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A Last Glance at 2014 Market Performance 

In the first eleven months of 2014, the global stock market performances have been positive 
overall, reflecting the gradual normalisation of economies and financial markets after the 
prolonged financial crisis period.  

1H14 performances were largely driven by rising expectations of an economic recovery in the EU 
and by accommodative monetary policies. After the European elections results (with austerity 
policies being defeated) and, more importantly, the ECB measures announced in early June (ABS 
and covered bond purchases starting later in the year, and de facto extending an 
accommodative stance likely until 2016), Euro-area equity markets moved upwards, reaching 
year-highs in June.  

In the second part of the year, geopolitical risks were back on stage; a new peak in the Russia-
Ukraine crisis and the consequent economic sanctions against Russia affected both those regions 
and export flows towards them. On top of that, disappointing data on industrial production and 
economic growth in the central part of the year, with rising concerns about price deflationary 
dynamics, have all triggered a new sharp rise in investors’ risk aversion on equity markets, 
wiping out most gains recorded in previous months. 

Expectations of potential further ECB actions in 2015 (including a straightforward sovereign 
debt QE) and a slightly better than expected 3Q14 reporting season have put a floor to equity 
market downside, setting the basis for a moderate price recovery later in 2014, though the drop 
in oil prices and the Rouble devaluation have again heightened equity market volatility.  

World equity markets – 2014 index performances 
% Last index price YTD -3M -6M 
FTSE MIB  19201.1 1.2 -9.0 -13.6 
FTSE Italia All Share 20298.3 0.5 -9.1 -13.9 
FTSE Italia STAR 18472.8 8.5 0.3 -4.0 
Euro Stoxx 319.4 1.6 -1.7 -4.3 
CAC 40 4225.9 -1.6 -4.8 -7.2 
DAX 30 9862.5 3.3 1.8 -0.9 
IBEX 35 10431.8 5.2 -4.2 -5.8 
FTSE 100 6461.7 -4.3 -5.0 -5.5 
S&P 500 2035.3 10.1 1.9 4.7 
Nikkei 225 17257.4 5.9 8.5 14.5 
 

Note: Priced at close on 11 December 2014; Source: Thomson Reuters 
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A Half-Full/Half-Empty Glass in 2015 

Looking at Italian equities in 2015, we seem to be looking at a half-full/half-empty glass: the 
positive tailwinds (and there are quite a few) continue to be off-balanced by some negative 
headwinds, hence the Italian market seems to be constantly tipping up or down on our 
investment scales. 

 While acknowledging that institutional reforms and privatisations are moving (although 
slowly) in the right direction, we highlight that Matteo Renzi is facing a tricky political 
crossroads in 2015;  

 With a potential positive fall-out from weaker energy prices and the Euro depreciation to the 
Italian economy, we should not however ignore that Italy still lays in a limbo between 
recession and recovery;  

 If Draghi’s current monetary policy and (possibly soon) prospective QE actions provide ample 
liquidity and sound support to equity markets, we recall that deflationary risks still loom 
dangerously on our 2015 scenario;  

 On the one hand, Italian companies exposed to US demand and to USD-denominated trades, 
may benefit from the recent USD strength. On the other hand, those exposed to USD-sensitive 
emerging markets and oil-producing countries (with Russia also hit by the Rouble devaluation) 
may be impacted by an economic slowdown in those regions; 

 When taking into account relatively attractive 2015 Italian equity valuations, we need to bring 
into the picture a higher earnings risk, due to ongoing stagnant domestic demand.  

In the table below, we recap the main Tailwinds and Headwinds for the Italian equity market in 
2015, based on our detailed analysis developed in our 2015 Top Picks report. 

The half-full glass  The half-empty glass 

 The USD recent strength could enhance Euro-area 
competitiveness at a time of still subdued economic outlook; 
diverging FED and ECB policies in 2015 may widen this trend.  

 Sharply falling oil prices may be highly beneficial for corporate 
margins in energy intensive sectors.  

 Expectations for a full QE in early-2015 continue to support 
Euro-area equity markets, although risks of a deflationary spiral 
are far from over. 

 Privatisation is moving ahead, although slower than anticipated; 
EXPO Milan (May-Oct 2015) may add to the Italian picture.  

 Relatively attractive 2015 equity valuation, on P/E, PEG and 
equity risk premium basis, provided current EPS growth is 
actually delivered.  

 

  The Italian economy remains stuck in a limbo between recession 
and recovery: 2015E GDP growth is seen at 0.4%, once again 
lagging the Euro area (+1.1% in 2015E).  

 USD-indebted emerging markets and oil-producing countries 
(with Russia also hit by Rouble devaluation) may be impacted by 
economic slowdown, penalising Italian companies more 
exposed to those areas. 

 The recent Italy downgrade from S&P and Greece-induced 
market turmoil are a reminder that Euro-area sovereign risk is 
not over yet.  

 Matteo Renzi is likely to face a tricky crossroads: his ambitious 
institutional reforms programme is likely to overlap the possible 
election of the new Head of State.  

 Earnings risk are higher than six months ago, reflecting a 
weaker domestic environment; Euro weakness and a drop in 
energy prices may, however, mitigate risks of downwards 
revisions.  

 

Source: Intesa Sanpaolo Research estimates and elaboration   

 

A balanced mix of tailwind 
and headwinds in 2015 
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2015 Market Valuation and Earnings Outlook 

We believe that Italian equities are no longer expensive on a 2015 basis, provided that 
current earnings forecasts are actually delivered: in fact, 2015 earnings risk looks higher 
than only six months ago, due to a weaker macro growth trend. However, the Euro 
weakness and declining energy prices may mitigate the risk of a downwards earnings 
revision. At 8.7%, the Italian equity premium is still the furthest from pre-crisis levels 
among Euro-area equity benchmarks, and 100bps above the DAX and Euro Stoxx ERP. 

Italian equities valuation  

Italian equities vs. Euro Stoxx 

At end-November 2014, the Italian market 2014 P/E stood at 16.9x, a 24% premium on the 
10Y average (13.6x). Calculated on a 2015 market P/E (12.9x), valuations are at a 5% discount; 
finally, based on 2016 market P/E (11.2x), there is an 18% discount to the 10Y average (based 
on TF/IBES consensus data). In terms of P/E, Italy trades in line with the Euro Stoxx on 2015 
figures (12.9x vs. 13.1x) and at a slight discount on 2016 (-4%). Italian ERP remains higher than 
the Euro Stoxx (8.7% vs. 7.7%), although the gap has shrunk during 2014 (currently +100bps 
vs. +180bps at end-2013).  

Based on the current EPS growth estimates, the Italian PEG looks more appealing than the Euro 
Stoxx (0.73x vs. 1.04x), assuming that current earnings forecasts are actually delivered. We 
highlight that the current 2Y FWD EPS CAGR for Italy is +22.6% vs. +14.7% for the Euro Stoxx. 
However, we believe that Italian equities present a higher downside risk on earnings than the 
Euro Stoxx, due to the weaker Italian economic environment vs. the average euro area (Italy GDP 
growth 2015E: +0.4% vs. +1.1% for Euro area 2015E). 

Italian equity market vs. Euro Stoxx – A comparative valuation  
 Equity Risk P/E EPS growth (%) 
x Premium (%) 2014 2015 2016 2014/13 2015/14 2016/15 PEG (1)

Italian Equity market 8.7 16.9 12.9 11.2 126.7 31.1 15.8 0.73
Euro Stoxx 7.7 15.3 13.1 11.7 7.0 17.2 12.2 1.04
 

(1) PEG calculation is based on current 2014 P/E and 2Y forward EPS growth; Source: Intesa Sanpaolo Research elaboration on IBES consensus data (as of end-Nov 2014) 

Italian equities vs. Rest of the World 

We compared the Italian equity market valuation with some international benchmark indices in 
order to assess the relative attractiveness of Italian equities; we used the benchmark FTSE MIB 
index for the purpose of this analysis. In particular, we focused on 2014 and 2015 P/E, on 2015-
16 EPS growth, and on the current Equity Risk Premium levels. 

According to our elaborations, the Italian benchmark FTSE MIB still offers the best combination 
of implied Equity Risk Premium (the highest in our panel) and PEG (the lowest in our panel), 
based on current consensus 2015 and 2016 EPS growth estimates. Italy’s FTSE MIB also has the 
lowest 2015 P/E, together with Germany’s DAX (see the table below). 

Equity market valuation and Equity Risk Premium by country  
Country Index 2014 P/E 

(x) 
2015 P/E 

(x)
2014-16 EPS 

CAGR (%) 
PEG (1)

(x)
Equity 

Premium (%) 
Italy FTSE MIB 16.1 12.4 22.6 0.71 8.9
France CAC 40 14.4 12.8 11.1 1.29 7.8
Germany DAX 30 13.2 12.0 10.3 1.29 7.7
Spain IBEX 35 17.8 14.6 19.6 0.91 8.0
Euro area Euro Stoxx 15.3 13.1 14.7 1.04 7.7
UK FTSE 100 14.0 13.4 7.2 1.94 6.1
Switzerland SWISS Market 17.2 15.7 9.8 1.77 7.2
US S&P 500 17.4 15.9 10.7 1.63 5.8
Japan TOPIX 15.5 13.9 10.9 1.44 7.0
 

(1) PEG calculation is based on current 2014 P/E and 2Y forward EPS growth; Source: Intesa Sanpaolo Research elaboration and IBES 
consensus estimates (as of end-Nov 2014) 

Valuation no longer 
demanding on a 2015 P/E 
basis 

More attractive PEG, but 
higher earnings risk than 
Euro Stoxx 

Italy’s FTSE MIB: the highest 
ERP and the lowest PEG in 
our panel 
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Secondly, from a calculation/statistical angle, earnings dynamics in the Italian banking sector (in 
turn, reflecting banks’ provisioning policies ahead, and as a result of, the AQR) have deeply 
impacted aggregate 2014 and 2015 earnings forecast statistics, and somewhat distorted 2014-
15 EPS growth rates for the whole market, all else being equal. In order to quantify the effect of 
the different earnings dynamics between the Italian banking sector and the rest of Italian 
equities, we updated the following simulation.  

We first calculated the weighting of banks’ forecast earnings in total market earnings in the 
2014-16 forecast period, with the support of available IBES consensus data (the weighting is 
currently 12.4% in 2014, 21.8% in 2015, and 24.4% in 2016, respectively). We then 
recalculated Italian EPS growth ex-banks in 2015 and 2016 and, finally, based on the same set 
of data, we recalculated the market P/E ex-banks for 2014, 2015 and 2016.  

Based on our elaboration, 2015 EPS growth for the Italian market, excluding banks, would be 
+15.0%, slightly below +17.2% for Euro Stoxx; in 2016, EPS growth ex-banks would be 
+12.0% in line with 12.2% for Euro Stoxx. In valuation terms, Italy’s P/E ex-banks (13.0x in 
2015 and 11.7x in 2016) is aligned to the Euro Stoxx.  

In a nutshell, we believe that 2015 earnings risk for the Italian equity market is higher than only 
six months ago, due to a weaker than anticipated macro growth tend; however, we are also 
convinced that some important fundamental factors (euro weakness, declining energy prices, 
above all) may mitigate their risk of downwards earnings revisions going forward in 2015. 
Results are shown in the table below; note that they represent an approximation, as the two 
IBES sample aggregates used in our simulation (Italian banks and Italian equities) are not fully 
homogeneous and comparable. 

Italian Equity Market – EPS growth estimates with/without banks: a simulation 
%  EPS growth P/E (x)  
 2014/13 2015/14 2016/15 2014 2015 2016 
Italian Equity Market 126.7 31.1 15.8 16.9 12.9 11.2
Italian Banks NM 127.0 29.6  30.2  13.3  10.3 
Italian Equity Market ex-Banks  15.0 12.0  15.1  13.0  11.7 
Euro Stoxx  17.2 12.2 13.1 11.7
 

NM: not meaningful; Source: Intesa Sanpaolo Research elaboration on IBES consensus data (as of end-Nov 2014) 

A worst-case 2015 earnings scenario 

We simulated a worst-case scenario for Italian equities, based on our ERP model, assuming that 
the current 2015 EPS growth forecasts could be revised downwards, if the Italian economic 
environment turns out to be worse than anticipated. We replaced the current consensus 2015 
EPS growth forecasts (31.1%, source: IBES) by simulating two more pessimistic scenarios, by: a) 
cutting the current EPS growth for 2015 in half; and b) zeroing EPS growth in 2015. 

From the current 8.7%, the equity premium would become gradually less appealing, falling to 
7.9%, if current 2015 EPS growth estimates were cut by half (down to 15.6%). The ERP would 
then fall to 7.1% (still above its 2000-13 average of 6.0%) in our worst-case scenario of zero 
EPS growth in 2015. The implied 2015 P/E would worsen from the current 12.9x to 14.7x in the 
case of 2015 EPS growth cut by half, and to 16.9x in the case of no EPS growth in 2015. 

