relating to one selected decision. The model is an 

extremely simplified model of reality, where uncertainties have been reduced and the decision 

simplified. It will nevertheless be useful for evaluating the upside and downside potential and thereby 

determine a plausible valuation range.  
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Uncertainties & probabilities in constructing scenario  

Figure 63 show a simplified decision tree modelling two uncertainties faced by the Company, given 

that the decision to expand into ‘other leather goods’ (OLG) has been made. Uncertainties in the model 

are reduced to 1) the success of diversification into OLG and 2) the state of the economy. In the 

following section we define and explain the rationale as well as events, probabilities and outcomes. 

The next section shows the different impacts on final company value.  

Figure 63: Objective, Uncertainties, Scenarios and Outcomes 

 
Source: Own creation 

The two uncertainties are defined as follows:  

1. The success of the company’s diversification strategy  

This includes a goal of increasing share of sales from other leather goods (OLG) to 30% by expanding 

into handbags and other soft leather goods. The diversification is mainly related to the Tod’s brand, 

which accounts for most of the OLG category. The brand has had historical success with the D-bag but 

revenues stemming from OLG have declined the recent years. The brand has entered the world of 

fashion shows to boost exposure and handbag collections have, according to the annual report, been 

received well on the runway. However, such success is not visible in sales from the category (c.f. 

forecasting by product category). It is believed that success of the diversification will ultimately 

depend on consumers accepting the new products. Figure 64 outlines the possible drivers of success 

and failure of OLG.  

Figure 64: Drivers of success and failure of diversification and expansion of the Tod’s brand  

Drivers of Success Scenario  Drivers of Failure Scenario  
Major dedication of resources to diversification and 
expansion of the Tod’s brand  

Slower growth in the sub-segment of handbags 
(OLG) than shoes on industry basis  

Specific knowledge with respect to leather goods  More competition in the handbag segment than in 
the shoe segment  

Good acceptance of new handbag collection 
(SS2016) 

No apparent pricing advantage relative to peers 

Exposure through the entering of fashion shows  Negative YOY growth in revenue from the OLG 
segment since 2013 

Historical success of D-bag  Decline in share of sales for OLG since 2012 

• Objective of company: Growth  
o Max Revenues  
o Min Cost (max. EBITDA) 

• Uncertainties: success of diversification and State of Economy  
• Scenarios: the possible combinations of uncertainties  
• Outcomes: the impact on company value given that a scenario prevails  
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Appointment of Creative Director  Few ‘big’ innovations the past decade  
Source: Own creation based on strategic analysis (Section 8)  

2. The state of the economy 

There are uncertainties tied to the developments in global economic conditions. As explained in the 

macro analysis, companies in the luxury goods industry are highly affected by the state of the general 

economy; if the economy performs well, LG markets tend to perform better than when the economy is 

slowing. Therefore, an uncertainty is defined as to what state of the (global) economy will prevail. The 

outcomes are defined as follows:  

• ‘Unfavorable (L)’ is defined as YOY GDP growth and other associated indicators slowing down 

or the possibility that markets enter a recession.   

• ‘Neutral (B)’ is defined as a continuation of the expected growth levels as projected by IMF 

• ‘Favorable (H)’, is defined as YOY GDP growth above 4%. A higher growth than what is 

projected by IMF over the medium term. It also accounts for the possibility of large growth in 

new markets (i.e. the rest of world segment; an countrie 

Strong growth, measured by GDP, is assumed to have a positive impact on revenue growth, while 

unfavorable growth is assumed to negatively affect revenue growth.  

Figure 65 summarizes the assumptions made and the assigned probabilities.  

Figure 65: Definition of assumptions and allocated probabilities 

Assumption Definition Probability 
Success/failure 
of portfolio 
expansion 
 

Goal is to increase share of sales from OLG to 30%. Success/failure 
factors are outlined in figure 2.  
 

S: P = 30% 
F: P = 70% 

State of economy The state of the economy impact demand and in turn the growth in the 
PLG industry. 

• H: YOY GDP growth above 3,5 - 4% 
• B: YOY GDP growth is as expected; 3,5-4%  
• L: YOY GDP growth slowdown; below status quo 

H: P = 15% 
B: P = 55% 
L: P = 30% 

Source: Own creation 

Scenarios & outcomes  

The initial uncertainties and probabilities in figure 66 results in 6 scenarios. Each scenario has a 

probability attached to it, based on the prior probabilities assigned to each outcome (c.f. figure 65). For 

each possible scenario an outcome is defined (c.f. figure 66). 
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Figure 66: Upside and downside scenarios of diversification into other leather goods 

Diversification and expansion of the Tod’s Brand into Other Leather Goods (OLG) 

  Scenario  Joint 
probability 

Outcome    Valuation 
Assumptions 

  S1: (Success, 
High) 

5% Increase in EBITDA, revenue 
growth (RG)  

EBITDA = 26%, RG = 
8% 

Upside S2: (Success, 
Base) 

17% Increase in EBITDA margin, high 
RG  

EBIDTA = 26%, RG = 
6% 

  S3: (Success, 
Low) 

9% Increase in EBITDA margin, Base 
RG  

EBIDTA = 26%, 
RG=4,5% 

  S4: (Failure, High)  11% No change in EBITDA margin, 
above base RG 

EBITDA = base, RG = 6% 
 

Downside S5: (Failure, Base) 39% Reduction in EBITDA margin, base 
RG  

EBITDA = 19%, 
RG=4,5% 

  S6: (Failure, Low) 21% Reduction in EBITDA margin, no RG  EBIDTA = 19%, RG = 
0% 

  Total  100%      

Source: Own creation 

The probabilities assigned to each event are treated as independent when the joint probabilities are 

calculated. This is an approximation of reality. In reality there is statistical dependency between the 

success of the diversification and the state of the economy (that is, the probability of success of the 

sales of handbags depend on the state of the economy, as the sale of handbags are likely to do better if 

the state of the economy is good). However, this dependence will be ignored as it is believed that the 

joint probabilities calculated represent realistic probabilities for each scenario prevailing. Again, for 

simplicity, it is assumed that the decision to diversify can only have two outcomes; success or failure, 

and that success will lead to the same improvement in EBITDA margin and that this margin will vary 

with revenues as before. 

Success in OLG is assumed to improve EBITDA, since the margins are higher for this product category. 

In addition, increased sales of leather goods, holding all other growth rates constant, will increase 

revenue. An example is provided in figure X. In this figure the % sales stemming from OLG is increased 

by different rates. To exemplify, if OLG grows by +15%, revenue growth will increase with 5,6-6,5% 

and revenue will increase to 1,4€ Bn. Calculations can be found in appendix 31.  
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Figure 67: Revenue streams given different levels of growth in the other leather goods segment 

 
Source: Own creation 

Figure 68: Revenue stream from other leather goods segment with different growth rates 

 
Source: Own creation 

A Success scenario could be triggered by for example the launch of a new “it-bag”, which could enjoy 

the same status as the “D-bag”. If the company manages to increase the share of sales from leather 

goods to 30%, it is assumed this will have a large impact on both revenue and EBITDA. While the 

Group does not report any information on margins by segment our research supports that margins are 

generally higher on leather goods, such as handbags, than on shoes which (c.f Company Analysis). If 

the company were to reach this target, an estimated EBITDA of 26% could be achieved, while revenues 

could increase by an additional 2%. The share of revenue accruing to handbags would reduce shoes 

share of revenue, thereby lowering the company’s exposure to this lower margin product category. 

This is not shown in the figure above – all is held constant, however it is seen as the most likely 

development. In the historical period EBITDA margin is higher in the years where sales from leather 

goods are higher, providing some additional support to our argument.  

However, since the general economic environment also is allowed to impact the scenario, revenues 

will fluctuate according to the prevailing state.  
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On the downside it is assumed the company is not successful in its diversification strategy. This seems 

like the more likely scenario, given that the share of sales from leather goods has declined the past 

years despite the company’s effort to achieve the opposite. The outcome of unsuccessful 

diversification is most likely a lowered EBITDA margin. The reasoning is that the company spend large 

amount of resources on their diversification attempt. If unsuccessful in gaining consumer acceptance 

sales will not be able to defend the expenditures and EBITDA will consequently be lowered. Again, the 

outcome of failure will depend on fluctuations in revenues from the base case will stem from different 

states of the economy.  

In the next section value implications of the different scenarios are presented along with the specific % 

increases and decreases in revenue and EBITDA estimated as realistic outcomes. A valuation will most 

often lead to insight that leads to additional scenarios and further analysis which makes the valuation 

process is inherently circular (Koller et. al, 2010). The section will therefore also include an 

assessment of the realism in each scenario, in addition to other scenarios that would have been 

interesting to explore.  

Value implications for different scenarios 

Scenario 1: This is considered to be the best case scenario for Tod’s. In this scenario, the company is 

successful at expanding into OLG and GDP growth is above 4% for the world as a whole. As the 

economy is booming, sales are boosted for all product categories. The EBITDA margin returns to 2013 

levels of 26% because the company increases its share of a higher margin product to reach 30% of 

sales by 2020. With an EBITDA margin of 26% and a revenue growth of 8% the value of the Group is 

3,22 €Bn. The share price is 97€/share. This is a huge increase from our base case of 61,15 €/share 

and MVE equal to1,98 €Bn. However, the joint probability of this scenario occurring is calculated to be 

5%. Based on all insight gained through the previous sections in this thesis, it is seen as possible but 

the most unlikely outcome of the scenarios constructed.  

Scenario 2: The Company is successful with the expansion which leads to the same EBITDA as % of 

sales of 26%. However, the economic environment is less favorable in the scenario above. Growth 

remains at the current projected levels. This implied that the market conditions from our base case 

will prevail – then the company manages to grow with 4-4.5%. But success of OLG implies that 

revenues will be able to increase slightly more than this; 6%. The value of the company under these 

circumstances is 88€. The scenario is expected to occur with a higher probability than S1, as the 

probability assigned to a status quo economic environment is higher. The joint probability of 

occurrence is 17%. 
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Scenario 3: In this scenario the Group is successful in its diversification attempt, however severe 

declines in the economic environment places constraints on growth. A lower-than-base-case growth in 

revenues would be expected, but because of the success of the strategy the company manages to 

uphold this growth. Due to the success in increasing OLG to 30% EBITDA as % of revenue will still be 

26%. The resulting share price is 81. This is still a significant increase from the base case value, even 

with unfavorable market conditions. The outcome is expected to prevail with a probability of 9%. 

The findings from the success scenarios underlines that should the company be successful in the OLG 

segment the value implications can be huge. The margin effect is considered large; a handbag retails 

for 4000 € while shoes on average retail for 500 Eur. It is not likely that this difference can be justified 

in production costs. Without knowing what the specific margins are, it is still fair to assume that the 

premium consumers are willing to pay for other leather goods must be much higher. However, at 

current, the likelihood of Tod’s being able increase this category to 30% of sales is considered much 

less likely than the probability of failure. This is explored in the next 3 scenarios below.  

Scenario 4: The Group is not successful in the segment of other leather goods and does not manage to 

increase share of OLG to 30% within 2020. Higher growth than expected in the economy boosts 

demand and revenues from all product categories, which brings revenue growth to 6%. This also 

implies some increased sales from OLG, and therefore margins remain at base case level. This scenario 

provides an MVE of 2,17 and a share price of 66. The estimated probability of occurrence is 11% 

Scenario 5: In this scenario the group is unsuccessful in its diversification attempt. In EBITDA is 

worsened from the base case level because of the escalation in OPEX that the diversification attempt 

results in. The investment in fashion shows, marketing and product development are not justified by 

revenue increases, as they partly are in scenario 4, when the economy is ‘booming’. The economy is 

growing moderately, as the current IMF projection and therefore growth in revenues remains at base 

case. This will in turn yield an estimated value of 1,9 and a share price of 58.  

Scenario 6: The last scenario is considered to be the worst case. This scenario prevails if the company 

both is unsuccessful in diversification and economic conditions are unfavorable; for example a 

recession in key markets. If the European market should re-enter a recession, or the Chinese economy 

sees even larger slowdowns in growth it is a possibility that the company can see organic growth rates 

in revenues of 0%. The EBITDA margin will be as in scenario 5, lowered from the expected margin in 

the base case as a result of the large expenses, the stagnation in revenue and low sales of the higher 

margin product category. The share price in this case would be 44,38 €; a market value of equity of 

1,47 Bn. €. The probability of occurrence is estimated to be 21%. 
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In conclusion, the downside is assumed to be more likely to occur than the upside. In all these cases 

the EBITDA margin will not see the huge improvement that success implies. Some variations are 

expected due to different revenue growth rates, driven by the different states of the economy that can 

prevail. The range on the downside is from 44-66 Eur. Share. Again, that the economy will be booming 

in the medium term is seen as unlikely.  

The six scenarios result a value range shown in figure 69. The values are also probability weighted to 

obtain an expected value of share price and MVE.  

Figure 69: Scenario-analysis 

 
Source: Own creation 

12.1 Conclusion 
The expected value of the share price, when the possibility for different scenarios to occur is included, 

is higher than the base case share price. The value is positively affected by incorporating the 

possibilities of success in the handbag segment, although the prior probability assigned to this event is 

low (30%). Our base case assumes only moderate increases in the sales of leather goods. Therefore, 

when talking about leather goods only, our base case can be considered on the failure side of the 

scenario. This is also reflected in the high probability assigned to scenario 5; ‘neutral’ economic 

environment implies base case revenue growth rates in revenue. The only difference is that EBITDA is 

lowered slightly from the base case to reflect increasing expenses in relation to the expansion efforts.  