Italian Equity Market - Sensitivity analysis on Equity Risk Premium and EPS growth  
%    P/E (x)    EPS growth Implied PEG
 2014 2015 2015 2016 ERP (x)
Base-case Italian Equity Market   
Current valuation levels 16.9 12.9 31.1 15.8 8.7 0.73
Sensitivity analysis   

2015 EPS growth cut by half  14.7 15.6 7.9 1.08

Zero EPS growth in 2015  16.9 0.0 7.1 2.22
 

Calculations based on FTSE MIB consensus data; Source: Intesa Sanpaolo Research elaboration on IBES 
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The ‘New Normality’ in Italy: One Year On  

One year down the road, we monitored the status of our New Normality paradigm. 
Matteo Renzi’s new wave has to cope with the brick-and-mortar task of running Italy, 
while new political risks are looming on the 2015 horizon. In the meantime, privatisations 
and changes in corporate governance are moving ahead, slowly but in the right direction, 
while a new country-specific driver, EXPO Milan, could add flair to Italy’s investment case 
in 2015. 

A short recap 

In our “Top Picks for 2014” report (December 2013), we defined 2014 as the first year of a “New 
Normality” paradigm in Italy, characterised by a prolonged period of subdued economic growth both 
in Italy and the Euro area, of low interest rates and accommodative ECB monetary policy, and relative 
financial stability.  

On top of that, we had identified four country-specific factors: 1) A new electoral law; 2) A 
privatisation plan; 3) A new takeover law; and 4) Developments in corporate governance (syndicate 
pacts) which, if finalised, could have potentially had a positive influence on investors’ risk aversion, 
contributing to reduce Italian country risk in the medium-long term. 

One year down the road, we monitor the  status of our New Normality paradigm: in other words, re-
assessing Italy country risk, so as to better understand potential developments in the Italian Equity Risk 
Premium in 2015. Moreover, we add a new country-specific driver for Italy: the EXPO Milan 2015. 

Reassessing political risk in Italy: a tricky crossroads in 2015 

A telling shift in Renzi’s rhetoric 

Matteo Renzi’s debut as Italian PM back in February 2014 was marked by fresh and mounting 
expectations in the business community and financial markets, as he presented himself as an  
‘outsider’, ready to scrap old Italian political bad habits. His initial rhetoric of “one reform per 
month” quickly granted him a broad consensus, along with his personal impetus and 
pragmatism: it seemed the right recipe to unblock a long overdue reforming process in Italy. His 
unequivocal success at the European Parliament vote in late May (scoring an impressive 40.8% 
for his PD party) also provided a sound endorsement for his reform programme, just at the onset 
of Italy’s semester at the presidency of the Council of European Union.  

That moment marked the zenith of Renzi’s political parabola in 2014, in our view. Confronted 
with the brick-and-mortar task of running Italy day-to-day, he had to rely on a relatively thin 
majority in the Senate (based on a coalition agreement with smaller centre and centre-right 
parties), and had to cope, almost on a daily basis, with an outspoken opposition internal to his 
own PD party.  

The shift in Renzi’s rhetoric, from the previous “blitzkrieg” approach to the current (and more 
realistic, in our view) “1000 days to finalise the reforms and fix the country”, gives ample 
evidence to his change in pace.  

We underline that Matteo Renzi has scored objective results on the reform side during his tenure 
in 2014. We recall four of them, among others: 1) the long debated, and fiercely opposed by 
the Unions, labour market reform (the so-called Jobs Act) has just received the final 
parliamentary sealing; 2) the government has managed to reduce the labour tax wedge, as 
initially promised, and has made permanent the “EUR 80” monthly tax bonus (announced just 
ahead of the European elections); 3) with the Sblocca-Italia decree, the government approved 
measures aiming to unblock pending public works, upgrade infrastructures (such as high-speed 
broadband), and remove restrictions in the services sector; and 4) with bills reforming (partly) the 
civil judicial system, the government aims, among others, at shortening the excessive delays and 
burdensome procedures of judicial processes in Italy.  

New Normality in Italy: time 
for a yearly check-up 

From “Blitzkrieg”… 

...to a “One thousand days” 
approach 

Renzi has indeed scored 
some results in 2014 
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Coming now to constitutional reforms and the new electoral system, the Italian Lower House 
approved the proposal for a new voting system (the so-called “Italicum”) last March. In order for 
it to be fully effective, it would however require the constitutional reform of the Senate. In 
August, the Senate voted a reform scrapping most of the Senate’s legislative powers, and 
transforming it into an assembly representing local autonomies (with no direct elections). 
Thereafter, Renzi agreed (on the one hand, with Berlusconi, on the other hand, with his 
coalition partners, NCD in particular) major changes to the original structure of the “Italicum”, 
which will therefore require a new round of Parliamentary approval.  

New political challenges ahead for 2015 

The recent regional elections in Emilia Romagna and Calabria, while marking two wins for 
Renzi’s PD, cast new shadows, on the institutional reform process, due to the unsatisfactory 
results scored by Berlusconi’s centre-right Forza Italia (partner in Renzi’s institutional reforms 
agenda), which lost votes to a newly successful Northern League, riding an anti-euro and anti-
immigration (in a nutshell, anti-Renzi) political agenda.  

The 2015 challenge for Renzi lies in pushing ahead Constitutional reforms and the new electoral 
law to approval: however, the playground might be further complicated by the prospective 
election of a new President of the Italian Republic.  

President Giorgio Napolitano made no mystery, from the onset of his second (reluctantly 
accepted) mandate, that he would likely step down before the end of his seven-year term for 
age reasons, once the reforms process was on track. In our opinion, his resignation could come 
in early 2015 - following the end of the Italian EU semester - also taking into account recent 
public statements from the “Quirinale” (no longer ruling out such a scenario) and the current 
political debate (openly discussing “after-Napolitano” scenarios). 

We would highlight two potential risks for equity investors in such a complex scenario: 1) once 
the Italicum is finally approved, Renzi could be tempted to go quickly to polls and cash-in an 
electoral dividend, before the Senate reform is completed; and 2) the constitutional reforms 
playground could dangerously cross the Quirinale playground, with the election of the new 
President of Republic falling hostage to negotiations about reforms, and the other way round. 
The current distinct lack of cohesion within the main parties in Parliament (be it the PD, Forza 
Italia and M5S) might heighten such risk. 

In the first risk scenario, we recall that the new ‘Italicum’ system applies only to the Lower 
House. Hence, voting before the reform of the Senate is completed would imply the likely 
combination of two different voting systems, the majoritarian Italicum for the Lower House, and 
a pure proportional one for the Senate (unless a safeguard clause is introduced in the final 
Italicum text), namely, no ex-ante guarantee of a clearly winning party or coalition. With 
reference to such specific risk, Renzi recently proposed to quickly approve the “new Italicum” 
and then to ‘freeze’ its effects until well into 2016 (i.e. an adequate time needed for the 
approval of a Constitutional Law). This would probably appease most parties’ concerns about an 
early election (both on the Left and on the Right camp), possibly smoothing the way for the 
‘Italicum’ approval.  

Note that, formally speaking, the ‘freezing’ proposal would not rule out an early election 
scenario: however, given that the vote would likely take place with a proportional system as 
mentioned above (i.e. no majority premium) for both Houses of Parliament, the appeal of an 
early vote for Matteo Renzi would reduce considerably. 

In the second risk scenario, a highly sensitive issue such as the Parliamentary approval of 
Constitutional reforms could be further entangled by a timing overlap with the election of 
Giorgio Napolitano’s successor. Memory is still relatively fresh about the embarrassing stalemate 
in April 2013, which unexpectedly led to a second presidential mandate for Napolitano. Here we 
see a risk of a further delay in the reform process, with negative effects on Italy country risk. In 
this respect, we note that the current agreement about constitutional reforms and the voting 

Where we stand in terms of 
constitutional reforms  

A revitalised League is 
gaining momentum among 
right-wing oppositions   

Renzi at a tricky crossroads 

A new Presidential election 
in early 2015 

Two political risks in the 
2015 scenario 

We see limited chance for 
an early vote in 2015 
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system between PD’s Matteo Renzi and Forza Italia’s Berlusconi (the so-called “patto del 
Nazareno”) should, in theory, assure a Parliamentary majority broad enough to elect a new 
Head of State, if applied to the Head of State election as well. Risks remain, however, about the 
degree of control on the PD and Forza Italia parliamentary groups in a secret ballot: as a result, 
risks of minorities’ veto powers and “behind-the-scenes” bargaining remain high, in our view. 

In summary, we believe that a normalisation in Italian politics is crucial to prompt a gradual decline 
in the Italian equity risk premium: the key steps in this process remain: a) an electoral system 
assuring country governability; and b) a faster and more efficient legislative system. While 
acknowledging that Renzi’s efforts are moving in the right direction, we also see potential delays in 
the reform process and some ‘execution’ risks, particularly in 1H15, due to the above-mentioned 
factors.  

Italian Privatisation plan: and yet it moves! 

Despite relatively less favourable equity market conditions in 2H14, the Italian Treasury moved 
ahead with its announced privatisation plan; we highlight, in particular, four of the privatisation 
deals carried out in the year: the two IPOs Fincantieri and Rai Way; the sale of a combined 
40.9% CDP Reti to State Grid Corporation of China (35%), Cassa Forense (2.6%) and to a large 
group of Italian Foundations (3.3%); and the sale of TAG (the Trans Austrian Gasduct) to SNAM.  

With the exception of Raiway, these deals were already included in the privatisation plan 
announced by the former PM Enrico Letta in November 2013. Thereafter, Matteo Renzi 
relaunched it as part of the medium-term economic agenda (DEF), with a targeted value of asset 
privatisations at 0.7% of GDP per year in 2014-17.  

Italian privatisation plan (2014) 
Company  Industry Selling 

shareholder 
Stake 

disposed % 
Buyer Cash-in 

(EUR Bn)
CDP Reti Holding co. (energy transp. 

networks)
CDP 40.9 State Grid China/ Cassa 

Forense/ Foundations
2.41

Fincantieri Ship building CDP-Fintecna 27.5 IPO 0.36

Rai Way Media broadcasting and 
transmission

Rai 34.9 IPO 0.28

TAG  Gas transportation CDP (CDP Gas) 89.2 SNAM 0.51
 

Source: Intesa Sanpaolo Research elaborations; companies’ websites; press sources (Il Sole 24 Ore; MF)  

With an approximate EUR 3.6Bn cash-in from the above-mentioned deals in 2014 so far, the 
government has remained somewhat short of its yearly target, but we acknowledge the 
ongoing commitment to the plan, which the Economy and Finance Minister Padoan has recently 
renewed for 2015-17 at 0.7% of GDP per year.   

In the table below, we briefly recap the potential privatisation deals in the Italian Treasury 
pipeline for 2015 (and beyond), based on the original privatisation schedule and subsequent 
government announcements and additions to the plan. 

Possible execution risks in 
1H15 

Italian 2014 privatisation 
plan: a recap  

What lays ahead in 2015? 

Italian privatisation plan – Pipeline (2015 and beyond) 
Company  Industry Selling Shareholder Stake to be disposed % 
Enav  Air traffic control services Italian Treasury 49

Enel Utilities – Power Generation Italian Treasury c. 5

Eni Oil & Gas Italian Treasury c. 4.3

Ferrovie dello Stato (*) Railways Italian Treasury c. 40

Grandi Stazioni Railways stations Ferrovie dello Stato 60

Poste Italiane Postal & Financial Services Italian Treasury 40

SACE Credit Insurance/ Fin. services CDP up to 60

STMicroelectronics Semiconductors Italian Treasury 14
 

(*) likely in 1H16, according to company officials; NA: not available; Source: MEF, Intesa Sanpaolo Research elaboration, press 
sources (Il Sole 24 Ore; MF) 
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In summary, we look very favourably on such an explicit commitment to a comprehensive 
privatisation plan, despite some delays to the original schedule. In fact we remain convinced that 
investors’ broader participation and a diminishing public presence in the economy are conducive 
to a gradual decline in risk aversion in the Italian equity market, going forward. 

Corporate governance developments 

We believe that developments in the corporate governance structure of domestic-listed 
companies are a key driver of our ‘New Normality’ paradigm. In fact, part of the Italian Equity 
Risk Premium was historically embodied by relatively opaque corporate governance and the 
resulting potential conflicts of interests. Any simplification in the governance structures (e.g. 
syndicate pacts) or in corporate regulations (e.g. takeover law) would therefore be beneficial for 
the perceived risk in Italian equities, in our opinion, although we acknowledge that this is going 
to be, at best, a long-term evolutionary process. 

Changes to takeover law 

Last July, some material changes were approved to the takeover bid legislation, as a part of 
several measures proposed by the government to enhance Italy’s ‘competitiveness’. 

In detail, a second 25% threshold was introduced (beside the existing 30%), to launch a 
compulsory takeover bid: in the case that a buyer exceeds 25%, the new threshold applies to 
those listed companies where no other shareholder owns a higher stake. By contrast, the 30% 
threshold remains in place for all those listed companies where controlling shareholders own 
more than 25%.  

Moreover, SMEs (up to EUR 300M revenues, or below EUR 500M yearly average market 
capitalisation) are allowed to modify the current fixed 30% takeover bid threshold in their 
statutes, introducing a threshold variable between 20% and 40%, while granting a withdrawal 
right to dissenting shareholders (if the change takes place after the listing). 

With specific reference to ENEL (31.24% controlled by Italian Treasury) and Eni (30.30% 
controlled by MEF and CDP), we note that the new regulation could actually be significant for 
the Italian Treasury, as it may place an additional approximately 4-5% on the equity market, as 
part of the announced privatisation schedule, with public control going below the 30% 
threshold.   

Multiple voting shares 

Another measure approved last July, within the Competitiveness decree, was the possibility to 
issue multiple voting shares. Italian listed companies may amend their by-laws (with a 2/3 EGM 
majority) by including the possibility to increase the voting rights (up to a maximum of 2 votes 
per share) of those shareholders who have continuously held their shares for at least 2 years. In 
the case of a takeover bid, the passivity rule still applies: multiple voting shares are given a single 
vote in AGMs called to decide on post-bid defences. The adopted model is similar to that 
currently in force in France and, in the government’s intention, it aims at incentivising long-term 
shareholdings.  

By contrast, non-listed companies may issue multiple voting shares (as a different share 
category) up to three voting rights per share, by amending their by-laws: this may work as an 
incentive to go public (allowing the controlling shareholder to place a larger stake without losing 
control).  

Popolari Banks reform 

According to the press (MF), the Popolari Banks Association is preparing a proposal to reform 
the popolari banks’ governance that could be presented to the relevant authorities (Bank of Italy 
and ECB) by March 2015. The proposal could focus on the “hybrid model”, which would mix 
the one-man-one–vote rule with the vote based on the number of shares held.  

Developments in domestic 
capitalism structure going 
forward 

A second threshold is 
introduced… 

… together with multiple 
voting shares  

Developments in sight? 
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We believe that the changes in the supervisory scheme for the largest popolari banks could 
stimulate a reform of the sector (already requested by the Bank of Italy several times). Moreover, 
we think that a significant limitation or the abolition of the one-man-one-vote rule would be 
welcomed by the market. 

EXPO Milan 2015 

Expo Milano 2015 will take place from 1 May till 31 October 2015, for 184 opening days. It is 
expected to be an innovative exhibition, presenting a new EXPO concept, based on 
sustainability, technology and a visitor-friendly approach; its main theme is “Feeding the Planet, 
Energy for Life”.  

EXPO 2015 – Lake Arena (project)  EXPO 2015 - Padiglione Italia (project) 

 

 

Source: EXPO 2015.org - Official event website  Source: EXPO 2015.org - Official event website 

EXPO 2015 is probably the most important global event hosted in Italy for the last ten years 
(since the Turin winter Olympic Games in 2006) and can be regarded as a major chance for a 
relaunch of Italy as a whole, and for Milan in particular. 144 countries are expected to take part 
at EXPO 2015; total visitors to the event are expected to reach over 20M, of which 6M from 
abroad (according to the official EXPO 2015 website). According to our macroeconomists, its 
impact on the Italian GDP could be an additional +0.1% GDP growth, mainly driven by tourism 
flows and, partly, construction activity. With an eye to the property segment, a direct impact is 
expected on the hotel segment occupancy rates, with a beneficiary fall-out on Milan area 
business activity. Given the EXPO location (in the new Rho exhibition district, North West Milan), 
the impact on the office segment and take-ups should probably be only indirect, although likely 
positive.  

In the following table, we recap our “New Normality” country-specific drivers as discussed 
above, with our assessment of their probability/execution risk, and the expected impact on the 
equity risk premium (ERP) in 2015  

Country-specific drivers: probability and expected impact on ERP in 2015 
Driver  Probability Impact on ERP in 2015 
New Electoral Law/Constitutional reforms Medium/High Medium 
Privatisation Plan going on High Medium 
Popolari Banks reform Low Medium 
Developments in Governance (e.g. syndicate pacts) Low/Medium Low 
Changes to takeover regulation Done in 2014 Low 
EXPO Milan 2015 Open 1 May  2015 Low 
 

Source: Intesa Sanpaolo Research elaborations 

 

 

Expected impact up to 0.1% 
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Investment Conclusions  

Italian Equity Premium and index targets 

We believe that the prolonged rise in the Italian equity premium since end-June (7.5%) up to the 
current 8.7% has broadly reflected investors’ disappointment in a stagnant Italian economy in 2H14 
and a feeble expected recovery in 2015-16, on the top of re-heightened geopolitical risks in 2H14. In 
fact, we last saw Italian ERP above 9.0% back in 1H13, in the midst of an exceptionally high 
degree of political uncertainty, after the inconclusive results of February 2013 elections. While 
we anticipate a tricky crossroads for Matteo Renzi in 2015, we also see limited chances for a 
remake of such a deep political crisis.  

To go back to our initial “glass” metaphor, it seems that Italian equities are pricing in only the 
half-empty glass, thus we see room for a more balanced valuation level, from an ERP angle.  

In our sensitivity to the DAX, we showed that bringing Italian ERP back to the current DAX and 
Euro Stoxx levels (7.7%) would require a 17% rise in Italian equities from the current levels, thus 
the resulting 2015 P/E would be 15.1x or an 11% premium to its 10Y average. 

As a reference, Italian equities were trading at approx. 15x earnings in February 2014 with a 
33% 2014 EPS growth (source: IBES). The Italian ERP was at 7.7% in April-May 2014, just ahead 
of the European elections, based on our calculations. Not so long ago, but in a different context, 
economic recovery expectations were higher, Renzi’s political momentum was on the rise, and 
earnings risk was lower, in our view.  

Will the stars align again for Italian equities, so that ERP valuations return to 1H14 levels (not so 
challenging, in our view)? Draghi’s prospective QE, cheap oil prices and a weak Euro push in that 
direction. Political uncertainties in early 2015 and a still frail domestic demand may act as a brake.  

At the end, it is a matter of timing: the 2014 legacy of sluggish growth and weak consumer prices 
may still accompany investors in early 2015, while Italian political blues may come to a climax if the 
Parliament is asked to elect a new president in the course of 1Q14 or slightly beyond.  

The picture should then gradually improve during 2015: the anticipated ECB’s QE could be 
announced already at the March meeting, while quarterly reporting seasons should start 
benefiting from a rather favourable FX effect and, in some sectors, from cheaper energy prices. 
On 1 May, EXPO Milan 2015 will kick off, bringing Italy under a new and (ideally) improved 
light, helping to restore confidence in the Italian system. Quarterly GDP growth should turn 
positive going forward in 2015, reflecting a stabilisation of economic activity, ahead of a 
sounder recovery in 2016 (in the region of 1%, according to Intesa Sanpaolo economists).  

Equity valuations should reflect the gradual smoothing of the Italian knots, as long as current 
earnings forecasts do not disappoint on the downside. We set our base-case equity premium at 
7.7% at end-2015E, or 100bps below the current ERP level, implying a 17% equity market 
upside (from the current FTSE MIB level at 18,078) and a 2015 P/E at 15.1x and 2016 P/E at 
13.0x, all else being equal. Note that the time horizon for our forecast is end-2015E: we see 
most of this upside potential materialising in 2H15. 

Italian Equity Market in 2015E – Expected ERP range and index performance 
% Equity Risk 

Premium 
Implied index 
performance

2015 P/E
 (x)

2016 P/E
 (x)

Current valuation levels end-2014 8.7 - 12.9 11.2
ERP target – Our base case 7.7 +17 15.1 13.0
ERP worst case  9.5 -11 11.4 9.9
 

Source: Intesa Sanpaolo Research elaboration and IBES consensus estimates 

Much could go wrong, particularly during the first months of 2015: 1) another year of missed 
economic recovery; 2) consequent downwards earnings revisions; 3) prolonged stalemate in 
electing the new Head of State; and 4) delays in the reform process. Under this worst-case 
scenario, we expect Italian ERP to rise to 9.5%, which was the average in 1H13, a period of high 
political risk and negative growth. The market downside from the current levels would be -11%. 

Italy growth disappointment 
broadly priced in 

ERP seems to price in a half-
empty glass  

Closing the ERP gap to 
DAX/Eurostoxx… 

...not a Herculean task this 
time…  

...but a number of stars need 
to align 

A matter of timing: after a 
tricky start… 

…it may gradually get better

A 17% upside in a 12-month 
horizon… 

…with a number of risks 
attached 
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Italy: Still Waiting for the Recovery 

2015 should be a year of stabilisation rather than a fully-fledged recovery for the 
Italian economy: we estimate GDP growth at +0.4%, after the -0.4% seen in 2014. 
Growth should be driven by consumption, while it could be the seventh consecutive 
year of investments slowdown, due to an ongoing recession in construction, partially 
offset by a recovery in capital spending. Risks appear to be balanced: if the recent 
macro indicators still signal downwards risks, surprises from FX and oil may support 
the economic cycle. 

We downgrade our estimate of Italian GDP in 2015E to +0.4%, due to both the knock-on effect 
of 2014 growth that was more disappointing than expected (we estimate GDP to be down by 
0.4%) and a downwards revision of our expected quarterly growth profile for next year. 
However, we maintain the forecast of a return to slightly positive territory at the start of the year 
and a gradual strengthening of the recovery during the year. On the one hand, recent trends in 
the economic data indicate downside risks to this scenario, since the performance of both hard 
data and confidence indices is not yet consistent with a recovery, and indeed would have 
justified a downgrade of the expected profile for 2015. However, a number of exogenous 
factors that occurred in recent months would indicate upside risks to the 2015 estimate. 
Specifically, the new EUR/USD exchange rate and oil price profiles should have a positive effect 
of 0.3% ceteris paribus on Italian growth in 2015. This effect could be bigger in 2015 and 
extend into 2016 if the recent fall in oil and commodities prices were to worsen: a simultaneous 
shock of 10% on the exchange rate and on Brent crude would have a 0.5% effect on our 
estimates of average GDP growth after one year (this impact would, however, be almost 
completely wiped out in the following year).  

In addition to a weak currency and cheaper commodities, the other potential factor for recovery, 
although we only expect it to make a modest contribution, is support from economic policies:  

 The ECB has made its monetary policy even more accommodative: after reducing its rates to 
zero in September, the Frankfurt-based institution embarked on a securities purchase 
programme, which at the moment affects covered bonds and ABSs, and there is a growing 
possibility (which we now estimate at over 50%) that in 1Q15 these purchases could be 
extended to include corporate bonds and/or government bonds. However: a) it is doubtful 
that the central bank is to achieve its stated target of expanding the balance sheet to EUR 
1,000Bn (we think it more likely that it is to reach around EUR 350Bn); and b) it is by no 
means sure that the measures announced will be effective in unblocking the transition 
mechanism of monetary policy (yields on both government and corporate bonds are already 
very low, but have not yet been reflected in a marked improvement in the cost and conditions 
of credit for companies);  

 In 2015, as in 2014, fiscal policy should be slightly expansionary thanks to tax cuts included in 
the 2015 Budget (-0.2% is the change in the cyclically-adjusted primary balance forecast for 
next year, after -0.3% this year). This is, however, only a modest easing after years of highly 
contractionary policy; we estimate a theoretical impact of two-tenths of a point on GDP, 
although uncertainty over future fiscal policy could halve the impact to +0.1%.  

This impact could be augmented by the effects of the structural reforms but, most importantly, 
by the continuing repayment of public sector arrears. This process was halted in the middle of 
2014, but is likely to resume in the last few months of 2014; some EUR 40Bn in arrears could be 
paid by the end of 2014 (2.5% of GDP) and EUR 57Bn (3.5% of GDP) by mid-2015. In total, 
then, EUR 17Bn have been paid in 2013, EUR 24Bn could be paid in 2014 and EUR 17Bn in 
2015. In the Bank of Italy's prudent assumption that additional resources for financing new 
investment came to 12% of the total (and that the remaining portion was split equally between 
the financing of working capital and precautionary provisions), the most cautious estimate 
would put the overall impact on the cycle at 0.7% (to be spread over the three-year period 
2013-15). The impact on 2015 would be 0.2%. However, this estimate is optimistic given that 

Paolo Mameli 
Economist – Euro Area 
+39 02 8796 2128 
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the uncertainty that seems to weigh on corporates’ investment decisions could reduce the 
portion earmarked for capital spending; in our view, a more realistic estimate would be 0.1%. 

In 2015, the recovery should once again be highly dependent on other countries. In fact, 
net exports could add 0.3% to GDP, after 0.5% in 2014 (this would be the fifth year running in 
which foreign trade makes a positive contribution to the cycle). Exports are expected to accelerate 
to 3.3% (1.9% this year) with imports also picking up (+2.5% from +0.4%). As noted, export 
growth could be accentuated by the currency's movements: in our estimates, a 10% fall in the 
EUR/USD exchange rate compared with our base scenario would produce a positive effect of 1.5% 
on exports and 0.4% on GDP (taking account of the feedback effect between exports and 
imports). As in 2014, we expect foreign sales to be buoyant especially to Anglo-Saxon countries, 
while the rest of the Euro zone should not pick up so much; we believe that some emerging 
countries, including Eastern Europe and the Middle East, could again be penalised by geo-political 
tensions, and by lower demand due to the fall in commodities prices. In general, exports to the 
developed countries are likely to be more vigorous than those to developing countries, and exports 
to dollar currency areas livelier than those to other currency areas. 