To conclude, there are both upside and downside potential relating to the strategy to expand into 

other leather goods. The upside is large, due to Tod’s company specific knowledge of producing 

leather goods and their scale advantages in production. However, enabling the success scenario to 

occur requires consumer acceptance. Based on the historical numbers, the strategic analysis and 

research of peers it does not seem likely. The large upside potential nevertheless impacts the 

probability weighted share price in a positive direction compared to the base case. Failure has smaller 

Revenue EBITDA Probability 
Scenario growth margin MVE Share price of occurance EV(MVE) EV(share)

S1 8% 26% 3.221.086    97,33 5% 161.054     4,87
Success S2 6% 26% 2.905.693    87,80 17% 493.968     14,93

S3 4%-4,5% 26% 2.668.138    80,62 9% 240.132     7,26
S4 6% 21% 2.173.362    65,67 11% 239.070     7,22

Failure S5 4%-4,5% 19% 1.919.127    57,99 39% 748.460     22,62
S6 0% 19% 1.465.238    44,28 21% 307.700     9,30

Expected value 2.190.384   66,19

Base case 4%-4,5% 21% 1.984.222   59,56
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value implications, as it implies that the current EBITDA margin largely will be maintained. The 

margin already reflects large expenses tied to expansion efforts and therefor it is not believed that the 

margin will be radically lowered if failure occurs.  

Success of the current diversification strategy appears unlikely, but should success occur it has a large 

potential upside. The firms has firm-specific changes could contribute to success; exceptional 

experience in production and knowledge of leather, as well as strong a solid reputation in the footwear 

segment. If these strengths were combined efficiently, the success scenario would perhaps be more 

likely to be triggered. Should the company be able to combine its competitive advantage in leather 

production with a product than gains consumers aspires to own the company may see much more 

profitable growth in the future.  

Alternative scenarios  

Alternatively, the company could abandon its diversification strategy all together and revert focus to 

its core competence of shoes. This would most likely have a positive effect on the EBITDA margin as 

expenses would be scaled down somewhat. The downside could be large however, should the market 

turn unfavorable the company is left with very high exposure to a low margin product. This would 

hurt profitability more if market conditions worsen.  

A second scenario alternative could be to explore the possibility of the company gaining momentum 

on the US market. The potential upside on the US market is considered large since the US is the world’s 

biggest market for Luxury Goods. As mentioned previously, the group has focused on this market for a 

while, but does not appear to have gathered the same momentum as its peers. The growth potential of 

RV on the US market, as well as the possibility to expand the DOS network further, could give expand 

the range of possible share price values.  

A third scenario that could be explored is if the company would choose to divest a brand. Although no 

indications of this have been made, it has been speculating in a possible divestment of the HOGANS 

brand. It is not unlikely that a brand could be worth more elsewhere.  

At the extreme the scenario of the entire group selling to a larger conglomerate could be explored. 

LVMH has a 4,5% ownership stake in the company, and several indications have been made that the 

group is looking for a target similar in size as Tod’s. In light of Tod’s declining profitability the recent 

years, it is possible to imagine that the company is worth more under a company umbrella than on a 

stand-alone basis.  
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12.2 Summary possible share price values 

  

Sensitivity Sensitivity Scenario: success
DCF Multiples EBITDA Revenue diversification Multiples Scenario 

97,3 62%

85,9 87,8 43% 46%

76,3 80,6 80,6 27% 34%

64,2 65,2 65,7 10%

59,96 59,8 60,0 58,7 0%

59,52 57,44 57,99 -3%

53,08 53,28 -11%
47,81 46,51 44,28 -26%
42,92 41,60
36,87

24,68 31,40 -59%

Share Price Ranges % difference from DCF Base Case
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13. CONCLUSION 
The purpose of this thesis has been to assess the performance and outlook of a Tod’s S.p.A- an Italian 

Group engaged in production and distribution of luxury footwear, apparel and other leather goods. 

The company operates in an industry characterized by slower growth and many uncertainties, as the 

luxury goods industry is prone to economic cycles. The current challenge for such companies is to find 

profitable ways to grow in a pressured environment. Despite being the market leader in its core 

segment, the Tod’s group is experiencing deteriorating profitability. The question of what the value of 

the company is and what a realistic value range is in light of current challenges and possible 

opportunities is answered through a valuation process.  

The financial analysis revealed that despite showing superior profitability in the past, the Tod’s group 

is currently struggling to return to these historical levels. The Group is underperforming on operating 

profitability relative to the industry average applied. This is mainly caused by a sharp decrease in the 

EBITDA margin. This is a consequence of high increases in operating expenses compared to revenue. 

This was found not to be a result of less efficient production, but rather increased cost levels due to 

expansion of the distribution network. However, the Group has kept liquidity and credit risk low 

through low debt exposure and a large cash balance, indicating a strong financial position. 

The key drivers identified in the Group’s external environment revealed that growth in the industry is 

positively correlated with general economic conditions. The economic environment is characterized 

by high uncertainty. It will be especially important to manage global currency fluctuations impact on 

short-term results. Furthermore, Tod’s must take advantage of international tourist flows and 

borderless consumers looking to capitalize on the price discrepancies caused by FX fluctuations. In 

addition, digitalization and technological trends such as the rise of e-commerce and a shift from 

multichannel to Omnichannel distribution can pose either a threat or an opportunity for the Group. If 

successful in leveraging these opportunities, it is believed that it can contribute to increased growth.  

The assessment of the PLG industry revealed increasing levels of rivalry as a consequence of growth 

slowing down. The high level of consolidation that has characterized the industry the past decades is 

expected to continue in the future. Furthermore, rising threat from substitutes in online markets, such 

as second-hand and counterfeit shopping, can heavily impact the profitability of the industry. 

However, Tod’s firm-specific strength of extensive production knowledge provides the Group with a 

competitive advantage over rivals. Moreover, Tod’s has strong credentials within footwear and thus 

has an upper-hand in this sub-segment. On the other hand, heavy exposure to the same product 

category, a lack of innovative and creative skills and poor performance in other leather goods may 

115 

 



place constraints on future performance. Moreover, there may be an indication of insufficient 

managerial competencies relative to the Group’s size. 

The primary value driver in the pro forma statement was identified as organic revenue growth. Total 

revenue increases were forecasted to be moderate, 1-2% below the historical average, and positively 

correlated with GDP growth projections of forecasted markets. The acquisition of Roger Vivier (2016) 

was found to impact the financial statements heavily and alters expectations for key value drivers in 

the future. Expectations are that the EBITDA margin will increase. However, so will interest expenses 

as leverage increases and NIBD turns negative. Shareholder equity will increase as shares are issued. 

Intangible assets increase with the value of the trademark; 415€ M., or 55%.  

The valuation revealed that the acquisition will contribute to an increased firm value, given improved 

long-term growth prospects. The resulting share price is 59,96€, which indicates that Tod’s is 

currently overvalued in the market. For comparison, the value obtained when excluding the 

acquisition was 64,58€. The price is higher, because the number of shares outstanding was lower. The 

total MVE remained largely unchanged. This illustrated that added shareholder value depends on 

successful leveraging of the RV brand. In addition, the sensitivity analysis revealed that the value of 

Tod’s is highly sensitive to changes in WACC and terminal growth, as expected. EBITDA was also 

identified as a key value driver. The EBITDA/WACC sensitivity resulted in a relevant range from 80,6€ 

to 31,4€. Lastly, the relative valuation yielded a value range of 53,1-76,3€ - excluding the non-financial 

multiple, that was judged to have a less appropriate linkage to value. The Price based multiple was in 

line with the DCF as well as the harmonic mean for the selected peer group. For the enterprise value-

based multiples, however, the Group has a lower multiple than the harmonic mean. Using the 

harmonic mean to derive the EV for Tod’s yields a higher market value, than current EV given by the 

market.  

The scenario analysis investigated possible values of the company, given a strategy to expand into a 

higher-margin segment. Possible success is driven by expertise in leather production and increased 

exposure, while the downside is driven by poor historical performance in this segment and no 

apparent advantages in price or design. Success was deemed less probable and a neutral or 

unfavorable economic environment more probable than favorable. The three scenarios on the upside 

resulted in a range of 97,3€ to 80,6€, while the downside scenarios resulted in values from 65,7€ to 

44,3€. The expected value of the possible share prices in all scenarios is 66,2. This is higher than the 

base case valuation. From this finding it is concluded that the potential upside from product expansion 

is very high should the Group succeed. However, there are great uncertainties tied to this scenario 
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occurring, and the likelihood of the strategy failing is far more probable. Still, the strategy has a 

positive net expected value because the downside risk is small compared to the upside potential.  

The thesis concludes that Tod’s value is 59,56€ at 27.04.2016. The recent acquisition improved Tod’s 

growth prospects just enough to offset the cost of the investment. The attempt to expand through 

diversifying of its product portfolio results in a range of 97,33€ to 44,28€. The expected value of the 

share price (66,19) yields an EV of 2,19€ Bn. Thus, there is value in the growth strategy. This 

demonstrates that a successful diversification into a higher-margin segment can improve profitability 

and consequently value. Nevertheless, the company value is sensitive to the state of the economy. But, 

if the company can successfully diversify, the adverse impact of the macroeconomic environment on 

profits will be reduced as reflected in the success scenarios.  

Given the DCF valuation the company is unable to defend its current price in the market. The scenario 

analyses show a possible upside, but more scenarios would have to be explored to make the range 

more reliable.  

Tod’s may have long-term potential, but at present it is unclear if and how the company can 

successfully leverage their expertise in leather production, in order to return to its historical levels of 

profitability. If slower growth indeed is the new normal, challenging times is ahead for the Group. 

Either the company will have to follow many of its old peers and merge with a larger conglomerate 

with more resources. Or they have to source the creativity that will be needed to be a winner in the 

industry going forward.  

13.1 . The thesis in perspective  
This investigation into the market for luxury goods, has raised the question of whether the market 

ever really will ‘mature’. When speaking of mature markets, two aspects stand out; 1) whether the 

market can become saturated and 2) whether growth actually will slow down permanently, as 

suggested by e.g. Bain and Company research (2014; 2015). With respect to the latter, there are 

several interesting angles, which have not been explicitly covered in this thesis, to investigate. 

Especially interesting is how consumer behavior in relation to luxury goods will develop, as the 

behavior follows patterns distinctively different for consumption of normal goods. To name one; is the 

industry really constrained by the growth in the economy? If instead it is assumed that luxury goods 

will always be in demand from the rich and wealthy, then it matters how the fraction of rich and 

wealthy develop, and this may not be related to overall growth in the economy. This was briefly 

touched upon in the strategic analysis, where HNWI was identified as a driving force behind continued 

revenue growth in the industry. If this group of people is only increasing, in size and in wealth, as 
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global income inequality is expected to increase (e.g. World Bank, 2016), the luxury goods industry 

will continue to grow at a higher pace than predicted in this thesis. The first point, relating to whether 

people can get enough of luxury, can be investigated from a physiological/consumer behavior 

perspective. Findings by other analysts indicate that such goods have always been sought after, and 

will continue to be sought after going forward. Interesting points can be raised in relation to how 

issues of sustainability and affluent spending will impact wealthy individual’s tendencies to spend in 

the future. However, this is far beyond the scope of this thesis, but nevertheless interesting aspects of 

how demand, and thus revenue growth, will develop in the future.  

This thesis’ findings, the value range of Tod’s, defiantly does not cover the full possible range of values 

for the company in the medium term. A longer time perspective would have increased the value range 

on the downside; that is possible values would be much lower had the terminal growth rate been 

adjusted downwards. We also believe that even lower values in the medium-term are possible. 

However, the terminal value accounts for a large fraction of the value, and as such the model limits the 

downside in the scenario analysis if the terminal growth rate is not changed. It should be stressed that 

this growth rate reflects the author’s belief that the company does have long-term potential. On the 

other hand, in the medium term, the downside can be much larger than what the scenario analysis 

predicts. From a wider economic perspective, a slower growth in the global economy over a longer 

time period is likely to suppress growth opportunities across the industry. On the other hand, the 

possibility that growth opportunities in other emerging markets than China can become the new 

engines of growth for the industry cannot be excluded. The authors believe that especially South Korea 

and Brazil, if the extremely adverse economic situation the country faces today improves, can provide 

such ‘growth engines’ in the future. India may also be a possible engine in the future, which could drive 

significant growth in the industry overall. Although the thesis concludes on a valuation range, this is 

based on limited scenarios. Delimitations have been made, which this range should be seen in light of.  

The analysis of Tod’s presented the authors with many interesting growth strategies. Consequently, 

the potential to grow in the industry is not impossible, despite growth slowing down. However, Tod’s 

current expansion strategy seems less likely to be successful. If space and time limitations had allowed 

for a more extensive scenario analysis, it would have been interesting to investigate Tod’s potential to 

leverage the technological trends that will affect the industry in the future as well as the possibility to 

expand on geographical markets 

This thesis investigates a single case in an industry where firms have many common characteristics, 

such as being involved in both production and retail, their customer base, the and so forth. Many 

companies also have similar strategic priorities, such as the strategic focus on retail networks and 
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rapid expansion of these. Trends among companies within the same industry are similar, they face the 

common challenge of slowdown in growth and often their responses are also similar. Therefor it might 

be possible to argue that some of the findings in this thesis also apply to several firms in the industry. 

On the other hand, it has not been the aim of this thesis to value and compare several firms in the 

industry, nether to produce results that are generalizable over a larger population. Therefore 

generalizability of the findings in this thesis is limited. Still it should be pointed out that through the 

case study; knowledge of the company’s closest competitors has also been accumulated. There 

appears to be striking similarities also in the strategies the firms adopt in response to the industry 

slowdown. Investigating the individual companies’ responses on an industry wide basis would be 

interesting and might produce a more generalizable result. This study, by focusing on one company, 

has allowed for a more thorough and in debt investigation than would be possible if a more cases were 

investigated. This has the benefit of conducting a more in-depth investigation and thus more accurate 

and reliable results.  