As for domestic demand, the modest recovery in consumer spending, the only domestic 
component in positive territory in 2014, is set to continue (0.3% in our estimates this year, 
expected to accelerate to 0.8% in 2015). Household spending, which started to grow again, 
albeit at a very modest pace (0.1% yoy), over a year ago now (3Q13), could be boosted by the 
recovery in real disposable income (which we estimate to increase by 0.6% in 2015 after seven 
years of contraction). The stabilisation of the IRPEF (personal income tax) bonus should be a 
help, although the uncertainty surrounding future fiscal pressure (see the safeguard clause 
relating to VAT and the risk that tax on homes will increase with the land registry reforms) could 
lessen the impact. The main risk comes from the ongoing weakness of the labour market: the 
signs of a recovery in employment (which was almost entirely temporary, stemming from, inter 
alia, the greater flexibility introduced by the Poletti decree last March) have to some extent 
receded recently and, in terms of their effects on unemployment, are being frustrated by the fall 
in the inactive population, which has brought the jobless rate to a new historic high of over 
13%. We expect unemployment to stabilise rather than fall in 2015. 

The most discordant note in the scenario is the failure of investments to recover; they are 
expected to contract again next year for the seventh year in a row (by 0.3%). Construction is still 
in recession, with the leading indicators in the sector showing that the recovery has been 
postponed to 2016 at best. Instead, we expect investment in machinery and equipment to pick 
up (+1%) as early as next year; for the most part, however, they are likely to be replacement 
investments, given the degree of plant obsolescence after years of reduced capital spending by 
companies. The reduction in the employers' tax wedge included in the 2015 Budget should be 
helpful, as should the various incentives envisaged in a number of legislative measures. Despite 
this, the situation is hampered by lower profitability, which is frustrating the potentially 
favourable effect of the cut in interest rates (although the situation has been improving on this 
front since 2013), excess production capacity and the uncertainty that still surrounds the 
economic outlook and fiscal policy; furthermore, the more international reach of companies may 
have loosened the historic link between export growth and corporate investment. 

In summary, we expect more of a stabilisation of economic activity in 2015, after years of 
contraction (the last three in a row, and five of the last seven) rather than a proper recovery. We 
will have to wait until at least 2016 before we see anything like a real recovery (around 1%). 

Average inflation in 2015 will be very close to the previous year's figure i.e. only just 
above zero (we estimate 0.3%, from 0.2% this year). The weak currency and fall in 
commodities prices should act against each other. The underlying trend in the core components 
is barely above zero, reflecting the output gap that has opened up in the last seven years. In this 
scenario, it is possible that CPI could make forays into negative territory during the first half of 
the year. However, we still think the probability of a real deflation scenario, i.e. that the CPI 
should stay significantly negative for a long time, is low. 
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Italy forecasts  
 2013A 2014E 2015E 2014A/E  2015E 
   1 2 3 4  1 2 3 4
GDP (2005 prices, yoy) -1.9 -0.4 0.4 -0.3 -0.4 -0.5 -0.5  -0.3 0.1 0.6 1.1
 qoq   0.0 -0.2 -0.1 -0.1  0.1 0.2 0.3 0.3
 Household Consumption  -2.7 0.3 0.8 0.1 0.2 0.1 0.1  0.2 0.3 0.3 0.3
 Capital investment -5.4 -2.5 -0.3 -1.1 -0.8 -1.0 -0.4  0.1 0.3 0.6 0.5
 Collective Consumption -0.7 -0.3 -0.2 -0.3 0.1 -0.3 -0.1  0.0 0.0 0.0 0.0
 Export 0.9 1.9 3.3 0.2 1.3 0.2 0.7  0.8 0.9 1.0 1.1
 Import -2.6 0.4 2.5 -0.7 0.9 -0.3 0.5  0.7 0.8 0.9 1.0
Chg. Inventories (contrib., % GDP) -0.1 -0.5 -0.3 -0.1 -0.3 -0.1 -0.1  0.0 0.0 0.0 0.0
       
Current Accounts (% GDP) 1.0 1.6 2.1 -0.2 1.5 1.7 3.2  0.0 2.3 2.3 3.8
PA Balance (% GDP) -2.8 -3.0 -2.9     
Debt (% GDP) 127.9 132.8 135.8     
       
Consumer Prices (yoy) 1.2 0.2 0.3 0.5 0.4 -0.1 0.1  -0.1 0.1 0.4 0.7
Industrial Output -3.1 -0.9 0.0 -0.1 -0.6 -1.1 -0.4  0.0 0.9 0.6 0.2
Unemployment (%) 12.2 12.8 13.1 12.6 12.6 12.8 13.2  13.2 13.2 13.1 13.0
       
10-year rate 4.31 2.90 1.93 3.64 3.10 2.61 2.24  1.97 1.85 1.85 2.03
Effective exch.rate (2010=100) 99.7 99.9 98.6 100.5 100.3 99.7 99.1  98.6 98.1 98.5 99.2
 

Note: percentage change on previous period (unless otherwise indicated); Source: Intesa Sanpaolo calculations 

 
Consumer confidence is still not pointing to any significant 
recovery in consumption 

 Employment risks are still to the downside, given the 
persistence of a wide output gap 

 

 

Source: Thomson Reuters  Source: Thomson Reuters 
 
Exports to not only be boosted by the depreciation of the 
euro... 

 …but also by sustained demand from Italy's biggest trading 
partners 

 

Source: Thomson Reuters  Source: Thomson Reuters 
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Investment is beset by low profitability  …but could benefit from less tight financial conditions 
 

Source: Intesa Sanpaolo Research and estimate from ISTAT data  Source: Intesa Sanpaolo Research and estimate from ISTAT data 
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Euro Area: 2015 Still the Year of the Tortoise? 

Euro zone still caught in a trap of modest growth and low inflation. We do not expect any 
significant acceleration compared to 2014, when the estimates proved overly optimistic, 
especially for Germany and Italy. We confirm our forecast of 1.1% growth for 2015, which 
was below consensus estimates three months ago but is now broadly in line with them. 

The exchange rate depreciation in 1H15 was largely (up to 1.24) already priced in our 
September estimates. Falling oil prices could push Euro zone GDP growth up by 0.3%-0.4% 
by the end of 2015/early 2016, but should have a negligible effect on the 2015 average, since 
the summer data suggest an underlying trend that is clearly weaker than previously expected. 

Growth should continue to vary greatly between Euro zone countries. We expect it to be the 
turn of the peripheral countries (Spain, Portugal and Ireland), which should benefit from the 
fiscal devaluation process in operation over the last few years. German growth should be more 
or less in line with the trend (1.1%), while France and Italy should hover below the average 
(0.7% and 0.4%), hampered by domestic structural problems. 

In 2015, consumer spending is expected to accelerate slightly to 1.3%, after 0.9% in 2014, 
thanks to the resilience of real salaries (0.5%) and employment growth (we estimate 0.4% in 
line with 2014). The wealth effect is likely to be positive but is less significant than in the US. The 
real crux of the economic outlook is the weakness of investments. Companies' capex spending is 
particularly weak compared with similar cyclical recovery phases in the past, generating record 
lows for investment in machinery and construction in relation to GDP.  After the rebound 
(+3.2%) in 2014, investment in machinery and fittings could run out of steam in 2015, growing 
by barely 2.7%. Low profitability, under-utilisation of production capacity and persistent 
uncertainty weigh on the economic and fiscal outlook. We expect other investment (mainly 
construction) to stagnate after seven years of contraction: the property sector is not only in 
recession in France and Italy but is expected to slow in Germany too. Lastly, foreign trade should 
also contribute positively to growth in 2015, due both to the weak Euro (see above) and the 
pick-up in global demand (we estimate growth of 5.1% in the demand index of the Euro zone's 
major trading partners). We estimate that both export and import growth will accelerate to 
4.1%: in both cases, this would be the highest level since 2011. 

We think that the risks to growth are broadly balanced: currency and commodities prices 
are likely to be supportive while geopolitical factors continue to represent an element of 
uncertainty. 2015 is an election year in Greece, Portugal and Spain, and a drift towards populist 
positions is a substantial risk factor. 

Euro zone inflation is expected to be stable at 0.5% in 2015 on the back of the fall in the 
crude oil price to USD 70, and then rise again to 1.0% at end-2016, on the assumption that 
Brent crude will also rise again to USD 83. Alternatively, if the oil price were USD 60, inflation 
would remain below 1.0% until end-2016. Risks to inflation are still to the downside because, 
while headline inflation stays significantly below the ECB's target, medium-term expectations are 
starting to shift, setting off second-round effects that also affect the core trend. 

2015 should be the year of quantitative easing in Europe. The probability that the ECB 
should extend its asset purchase programme to government bonds is significantly higher than 
50%. In terms of timing, we think it is most likely to happen at the March meeting, but we do 
not rule out formal notification as early as January. The decision should, however, depend on 
the figures. The real question is how the debate on economic policies in the Euro zone will 
shape up during the year. 

Anna Maria Grimaldi 
Economist – Euro Area 
+39 02 8796 2118 
  
Paolo Mameli 
Economist – Euro Area 
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Eurozone - Macro forecasts 
 2013A 2014E 2015E 2014A/E 2015E 
   1 2 3 4 1 2 3 4
GDP (constant prices, yoy) -0.4 0.8 1.1 1.1 0.8 0.8 0.7 0.6 0.9 1.2 1.6
- q/q change   0.3 0.1 0.2 0.1 0.2 0.4 0.5 0.5
Private consumption -0.6 0.9 1.2 0.2 0.3 0.5 0.2 0.3 0.3 0.3 0.3
Fixed investment -2.4 0.7 1.1 0.3 -0.6 -0.2 0.0 0.4 0.5 0.8 0.7
Government consumption 0.2 0.9 0.7 0.1 0.3 0.3 0.2 0.1 0.1 0.2 0.1
Export 2.1 3.5 4.2 0.4 1.4 0.8 1.2 0.9 1.1 1.1 1.1
Import 1.2 3.5 4.3 0.4 1.3 1.2 1.2 1.0 1.2 0.6 1.3
Stockbuilding (% contrib. to GDP) -0.1 -0.1 -0.1 0.1 -0.1 0.0 -0.1 0.0 0.1 -0.1 0.2
     
Current account (% of GDP) 2.0 2.2 2.7 2.2 2.4 2.2 2.1 2.7 3.0 2.7 2.4
Deficit (% of GDP) -2.9 -2.5 -2.3   
Debt (% of GDP) 93.1 94.4 94.6   
     
CPI (yoy) 1.4 0.5 0.5 0.7 0.6 0.4 0.3 0.1 0.5 0.5 0.9
Industrial production (yoy) -1.0 0.8 1.1 0.4 -0.3 -0.3 0.2 0.3 0.6 0.6 0.5
Unemployment (%) 12.0 11.6 11.3 11.8 11.6 11.5 11.5 11.4 11.3 11.3 11.2
     
3-month Euribor 0.22 0.21 0.07 0.29 0.30 0.16 0.08 0.07 0.07 0.07 0.07
 EUR/USD 1.33 1.33 1.21 1.37 1.37 1.33 1.25 1.21 1.19 1.21 1.24
 

Note: Percentage annualised growth rates over previous period, if not otherwise specified. Source: Intesa Sanpaolo elaborations on Thomson Reuters-Datastream data 
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Currency Markets: to Diverge or Not to Diverge, that is the Question 

The divergent monetary policies pursued by the ECB on the one side, and by the Fed on 
the other, imply further downside for the euro.  

Historical and forecast exchange rates 
Forecasts  11/12/2014 1M 3M 6M 12M 24M
EUR/USD 1.2384 1.22 1.20 1.18 1.25 1.28
Changes (%)  
EUR/USD 1.2384 -1.5 -3.1 -4.7 0.9 3.4
Historical values   
EUR/USD 1.2384 1.2474 1.2925 1.3532 1.3785 1.3004
Changes vs. past values (%)   
EUR/USD 1.2384 -0.7 -4.2 -8.5 -10.2 -4.8
Annual averages   2013A 2014E 2015E
EUR/USD  1.3279 1.3284 1.2108
 

Source: Intesa Sanpaolo Research estimates 

Euro: the slide is not yet over  

 In 2014, the euro made its due correction (see Fig. 1), sliding from a high of nearly 1.40 (1.39 
area) to almost 1.20 (low in EUR/USD 1.22 area), in line with the fundamentals. The fall was 
driven by the simultaneous improvement in the US economic outlook and the deterioration in 
Euro zone growth and inflation. Expectations of a Fed Funds hike have been increasing, while 
the ECB has been compelled to resume rate cuts, setting them at (near) zero and launching – 
six years after the Fed – its own mini QE programme.  

 It should be noted that the ECB's role has proved particularly key since Draghi expressly 
admitted that the exchange rate, although not a policy target, was nevertheless a very 
important variable that the ECB factors into its monetary policy decisions: an excessive rise by 
the euro in the context of virtually zero growth and very low inflation can in fact push 
inflation lower and further away from target. In such a situation, the ECB is permitted to 
expand monetary policy, and that is what it did this year. 

 A major factor that has helped the euro correct is the divergence between the monetary 
policy cycle of the ECB (which has just ended its rate cut cycle and just started its own mini QE 
programme) and the Fed (which has ended its QE programme and is now ready to hike rates). 
This divergence will also continue next year, although the effect could lessen over time. The 
best approach to 2015 is to divide it into two parts, approximately equivalent to the first and 
second half. In the first half of the year, policies are set to diverge further as the ECB will 
increase QE and shortly afterwards the Fed will (definitely) start to raise rates. Downward 
pressure on the euro will be greatest in this phase, especially at the time of the first Fed Funds 
hike, given that – and we must not forget this – (1) the starting point is zero and (2) the Fed 
Funds have been stable for six long years. 

 Our estimates of the fair value of the EUR/USD exchange rate (see Fig. 2), with ECB rates at 
zero and the Fed Funds rising towards 1.00%, put it in the 1.23 region. As our estimates were 
based on monthly data derived from daily averages, the exact floor consistent with an average 
level of 1.23 is EUR/USD 1.20. At the moment, however, the risks to the Euro zone are all still 
to the downside. Moreover, if we consider the possibility of a temporary undershoot, the 
EUR/USD rate could fall to the 1.20-1.15 range. We would put the expected floor at around 
EUR/USD 1.18. This level represents significant support because it is the floor reached in 2010 
during the Greek crisis, when lack of confidence in the euro due to the threat of a break-up of 
the Euro zone was at its height. To find a lower floor in the last ten years, we would have to 
go back to the end of 2005, when the exchange rate fell to 1.16 EUR/USD. At that time, we 
were effectively still in the phase before the structural break of the 2008 global financial and 
economic crisis. Nevertheless, the prevalence of downside risks means we cannot rule out a 
priori the possibility of a larger undershoot. 

Asmara Jamaleh  
Economist 
+39 02 8796 2111 
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EUR/USD: Our Sensitivity Analysis  
Simulation of USD exposure on Italian companies 

Sector/Company USD exposure 2015E 
net revenues (%) 

USD exposure 
2015E EBITDA (%)

2015E EPS chg if 
USD 10% 

appreciation (%)

Comments

Auto   

Brembo 26.3% 26.30% 11.50% Translation effect

FCA 55% >65% 8.20% Translation effect+negative impact
on financial charges

Sogefi 11.8% 11.80% 10.00% Translation effect

Branded Goods   

Luxottica  70% 80% 7.00% Exposure also considering HKD 

Safilo 45% 50% 4.50% Exposure also considering HKD 

Prada 25% 30% 2.00% Exposure also considering HKD 

Ferragamo 35% 40% 5.00% Exposure also considering HKD 

Tod’s 20% Negligible Negligible Exposure also considering HKD 

Moncler 15% 15% 1.50% Exposure also considering HKD 

Geox 13% Negligible Negligible Exposure also considering HKD 

YOOX 25% 30% 3.50% Exposure also considering HKD 

Consumer  

Autogrill Approx. 50% Approx. 70% +20% Exclusively translation effect

Campari Approx. 20% 25-30% of Adj. EBIT +3/+4% Almost exclusively translation effect

GTECH Approx. 30% Approx. 12% of EBIT +1/+2% Exclusively translation effect

De Longhi Approx. 8 % less than 8% -5.5% based on 
current hedging

Translation effect is modest while transactional impact 
is significant (DLG has a short net position on the USD 

of around USD 400M). Most of FY15 exposure 
already hedged at 1.29 vs. avg. 1.34 

Parmalat Approx. 10-15% Approx. 10-15% +2% Exclusively translation effect

World Duty Free Approx. 7% Approx. 3% Negligible Exclusively translation effect

Construction&Building Materials 

Astaldi 25% 25% NA Margins in USD-denominated contracts are naturally 
hedged; potential positive impact, mainly on top line 

and EBIT from more favourable conversion values

Buzzi Unicem 36% 52% +6%  Benefits related to more favourable 
conversion values

Salini Impregilo - - -4.8% Margins in USD-denominated contracts are naturally 
hedged; potential positive impact, mainly on top line 

and EBIT from more favourable conversion values

Italcementi 10% 9% NM Benefits related to more favourable conversion values

Tenaris - - Neutral USD is the group’s accounting currency

Trevi 80% in USD-related 
areas 

80% in USD related 
areas

+10.5% Most margins in USD-denominated contracts are 
naturally hedged; the impact is on conversion values 

that are actively managed when possible
 

Source: Intesa Sanpaolo Research elaboration  
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Simulation of USD exposure on Italian companies (continued)  
Sector & Companies USD exposure 

2015E net revenues 
(%) 

USD exposure 
2015E EBITDA

(%)

2015E EPS chg if USD 
10% appreciation (%)

Comments

Industrials   

Finmeccanica <20% 14% >5% Each 10% USD variation, the impact on EBITA is estimated at 
EUR 40  slightly offset by variation in financial charges due to 

impact on net debt USD denominated

Prysmian  14% Approx. 14% 2.5% Translation effects

Oil & Gas   

Eni NM >90% Approx. +/-5 EUR vs. USD implies changes of roughly EUR 
-/+600M on EBITDA (approx. -/+3% of consolid. EBITDA)

 for prices >= USD 60/bbl

Maire Tecnimont  90% 90% MT actively manages the USD risk; no significant direct
impact expected on profitability from USD

Saipem (% of 
tot.backlog) 

85% NA Saipem actively manages the USD risk; no significant impact 
expected on profitability from USD

Saras NM 10% Refining business margin driven by USD/barrel, so the 
exposure is roughly 1:1 on refining margins

Telecoms   

Telecom Italia NM NM Minor exposure to USD through the cash collateral related to 
Telecom Argentina; Stronger exposure to Brazilian real,

 not directly driven by USD

Utilities   

Enel Not meaningful Around 25% Roughly 3% Broadly a currency translation effect on financials as 
costs/liabilities are in local currency 

Enel Green Power Not meaningful Around 25% Roughly 3% Broadly a currency translation effect on financials as 
costs/liabilities are in local currency

ERG Not meaningful Around 13% Negligible Effect relates to oil products distribution business, with 
products and raw material USD-named prices globally

Snam No impact No impact

Terna No impact No impact
 

Source: Intesa Sanpaolo Research elaboration  
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Oil Price: An Unchanged Target Changed Everything Else 

OPEC's decision to maintain its production target at 30M barrels per day (mb/d) led to a 
huge change in crude oil markets’ outlook. In fact, markets are extremely well supplied 
and no major producer will cut its output to defend a price target. Therefore, it will 
take several quarters of low prices before market forces can re-absorb the current 
surplus. In the short term, concerns centre around the weakness of global demand and 
the dollar's strength. 

Weak fundamentals in 2015: the market will be characterised by oversupply. The “call on 
OPEC crude”, i.e. the amount of oil that the group would need to supply to balance the 
markets, is higher than OPEC current production (30.05 mb/d in November, 30.44 mb/d in 
October) and the official target, confirmed at 30 mb/d on the last OPEC meeting. According to 
estimates in the OPEC's Monthly Oil Market Report in December, the “call on OPEC crude” 
would be 28.3 mb/d in 1Q15, 28.1 mb/d in Q215 and 28.9 mb/d on average for the whole 
2015. Therefore, global spare capacity is expected to rise further.  

Market forces will lead to a new, lower, equilibrium price. Absent announcements of 
production cuts, the market will adjust its balance through new, lower, equilibrium prices. It will 
take several quarters of low prices before we see production at higher marginal costs removed 
from the market and cancellations of planned investments announced, leading to downward 
revisions of supply growth estimates. We highlight that there are various reasons why producers 
will not respond immediately to low prices and there is wide uncertainty about marginal costs 
for oil extracted from shale and other unconventional sources.  

Our baseline scenario forecasts that oil prices will remain weak for a long time due to the 
deterioration in market fundamentals and the fear that macroeconomic factors (weak global 
economic growth and strong dollar) will exert fresh downward pressures. For the full year 2015, 
we estimate an average Brent price of 71.7 dollar.  

We are quite optimistic, despite crude oil currently trading at five year lows, as we expect a 
good recovery in oil consumption, based on expectations of high price elasticity of demand. 
Furthermore, many geopolitical tensions remain unresolved and could lead to deep changes in 
global supply. An eye should be kept on the Middle East (Iran's nuclear programme, ISIS in Iraq 
and Syria, civil war in Libya), Nigeria (oil theft and sabotage of pipelines in the Niger Delta region 
and social tensions) and Russia (conflict with Ukraine and the political response to low oil prices).  

In our worst-case scenario out to 2Q16, Brent and WTI are stable at around 60 dollar and 58 
dollar respectively. Our worst case scenario assumes further downgrades to global growth 
estimates; a stronger-than-expected dollar and a less conducive financial environment for 
investments in commodities; weaker-than-expected supply and demand fundamentals (gradual 
return of Iranian supply); and perceived lower geopolitical risks.  

Price estimates for Brent 
03.12.2014 4T14 1T15 2T15 3T15 4T15 2015 2016 2017

Estimates 78.0 70.2 69.9 71.8 74.9 71.7 77.7 85.3
Bloomberg Median 87.0 90.0 90.0 94.0 95.0 91.0 97.5 96.0
Forward Contracts 79.5 71.4 73.2 74.6 75.7 73.8 78.5 81.7
 

Source: Intesa Sanpaolo chart based on Bloomberg data 

 
Price estimates for WTI 

03.12.2014 4T14 1T15 2T15 3T15 4T15 2015 2016 2017

Estimates 75.0 65.0 64.0 67.0 69.0 66.3 72.5 80.2
Bloomberg Estimates 82.0 83.5 84.5 89.0 91.0 86.0 91.8 95.0
Forward Contracts 76.0 67.7 68.2 68.6 69.3 68.5 71.1 73.8
 

Source: Intesa Sanpaolo chart based on Bloomberg data 

 

Daniela Corsini 
Economist 
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Oil Price: Our Sensitivity Analysis  
 
Simulation of oil price exposure on Italian companies 

Sector & Companies 2015E EPS chg if oil price declines by 10% Comments
Branded Goods 
Branded Goods:  
Our coverage universe 

In a luxury 70-80% gross margin business, the oil price impact is not 
meaningful. The only impacted company could be YOOX due to the 
significant numbers of delivered orders (3.5M in 2014E, expected to 

be 3.8M in 2015E) and the related transport costs

Consumer   

Autogrill No direct benefits from dropping oil price, but 
motorways and air traffic (AGL's main top-line 

driver) are impacted by fuel prices

Lower fuel costs push carriers to decrease air tickets and expand 
capacity supporting traffic expansion and a more frequent use of cars

Campari Difficult to calculate as the actual glass cost 
decrease is filtered by supplier bargaining

power and potential benefits could be 
transferred to consumers to sustain volumes

Glass costs represent approx. 15% of COGS and are highly 
dependent on the oil price 

De Longhi Positive benefits from lower plastic and steel 
costs but potential savings 

may be kept by suppliers 

Steel and plastic costs are approx. 3% of turnover, DLG acquires 
steel and plastic in the spot markets without any m/l term contract

Construction & Building Materials  

Astaldi No significant direct impact The group is not directly exposed to the oil sector while contracts are 
generally indexed so that significant raw material price changes are 
passed through to clients. Potential negative impact from eventual 

public budget cuts in oil-producing countries 

Buzzi Unicem +0.85% EBITDA every 1% decline in logistic 
costs

Cost inflation is positively correlated to oil price variation mainly for 
logistic costs. Note that fuel prices are mainly linked to coke and gas 

prices rather than oil while power costs should not significantly 
benefit from lower oil prices 

Salini Impregilo No significant direct impact The group is not directly exposed to the oil sector while contracts are 
generally indexed so that significant raw material price changes are 
passed through to clients. Potential negative impact from eventual 

public budget cuts in oil producing countries

Italcementi +0.8% EBITDA every 1% decline in
 logistics costs

Cost inflation is positively correlated to oil price variation mainly for 
logistic costs. Note that fuel prices are mainly linked to coke and gas 

prices rather than oil, while power costs should not significantly 
benefit from lower oil prices

Tenaris Significant negative impact expected should oil 
companies slowdown/revise downwards their 

investment plan 

90% of the group’s business is energy driven as oil and gas 
companies are Tenaris’ main clients. Supply contracts are generally 

indexed so that significant raw material price changes are passed 
through to clients

Trevi Negative impact should oil companies revise 
downwards their investment plan

We estimate that approximately 44% of the group’s 2014E revenues 
and 37% of 2014E EBITDA are in oil related businesses

Oil&Gas 

Eni +/-USD 10/bbl oil price could imply a +/-30% 
change on our EPS estimates

Maire Tecnimont Not directly linked to the oil price Price changes are generally passed through to clients; oil price is not 
a key driver of capex from MT potential clients

Saipem  Not directly linked to the oil price Potential negative impact on future commercial opportunities; risks 
of delay/cancellation of projects sanctioning by the Oil companies

Saras Refining EBITDA/EPS (currently negative) is not 
directly linked to the oil price; products-raw 

materials price gap is the driver

Key driver is the refining margin: +/-USD 1/bbl refining margin could
give +/- EUR 70M EBITDA (+/-20% consolidated EBITDA15E)

 

Source: Intesa Sanpaolo Research elaboration 
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Simulation of oil price exposure on Italian companies (continued) 
Sector & Companies 2015E EPS chg if oil price declines by 10% Comments
Utilities 

A2A Negligible on power generation overall 

and from WTE

In thermal power generation, the oil price has a neutral 
effect on the dark/spark spreads, in our view. 