Furthermore, it would have been interesting to compare the value of Tod’s to its closest competitor, 

Salvatore Ferragamo, in order to evaluate which company has the most positive outlook. Thus, an 

evaluation of the most appealing acquisition target for LVMH could also have been made. The authors 

see SF and Tod’s as strikingly similar in terms of their business models and they are also the closest 

competitors in the footwear segment. Historically, the two companies have both performed well. 

However, in the recent years Tod’s has been outperformed by SF. The question of what SF is doing 

differently is perhaps an interesting question that could be raised in a comparative analysis of the two 

companies. 

Considering the author’s somewhat negative outlook for Tod’s future, it would have been interesting 

to evaluate a potential price for the company should LVMH choose to acquire the Group. In addition to 

a valuation, possible synergies would have to be identified. This would indicate the premium LVMH 

(or a different conglomerate for that matter) should have to pay for the Group. The total value of 

expected synergies that can be realized between the entities and the intrinsic value of Tod’s should 

indicate the price. As mentioned in the introduction, this is not an unlikely scenario. After the analysis 

that has been made of the company it is believed that the Group currently might be worth more under 

a larger corporate umbrella, than on a stand-alone basis. In addition, the lack of professional 

management - that the majority owners and founding family is running the day-to-day business - may 

be inefficient relative to the size of the group. Although an overlapping ownership/management 

structure can have advantages, it is usually not considered efficient from a corporate governance 
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perspective. If management is efficient it would increase the possibility of a takeover if the market for 

corporate control is efficient.  

Lastly, and in in hindsight, the authors find it would have been beneficial to apply a different 

framework for analyzing the industry. Porter’s framework is helpful in analyzing how competitive an 

industry is; however, it is not sufficiently capturing current industry-specific trends. Moreover, the 

connection between the macro and industry analysis was difficult to define. This might have caused 

the link from the strategic analysis to the forecast to appear less clear to the reader than what was 

intended following the industry research. That being said, the forecast is believed to accurately reflect 

the major trends that are defining the industry at current and the likely development in these trends in 

the medium term.  
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Appendix 1: List of abbreviations 

ATO = Turnover rate of invested capital 

CAGR = Cumulative annual growth rate  

CAPM = Capital asset pricing model 

DCF = Discounted cash flow  

DOS = Directly operated stores 

EBITDA = Earnings before interests, taxes, depreciation and amortization 

EBIT = Earnings before interests and taxes  

EVA = Economic value added  

EV = enterprise value  

FX = Exchange rates 

GDP = Gross domestic product 

LG = Luxury goods  

MVE = Market value of equity  

NOPAT = Net operating profit after taxes 

NIBD = Net-interest bearing debt 

NBC = Net borrowing cost  

PLG = Personal luxury goods 

PM = Profit margin 

ROE = Return on equity 

ROIC = Return on invested capital  

RV = Roger Vivier 

SWOT = Strengths. Weaknesses, opportunities and threats 

WACC = Weighted average cost of capital 

WS = Wholesale 

YOY = Year on year  
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Euro - 000's 2010 2011 2012 2013 2014 2015
Sales revenue 787.539 893.638 963.132 967.490 965.532 1.036.959     
Other income 18.819 15.994 22.060 15.630 10.476 11.437           
Total revenues and income 806.358 909.632 985.192 983.120 976.008 1.048.396     
Total operating costs -613.299 -677.215 -735.025 -746.803 -782.460 -845.778       
EBITDA 193.059 232.417 250.167 236.317 193.548 202.618        
Amoritzation of intangible asse  -7.599 -9.957 -8.935 -8.889 -8.792 -8.910            
Depriciation of PPE -24.476 -25.845 -29.154 -30.395 -32.791 -39.323         
Other adjustments 0 -86 -246 - -2.339 -2.997            
Total D&A and write downs -32.075 -35.888 -38.335 -39.284 -43.922 -51.230         
Provisions -1.040 -1.899 -2.995 -3.878 -1.447 -2.820            
EBIT 159.944 194.630 208.837 193.155 148.179 148.567        
Financial income 19.371 18.522 18.174 18.201 23.403 29.267           
Financial expenses -15.963 -16.266 -19.294 -20.184 -27.202 -40.564         
Total financial 
income/(expenses) 3.408 2.256 -1.120 -1.983 -3.799 -11.297         
Profit before tax 163.352 196.886 207.717 191.172 144.380 137.270        
Income tax -52.566 -61.198 -61.980 -57.172 -47.619 -45.182         
Profit/loss for the period 110.786 135.688 145.737 134.000 96.761 92.088          
Non-controlling interests -1.710 -691 -276 -220 353 647                
Profit/loss of the group 109.076 134.997 145.461 133.780 97.114 92.735          

Assets - euro 000's 2010 2011 2012 2013 2014 2015
Non-current assets 
Intangible fixed assets 
Assets with indefinite useful lif  149.024        149.024        149.466        149.466        149.466        149.466        
Key money 27.679           23.731           20.557           18.419           16.676           14.938           
Others intangible assets 12.380           29.250           28.417           28.455           27.411           26.387           
Total intangible fixed assets 189.083        202.005        198.440        196.340        193.553        190.791        
Tangible fixed assets 
Buildings and land 105.721        109.787        104.334        90.225           95.111           110.928        
Plant and machinery 3.962             7.031             8.222             8.472             8.550             13.206           
Equipment 12.573           13.613           15.060           16.002           16.082           14.258           
Leasehold improvement 30.595           33.496           35.428           37.460           43.361           45.573           
Others 21.252           27.072           31.678           40.194           54.722           42.538           
Total tangibe fixed assets 174.103        190.999        194.722        192.353        217.826        226.503        
Other assets 
Investment properties 46                  42                  39                  36                  32                  29                  
Equity investments 20                  20                  20                  20                  20                  20                  
Deferred tax assets 32.027           39.603           45.427           49.568           48.237           51.220           
Other non-current assets 7.789             9.661             13.403           15.362           18.535           19.997           
Total other non-current asse  39.882          49.326          58.889          64.986          66.824          71.266          
Total non-current assets 403.068        442.330        452.051        453.679        478.203        488.560        
Current assets 
Inventories 203.136        236.631        265.389        282.348        327.085        347.445        
Trade recivables 119.560        150.011        152.345        94.326           99.445           111.521        
Tax recivables 3.856             12.839           15.519           16.859           30.698           17.637           
Derivative financial instrument  2.084             1.320             5.370             4.430             1.751             1.688             
Others current assets 12.263           13.488           13.940           34.793           37.229           34.297           
Cash and cash equivalents 171.729        187.756        168.329        228.178        165.949        217.801        
Total current Assets 512.628        602.045        620.892        660.934        662.157        730.389        
Total assets 915.696        1.044.375     1.072.943     1.114.613     1.140.360     1.218.949     
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Equity and liabilities - euro 000's 2010 2011 2012 2013 2014 2015
Equity 
Share capital 61.219           61.219           61.219           61.219           61.219           61.219           
Capital reserves 214.055        214.055        214.055        214.055        214.055        214.055        
Hedging and translation -4.263            -4.851            1.235             -10.902         -8.747            12.630           
Retained earnings 231.451        277.742        336.229        397.304        445.889        481.392        
Profit/loss attributable to the group 109.076        134.998        145.461        133.780        97.114           92.735           
Total equity, group 611.538        683.163        758.199        795.456        809.530        862.032        
Total equity, non-controlling 6.903             5.625             5.788             5.648             5.078             4.048             
Total shareholders equity 618.441        688.787        763.987        801.104        814.608        866.081        
Non-current liabilites 
Provisions for risk 1.369             1.914             2.969             3.651             3.417             5.485             
Deferred tax liabilities 27.722           30.902           32.261           35.254           29.360           27.922           
Employee benefits 11.419           11.565           11.130           11.134           12.582           12.315           
Other non-current liabilities -                 19.584           20.169           18.835           16.619           16.612           
Non-current derivative financial instruments 8.598             
Bank borrowings 42.805           41.408           32.023           21.087           20.298           59.743           
Total non-current liabilites 83.315          105.373        98.552          89.961          82.276          130.675        
Current liabilites 
Trade payables 130.008        159.876        139.236        152.619        160.220        142.881        
Tax payables 20.064           16.454           7.590             7.809             9.015             14.082           
Derivative financial instruments 2.333             6.957             1.704             1.876             17.258           3.125             
Other current liabilites 29.106           31.329           29.309           35.278           41.345           38.283           
Bank 32.429           35.599           32.565           25.966           15.638           23.822           
Total current liabilites 213.940        250.215        210.404        223.548        243.476        222.193        
Total equity and liabilities 915.696        1.044.375     1.072.943     1.114.613     1.140.360     1.218.949     
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Appendix 3: Analytical financials - Tod's 

 

effective tax rate -32% -31% -30% -30% -33% -33%
Euro - 000's 2010 2011 2012 2013 2014 2015
Sales revenue 787.539      893.638      963.132      967.490      965.532      1.036.959   
Other income 18.819        15.994        22.060        15.630        10.476        11.437        
Total revenues and income 806.358      909.632      985.192      983.120      976.008      1.048.396   
Operating costs -613.299     -677.215     -735.025     -746.803     -782.460     -845.778     
EBITDA 193.059      232.417      250.167      236.317      193.548      202.618      
Total D&A and write downs -32.075       -35.888       -38.335       -39.284       -43.922       -51.230       
Provisions -1.040         -1.899         -2.995         -3.878         -1.447         -2.820         
EBIT 159.944      194.630      208.837      193.155      148.179      148.568      
Tax on EBIT -51.469       -60.497       -62.314       -57.765       -48.872       -48.901       
NOPAT 108.475      134.133      146.523      135.390      99.307        99.667        
Financial income 19.371        18.522        18.174        18.201        23.403        29.267        
Financial expenses -15.963       -16.266       -19.294       -20.184       -27.202       -40.564       
Financial expenses 3.408           2.256           -1.120         -1.983         -3.799         -11.297       

Tax on financial expenses -1.097         -701            334              593              1.253           3.718           
Net financial expenses 2.311          1.555          -786            -1.390         -2.546         -7.579         
Profit/(loss) for the period 110.786      135.688      145.737      134.000      96.761        92.089        
Non-controlling interests -1.710         -691            -276            -220            353              647              
Profit/loss for the Group 109.076      134.997      145.461      133.780      97.114        92.736        

131 

 



 

  

Invested Capital - Tod's 2010 2011 2012 2013 2014 2015
Non-current assets 
Assets with indefinite useful life 149.024      149.024      149.466      149.466      149.466      149.466      
Key money 27.679        23.731        20.557        18.419        16.676        14.938        
Other intangible assets 12.380        29.250        28.417        28.455        27.411        26.387        
Buildings and land 105.721      109.787      104.334      90.225        95.111        110.928      
Plant and machinery 3.962           7.031           8.222           8.472           8.550           13.206        
Equipment 12.573        13.613        15.060        16.002        16.082        14.258        
Leasehold improvement 30.595        33.496        35.428        37.460        43.361        45.573        
Others 21.252        27.072        31.678        40.194        54.722        42.538        
Deferred tax assets 32.027        39.603        45.427        49.568        48.237        51.220        
Other non-current assets 7.789           9.661           13.403        15.362        18.535        19.997        
Total non-current assets 403.002      442.268      451.992      453.623      478.151      488.511      
Current assets 
Inventories 203.136      236.631      265.389      282.348      327.085      347.445      
Trade recivables 119.560      150.011      152.345      94.326        99.445        111.521      
Tax recivables 3.856           12.839        15.519        16.859        30.698        17.637        
Others current assets 12.263        13.488        13.940        34.793        37.229        34.297        
Total current assets 338.815      412.969      447.193      428.326      494.457      510.900      
Non-interest-bearing debt
Provisions for risk 1.369           1.914           2.969           3.651           3.417           5.485           
Deferred tax liabilities 27.722        30.902        32.261        35.254        29.360        27.922        
Other non-current liabilities -               19.584        20.169        18.835        16.619        16.612        
Trade payables 130.008      159.876      139.236      152.619      160.220      142.881      
Tax payables 20.064        16.454        7.590           7.809           9.015           14.082        
Other current liabilites 29.106        31.329        29.309        35.278        41.345        38.283        
Total non-interest-bearing debt 208.269      260.059      231.534      253.446      259.976      245.265      
Invested capital (NOA) 533.548      595.178      667.651      628.503      712.632      754.146      
Total shareholders equity 618.441      688.787      763.987      801.104      814.608      866.081      
Interest-bearing debt
Employee benefits 11.419        11.565        11.130        11.134        12.582        12.315        
Bank borrowings 42.805        41.408        32.023        21.087        20.298        59.743        
Derivative financial instruments 2.333           6.957           1.704           1.876           17.258        3.125           
Bank 32.429        35.599        32.565        25.966        15.638        23.822        
Non-current derivative financial in  -               -               -               -               -               8.598           
Total interest-bearing debt 88.986        95.529        77.422        60.063        65.776        107.603      
Interest-bearing assets
Investment properties 46                42                39                36                32                29                
Equity investments 20                20                20                20                20                20                
Derivative financial instruments 2.084           1.320           5.370           4.430           1.751           1.688           
Cash and cash equivalents 171.729      187.756      168.329      228.178      165.949      217.801      
Total interest-bearing assets 173.879      189.138      173.758      232.664      167.752      219.538      
NIBD -84.893       -93.609       -96.336       -172.601     -101.976     -111.935     
Invested capital (Financing) 533.548      595.178      667.651      628.503      712.632      754.146      
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Appendix 4: Description of peer group 

Salvatore Ferragamo  

Salvatore Ferragamo (SF) is an Italian producer of luxury leather goods such as shoes, 
handbags and accessories (Salvatore Ferragamo, 2014). Their product portfolio is 
therefore very similar to that of Tod’s. Their R&D process is described as continuous 
with careful attention the customers’ changing desire and charged directly to the income 
statement as they occur (Ibid.). Operations related to production is also very much in line 
with those of Tod’s. Most materials are sourced and produced locally under careful quality control criteria. They 
have integrated suppliers into operations based on long withstanding relationships with said suppliers and 
quality control is performed at all levels of the process (Ibid.). Their distribution network mainly consists of 
directly operated stores, multibrand stores and franchises; their products are sold on all continents (Ibid.). 
Lastly, Ferragamo’s business structure is identical to that of Tod’s with SF as the holding company and many 
smaller subsidiaries for different regions where SF has complete or majority ownership (Ibid.). 

 

Prada 

Prada is the biggest firm among the peers. It is an Italian apparel, leather goods and 
accessories producer operating luxury brands such as Prada, Miu Miu and Church’s 
(Prada, 2014). It can be considered the leader among the peers as it is the 15th PLG 
company in the world (Deloitte, 2015). R&D is expensed directly to the income statement and performed with an 
effort to anticipate trends and fashion in the industry (Prada, 2014). Production is performed under strict 
conditions in either company owned plants or in tight cooperation with a few local sub-contractors (Ibid.). The 
distribution network comprises mainly of DOSs, and the remainder of revenue stems from multibrand stores or 
third-party operated stores – all stores are located in exclusive shopping areas. Prada’s business structure is 
focused around Prada as a parent company with fully or majority owned subsidiaries in different key areas 
around the world; the company has stores on all continents (Ibid.). 

 

Geox 

Geox is an Italian producer and retailer of functional footwear (Geox, 2014). They are 
positioned below the luxury segment of the other peers, which has led to them pricing 
their products cheaper. This has in turn, in order to save production expenses, forced 
them to move production abroad (Ibid.). However, their production process is still 
characterized by close monitoring of goods in process and finished goods. The products are protected under 
patents and therefore require extensive quality control to ensure they meet the company’s quality criteria (ibid.). 
Multibrand stores are more representative for sales channels than the other peers, but the company still has an 
extensive network of DOSs and franchised stores (Ibid.). The company is, like the peers, present on all 
continents. 

 

Brunello Cucinelli 

Brunello Cucinelli is an Italian luxury goods producer of apparel and accessories 
(Brunello Cucinelli, 2014). Their product portfolio differentiates itself from Tod’s in 
that there is no history of shoes or other leather goods. However, their production process is identical; fully 



owned plant with suppliers the firm has long relationships with, in addition to complete quality control at all 
stages of the process (Ibid.). Here, design is also a continuous process with a high focus on the environment – all 
expenses related to R&D are expensed directly on the income statement (Ibid.). Their distribution network is 
somewhat more selective than the other peers, but still similar. Sales channels include DOSs, franchised stores 
and exclusive multibrand stores; however, the company is not present in Oceania or Africa, and has far less retail 
outlets than the other peers (Ibid.). The business structure is identical to the other peers.  

Appendix 5: Reported financials - Salvatore Ferragamo 

 

Euros 000's - 2010-2015 2010 2011 2012 2013 2014 2015

Revenues 781.601      986.375     1.152.965  1.258.034  1.331.822  1.430.039  

Cost of goods sold 289.361-     352.918-     410.963-     458.955-     483.389-     481.961-     

Gross profit 492.240     633.457     742.002     799.079     848.433     948.078     

Total operating costs 405.803-     481.241-     547.680-     580.021-     603.017-     683.478-     

Operating profit 86.437       156.649     194.322     219.058     245.416     264.600     

Total financial income/(charges) 2.401          3.009-          6.593-          1.633          7.436-          13.217-       
Share of net profit/(loss) on investments 477             700             637             

Profit before taxes 89.315       154.340     188.366     220.691     237.980     251.383     

Income taxes 28.514-       51.081-       63.087-       60.724-       74.465-       76.933-       

Net profit/(loss) for the period 60.801       103.259     125.279     159.967     163.515     174.450     

134 

 



 

 

 

 

 

 

 

Assets - Euros 000's - 2010-2015 2010 2011 2012 2013 2014
Property, plant and equipment 107.636       120.768       139.580       168.398       212.077       
Investment property 7.535            7.476            7.039            6.455            7.015            
Intangible assets with a finite useful life 14.888          18.051          20.678          26.090          29.220          
Investments in associates 1.143            1.393            1.331            
Available-for-sale financial assets 51                 20                 27                 25                 25                 
Other non current assets 5.057            4.909            4.430            6.271            6.683            
Other non current financial assets 6.924            7.793            9.915            11.538          14.668          
Deferred tax assets 61.715          69.997          67.745          78.537          95.274          
Derivatives 2                    
Total non-current assets 204.951       230.407       250.745       297.314       364.962       
Inventories 182.780       242.564       249.804       290.705       338.555       
Trade receivables 75.377          97.711          105.184       121.408       150.895       
Tax receivables 5.845            10.239          9.157            10.071          13.488          
Other current assets 23.213          18.978          34.932          42.773          34.058          
Other current financial assets 1.200            2.373            1.942            1.928            976               
Cash and cash equivalents 132.895       73.477          110.864       70.308          96.463          
Total current assets 421.310       445.342       511.883       537.193       634.435       
Total assets 626.261       675.749       762.628       834.507       999.397       
Equity & liabilities 2010 2011 2012 2013 2014
Total shareholders equity 256.119       256.119       299.498       399.770       508.194       
Non current interest-bearing loans & borrowings - 21.331          
Provisions for risks and charges 5.052            14.131          5.424            5.348            7.106            
Employee benefit liabilities 9.340            10.695          11.429          10.092          11.583          
Other non current liabilities 33.536          35.196          41.212          38.671          48.758          
Non current financial liabilities 83                 3                    -
Deferred tax liabilities 5.863            3.019            6.683            7.167            4.171            
Total non-current liabilities 53.874         63.044         64.748         61.278         92.949         
Trade payables 103.607       154.343       157.681       202.752       187.555       
Interest-bearing loans & borrowings 150.796       60.017          125.133       100.052       121.083       
Tax payables 27.210          20.968          21.036          22.401          21.528          
Other current liabilities 48.971          76.038          48.917          43.472          63.710          
Other current financial liabilities 1.367            45.220          45.615          4.782            4.378            
Total current liabilities 331.951       356.586       398.382       373.459       398.254       
Total liabilities 385.825       419.630       463.130       434.737       491.203       
Total liabilities and equity 641.944       675.749       762.628       834.507       999.397       
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Appendix 6: Analytical financials - Salvatore Ferragamo 

 

 

Euros 000's - 2010-2015 2010 2011 2012 2013 2014 2015

Effective tax rate -32% -33% -33% -28% -31% -31%

Revenues 781.601        986.375        1.152.965     1.258.034     1.331.822     1.430.039     

Cost of goods sold 289.361-        352.918-        410.963-        458.955-        483.389-        481.961-        

Gross profit 492.240        633.457        742.002        799.079        848.433        948.078        

Total operating expenses 405.803-        476.808-        547.680-        580.021-        603.017-        683.478-        

Depreciation, amort. and w-d 26.703           27.045           33.962           40.919           47.518           59.700           

EBITDA 113.140        183.694        228.284        259.977        292.934        324.300        

EBIT 86.437          156.649        194.322        219.058        245.416        264.600        

Tax on EBIT 27.595-           51.845-           65.082-           60.275-           76.792-           80.978-           

NOPAT 58.842          104.804        129.240        158.783        168.624        183.622        

Total financial income/(expenses) 2.878             2.309-             5.956-             1.633             7.436-             13.217-           

Tax shield 919-                764                1.995             449-                2.327             4.045             

NFE 1.959             1.545-             3.961-             1.184             5.109-             9.172-             

Profit/(loss) for the period 60.801          103.259        125.279        159.967        163.515        174.450        

Euros 000's - 2010-2015 2010 2011 2012 2013 2014

Property, plant and equipment 107.636             120.768             139.580             168.398             212.077             

Investment property 7.535                  7.476                  7.039                  6.455                  7.015                  
Intangible assets with a finite useful life 14.888               18.051               20.678               26.090               29.220               

Other non current assets 5.057                  4.909                  4.430                  6.271                  6.683                  

Deferred tax assets 61.715               69.997               67.745               78.537               95.274               

Inventories 182.780             242.564             249.804             290.705             338.555             

Trade receivables 75.377               97.711               105.184             121.408             150.895             

Tax receivables 5.845                  10.239               9.157                  10.071               13.488               

Other current assets 23.213               18.978               34.932               42.773               34.058               

Total operating assets 484.046             590.693             638.549             750.708             887.265             

Provisions for risks and charges 5.052                  14.131               5.424                  5.348                  7.106                  

Other non current liabilities 33.536               35.196               41.212               38.671               48.758               

Deferred tax liabilities 5.863                  3.019                  6.683                  7.167                  4.171                  

Trade payables 103.607             154.343             157.681             202.752             187.555             

Tax payables 27.210               20.968               21.036               22.401               21.528               

Other current liabilities 48.971               76.038               48.917               43.472               63.710               

Total non-interest bearing debt 224.239             303.695             280.953             319.811             332.828             

Invested capital (NOA) 259.807             286.998             357.596             430.897             554.437             
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Appendix 7: Reported financials – Prada 

 

Invested capital 2010 2011 2012 2013 2014

Total shareholders equity 240.436             256.119             299.498             399.770             508.194             
Non current interest-bearing loans & 
borrowings -                      -                      -                      - 21.331               

Employee benefit liabilities 9.340                  10.695               11.429               10.092               11.583               

Non current financial liabilities 83                       3                         - -                      -                      

Interest-bearing loans & borrowings 150.796             60.017               125.133             100.052             121.083             

Other current financial liabilities 1.367                  45.220               45.615               4.782                  4.378                  

Total interest-bearing debt 161.586             115.935             182.177             114.926             158.375             

Available-for-sale financial assets 51                       20                       27                       25                       25                       

Other non current financial assets 6.924                  7.793                  9.915                  11.538               14.668               

Investments in associates 1.143                  1.393                  1.331                  -                      -                      

Derivatives 2                         -                      -                      -                      -                      

Other current financial assets 1.200                  2.373                  1.942                  1.928                  976                     

Cash and cash equivalents 132.895             73.477               110.864             70.308               96.463               

Total interest-bearing assets 142.215             85.056               124.079             83.799               112.132             

Net interest-bearing debt (NIBD) 19.371               30.879               58.098               31.127               46.243               

Invested capital 259.807             286.998             357.596             430.897             554.437             

Euros 000's - 2010-2015 2010 2011 2012 2013 2014 2015
Net revenues 2.046.651        2.555.606        3.297.219        3.587.347        3.551.696        3.547.771        
Cost of goods sold -658.763          -727.581          -920.678          -938.698          -1.001.117       -980.206          
Gross margin 1.387.888       1.828.025       2.376.541       2.648.649       2.550.579       2.567.565       
Operating expenses -969.501          -1.199.090       -1.486.760       -1.709.412       -1.849.028       -2.064.672       
EBIT 418.387           628.935           889.781           939.237           701.551           502.893           
Financial income/(expenses), net -30.158            -26.027            -7.131              -17.357            -34.304            -29.872            
Dividends from investments -                    966                   1.016                455                   2.311                
Income before taxes 388.229           602.908           883.616           922.896           667.702           475.332           
Taxation -134.678          -166.483          -250.339          -285.091          -208.484          -141.994          
Net income 253.551           436.425           633.277           637.805           459.218           333.338           
Net income - non-controlling interest 2.732                4.496                7.596                10.020             8.488                2.450                
Total net income 250.819           431.929           625.681           627.785           450.730           330.888           
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Assets - euro 000's 2010 2011 2012 2013 2014 2015

Cash and cash equivalents 96.572             362.284           571.746           568.414           708.966           680.601           
Trade receivables 274.175           266.404           304.525           308.405           346.284           254.183           
Inventories 280.409           374.782           343.802           449.903           654.545           692.672           
Derivative instruments, current 7.379                894                   43.060             13.984             6.287                11.682             
Recivables, current 36.317             12.864             19.493             5.993                3.240                19.629             
Other current assets 70.225             100.275           104.823           114.897           180.633           229.671           
Assets held for sale 4.948                
Total current assets 770.025           1.117.503       1.387.449       1.461.596       1.899.955       1.888.438       
PPE 536.717           713.870           857.299           1.230.192        1.474.218        1.517.779        
Intangible assets 869.119           863.526           878.750           901.289           943.304           932.238           
Associated undertakings 1.753                15.631             23.024             21.186             30.529             17.354             
Deferred tax assets 141.378           175.736           176.057           201.245           280.983           280.572           
Other non-current assets 44.883             57.302             61.682             69.867             91.353             113.954           
Derivative instruments, non-current  2.140                1.018                1.430                1.106                721                   
Recivables, non-current 1.487                17.429             5.499                
Total non-current assets 1.595.990       1.826.065       1.997.830       2.426.696       2.838.922       2.868.117       
Total assets 2.366.015       2.943.568       3.385.279       3.888.292       4.738.877       4.756.555       
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Appendix 8: Analytical financials – Prada 

 