We think that the lower oil price could have a negligible 
effect on 2015E power price, due to the oil/gas de-

coupling in Italy and thus a negligible impact on 
renewables

ACEA Negligible on power generation from WTE

Ascopiave No impact

Atlantia Positive Assuming a  linear correlation,  an estimated  +0.3% 
GDP  from a EUR 10 decrease in oil price, would 

translate into approx.+0.3% traffic growth 

Enel Negligible In thermal power generation, the oil price has a neutral 
effect on the dark/spark spreads, in our view. We think 

that the lower oil price could have a negligible effect on 
2015E power price, due to the oil/gas de-coupling in Italy 

and thus a negligible impact on renewables

Enel Green Power Negligible We think that the lower oil price could have a negligible 
effect on 2015E power prices, due to the oil/gas de-

coupling in Italy, thus a negligible impact on renewables 

ERG Negligible The impact could involve the oil products distribution 
business, with products and raw materials prices both 

linked to oil price

Hera  Negligible on power generation from WTE

Iren Negligible on power generation overall 

and  from WTE

Snam  No impact

Terna No impact
 

Source: Intesa Sanpaolo Research elaboration 
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Top Picks and Sector Strategy At a Glance 
2015 top picks  2015 sector views 

Atlantia Finmeccanica 
Autogrill Generali 
BPM Hera 
Buzzi Unicem Safilo 
ERG Unipol 
FCA YOOX 
  
  
  
 

 Positive  Neutral Negative  
Auto Asset Gatherers Oil Field Services 
Branded Goods Banks Oil Integrated 
Insurance Construction Oil Refiners 
 Consumer  
 Industrials  
 Telecom  
 Utilities (Renewables, Regulated, 

Gas Supply & Thermal) 
 

Source: Intesa Sanpaolo Research estimates  Source: Intesa Sanpaolo Research estimates  

 

Our Top Picks – Key 2015 drivers 
Company Drivers Investment Features 

 

 Oil USD Special situations M&A Value Growth Yield 

Atlantia x  EXPO x x  x 
Autogrill x x EXPO   x  
BPM   Popolari Banks Reform x x   
Buzzi x x   x   
ERG   New Business Plan x x  x 
Fiat x x Spin-off Ferrari x x   
Finmeccanica  x Turnaround x  x  
Generali   Synergy delivery and cash generation   x  
Hera    x x   
Safilo  x New Business Plan x x   
Unipol   Lower holding discount     x 
YOOX x x    x  
 

Source: Intesa Sanpaolo elaborations 
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Our Top Picks 
2015 Top Picks 

Company Valuation Equity Story 
Atlantia (Utilities) Current Price: EUR 18.93* 

Target Price: EUR 23.80 
Market Cap: EUR 15,632 

We appreciate Atlantia’s investment case, assuming: i) stabilising domestic toll-
road traffic in 2015E (+0.8%) after a positive 2014E (+0.9%);  ii) a better than 
expected ADR contribution, thanks to a positive traffic trend in 2014E (+6%)
and 2015E (+5%), and regulated tariff hikes (approx. 5.7% in 2015E); iii) a 
rumoured potential 30% stake sale in ADR as a positive catalyst in the coming 
months; iv) a DPS increase from the new pay-out based policy (80-90% payout 
ratio), expected equal to 5.2% in 2015E; v) the potential support to the stock 
performance from its inverse correlation to the level of real interest rates,  at an
extremely low level; and vi) an undemanding valuation with 2015E EV/EBITDA 
(Factset) at a 28% discount vs. the 10Y historical average. 

Autogrill  (Consumer) Current Price: EUR 5.95 
Target Price: EUR 9.20 
Market Cap: EUR 1,493.3 

AGL is our 2015 top pick in the Consumer Sector as we think it is an ideal 
candidate to play on both the sharp reduction in oil price and the USD 
strengthening, given the high exposure in Nord America. The former should help 
the Italian business restructuring, underpinned by a sounder traffic, on the one 
hand, and accelerate the top-line and margin expansion in the US, on the other. 
The stronger USD should support EPS acceleration (+10% USD/EUR, +20% EPS). 
In addition, further growth should come from AGL exploiting  sizeable 
opportunities to increase its market share in new profitable areas (N. Europe and 
emerging markets) as we calculate EUR 300M of potential sales to capture. 

Banca Pop. Milano (Banks) Current Price: EUR 0.52** 
Target Price: EUR 0.72 
Market Cap: EUR 2,294.7 

We believe that BPM is well placed to benefit from the economic recovery
ahead of its competitors, thanks to its location in Lombardy (63% of branches). 
The stock is trading at undemanding multiples (P/TBV of 0.5x) despite the
strong capital base and the good asset quality certified by the AQR. We think
the share price could enjoy a multiples expansion following  the possible
consolidation of small and mid-size banks in Italy, while the review of the 
governance expected in April 2015 could be the opportunity to take a more
market-friendly approach. 

Buzzi Unicem (Construction) Current Price: EUR 10.15* 
Target Price: EUR 13.70 
Market Cap: EUR 1,971 

2015E GDP growth expectations in the US and Mexico should positively impact 
2015 results and Germany should remain solid. According to our forecasts, in
2015E the group’s geographical exposure should see a weighting on sales of
the US and Germany at 36.1% and 24.5%, respectively, and a significant 
presence in the Mexican market (consolidated with the equity method).The
domestic cement market could undergo a consolidation process aimed at
eliminating the excess production capacity; The oil price decline should 
contribute to a favourable cost inflation outlook in most of the group’s
markets (with the exception of Russia and the Ukraine), particularly for logistic
costs. Sound financial position and cash generator (EUR 68M and EUR 116M
respectively in 2015E and 2016E in our estimates).Discount to peers’ multiples 
and significant 2015E and 2016E EPS growth rate (73% and 35%,
respectively, according to our forecasts). 

ERG (Utilities) Current Price: EUR 8.45 
Target Price: EUR 14.60 
Market Cap: EUR 1,252.5 

We think the stock remains attractive, given: i) the cash generation; ii) the 
relatively lower EV/EBITDA15E multiples vs. renewable sector peers trading
above 7.4x; and iii) a relatively high dividend yield (2015E 5.9% vs. 1.7%
sector avg. Based on the company’s current business and asset portfolio, we 
consider ERG as a cash cow and appreciate the de-gearing process, which 
could lead to further expansion via organic growth and/or M&A. 

FCA (Automotive) Current Price: EUR  9.12 
Target Price: EUR 12.00 
Market Cap: EUR 11,160 

We included FCA in our 2015 top picks as we believe that the better capital
structure of the company together with the planned listing and the spin-off of 
Ferrari, a potential positive impact from a USD strengthening and strong
volumes growth in NAFTA should unlock the stock’s value. 

 

*Priced at 17.12.2014; **Priced at 12.12.2014; Source: Intesa Sanpaolo Research estimates 
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2015 Top Picks (cont.) 
Finmeccanica (Aerospace&Defence) Current Price: EUR 7.20 

Target Price: EUR 9.50 
Market Cap: EUR 4,159.6 

We included Finmeccanica in our 2015 selected list, as we view Finmeccanica
as one of the most appealing turnaround stories within the Italian stock market
and the A&D sector overall. The group’s divisionalisation and recent guidance
upgrade shows the strong commitment by the new CEO, not only in 
significantly reducing the group’s cost structure but also in transforming
Finmeccanica into a true A&D group, focused on those areas where it can
excel/stand out. 

Generali (Insurance) Current Price: EUR 16.27 
Target Price: EUR 20.60 
Market Cap: EUR 25,330 

After having restored its capital position (pro-forma Solvency I 169% at end-
September, up from 141% at end-2013), we believe that Generali’s
management can now focus on P&L synergy delivery (EUR 750M targeted in
2015, up to EUR 1Bn in 2016) and cash generation, supporting higher dividend
returns for shareholders: our 2014E-16E DPS estimates factor in a dividend pay-
out of 46.5% in 2014E, up to almost 55% in 2016E.In its recent Investor Day, 
without providing any detailed guidance, management confirmed that Generali 
can now remove the 40% ceiling for the dividend policy.  

Hera (Utilities) Current Price: EUR 1.92 
Target Price: EUR 2.70 
Market Cap: EUR 2,864 

We continue to view Hera as an attractive investment, in light of: i) its resilient 
business mix with a negligible exposure to pressurised power generation 
activities, a high share of stable regulated activities (approx. 50% EBITDA) and 
its robust growth in the liberalised waste business; ii) M&A activities (next
potential catalyst could be the bid for E.On’s gas customers and the AIMAG 
integration), endorsed by the government via potential incentives for sector
consolidation in the budget law. In our view, Hera if one of the best positioned 
on this front given its solid external growth track record, mainly through equity-
swap deals, EPS accretive thanks to  20-25% synergies extraction over a 4Y
period; iii) its solid credit metrics, with a neutral FCF after capex and dividends 
over the BP horizon (2014-18); and iv) its high visible dividend policy (EUR
0.09/share), equivalent to a 4.7% yield at the current share price. 

Safilo (Branded Goods) Current Price: EUR 10.53 
Target Price: EUR 13.72 
Market Cap: EUR 641.9 

We expect the mid-March presentation of the new 2020 business plan to 
support the current low visibility on business development helped by the skills
of the new management team. According to the CEO, Ms. Delgado, there is
plenty of room to improve both the industrial and commercial activities and the
potential returns on profitability are significant (we expect the plan to be driven 
by a sales CAGR of 3-4% and an EBITDA margin in 2017 at least of 12.5% 
even discounting the lower profitability implied in the new Gucci agreement).
We also expect confirmation of the acquisition of a new brand (with sales 
ranging between EUR 70-80M considering the EUR 90M compensation 
received by Kering). Going forward, the final decision by Hal regarding the
listing of the distribution chain Grand Vision, could imply potential M&A appeal 
for the controlled production company, Safilo. 

Unipol (Insurance) Current Price: EUR 4.02 
Target Price: EUR 5.40 
Market Cap: EUR 2,854.7 

We expect Unipol to benefit from the increased free float and liquidity resulting
from the proposed conversion of preferred shares into ordinary shares and a 
reduced holding discount applied by the market, following the streamlining of
the shares’ categories at both the holding company and controlled UnipolSai
company levels. 

YOOX (Branded Goods) Current Price: EUR 17.48 
Target Price: EUR 24.90 
Market Cap: EUR 1,051.1 

Current trading conditions are positive with a record cyber Monday (+34% vs.
daily sales record on Black Friday) confirming the strong start to the Christmas
season following the Thanksgiving holidays’ best-ever sales performance. The 
budgeted 2014 capex is in the region of EUR 34M and does not need to be
increased as was the case for the peer Asos, according to management. We
view as positive the new global release of valentino.com and the Moncler
online store extension to the Japanese market in September 2014, confirming
an increasing link with the main sector brands. The rumours regarding potential
tensions with the Armani Monobrand activity were wrongly related to Armani’
search for a new social/media partner. Overall, we believe both customers and 
Luxury brand managers will increase their focus on e-commerce going forward 
increasing business opportunities for first movers such as YOOX. 

 

Source: Intesa Sanpaolo Research estimates 
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Asset Gatherers: Neutral 
Sector view and valuation 

2014 recorded a very strong YTD trend for net inflows in the asset management sector. 
According to Assogestioni data, the Italian asset management industry had a total net inflow of 
EUR 110.53Bn in the first ten months of the current year, of which EUR 76.6Bn into mutual 
funds, a record level, higher than the result posted in 2013 (EUR 62.6Bn, of which EUR 46.5Bn 
mutual funds). As regards financial advisors’ networks, end-October Assoreti data highlighted a 
YTD strong total net inflow of EUR 19.3Bn, of which EUR 18.8Bn AuM. The current low-yield 
environment should leave room for positive net inflows for both asset management companies 
leveraging on banking distribution (Anima) and asset gatherers (Azimut, Banca Generali and 
Mediolanum). At current market prices, Italian asset gatherers do not appear to trade at 
demanding multiples as only Banca Generali shows higher 2015E and 2016E P/E vs. European 
stocks, which is at least partially justified by the resilience and low volatility of the group’s 
quarterly results. However, we move our view on the sector from Positive to Neutral, as: (i) 
our 2015E estimates factor in a slowdown in net inflows compared to the very high levels 
recorded in both 2013 and 2014 (a potential upside could, however, come from the Voluntary 
Disclosure, especially for Azimut and Banca Generali); and (ii) performance fees’ level could 
suffer from the current low-yield environment, which could negatively impact bond funds’ 
performance. In addition, we struggle to identify any company-specific triggers for the stocks we 
cover, thus not selecting any of them in our Top Picks selection.  

Sector drivers 

 Low-yield environment: we see this as the key driver of positive flows in 2015, together 
with the underpenetration of asset management in Italy (financial investments represented 
only 40% of total household wealth in 2013, with AuM at 26-27% of financial wealth); 

 Margins’ trend: we do not see any significant pressure ahead on management fees, which 
should record stable margins; 

 Performance fees’ trend: performance fees are an important driver of results, especially for 
Azimut and Mediolanum; 

 Voluntary Disclosure: The procedure is open until September 2015 and is related to hidden 
money as at end-September 2014. We believe that, among asset gatherers, the main 
beneficiaries of the Voluntary Disclosure should be Banca Generali and Azimut Holding, which 
had a market share of approx. 2% and 1-1.5%, respectively, in the 2009-10 Tax Shield 
(Mediolanum was within the 0.5-1% range). Our estimates do not currently factor in any 
positive impact related to the Voluntary Disclosure, which could represent a potential upside. 