Liabilites and equity 2010 2011 2012 2013 2014 2015
Bank overdrafts and short-term loans 194.240           165.485           175.570           61.909             263.335           270.112           
Payables, current 1.107                4.361                5.599                4.894                3.083                5.244                
Other shareholder loans 581                   
Trade payables 233.866           283.538           330.613           348.534           437.420           281.699           
Tax payables 107.592           117.770           97.148             132.145           133.914           80.744             
Derivative instruments, current 5.279                15.200             912                   3.803                56.772             11.095             
Obligations financial leases, current 5.019                1.453                575                   524                   21                     654                   
Other current liabilites 111.482           128.777           131.645           154.666           220.480           142.271           
Total current liabilites 659.166           716.584           742.062           706.475           1.115.025       791.819           
Long-term financial payables 303.408           178.442           78.830             207.950           255.203           520.475           
Obligations finance lease, non current 2.509                1.100                518                   19                     -                    
Post-employement benefits 34.833             35.898             45.538             63.279             85.754             69.405             
Provision for risks and charges 52.725             56.921             46.914             52.660             63.695             69.233             
Deferred tax liabilites 52.711             47.665             55.636             42.671             41.634             36.882             
Other non-current liabilites 50.207             75.656             84.905             98.982             128.752           161.317           
Derivative instruments, non-current 318                   335                   384                   1.469                17.283             10.047             
Payables, non-current 13.247             13.384             
Total non-current liabilites 496.711           396.017           312.725           480.277           605.705           867.359           
Total liabilites 1.155.877       1.112.601       1.054.787       1.186.752       1.720.730       1.659.178       
Total shareholder equity, Group 1.204.350       1.822.743       2.320.022       2.687.554       3.000.737       3.080.340       
Shareholders equity, non-controlling 5.788                8.224                10.470             13.986             17.410             17.037             
Total liabilites and equity 2.366.015       2.943.568       3.385.279       3.888.292       4.738.877       4.756.555       

Euros 000's - 2010-2015 2010 2011 2012 2013 2014 2015
Effective tax rate -35% -28% -28% -31% -31% -30%

Net revenues 2.046.651        2.555.606        3.297.219        3.587.347        3.551.696        3.547.771        
Cost of goods sold -658.763          -727.581          -920.678          -938.698          -1.001.117       -980.206          
Gross margin 1.387.888        1.828.025        2.376.541        2.648.649        2.550.579        2.567.565        
Operating expenses -969.501          -1.199.090       -1.486.760       -1.709.412       -1.849.028       -2.064.672       
EBITDA 535.931           759.252           1.052.469        1.143.187        954.249           802.758           
Deprication and amortization 117.544           130.317           162.688           203.950           252.698           299.865           
EBIT 418.387           628.935           889.781           939.237           701.551           502.893           
Tax on EBIT -145.140          -173.670          -252.086          -290.139          -219.053          -150.227          
NOPAT 273.247           455.265           637.695           649.098           482.498           352.666           
Net finacial income and expenses -30.158            -26.027            -6.165               -16.341            -33.849            -27.561            
Tax on NFE 10.462              7.187                1.747                5.048                10.569              8.233                
Net income 253.551           436.425           633.277           637.805           459.218           333.338           
Net income - non-controlling interest 2.732                4.496                7.596                10.020              8.488                2.450                
Net income, group 250.819           431.929           625.681           627.785           450.730           330.888           

139 

 



 

  

Euros 000's - 2010-2015 2010 2011 2012 2013 2014 2015
PPE 536.717           713.870           857.299           1.230.192        1.474.218        1.517.779        
Intangible assets 869.119           863.526           878.750           901.289           943.304           932.238           
Associated undertakings 1.753                15.631              23.024              21.186              30.529              17.354              
Deferred tax assets 141.378           175.736           176.057           201.245           280.983           280.572           
Other non-current assets 44.883              57.302              61.682              69.867              91.353              113.954           
Recivables, non-current -                    -                    -                    1.487                17.429              5.499                
Total non-current assets 1.593.850        1.826.065        1.996.812        2.425.266        2.837.816        2.867.396        
Trade receivables 274.175           266.404           304.525           308.405           346.284           254.183           
Inventories 280.409           374.782           343.802           449.903           654.545           692.672           
Recivables, current 36.317              12.864              19.493              5.993                3.240                19.629              
Other current assets 70.225              100.275           104.823           114.897           180.633           229.671           
Total current assets 661.126           754.325           772.643           879.198           1.184.702        1.196.155        
Payables, current 1.107                4.361                5.599                4.894                3.083                5.244                
Trade payables 233.866           283.538           330.613           348.534           437.420           281.699           
Tax payables 107.592           117.770           97.148              132.145           133.914           80.744              
Other current liabilites 111.482           128.777           131.645           154.666           220.480           142.271           
Provision for risks and charges 52.725              56.921              46.914              52.660              63.695              69.233              
Deferred tax liabilites 52.711              47.665              55.636              42.671              41.634              36.882              
Other non-current liabilites 50.207              75.656              84.905              98.982              128.752           161.317           
Payables, non-current -                    -                    -                    13.247              13.384              -                    
Total non-interest-bearing debt 609.690           714.688           752.460           847.799           1.042.362        777.390           
Invested capital, (NOA) 1.645.286        1.865.702        2.016.995        2.456.665        2.980.156        3.286.161        
Total shareholders equity 1.210.138        1.830.967        2.330.492        2.701.540        3.018.147        3.097.377        
Long-term financial payables 303.408           178.442           78.830              207.950           255.203           520.475           
Obligations finance lease, non current 2.509                1.100                518                   19                     -                    -                    
Post-employement benefits 34.833              35.898              45.538              63.279              85.754              69.233              
Derivative instruments, non-current 318                   335                   384                   1.469                17.283              10.047              
Total non-current liabilites 341.068           215.775           125.270           272.717           358.240           599.755           
Bank overdrafts and short-term loans 194.240           165.485           175.570           61.909              263.335           270.112           
Other shareholder loans 581                   -                    -                    -                    -                    -                    
Derivative instruments, current 5.279                15.200              912                   3.803                56.772              11.095              
Obligations financial leases, current 5.019                1.453                575                   524                   21                     654                   
Total current liabilities 205.119           182.138           177.057           66.236              320.128           281.861           
Cash and cash equivalents 96.572              362.284           571.746           568.414           708.966           680.601           
Derivative instruments, current 7.379                894                   43.060              13.984              6.287                11.682              
Assets held for sale 4.948                -                    -                    -                    -                    -                    
Derivative instruments, non-current  2.140                -                    1.018                1.430                1.106                721                   
NIBD 435.148           34.735             -313.497          -244.875          -37.991            188.612           
Invested capital, financing 1.645.286        1.865.702        2.016.995        2.456.665        2.980.156        3.286.161        
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Appendix 9: Reported financials – Geox 

 

 

  

000's euros - 2015-2010 2010 2011 2012 2013 2014 2015

Net sales 850.076    887.272    807.615    754.191    824.243    874.304    
Cost of sales -435.146   -478.140   -419.522   -402.701   -420.451   -423.492   
Gross profit 414.930    409.132    388.093    351.490    403.792    450.812    
Total operating costs -321.127   -326.218   -341.063   -367.344   -398.902   -425.922   
Special items -396          -582          -24.425     -14.054     
Net asset impairment -2.640       -4.725       
EBIT 93.407      82.332      19.965      -34.633     4.890        24.890      
Net interest -3.168       -4.386       -2.251       -3.846       -6.335       -5.806       
Profit before taxes 90.239      77.946      17.714      -38.479     -1.445       19.084      
Income tax -32.236     -27.959     -7.675       8.730         -1.496       -9.076       
Net income 58.003      49.987      10.039      -29.749     -2.941       10.008      

000's euros - 2015-2010 2010 2011 2012 2013 2014 2015
Intangible assets 68.621       67.222       67.827       64.023       60.150       57.751       
Property, plant and equipment 67.306       63.658       68.090       65.291       64.497       68.373       
Deferred tax assets 28.864       24.975       34.349       51.249       39.514       37.486       
Non-current financial assets 1.215         1.287         1.351         1.611         1.586         23              
Other non-current assets 16.229       17.873       18.695       18.253       17.379       16.469       
Total non-current assets 182.235    175.015    190.312    200.427    183.126    180.102    
Inventories 172.085    196.610    209.249    281.907    287.732    304.810    
Accounts receivable 124.525    154.171    145.450    100.837    106.517    112.978    
Other non-financial current assets 25.818       21.801       35.303       32.072       40.958       35.958       
Current financial assets 4.046         16.305       2.366         1.019         30.002       17.375       
Cash and cash equivalents 114.200    84.794       63.867       46.991       53.355       44.483       
Total current assets 440.674    473.681    456.235    462.826    518.564    515.604    
Total assets 622.909    648.696    646.547    663.253    701.690    695.706    
Liabilities and equity 2010 2011 2012 2013 2014 2015
Total equity 426.301    446.428    402.836    355.429    373.680    370.863    
Employee severance idemnities 2.372         2.119         2.406         2.379         2.756         2.597         
Provisions for liabilities and charges 8.091         8.061         9.848         5.849         6.057         5.262         
Long-term loans 554            358            161            62              253            10.062       
Other long-term payables 2.291         2.249         2.145         2.164         2.091         2.260         
Total non-current liabilities 13.308      12.787      14.560      10.454      11.157      20.181      
Accounts payable 117.822    133.013    162.606    169.098    167.598    224.025    
Other non-financial current liabilities 28.891       33.314       42.229       42.063       45.144       42.134       
Taxes payable 9.814         11.818       11.039       8.424         6.439         7.473         
Current financial liabilities 20.284       3.763         5.941         10.816       1.999         598            
Current bank borrowings, 6.489         7.573         7.336         66.969       95.673       30.432       
Total current liabilities 183.300    189.481    229.151    297.370    316.853    304.662    
Total liabilities and equity 622.909    648.696    646.547    663.253    701.690    695.706    
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Appendix 10: Analytical financials – Geox 

 

  

000's euros - 2010-2015 2010 2011 2012 2013 2014 2015
Effective tax rate -36% -36% -43% -23% 104% -48%
Net Sales 850.076       887.272       807.615       754.191       824.243       874.304       
Cost of Sales -435.146      -478.140      -419.522      -402.701      -420.451      -423.492      
Gross Profit 414.930       409.132       388.093       351.490       403.792       450.812       
Total operating costs -321127 -326218 -341063 -367344 -398902 -425922
EBIT before special items 93.803         82.914         47.030         -15.854        4.890            24.890         
Special items -396              -582              -24.425        -14.054        -                -                
Net asset impairment -                -                -2.640           -4.725           -                -                
EBIT 93.407         82.332         19.965         -34.633        4.890            24.890         
Tax on EBIT -33.368        -29.532        -8.650           7.857            5.063            -11.837        
NOPAT 60.039         52.800         11.315         -26.776        9.953            13.053         
Interest income/(expenses) -3.168           -4.386           -2.251           -3.846           -6.335           -5.806           
Tax shield 1.132            1.573            975               873               -6.559           2.761            
NFE -2.036          -2.813          -1.276          -2.973          -12.894        -3.045          
Profit/(loss) for the period 58.003         49.987         10.039         -29.749        -2.941          10.008         

000's euros - 2010-2015 2010 2011 2012 2013 2014 2015
Intangible assets 68.621          67.222          67.827          64.023          60.150          57.751          
Property, plant and equipment 67.306          63.658          68.090          65.291          64.497          68.373          
Deferred tax assets 28.864          24.975          34.349          51.249          39.514          37.486          
Other non-current assets 16.229          17.873          18.695          18.253          17.379          16.469          
Inventories 172.085       196.610       209.249       281.907       287.732       304.810       
Accounts receivable 124.525       154.171       145.450       100.837       106.517       112.978       
Other receivables 7.032            9.307            9.504            
Other non-financial current assets 25.818          21.801          35.303          25.040          31.651          26.454          
Total assets 503.448       546.310       578.963       613.632       616.747       633.825       
Provisions for liabilities and charges 8.091            8.061            9.848            5.849            6.057            5.262            
Other long-term payables 2.291            2.249            2.145            2.164            2.091            2.260            
Accounts payable 117.822       133.013       162.606       169.098       167.598       224.025       
Other non-financial current liabilities 28.891          33.314          42.229          42.063          45.144          42.134          
Taxes payable 9.814            11.818          11.039          8.424            6.439            7.473            
Total non-interest-bearing debt 166.909       188.455       227.867       227.598       227.329       281.154       
Invested capital (NOA) 336.539       357.855       351.096       386.034       389.418       352.671       
Total equity 426.301       446.428       402.836       355.429       373.680       370.863       
Employee severance idemnities 2.372            2.119            2.406            2.379            2.756            2.597            
Long-term loans 554               358               161               62                 253               10.062          
Current financial liabilities 20.284          3.763            5.941            10.816          1.999            598               

Current bank borrowings 6.489            7.573            7.336            66.969          95.673          30.432          
Total interest-bearing debt 29.699         13.813         15.844         80.226         100.681       43.689         
Non-current financial assets 1.215            1.287            1.351            1.611            1.586            23                 
Current financial assets 4.046            16.305          2.366            1.019            30.002          17.375          
Cash and cash equivalents 114.200       84.794          63.867          46.991          53.355          44.483          
Total interest-bearing assets 119.461       102.386       67.584         49.621         84.943         61.881         
NIBD -89.762        -88.573        -51.740        30.605         15.738         -18.192        
Invested capital (financing) 336.539       357.855       351.096       386.034       389.418       352.671       
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Appendix 11: Reported financials - Brunello Cucinelli 

 

 

  

Euro 000's - 2010-2015 2010 2011 2012 2013 2014 2015

Total revenues 204.418      243.448      281.351      324.570       357.383        414.937      
Total operating costs -184.291    -208.541    -245.607    -277.614      -308.054       -363.962     
EBIT 20.127        34.907        35.744        46.956         49.329          50.975        
Financial income/(expenses) -4.004         -2.557         -1.783         -1.735          -2.903            -4.832          
Pre-tax profit (loss) 16.123        32.350        33.961        45.221         46.426          46.143        
Income taxes -6.433         -11.325       -11.572       -15.646        -14.639         -13.194       
Net profit (loss) for the year 9.690          21.025        22.389        29.575         31.787          32.949        

Euro 000's - 2010-2015 2010 2011 2012 2013 2014 2015

Intangible assets 9.095          11.807        16.548        26.552         29.649           31.479         
PPE 34.537        28.568        41.931        59.180         80.157           101.045      
Other non-current financial assets 1.113          1.783          3.162          3.426            4.786             5.429           
Deferred tax assets 1.754          3.701          7.489          10.082         13.307           15.678         
Total non-current assets 46.499        45.859        69.130        99.240         127.899        153.631      
Inventories 48.271        64.708        80.089        94.464         125.114        143.957      
Trade receivables 47.624        48.832        47.826        43.361         45.051           45.628         
Tax receivables 555             1.652          987             1.094            1.023             2.157           
Other receivables and current assets 7.128          12.592        10.384        14.186         14.873           15.843         
Other current financial assets 44                  86                
Cash and cash equivalents 6.960          8.683          40.045        38.676         53.635           48.075         
Current derivative instruments 663             1.610          1.658            495                961              
Total current assets 111.201     136.467     180.941     193.439       240.235        256.707      
Assets held for sale 3.053          765              
Total assets 157.700     185.379     250.071     292.679       368.134        411.103      

Total equity 32.446        37.984        119.617     145.214       170.325        196.778      
Liabilities for employee benefits 2.404          2.695          2.954          2.854            3.310             3.033           

Provisions for risks and charges 930             893             950             831               947                648              
Non-current bank debt 28.304        17.611        11.559        18.281         42.450           52.742         
Non-current financial payables 275             219             3.477            2.663             1.799           
Other non-current liabilities 517             723             1.216          2.006            4.908             7.486           
Deferred tax liabilities 491             692             806             3.308            3.280             2.370           
Non-current derivative instruments 423             230               467                412              
Total non-current liabilities 32.921        22.614        18.127        30.987         58.025          68.490        
Trade payables 43.981        56.129        62.718        62.607         62.185           68.826         
Current bank debt 30.774        38.539        28.423        29.639         48.709           47.782         
Current financial payables 15                2.955            1.682             1.405           
Tax payables 3.545          6.821          2.761          1.562            1.152             1.575           
Current derivative instruments 613             2.913          271             311               6.244             4.182           
Other current liabilities 13.420        20.379        18.139        19.404         19.812           22.065         
Total current liabilities 92.333        124.781     112.327     116.478       139.784        145.835      
Total liabilities 125.254     147.395     130.454     147.465       197.809        214.325      
Total liabilities and equity 157.700     185.379     250.071     292.679       368.134        411.103      
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Appendix 12: Analytical financials - Brunello Cucinelli 

 

Euro 000's - 2010-2015 2010 2011 2012 2013 2014 2015

Effective tax rate -40% -35% -34% -35% -32% -29%

Revenue 204.418  243.448  281.351  324.570  357.383  414.937  
Total operating costs -180.025 -202.179 -237.617 -265.132 -293.072 -345.053 
Operating profit, incl. special items 24.393    41.269    43.734    59.438    64.311    69.884    

Special items -           -           -6.241     -           -           -           
Operating profit, excl. special items 24.393    41.269    37.493    59.438    64.311    69.884    

Own work capitalized 191          229          295          528          1.021       843          
Depreciation and amortization -3.840     -5.253     -7.125     -11.225   -13.712   -18.149   
Value adjustments -617        -1.338     -1.160     -1.785     -2.291     -1.603     
EBIT 20.127    34.907    35.744    46.956    49.329    50.975    

Tax on EBIT -7.246     -12.220   -12.180   -16.246   -15.554   -14.576   
NOPAT, excl. special items 12.881    22.687    23.564    30.710    33.775    36.399    

Net financial expenses before tax -2.258     -2.557     -1.783     -1.735     -2.903     -4.832     
Tax on net financial expenses 813          895          608          600          915          1.382       
NFE after tax -1.445     -1.662     -1.175     -1.135     -1.988     -3.450     
Profit (loss) for the year 11.436    21.025    22.389    29.575    31.787    32.949    
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Euro 000's - 2010-2015 2010 2011 2012 2013 2014 2015

Intangible assets 9.095        11.807     16.548     26.552     29.649     31.479     
PPE 34.537     28.568     41.931     59.180     80.157     101.045   
Deferred tax assets 1.754        3.701        7.489        10.082     13.307     15.678     
Total non-current assets 45.386     44.076     65.968     95.814     123.113   148.202   
Inventories 48.271     64.708     80.089     94.464     125.114   143.957   
Trade receivables 47.624     48.832     47.826     43.361     45.051     45.628     
Tax receivables 555           1.652        987           1.094        1.023        2.157        
Other receivables and current assets 7.128        12.592     10.384     14.186     14.873     15.843     
Total current assets 103.578   127.784   139.286   153.105   186.061   207.585   
Provisions for risks and charges 930           893           950           831           947           648           
Other non-current liabilities 517           723           1.216        2.006        4.908        7.486        
Deferred tax liabilities 491           692           806           3.308        3.280        2.370        
Trade payables 43.981     56.129     62.718     62.607     62.185     68.826     
Tax payables 3.545        6.821        2.761        1.562        1.152        1.575        
Other current liabilities 13.420     20.379     18.139     19.404     19.812     22.065     

Total non-interest-bearing debt 62.884     85.637     86.590     89.718     92.284     102.970   
Invested capital (NOA) 86.080     86.223     118.664   159.201   216.890   252.817   

Total equity 32.446     37.984     119.617   145.214   170.325   196.778   
Liabilities for employee benefits 2.404        2.695        2.954        2.854        3.310        3.033        
Non-current bank debt 28.304     17.611     11.559     18.281     42.450     52.742     
Non-current financial payables 275           -            219           3.477        2.663        1.799        
Non-current derivative instruments -            -            423           230           467           412           
Current bank debt 30.774     38.539     28.423     29.639     48.709     47.782     
Current financial payables -            -            15             2.955        1.682        1.405        
Current derivative instruments 613           2.913        271           311           6.244        4.182        
Total interest-bearing debt 62.370     61.758     43.864     57.747     105.525   111.355   
Other non-current financial assets 1.113        1.783        3.162        3.426        4.786        5.429        
Other current financial assets -            -            -            -            44             86             
Cash and cash equivalents 6.960        8.683        40.045     38.676     53.635     48.075     
Current derivative instruments 663           -            1.610        1.658        495           961           
Assets held for sale -            3.053        -            -            -            765           
NIBD 53.634     48.239     -953         13.987     46.565     56.039     
Invested capital (financing) 86.080     86.223     118.664   159.201   216.890   252.817   
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Appendix 13: Profitability analysis – Tod’s and peers 

 

Note: Values for SF missing due to insufficient information about balance sheet at the valuation date. 

 

 

 

 

 

 

 

PM 2010 2011 2012 2013 2014 2015
Tod's 13,5% 14,7% 14,9% 13,8% 10,2% 9,5%

BC 6,3% 9,3% 8,4% 9,5% 9,5% 8,8%
Prada 13,4% 17,8% 19,3% 18,1% 13,6% 9,9%

Geox 7,1% 6,0% 1,4% -3,6% 1,2% 1,5%
SF 7,5% 10,6% 11,2% 12,6% 12,7% 12,8%

Average 8,6% 10,9% 10,1% 9,2% 9,2% 8,3%
ATO 2010 2011 2012 2013 2014 2015

Tod's 157,0% 161,2% 156,0% 151,7% 145,5% 143,0%
BC 236,6% 282,6% 274,6% 233,6% 190,1% 176,7%

Prada 126,6% 145,6% 169,8% 160,4% 130,7% 113,2%
Geox 255,6% 255,6% 227,8% 204,6% 212,6% 235,6%

SF 601,7% 360,8% 357,7% 319,1% 270,3%
Average 305,1% 261,1% 257,5% 229,4% 200,9% 175,2%

ROIC 2010 2011 2012 2013 2014 2015
Tod's 21,1% 23,8% 23,2% 20,9% 14,8% 13,6%

BC 22,4% 39,5% 34,5% 33,2% 26,9% 15,5%
Prada 16,9% 25,9% 32,8% 29,0% 17,7% 11,3%

Geox 18,1% 15,2% 3,2% -7,3% 2,6% 3,5%
SF 45,3% 38,3% 40,1% 40,3% 34,2%

Average 25,7% 29,7% 27,7% 23,8% 20,4% 10,1%
ROE 2010 2011 2012 2013 2014 2015

Tod's 17,1% 20,7% 20,0% 17,1% 12,0% 11,0%
BC 40,4% 59,7% 28,4% 22,3% 20,1% 18,0%

Prada 22,4% 28,7% 30,4% 25,3% 16,1% 10,9%
Geox 13,6% 11,5% 2,4% -7,8% -0,8% 2,7%

SF 50,6% 41,6% 45,1% 45,8% 36,0% 31,2%
Average 31,7% 35,4% 26,6% 21,4% 17,9% 15,7%
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Appendix 14: Index & common-size analysis – Tod’s 

 

 

 

 

 

Index - Euro 000's 2010 2011 2012 2013 2014 2015
Sales Revenue 100 113 122 123 123 132
Other Income 100 85 117 83 56 61
Total Revenue 100                    113                    122                    122                    121                    130                    
Operating costs 
Change in inventories of WIP and FG 100 3340 3514 1738 3355 3456
Cost of raw material, supplies and 
materials for consuption 100 126 158 150 156 161
Costs for services 100 112 95 89 97 103
Costs of use of third party assets 100 110 146 173 187 219
Personnel costs 100 108 121 129 136 156
Other operating charges 100 131 151 148 166 160
Total operating costs 100 110 120 122 128 138
EBITDA 100 120 130 122 100 105
Total D&A and write-downs 100 112 120 122 137 160
Provisions 100 183 288 373 139 271
EBIT 100 122 131 121 93 93
Tax on EBIT 100 118 121 112 95 95
NOPAT 100 124 135 125 92 92
Net financial expenses 100 67 -34 -60 -110 -328
Profit/(loss) for the period 100 122 132 121 87 83
Non-Controlling Interests 100 40 16 13 -21 -38

Common-size - Euro 000's 2010 2011 2012 2013 2014 2015
Total revenues and Income 98% 98% 98% 98% 99% 99%
Other Income 2% 2% 2% 2% 1% 1%
Total Revenue 100% 100% 100% 100% 100% 100%
Operating costs 
Change in inventories of WIP and FG 0% 3% 3% 2% 3% 3%
Cost of raw material, supplies and 
materials for consuption -22% -25% -29% -27% -29% -27%
Costs for services -30% -29% -23% -22% -24% -24%
Costs of use of third party assets -7% -7% -9% -10% -11% -12%
Personnel costs -15% -14% -15% -15% -16% -17%
Other operating charges -3% -3% -3% -3% -3% -3%
Total operating costs -76% -74% -75% -76% -80% -81%
EBITDA 24% 26% 25% 24% 20% 19%
Total D&A and write-downs -4% -4% -4% -4% -5% -5%
Provisions 0% 0% 0% 0% 0% 0%
EBIT 20% 21% 21% 20% 15% 14%
Tax on EBIT -6% -7% -6% -6% -5% -5%
NOPAT 13% 15% 15% 14% 10% 10%
Net financial expenses 0% 0% 0% 0% 0% -1%
Profit/(loss) for the period 14% 15% 15% 14% 10% 9%
Non-Controlling Interests 0% 0% 0% 0% 0% 0%
Profit/(loss) for the group 14% 15% 15% 14% 10% 9%
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Appendix 15: Liquidity risk analysis – Tod’s 

 

Short-term liquidity risk 2010 2011 2012 2013 2014 2015
Liquidity cycle 

Revenue (total) 806.358    909.632    985.192    983.120    976.008    1.048.396 

Inventory 203.136    236.631    265.389    282.348    327.085    347.445    

Recivables (including tax) 123.416    162.850    167.864    111.185    130.143    129.158    

Prepaid expenses 12.263       13.488       13.940       34.793       37.229       34.297       

Operating liabilites (including tax) 208.269    240.475    211.365    234.611    243.357    228.653    

Operating working capital 130546 172494 235828 193715 251100 282247

Turnoverrate of working capital 6,82 5,72 4,44 6,19 4,56 4,23

Liquidity cycle 53 63 81 58 79 85
Current ratio 

Current assets 519.874    512.628    602.045    620.892    660.934    662.157    

Current liabilites 146.455    213.940    250.215    210.404    223.548    243.476    

Current ratio 3,5 2,4 2,4 3,0 3,0 2,7
Quick ratio 

Cash 171.729    187.756    168.329    228.178    165.949    217.801    

Securities 594            2.084         1.320         5.370         4.430         1.751         

Recivables 123.416    162.850    167.864    111.185    130.143    129.158    

Current liabilites 213.940    250.215    210.404    223.548    243.476    222.193    

Quick ratio 1,4 1,4 1,6 1,5 1,2 1,6
CFO to short-term debt ratio 

Cash flow from operations 170.961    130.051    106.909    208.943    92.424       108.894    

Current liabilites 213.940    250.215    210.404    223.548    243.476    222.193    

CFO to short term debt ratio 0,80 0,52 0,51 0,93 0,38 0,49
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Long-term liquidity risk 2010 2011 2012 2013 2014 2015
Financial leverage 

Total liabilites 297.255    355.588    308.956    313.509    325.752    352.868    

Equity 618.441    688.787    763.987    801.104    814.608    866.081    
Equity, market value (end year) 2.265.676 1.919.424 2.927.789 3.715.981 2.193.180 2.248.048 

Financial leverage 0,48 0,52 0,40 0,39 0,40 0,41

Solvency ratio 0,68 0,66 0,71 0,72 0,71 0,71
Financial leverage, MV 0,13 0,19 0,11 0,08 0,15 0,16
Solvency ratio, MV 0,88 0,84 0,90 0,92 0,87 0,86

Interest coverage ratio 

EBIT 159.944 194.630 208.837 193.155 148.179 148.567

NFE(+)/NFI(-) -3.408 -2.256 1.120 1.983 3.799 11.297

Interest coverage ratio -47 -86 186 97 39 13

Cash flow from operations 170.961 130.051 106.909 208.943 92.424 108.894

Interest coverage ratio cash -50 -58 95 105 24 10

CFO to debt ratio 

CFO 170.961    130.051    106.909    208.943    92.424       108.894    

Total liabilites 297.255    355.588    308.956    313.509    325.752    352.868    

CFO to debt ratio 0,58 0,37 0,35 0,67 0,28 0,31

CAPEX ratio 

CFO 170.961    130.051    106.909    208.943    92.424       108.894    

CAPEX 96.100       61.900       49.900       51.400       64.500       479.000    

Reinvestments (deprication as proxy) 32.075       35.888       38.335       39.284       43.922       51.230       