Sector multiples  

Italian Asset Gatherers – Peers comparison 
 Adj. P/E (x) P/Customers’ Assets (%) Net margin on cust. Assets (%) 
 2014E 2015E 2016E 2014E 2015E 2016E 2014E 2015E 2016E
Anima* 11.8 9.8 9.1 2.13 1.97 1.90 0.20 0.21 0.21 
Azimut* 16.6 13.6 11.7 8.18 7.27 6.54 0.62 0.64 0.65 
Banca Generali* 15.9 15.9 14.3 7.08 6.52 6.06 0.49 0.43 0.44 
Mediolanum* 11.5 11.3 10.8 6.47 6.07 5.68 0.59 0.56 0.54 
Italy average 14.0 12.6 11.5 5.96 5.46 5.04 0.47 0.46 0.46
GAM Holding 14.5 12.3 10.6 2.12 2.02 1.88 0.15 0.17 0.18 
St. James's Place 25.5 20.8 16.9 7.47 6.26 5.41 0.31 0.33 0.35 
Schroders 16.4 14.7 13.5 2.40 2.21 2.02 0.16 0.16 0.15 
Aberdeen AM 12.6 11.5 10.4 1.63 1.57 1.50 0.16 0.14 0.15 
Jupiter 13.3 12.5 11.4 4.90 4.41 3.99 0.37 0.37 0.36 
Ashmore 13.6 12.2 10.8 3.51 3.12 2.77 0.26 0.27 0.27 
Henderson 14.1 12.5 11.0 2.78 2.51 2.31 0.21 0.21 0.22 
Foreign players' average 15.7 13.8 12.1 3.55 3.16 2.84 0.23 0.23 0.24
 

Note: cash adj. P/E for Azimut. E: estimates; Source: *Intesa Sanpaolo Research and Factset 

Elena Perini 
Research Analyst 
+39 02 8794 9814 

Sa
m

ple



 

Equity Sector Report 
18 December 2014 

34 Intesa Sanpaolo Research Department 

 

Auto: Positive 

Sector view and valuation  

In 2015 we expect the global car market to broadly replicate the trend seen in 2014, albeit with 
some differences between markets. At the global level, we see car demand rising by roughly 3.5%, 
roughly in line with IHS expectations. We expect a still sound market outlook in NAFTA while we 
see an improvement in volumes in the US albeit to a lower degree than in 2014 (+3% roughly, 
after +6% in 2014E, corresponding to a SAAR of roughly 17M ). In Europe, YTD car market figures 
(Jan–Nov) are 5.7% above our initial expectations. We do not read this trend as an effective 
recovery of the market but more a reflection of the very low starting point of the European market 
and of some of its key markets, such as Italy and Spain. In 2015E, we expect a mild positive trend 
(+2.5-3%). We expect Latam to again represent a question mark, strictly correlated to the outlook 
ahead for the Brazilian car market which YTD is down by 8.1%. While following the elections we 
expect more normalised market conditions, we remain cautious on Brazil where we see a broadly 
flat trend, slightly below IHS expectations (recently revised downwards) which envisages a 2.5% 
rise in car demand. While for Argentina we expect the market to remain in negative territory, we 
view some upside risk in Brazil as government incentives could have a significant positive spill-over 
effect on car makers and auto suppliers. Despite the weakening of car volumes momentum in 
China over the last few months, we still expect a 7%-8% growth rate in car demand in 2015 in 
the country: potential government actions on interest rates could support a stronger performance. 
In Russia, we project a 2% drop in the car market. In Asia, after the decline in 2014, we expect a 
7% revamping in car demand in India. Overall, we expect a moderate improvement in 
fundamentals of OE and more solid improvements for car suppliers, at least those positioned in the 
premium and growing segments, which we consider more resilient to a possible deflationary trend 
in NAFTA. From a valuation standpoint, at the European level (source: Factset), we highlight that 
our aggregate OE and auto parts sector still trades at a fair discount (more than 15% on earnings 
multiples) to 10Y historical level despite the overall positive performance in 2014. We have a 
Positive stance on the Auto sector. 

Sector drivers 

 Dealing with deflation in NAFTA: With the NAFTA market back at pre-crisis levels and the 
significant production capacity added in the area, car suppliers might need to deal with a 
deflationary scenario coupled with an increase in value content per unit produced and recalling 
costs. This trend together with further potential competitive pressure from Japanese producers 
leveraging on YEN weakness, might limit car players’ top lines and margins growth. In this 
context, we see more limited risks for auto suppliers especially those offering premium products, 
advanced technologies and/or products where penetration per vehicle is still low;  

 Leveraging on a weaker EUR: We highlight the EUR weakness vs. USD among the positive 
drivers for the car industry. This trend should favourably impact on exports even if to a lesser extent 
than in the past given that over the years car makers have invested to increase their production in 
USD-exposed areas thus improving their natural hedging; 

 Benefits from an oil price slowdown in the long run: We outline that a steady and 
permanent decrease in the oil price, if reflected in gasoline prices, should translate into a 
reduction in driving costs, thus ultimately supporting volumes demand, particularly in the SUV 
segment. This might partially offset the potential higher costs ahead for car makers due to a 
potential tightening of emission rules and higher investments related to new technologies. 

Sector multiples 

Automotive – Sector ratings and key multiples 
Name Price Target 

Price 
Recommendation EV/EBITDA 

2014
EV/EBITD

A 2015
EV/EBITDA 

2016
EV/EBIT 

2014
EV/EBIT 

2015 
EV/EBIT 

2016 
P/E 

2014 
P/E

2015
P/E

2016
Brembo 27.74 34 Buy 8.2 7.4 6.7 12.8 11.3 9.9 15 13.1 11.6
Carraro 1.9 0 Under Review 8 4.5 4 31.1 8.1 6.8 -7.2 7 4.8
FCA 9.19 12 Buy 6.2 4.5 3.3 16.9 9.6 6.7 16.2 8.8 7.5
Piaggio 2.36 2.7 Add 8.6 7.2 6.3 20 14.1 11.2 56.5 24.6 16.7
Sogefi 2.15 2.7 Hold 5.6 4.4 4 12.7 8.8 7.3 51 14.2 10.8
 

A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Monica Bosio 
Research Analyst 
+39 02 8794 9809 
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Auto Top Pick: FCA 
Investment case 

We included FCA in our 2015 top picks as we believe that the better capital structure of the 
company together with the planned listing and the spin-off of Ferrari, a potential positive impact 
from a USD strengthening and strong volumes growth in NAFTA should unlock the stock’s 
value. 

 Capital intervention completed. Following the sale of USD 1.1Bn of shares and the issue of 
USD 2.87Bn of mandatory convertibles, FCA has raised proceeds for approximately USD 
3.88Bn, i.e. EUR 3.1Bn roughly, thus amply approaching its planned net debt reduction of 
EUR 4Bn, as outlined in the group’s last conference call. In 2015, the steps ahead for the 
group envisage: 1) the listing/sale of Ferrari (10% of the group’s stake) in 3Q15 and its spin-
off; and 2) the redemption of the first Chrysler bond, likely in May; the second Chrysler bond 
should be redeemed one year later; 

 Significant savings ahead on financial charges thanks to the recent capital 
intervention. The group’s net debt in 2015E should decrease to roughly EUR 7.6Bn (previously 
EUR 10.7Bn), according to our estimates. Based on management’s indications, the intervention on 
the group’s capital should translate into a EUR 1Bn reduction in financial charges by 2017; 

 Dilution largely in current prices. Assuming a mid-range price conversion scenario for the 
mandatory convertible, expiring in 2016, we calculated a fully diluted shares number at 
1,526M and we estimate a total 17% dilution on 2015E EPS, part of which was largely 
factored into last week’s stock performance; 

 Implementation of the industrial plan. FCA will proceed with the implementation of its 
industrial plan. Despite challenges related to market conditions in Brazil, execution risks for 
Alfa and a potential deflationary trend in the US car market, we view the business plan as 
feasible regarding the expansion of the Jeep and Chrysler brands along with Maserati. 
Furthermore, the positive impact of USD with a potential spill-over from a steady decreasing 
oil price trend could offer some upside opportunities; 

 What’s next? Once FCA concludes the spin-off of Ferrari, we expect a new era for FCA 
characterised potentially by alliances with other players, which may also lead to changes in the 
shareholding structure. 

Valuation 

From a valuation standpoint, we recently updated our estimates to include our fully-diluted 
shares number, with the proceeds from the shares placement and the mandatory convertible. 
Our valuation on Ferrari is unchanged for now, for which we estimate a 2015E EV of EUR 7.1Bn, 
implying an EV/Sales at 2.8x and an EV/EBITDA at roughly 10x. We also updated our peer 
analysis. The recent multiples expansion more than offset the negative impact of the shares 
number dilution. We acknowledge that following the YTD stock performance and the relatively 
high dilution on EPS, the stock may face a period of pressure and high volatility in 1Q15, but we 
continue to believe in the still unlocked value of FCA’s premium assets. BUY rating and EUR 
12.00/share target price. 

Risks  

The main risks to our rating and target price are: 1) the non-achievement of industrial plan guidance, 
failure to execute on the development of premium brands and a deterioration of margins in NAFTA; 
2) a further downturn in the LATAM market and a halt in the US along with higher than expected 
cash absorption; 3) ongoing negative and worse than expected free cash flow generation in EMEA 
and further upwards pressure on net debt; and 4) a lower than expected value from Ferrari’s listing. 
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Fiat Chrysler Automobiles - Key data 

Note: Ratios 2015E-16E fully diluted; NM: not meaningful; NA: not available; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research. 

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 12.00 Ord 9.12 62.4 FIA.MIAutomobiles & Components

Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. ordinary shares (M) 1,250.4 1,250.4 1,219.7 1,526.6 1,526.6
No. NC saving/preferred shares (M) 0.00 0.00 0.00 0.00 0.00
Total no. of shares (M) 1,250.4 1,250.4 1,219.7 1,526.6 1,526.6
Market cap 5,112.2 6,629.1 11,160.7 11,160.7 11,160.7
Adj. EPS 0.27 0.72 0.57 1.0 1.2
CFPS 3.5 4.1 4.6 4.3 4.6
BVPS 1.3 2.0 2.2 2.8 4.0
Dividend ord 0 0 0 0 0
Dividend SAV Nc 0 0 0 0 0

Income statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Sales 83,957.0 86,816.0 93,457.3 98,643.8 102,435.0
EBITDA 7,811.0 7,544.0 7,744.5 9,289.4 10,377.4
EBIT 3,677.0 2,972.0 2,836.5 4,381.5 5,169.4
Pre-tax income 2,036.0 1,008.0 691.2 2,981.5 3,718.4
Net income 348.0 904.0 88.01 1,595.1 1,859.2
Adj. net income 348.0 904.0 694.0 1,595.1 1,859.2

Cash flow (EUR M) 2012A 2013A 2014E 2015E 2016E
Net income before minorities 1,411.0 1,951.0 88.0 1,595.1 1,859.2
Depreciation and provisions 4,134.0 4,247.4 4,908.0 4,908.0 5,208.0
Others/Uses of funds -549.0 789.6 -1,587.8 1,492.6 500.0
Change in w orking capital 1,505.3 341.4 707.3 821.1 1,013.0
Operating cash f low 6,501.3 7,329.5 4,115.5 8,816.7 8,580.2
Capital expenditure -7,500.3 -7,433.0 -8,000.0 -8,963.0 -7,500.0
Financial investments 0 0 0 0 0
Acquisitions and disposals 0 0 0 0 0
Free cash flow -999.0 -103.5 -3,884.5 -146.2 1,080.2
Dividends -17.3 0 0 0 0
Equity changes & Other non-operating items 0 0 0 3,190.2 0
Net cash f low -1,016.3 -103.5 -3,884.5 3,044.0 1,080.2

Balance sheet (EUR M) 2012A 2013A 2014E 2015E 2016E
Net capital employed 20,475.3 21,483.2 25,455.8 27,197.1 27,976.1
of w hich associates 0 0 0 0 0
Net debt/-cash 6,545.0 6,649.0 10,533.5 7,560.1 6,479.9
Net equity 13,930.3 14,834.3 14,922.3 19,637.0 21,496.2
Enterprise value 11,657.2 20,785.9 29,201.9 29,036.7 27,956.5

Stock market ratios (x) 2012A 2013A 2014E 2015E 2016E
Adj. P/E 15.0 7.3 16.1 8.8 7.5
P/CFPS 1.2 1.3 2.0 2.1 2.0
P/BVPS 3.1 2.6 4.3 3.3 2.3
Payout (%) 34 38 34 35 35
Dividend yield (% ord) 0 0 0 0 0
Dividend yield (% sav) 0 0 0 0 0
FCF yield (%) -19.5 -1.6 -34.8 -1.0 7.7
EV/sales 0.14 0.24 0.31 0.29 0.27
EV/EBITDA 1.5 2.8 3.8 3.1 2.7
EV/EBIT 3.2 7.0 10.3 6.6 5.4
EV/CE 0.57 0.97 1.1 1.1 1.00
D/EBITDA 0.84 0.88 1.4 0.81 0.62
D/EBIT 1.8 2.2 3.7 1.7 1.3

Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
EBITDA margin 9.3 8.7 8.3 9.4 10.1
EBIT margin 4.4 3.4 3.0 4.4 5.0
Tax rate 30.7 NM 87.3 46.5 50.0
Net income margin 0.4 1.0 0.1 1.6 1.8
ROCE 18.0 13.8 11.1 16.1 18.5
ROE 2.5 6.3 0.6 9.2 9.0
Interest cover 2.2 1.5 1.3 3.1 3.6
Debt/equity ratio 47.0 44.8 70.6 38.5 30.1

Growth (%) 2013A 2014E 2015E 2016E
Sales 3.4 7.6 5.5 3.8
EBITDA -3.4 2.7 19.9 11.7
EBIT -19.2 -4.6 54.5 18.0
Pre-tax income -50.5 -31.4 NM 24.7
Net income NM -90.3 NM 16.6
Adj. net income NM -23.2 NM 16.6
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Banks: Neutral 

Sector view and valuation 

We expect the profitability of Italian banks to remain under pressure also in 2015, due to the still 
weak economic scenario (although slowly improving) and interest rates at historical lows. We expect 
2015E adjusted ROTE to be at 5.2%, on average, making the current multiple on the tangible equity 
of 0.63x coherent with the current profitability of Italian banks (source: FactSet). We continue to 
believe that the current profitability is the result of a three-year recession and historically low interest 
rates and should not be considered as the normalised profitability. Assuming a more normalised 
scenario, we believe that the current valuations are undemanding. However, the market may require 
clearer signals of a trend inversion before starting to bet on a normalised scenario.  