Capex ratio 1,78 2,10 2,14 4,07 1,43 0,23

Capex ratio (reinvestment) 5,33 3,62 2,79 5,32 2,10 2,13
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Appendix 16: Liquidity risk analysis - Tod's and peers 

 

Short term liquidity risk 2010 2011 2012 2013 2014 2015

Current Ratio 
Tod's  1,58 1,65 2,13 1,92 2,03 2,72
SF 1,27 1,25 1,28 1,44 1,59
Prada 1,17 1,56 1,87 2,07 1,70 2,4
Geox 2,40 2,50 1,99 1,56 1,64 1,69
BC 0,60 0,46 0,80 0,72 0,71 1,76
Average 1,36 1,44 1,49 1,45 1,41 1,95

CFO to short term debt ratio 2010 2011 2012 2013 2014 2015
Tod's  0,79 0,44 0,98 0,71 0,26 0,49
SF 0,37 0,30 0,30 0,40 0,36
Prada 0,56 0,67 1,02 1,09 0,43 0,72
Geox 0,17 0,29 -0,11 0,49 0,96 0,28
BC 0,49 0,16 0,15 0,20 0,10 0,25
Average 0,39 0,36 0,34 0,54 0,46 0,42

Quick ratio 2010 2011 2012 2013 2014 2015
Tod's  1,37 1,36 1,55 1,46 1,10 1,57
SF 0,63 0,48 0,54 0,51 0,62
Prada 0,74 1,04 1,41 1,43 1,12 1,51
Geox 0,87 0,78 0,91 0,83 0,78 0,69
BC 0,60 0,46 0,80 0,72 0,71 0,77
Average 0,71 0,69 0,91 0,87 0,81 0,99
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Long term liquidity risk 2010 2011 2012 2013 2014 2015
Financial leverage 
Tod's  0,48 0,52 0,40 0,39 0,40 0,41
SF 1,60 1,64 1,55 1,09 0,97 0,88
Prada 0,96 0,61 0,45 0,44 0,57 0,54
Geox 0,46 0,45 0,60 0,87 0,88 0,88
BC 3,86 3,88 1,09 1,02 1,16 1,09
Average 1,72 1,64 0,92 0,85 0,89 0,84
Solvency ratio, book values 
Tod's  0,68 0,66 0,71 0,72 0,71 0,71
SF 0,38 0,38 0,39 0,48 0,51
Prada 0,51 0,62 0,69 0,69 0,64 0,65
Geox 0,68 0,69 0,62 0,54 0,53 0,53
BC 0,21 0,20 0,48 0,50 0,46 0,48
Average 0,45 0,47 0,55 0,55 0,54 0,55
Interest coverage ratio 2010 2011 2012 2013 2014 2015
Tod's -47 -86 186 97 39 13
SF -44 101 49 -185 -48
Prada 83 201 33 21 9 17
Geox 29 19 9 -9 1 4
BC 9 14 20 27 17 11
Average excl. negative values 41 84 28 24 16 11
CFO to debt 
Tod's 0,57 0,36 0,34 0,66 0,28 0,31
SF 0,32 0,28 0,26 0,35 0,29
Prada 0,32 0,43 0,72 0,65 0,28 0,22
Geox 0,45 -0,11 0,27 0,16 0,27 0,26
BC 0,15 0,14 0,13 0,16 0,07 0,17
Average 0,31 0,18 0,35 0,33 0,23 0,22
CAPEX ratio
Tod's 1,76 2,07 2,10 4,03 1,40 0,23
SF 5,59 2,24 2,04 2,05 1,73
Prada 1,78 1,72 2,16 1,26 1,08 1,09
Geox 3,00 -0,64 1,43 1,28 2,71 2,16
BC 2,47 0,48 0,28 0,59 0,36 0,88
Average 3,21 0,95 1,48 1,29 1,47 1,38
CAPEX, reinvestment 
Tod's 5,33 3,62 2,79 5,32 2,10 2,13
SF 4,55 4,35 3,60 3,84 3,03
Prada 3,13 3,68 4,67 3,77 1,91 1,16
Geox 2,29 -0,56 1,61 1,11 2,36 2,29
BC 4,95 3,87 2,39 2,10 1,00 1,98
Average 3,73 2,84 3,06 2,71 2,08 1,81

0,00

0,20

0,40

0,60

0,80

2010 2011 2012 2013 2014 2015

Solvency ratio 

Tod's SF Prada Geox BC Average

151 

 



Appendix 17: Thresholds in credit rating 

 

Appendix 18: Top countries where e-commerce revenue is generated 

 

Appendix 19: GDP growth for selected key markets 

 

 

Thresholds - S&P High rating Low
3 year median AAA AA A BBB BB B C
EBIT interest cover 21,4 10,1 6,1 3,7 2,1 0,8 0,1
EBITDA interest cover 26,5 12,9 9,1 5,8 3,4 1,8 1,3
FOCF/Total debt (total liabilites) 84,2 25,2 15,0 8,5 2,6 -3,2 -12,9
ROIC (%) 34,9 21,7 19,4 13,6 11,6 6,6 1,0
Operating income/Revenue(%) 27,0 22,1 18,6 15,4 15,9 11,9 11,9
Long-term debt/Capital (%) 13,3 28,2 33,9 42,5 57,2 69,7 68,8
Total debt/Capital (%) 22,9 37,7 42,5 48,2 62,6 74,8 87,7
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Appendix 20: Per capita disposable income of urban households in China (in yuan) 

 

Appendix 21: Forecasted financials with acquisition - Tod's 
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2008 2009 2010 2011 2012 2013 2014

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

Sales income 1.036.959      
Other revenues and income 11.437           
Total revenues and income 1.048.396   1.090.332   1.139.397   1.190.670   1.244.250   1.300.241   1.339.248   1.379.426   
Operating costs -845.778        -883.169        -894.426        -934.676        -976.736        -1.020.689    -1.037.917    -1.069.055    
EBITDA 202.618       207.163       244.970       255.994       267.514       279.552       301.331       310.371       
Total D&A and write downs -51.230          -59.929          -60.854          -61.821          -62.831          -63.886          -64.621          -66.560          
Provisions -2.820            -2.641            -2.760            -2.884            -3.014            -3.150            -3.244            -3.342            
EBIT 148.568       144.593       181.356       191.289       201.669       212.516       233.465       240.469       
Net financial   -11.297          -6.098            -5.800            -5.938            -5.677            -5.818            -4.226            -4.353            
Profit before tax 137.270       138.494       175.557       185.351       195.992       206.698       229.240       236.117       
Yearly tax -45.182          -43.603          -55.272          -58.356          -61.706          -65.077          -72.174          -74.339          
Profit/loss for the period 92.089          94.891          120.284       126.995       134.286       141.621       157.066       161.778       
Non-controlling interests 647                 
Profit/loss for the group 92.736          94.891          120.284       126.995       134.286       141.621       157.066       161.778       
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Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022
Assets with indefinite useful life 149.466         
Key money 14.938           
Others intangible assets 26.387           
Total intangible assets 190.791       605.791       605.791       605.791       605.791       605.791       605.791       623.965       
Buildings and land 110.928         
Plant and machinery 13.206           
Equipment 14.258           
Leasehold improvement 45.573           
Others 42.538           
Total tangible assets 226.503       239.873       250.667       261.947       273.735       286.053       294.635       303.474       
Deferred tax assets 51.220           
Others 19.997           
Total other non-current assets 71.217          76.323          79.758          83.347          87.097          91.017          93.747          96.560          
Total non-current assets 488.511       921.987       936.216       951.085       966.623       982.861       994.173       1.023.998   
Inventories 347.445         
Trade recivables 111.521         
Tax recivables 17.637           
Others 34.297           
Total current assets 510.900       599.683       626.668       654.868       684.337       715.133       736.587       758.684       
Provisions for risk 5.485              
Deferred tax liabilities 27.922           
Trade payables 142.881         
Tax payables 14.082           
Other current liabilites 38.283           
Total non-interest-bearing debt 228653 262.273       274.076       286.409       299.297       312.766       322.149       331.813       
Invested capital (NOA) 770.758 1.259.396 1.288.809 1.319.544 1.351.663 1.385.228 1.408.611 1.450.869
Total shareholders equity 
Equity beginning 866.081         1.056.119      1.095.487      1.121.613      1.162.431      1.191.296      1.267.750      
Profit 94.891           120.284         126.995         134.286         141.621         157.066         161.778         
Dividends -112.352        -80.916          -100.870        -93.468          -112.756        -80.612          -123.745        
Capital increase 207.500         
Equity, end 866.081       1.056.119   1.095.487   1.121.613   1.162.431   1.191.296   1.267.750   1.305.782   
NIBD -95.323        203.277 193.321 197.932 189.233 193.932 140.861 145.087
Invested capital (financing) 770.758 1.259.396 1.288.809 1.319.544 1.351.663 1.385.228 1.408.611 1.450.869
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Appendix 22: Forecasted financials without acquisition - Tod's 

 

 

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

Sales income 1.036.959      
Other revenues and income 11.437            
Total revenue 1.048.396    1.090.332    1.133.945    1.179.303    1.226.475    1.275.534    1.301.045    1.327.066    
Operating costs -845.778        -883.169        -918.496        -955.235        -993.445        -1.033.183     -1.053.846     -1.074.923     
EBITDA 202.618       207.163       215.450       224.068       233.030       242.351       247.198       252.142       
Total D&A and write downs -51.230          -45.579          -47.402          -49.298          -51.270          -53.321          -54.388          -55.475          
Provisions -2.820             -2.641             -2.747             -2.857             -2.971             -3.090             -3.152             -3.215             
EBIT 148.568       158.943       165.300       171.912       178.789       185.941       189.659       193.453       
Net financial expenses -11.297          -                  -                  -                  -                  -                  -                  -                  
Profit before tax 137.270       158.943       165.300       171.912       178.789       185.941       189.659       193.453       
Yearly tax -45.182          -49.780          -51.772          -53.843          -55.996          -58.236          -59.401          -60.589          
Profit/(loss) for the period 92.089          109.162       113.529       118.070       122.793       127.704       130.259       132.864       
Non-Controlling Interests 647                 
Profit/(loss) for the group 92.736          109.162       113.529       118.070       122.793       127.704       130.259       132.864       

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

Assets with indefinite useful life 149.466      
Key money 14.938        
Others intangible assets 26.387        

Buildings and land 110.928      
Plant and machinery 13.206        
Equipment 14.258        

Leasehold improvement 45.573        
Others 42.538        
Deferred tax assets 51.220        
Others 19.997        
Total non-current assets 488.511    517.085    537.769    559.279    581.651    604.917    617.015       629.355       
Inventories 347.445      
Trade recivables 111.521      
Tax recivables 17.637        
Others 34.297        
Total current assets 510.900    491.212    510.860    531.295    552.547    574.648    586.141       597.864       
Provisions for risk 5.485          
Deferred tax liabilities 27.922        
Others non-current liabilities 16.612        
Trade payables 142.881      
Tax payables 14.082        
Other current liabilites 38.283        
Total non-interest-bearing debt 228.653    259.792    270.184    280.991    292.231    303.920    309.998       316.198       

Invested Capital (NOA) 770.758 748.505 778.445 809.583 841.967 875.645 893.158 911.021

Total shareholders equity 
Equity beginning 866.081      845.811      879.643      914.829      951.422      989.479         1.009.269      
Profit 109.162      113.529      118.070      122.793      127.704      130.259         132.864         
Dividends -129.432    -79.696       -82.884       -86.200       -89.648       -110.469        -112.678        
Capital increase
Equity end 866.081    845.811    879.643    914.829    951.422    989.479    1.009.269   1.029.454   
NIBD -95.323     -97.306 -101.198 -105.246 -109.456 -113.834 -116.111 -118.433
Invested capital (Financing) 770.758 748.505 778.445 809.583 841.967 875.645 893.158 911.021
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Appendix 23: Revenue forecast by drivers – Tod’s 

 

 

 

 

 
Source: ECB (2016); Federal Reserve (2016); Tradingeconomies.com, 2016; Bank of Japan, 2016; Bank of Korea, 2016,  

 

 

 

Market % growth constant fx 2014 2015 2016E 2017E 2018E 2019E 2020E

Italy -3,7% 3,7% 3,0% 3,0% 2,0% 2,0% 2,0%

Europe excl. Italy 6,1% 9,4% 4,0% 4,0% 3,5% 3,5% 3,0%

Americas -1,8% 5,3% 6,0% 6,0% 5,0% 5,0% 5,0%
Greater China -4,4% -12,0% 1,0% 3,0% 7,0% 7,0% 7,0%
RoW 13,6% 6,3% 10,0% 10,0% 8,0% 8,0% 8,0%

Total 0,4% 1,8% 4,0% 4,5% 4,6% 4,6% 4,6%

Brand % growth constant fx 2014 2015 2016E 2017E 2018E 2019E 2020E
Tod's -1,0% -1,0% 2,5% 3,0% 3,0% 3,0% 3,0%
Hogan -2,2% 2,8% 2,0% 2,0% 2,0% 1,0% 1,0%
Fay -0,6% 3,5% 2,0% 2,0% 2,0% 2,0% 2,0%
RV 12,4% 12,2% 13,0% 13,0% 13,0% 13,0% 13,0%
Total 0,4% 1,8% 3,9% 4,4% 4,5% 4,5% 4,6%

Product % growth constant fx 2014 2015 2016E 2017E 2018E 2019E 2020E
Shoes 1,0% 3,3% 4,1% 4,5% 4,5% 4,5% 4,5%
Leather goods -2,1% -5,1% 5,0% 5,0% 5,0% 5,0% 5,0%
Apparel -0,6% 1,5% 1,0% 3,0% 3,0% 3,0% 3,0%
Other #N/A #N/A #N/A #N/A #N/A #N/A #N/A

Total 0,4% 1,8% 4,1% 4,5% 4,5% 4,5% 4,5%

Channel % growth constant fx 2014 2015 2016E 2017E 2018E 2019E 2020E
Retail (DOS + FS) 0,3% 0,2% 7,0% 7,5% 7,0% 7,0% 7,0%
Wholesale 0,4% 5,5% -1,0% -1,0% -1,0% -1,0% -1,0%
Total 0,4% 1,8% 4,0% 4,4% 4,4% 4,4% 4,4%

Inflation Targets 2021
Euro area 2%
Americas; US 2%
China* 4,50%
Japan 2%
South Korea 2%
Estimated long term inflation 2%

*China based on projections from tradingeconomies.com
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Appendix 24: Breakdown of net financial expenses - Tod's 

Financial Expenses (Euro 000’s) 2014 
% of total 
expense  2015 

% of total 
expense 

Income          
Interest income  905 4 % 453 2 % 
Foreign exchange gains  22.318 95 % 28.731 98 % 
Other  179 1 % 83 0 % 
Total income  23.402 100 % 29 267 100 % 
Expenses          
Interest on medium-long term financing  -590 2 % -732 2 % 
Interest on short term borrowings  -169 1 % -170 0 % 
Foreign exchange losses  -24.719 91 % -35.066 86 % 
Other  -1.724 6 % -4.596 11 % 
Total Expenses  -27.202 100 % -40.564 100 % 
Total net financial income and expenses  -3.800   -11.297   
NIBD  -85.357   -95.323   
Net interest income (+)/expense (-) as % of net financial expenses (€ '000)   
selected items  2014 % 2015 % 
Net interest expenses 146 -4 % -449 10 % 
Net interest expense/NIBD  -0,002 n.s 0,005 n.s 
FX related income (+) and expenses (-)  2014 % 2015 % 
Foreign exchange gains  22.318 -82 % 28.731 98 % 
Foreign exchange losses  -24.719 91 % -35.066 86 % 
Other  -1724 6 % -4.596 11 % 
NFE before tax/NIBD  4 %   12 %   

Appendix 25: EBITDA-margin after acquisition 

 

 

 

 

 

 

 

Calculation of improved EBITDA-
margin as result of acquisition 2015 2016 2017
Revenue 1.048.396                    1.090.332         1.139.397          
Total operating expenses -845.778                      -883.169          

Cost of third party assets * -128.414                       -128.414            -64.207               

EBITDA with license payment 202.618                       207.163            215.450             
EBITDA without license payment 279.657             

EBITDA-margin 19,0% 19,0% 25,0%
Reduction in margin due to RV opex -3,5%
New margin, medium-term 21,5%
Margin long-term 22,5%

*)based on own estimate 
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Appendix 26: Beta calculations 

Regressed beta of Tod’s 

  

Beta of peers 

  

 

Raw beta Un-levered
SFER/MSW 1,4324 1,4276
SFER/MSE 1,1531 1,1492
SFER/FTSE 1,3283 1,3239
Average 1,3046 1,3002

Raw beta Un-levered
PRAD/MSW 1,5131 1,5128
PRAD/MSE 1,1687 1,1685
PRAD/S&P 1,5191 1,5188
Average 1,4003 1,4001
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Appendix 27: Cost of debt – Tod’s 

 

Appendix 28: WACC calculations 

 

Raw beta Un-levered
GEO/MSW 1,02362 1,0070
GEO/MSE 1,1011 1,0833
GEO/FTSE 1,1215 1,1033
Average 1,0821 1,0645

Raw beta Un-levered
BC/MSW 0,9546 0,9459
BC/MSE 0,7592 0,7523
BC/FTSE 0,9597 0,9510
Average 0,8912 0,8831

Capital structure
Year NIBD MVoEquity NIBD/E EV E/EV D/EV

2016 203.277      2.023.698      10,04% 2.226.975      90,87% 9,13%
2017 193.321      9,55% 2.217.019      91,28% 8,72%
2018 197.932      9,78% 2.221.630      91,09% 8,91%
2019 189.233      9,35% 2.212.931      91,45% 8,55%
2020 193.932      9,58% 2.217.630      91,25% 8,75%
2021 140.861      6,96% 2.164.559      93,49% 6,51%
2022 145.087      7,17% 2.168.785      93,31% 6,69%
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Appendix 29: Factors influencing chosen multiples 

 

Appendix 30: Revenue assumptions applied in the sensitivity analysis 

 

 

 

 

 

 

Detailed WACC calculations

Unlevered 
beta NIBD/E Beta-debt

Re-levered 
beta

Risk-free 
rate MRP CoE (r_e) Tax CoD (r_d) E/EV D/DV WACC

Tod's 2016 1,0777 10,04% 0 1,186 1,52% 5,40% 7,92% 32% 2,40% 90,87% 9,13% 7,35%
Tod's 2017 9,55% 1,181 7,89% 32% 91,28% 8,72% 7,35%
Tod's 2018 9,78% 1,183 7,91% 32% 91,09% 8,91% 7,35%
Tod's 2019 9,35% 1,178 7,88% 32% 91,45% 8,55% 7,35%
Tod's 2020 9,58% 1,181 7,90% 32% 91,25% 8,75% 7,35%
Tod's 2021 6,96% 1,153 7,74% 32% 93,49% 6,51% 7,35%
Tod's 2022 7,17% 1,155 7,76% 32% 93,31% 6,69% 7,35%
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Appendix 31: Revenue implication for changing expected growth of leather goods, all other growth rates 
held constant 
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2010 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E
OLG +15% 

Shoes 845 883 923 965 1008
OLG 123 145 166 161 156 157 181 208 239 275 316
Apparel 68 68 69 70 70

total sales 788  894  963  968  966  1.036  1.094  1.160 1.231 1.309 1.395 
5,6 % 6,0 % 6,2 % 6,3 % 6,5 %

Shoes 4,1% 4,5% 4,5% 4,5% 4,5%
OLG 15,0% 15,0% 15,0% 15,0% 15,0%
Apparel 1,0% 1,0% 1,0% 1,0% 1,0%

OLG +10% 
Shoes 845 883 923 965 1008
OLG 123 145 166 161 156 157 173 190 209 230 253
Apparel 68 68 69 70 70

788  894  963  968  966  1.036  1.086  1.142 1.201 1.264 1.332 
Shoes 4,8% 5,2% 5,2% 5,3% 5,3%
OLG 10,0% 10,0% 10,0% 10,0% 10,0%
Apparel 1,0% 1,0% 1,0% 1,0% 1,0%

0 0 0 0 0
OLG base case +5%

Shoes 845 883 923 965 1008
OLG 123 145 166 161 156 157 165 173 182 191 201
Apparel 68 68 69 70 70

788  894  963  968  966  1.036  1.078  1.125 1.174 1.225 1.279 
Shoes 4,0% 4,4% 4,4% 4,4% 4,4%
OLG 11% 18% 14% -3% -3% 1% 4,1% 4,5% 4,5% 4,5% 4,5%
Apparel 1,0% 1,0% 1,0% 1,0% 1,0%

0 0 0 0 0
OLG 0%

Shoes 845 883 923 965 1008
OLG 123 145 166 161 156 157 157 157 157 157 157
Apparel 68 68 69 70 70

788  894  963  968  966  1.036  1.070  1.109 1.149 1.191 1.236 
Shoes 3,3% 3,6% 3,6% 3,7% 3,7%
OLG 0,0% 0,0% 0,0% 0,0% 0,0%
Apparel 1,0% 1,0% 1,0% 1,0% 1,0%

0 0 0 0 0
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Appendix 32: DCF-models with corresponding value drivers for each scenario 

Scenario 1: 

 

 

Scenario 2: 

 

 

 

 

Terminal
0 1 2 3 4 5 6 7

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

FCFF -355.555 118.739 130.396 142.986 156.583 204.841 192.813
WACC 7,35% 7,35% 7,35% 7,35% 7,35% 7,35% 7,35%
Discount factor 0,93 0,87 0,81 0,75 0,70 0,65
PV of FCFF -331.214      103.038             105.408            107.672          109.839         133.854      

PV of FCFF in forecast horizon 228.597          Terminal growth 3%
PV of FCFF in terminal period 2.897.166       
Enterprise value 3.125.763       
NIBD -95.323           
MVE 3.221.086     

Share price 27.04 61,15               
Outstanding shares 33.094             
Estimated share price 97,33              

Value drivers, Tod's 2016 2017 2018 2019 2020 2021 2022

Revenue growth 8% 8% 8% 8% 8% 3% 3%

EBITDA/revenue 26% 26% 26% 26% 26% 26% 26%

Terminal
0 1 2 3 4 5 6 7

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

FCFF -346.415 125.728 134.891 144.603 154.898 184.157 171.508
WACC 7,35% 7,35% 7,35% 7,35% 7,35% 7,35% 7,35%
Discount factor 0,93 0,87 0,81 0,75 0,70 0,65
PV of FCFF -322.700      109.103             109.041            108.890          108.657         120.338      

PV of FCFF in forecast horizon 233.329          Terminal growth 3%
PV of FCFF in terminal period 2.577.041       
Enterprise value 2.810.370       
NIBD -95.323           
MVE 2.905.693     

Share price 27.04 61,15               
Outstanding shares 33.094             
Estimated share price 87,80              

Value drivers, Tod's 2016 2017 2018 2019 2020 2021 2022

Revenue growth 6% 6% 6% 6% 6% 3% 3%

EBITDA/revenue 26% 26% 26% 26% 26% 26% 26%
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Scenario 3  

 

 

Scenario 4:  

 

 

 

 

 

Terminal
0 1 2 3 4 5 6 7

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

FCFF -337.276 129.976 137.039 144.420 152.133 168.694 155.581
WACC 7,35% 7,35% 7,35% 7,35% 7,35% 7,35% 7,35%
Discount factor 0,93 0,87 0,81 0,75 0,70 0,65
PV of FCFF -314.186      112.789             110.777            108.752          106.717         110.234      

PV of FCFF in forecast horizon 235.083          Terminal growth 3%
PV of FCFF in terminal period 2.337.731       
Enterprise value 2.572.815       
NIBD -95.323           
MVE 2.668.138     

Share price 27.04 61,15               
Outstanding shares 33.094             
Estimated share price 80,62              

Value drivers, Tod's 2016 2017 2018 2019 2020 2021 2022

Revenue growth 4% 5% 5% 5% 5% 3% 3%

EBITDA/revenue 26% 26% 26% 26% 26% 26% 26%

Terminal
0 1 2 3 4 5 6 7

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

FCFF -399.715 89.409 96.392 103.794 111.641 149.503 135.814
WACC 7,35% 7,35% 7,35% 7,35% 7,35% 7,35% 7,35%
Discount factor 0,93 0,87 0,81 0,75 0,70 0,65
PV of FCFF -372.351      77.586                77.920              78.160             78.313            97.693         

PV of FCFF in forecast horizon 37.321             Terminal growth 3%
PV of FCFF in terminal period 2.040.718       
Enterprise value 2.078.039       
NIBD -95.323           
MVE 2.173.362     

Share price 27.04 61,15               
Outstanding shares 33.094             
Estimated share price 65,67              

Value drivers, Tod's 2016 2017 2018 2019 2020 2021 2022

Revenue growth 6% 6% 6% 6% 6% 3% 3%

EBITDA/revenue 19,0% 21,5% 21,5% 21,5% 21,5% 22,5% 22,5%
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Scenario 5:  

 

 

Scenario 6:  

 

 

Appendix 33: Discrepancies in current and constant growth rates YOY 

 

 

Terminal
0 1 2 3 4 5 6 7

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

FCFF -389.569 75.329 79.933 84.744 89.772 136.578 122.502
WACC 7,35% 7,35% 7,35% 7,35% 7,35% 7,35% 7,35%
Discount factor 0,93 0,87 0,81 0,75 0,70 0,65
PV of FCFF -362.900      65.368                64.615              63.814             62.973            89.248         

PV of FCFF in forecast horizon -16.882           Terminal growth 3%
PV of FCFF in terminal period 1.840.686       
Enterprise value 1.823.804       
NIBD -95.323           
MVE 1.919.127     

Share price 27.04 61,15               
Outstanding shares 33.094             
Estimated share price 57,99              

Value drivers, Tod's 2016 2017 2018 2019 2020 2021 2022

Revenue growth 4,0% 4,5% 4,5% 4,5% 4,5% 3% 3%

EBITDA/revenue 19,0% 19,0% 19,0% 19,0% 19,0% 19,0% 22,5%

Terminal
0 1 2 3 4 5 6 7

Euro 000's 2015 2016 2017 2018 2019 2020 2021 2022

FCFF -369.279 94.221 94.221 94.221 94.221 104.899 89.872
WACC 7,35% 7,35% 7,35% 7,35% 7,35% 7,35% 7,35%
Discount factor 0,93 0,87 0,81 0,75 0,70 0,65
PV of FCFF -343.999      81.762                76.165              70.951             66.094            68.546         

PV of FCFF in forecast horizon 19.520             Terminal growth 3%
PV of FCFF in terminal period 1.350.395       
Enterprise value 1.369.915       
NIBD -95.323           
MVE 1.465.238     

Share price 27.04 61,15               
Outstanding shares 33.094             
Estimated share price 44,28              

Value drivers, Tod's 2016 2017 2018 2019 2020 2021 2022

Revenue growth 0% 0% 0% 0% 0% 3% 3%

EBITDA/revenue 19% 19% 19% 19% 19% 23% 23%
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