Sector drivers 

We see three sector drivers for 2015: 1) the expected economic recovery; 2) the improvement in the 
cost of funding and fee income; and 3) the consolidation process amongst mid-small size banks 
aimed at restoring profitability more in line with the cost of equity. A further shrinking of BTP-Bund 
spread, which was the main driver of the strong market performance of Italian banks in the first part 
of 2014, may still materialise in 2015, also thanks to the possible quantitative easing (our 
macroeconomists expect a BTP-BUND spread close to 80bps at December 2015 from the current level 
of approximately 140bps), while the Greece crisis could create tensions on the sovereign side in the 
shorter run, in our view. 

 Economic recovery: the recessionary period that has characterised the Italian economy for the 
last three years (the longest post-war recessionary period) is expected to conclude in 2015, when 
we expect the Italian GDP to post a 0.4% yoy growth, after -0.4% expected in 2014. We expect 
customer loans, which declined by 2.1% yoy in October 2014, to correspondently recover in 
2015E, with a gradual acceleration during the year. The expected economic recovery (although 
weak) and the favourable comparison with 2014 (when we expect the largest portion of the 
AQR adjustments to be charged) should allow a decline in loan loss provisions in 2015E: 
however, the likely migration from watchlist to NPLs should limit the magnitude of the decline of 
loan loss provisions, despite the expected stabilisation of impaired loans during the year; 

 Cost of funding decline and fee income improvement: the play down of the sovereign 
crisis, the decline in short-term interest rates and the two tranches of TLTRO performed in 2014 
allowed a progressive reduction of the cost of funding (-26bps yoy in the first 10 months of 
2014, according to ABI data) that is expected to continue in 2015, with the maturities of bonds 
issued at higher yields in the middle of the crisis. On the other hand, the strong competition is 
generating a contraction of the asset spread for the bulk of banks under our coverage (with the 
exception of UBI Banca), limiting the improvement in customer spread. The low interest rate 
environment, coupled with the strong liquidity profile of Italian banks, should facilitate the 
placement of asset management products and the switch from assets under custody to assets 
under management, sustaining the fee income, in our view; 

 Consolidation amongst mid-small size banks: in order to improve the profitability in a 
scenario of persistently low interest rates and weak economy, we believe that the cost 
synergies that may arise from consolidation amongst small-mid size banks could be the lever 
to improve the profitability of banks. 

Sector multiples 

Italian Banks Multiples 
  Target  P/E (x) P/TBV (X) 

 Rating EUR/sh 2014E 2015E 2016E 2014E 2015E 2016E
UCG BUY 6.86 15.7 11.1 8.3 0.66 0.63 0.61
MPS HOLD 0.63 Neg 22.6 11.7 0.33 0.50 0.48
UBI ADD 6.58 28.5 16.5 12.2 0.65 0.62 0.60
BP HOLD 11.00 Neg 12.5 8.0 0.46 0.44 0.43
BPM BUY 0.72 20.2 11.0 9.5 0.52 0.50 0.49
MB BUY 8.58 12.4 9.9 9.4 0.75 0.71 0.67
CE BUY 7.76 11.6 10.6 9.4 0.97 0.91 0.85
 

Source: Intesa Sanpaolo Research estimates 

Manuela Meroni 
Research Analyst 
+39 02 8794 9817 
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Banks Top Pick: Banca Pop Milano 
Investment case 

We chose Banca Pop Milano (BPM) as our best pick amongst the Italian banking sector because: 

 Best location to benefit from the economic recovery: with the 63% of total branches in 
Lombardy and 13% in Piedmont, that are among the most dynamic regions in Italy, BPM 
network is well placed to capture the first signs of recovery of the economy that we expect to 
start materialising in 2015;  

 Asset quality certified by the AQR: BPM emerged from the AQR review as a clear winner, 
with an overall impact of 40bps, in line with the European average, but well below the Italian 
average of 103bps. Also under the adverse scenario of the stress test, BPM reported strong 
results with a negative impact of 293bps, only slightly above the European average of 260bps, 
but below the Italian average of 363bps. Considering that the bank already booked over 60% 
of the Credit File Review adjustment (that represent 68% of total AQR adjustments, compared 
with the 38% Italian average), we expect a lower than peers’ impact on BPM should the ECB 
require banks to account in full the outcome of the AQR. The asset quality trends in the last 
quarters showed a stabilisation in the stock of gross impaired loans (+1% qoq) and a 
reduction in the generation of impaired loans (halved to 67bps annualised); 

 Strong capital base: although BPM is one of the few banks that are still computing its RWA 
on the standardised model, the CET1 FL of 12.1% as of September is among the highest of 
banks under our coverage. The process to get the validation of the advanced model has 
started and it could end up with a potential capital benefit of 100-200bps, in the first part of 
2016, as to management’s comment. Moreover, BPM has about EUR 350M capital gains 
embedded in its government bond portfolio (i.e. 15% of the current market cap), which could 
be potentially crystallised, further improving the capital base. 

 Best fit in the consolidation process: considering the location (mainly Lombardy) and the 
limited size (668 branches, EUR 48.5Bn total assets), BPM could well fit in a potential 
consolidation process that may involve small and mid-size banks in Italy. The nature of 
cooperative bank could be an obstacle in the involvement of the company in the consolidation 
process and we do not believe that the renewal of the governance expected in April 2015 will 
remove the per-capita vote. However, we believe that the start of a consolidation process in 
Italy aimed at restore the small and mid-size profitability could translate into a multiples 
expansion also for BPM;  

 Undemanding valuation: the stock is trading at 0.52x TBV, an undemanding valuation that 
discounts an expected low short-term profitability (4.6% in 2015E), also penalised by the 
excess of capital; the return on the capital base adjusted for the excess capital (assuming an 
optimal 11% CET1 FL), including a benefit of 100bps on the RWA from the adoption of the 
advanced model, would increase by about 50bps. 

Valuation 

On the basis of a Gordon model, assuming a normalised profitability of 7.2% in line with our 
2018E forecasts and a 9.0% cost of equity, we valued the stock EUR 0.72/share, corresponding 
to an implicit 2014E P/TBV of 0.71x. BUY rating. 

Risks 

A deterioration/improvement in the macroeconomic scenario; unexpected changes in interest 
rates; a potential deterioration of the asset quality; a drop/increase in government bond prices; 
regulatory risks; and business plan execution risks.  
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Banca Popolare di Milano - Key data 

Note: Priced at 12.12.2014; NM: not meaningful; NA: not available; Neg.: negative; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 0.72 Ord 0.52 90.2 PMII.MIBanks
Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. of outstanding shares (M) 3,229.6 3,229.6 4,391.8 4,391.8 4,391.8
No. of f.d. shares (M) 4,391.8 4,391.8 4,391.8 4,391.8 4,391.8
Market cap 1,141.9 1,292.1 2,294.7 2,294.7 2,294.7
Adj. EPS -0.02 0.02 0.03 0.05 0.06
TBV PS 1.2 1.1 1.0 1.0 1.1
PPP PS 0.1 0.2 0.1 0.1 0.2
Dividend ord 0 0 0.02 0.02 0.02
Income statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Net interest income 859.1 837.4 800.1 810.4 845.2
Net commission/fee income 496.5 544.8 554.4 587.9 610.9
Net trading income 128.5 200.8 170.5 140.0 120.0
Total income 1,549.7 1,683.0 1,592.9 1,602.8 1,638.0
Total operating expenses 1,182.9 986.6 969.2 955.1 962.2
Gross operating income 366.8 696.4 623.8 647.7 675.7
Provisions for loan losses 566.3 589.7 411.8 311.1 291.2
Pre-tax income -598.2 96.83 317.7 326.6 374.5
Net income -429.7 29.59 213.2 209.7 241.8
Adj. net income -61.90 78.46 113.9 209.7 241.8
Composition of total income (%) 2012A 2013A 2014E 2015E 2016E
Net interest income 55.4 49.8 50.2 50.6 51.6
Trading income 8.3 11.9 10.7 8.7 7.3
Commission income 32.0 32.4 34.8 36.7 37.3
Balance sheet (EUR M) 2012A 2013A 2014E 2015E 2016E
Total assets 52,475.0 49,353.3 47,937.9 49,576.3 51,295.0
Customer loans 34,790.9 33,345.0 31,677.8 33,261.7 34,924.7
Total customer deposits 37,521.0 36,537.7 36,134.1 35,590.3 36,102.7
Shareholders' equity 4,015.1 3,625.7 4,542.1 4,677.1 4,835.1
Tangible equity 3,944.9 3,529.5 4,445.6 4,580.6 4,738.6
Risk weighted assets 43,162.0 42,611.8 34,210.6 34,448.9 36,112.0
Stock market ratios (X) 2012A 2013A 2014E 2015E 2016E
Adj. P/E Neg. 16.5 20.1 10.9 9.5
P/TBV 0.29 0.37 0.52 0.50 0.48
P/PPP 3.1 1.9 3.7 3.5 3.4
Dividend yield (% ord) 0 0 3.3 3.7 4.2
Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
ROE -10.70 0.77 5.22 4.55 5.08
Adj. ROTE -1.64 2.10 2.86 4.65 5.19
RoRWA -0.97 0.07 0.56 0.61 0.69
Leverage 7.53 7.17 9.29 9.26 9.26
Cost income ratio 76.3 58.6 60.8 59.6 58.7
Cost of risk (bps) 163 177 130 94 83
Tax rate 27.31 69.65 32.56 35.49 35.13
Dividend payout 0 0 35.0 40.0 40.0
Other (%) 2012A 2013A 2014E 2015E 2016E
cT1/CET1 ratio 8.38 7.21 11.41 11.70 11.56
cT1/CET1 ratio fully loaded NA NA 12.21 12.50 12.33
Net impaired loans ratio 7.94 10.12 11.36 11.46 11.46
Net impaired loans on TBV 70.04 95.65 80.96 83.25 84.46
Growth (%) 2012A 2013A 2014E 2015E 2016E
Total income 14.6 8.6 -5.4 0.6 2.2
Gross operating income 19.5 89.8 -10.4 3.8 4.3
Net income 30.1 NM NM -1.7 15.3
Adj. net income 64.9 NM 45.2 84.0 15.3
BS growth (%) 2012A 2013A 2014E 2015E 2016E
Customers' loans -2.5 -4.2 -5.0 5.0 5.0
Customers' deposits 10.3 -2.6 -1.1 -1.5 1.4
Shareholders' funds 0.0 -9.7 25.3 3.0 3.4
Structure (no. of) 2012A 2013A 2014E 2015E 2016E
Branches 770 716 700 685 670
Employees 8,312 7,846 7,701 7,701 7,701
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Branded Goods: Positive 

Sector view and valuation 
On the back of a stabilising growth trend in China, the volatile consumption environment in 
Europe and several issues limiting worldwide travel activities, the share prices of the Italian branded 
goods players this year have significantly reduced the gains recorded during 2013. The shares of 
our covered stocks underperformed vs. the FTSE MIB by 27% YTD. We see these trends as 
correctly reflecting caution on the sector in a scenario of reducing FY14E-15E estimates (EBITDA 
and EPS down approximately 30% vs. consensus at end-2013).  

Following 9M14 results, we partially revised our 2014E estimates replicating the 2014 
performances for 2015E while maintaining a normalising trend for 2016E and subsequent years. 
Overall, we expect 2014E to show a general contraction in margins and we still see some 
downside risks until FY14 results are released and consensus is revised, ending the negative EPS 
momentum. However, next year we think a reduced discount policy and some geographically-
diversified price increases, in a generally less uncertain macroeconomic scenario, should permit a 
rebound in profitability. We move our sector view to Positive. 

Sector drivers 

Although we still have some doubts related to the debt-exit strategies in mature markets, mostly 
Europe, we assume a normalising sector performance in the coming years. Analysing the historical 
trends in 1995-2013, our model returns a worldwide Luxury market worth EUR 242M in 2015E or a 
2013-15E CAGR of 5%, characterised by a lower ‘emerging market boost’ and still volatile 
consumption in the EU. We see a rebound in EPS growth in 2015E, the real driver for investing in the 
sector. The 2006-07 PEG range was 1.21x-1.84x, thus we see the relative PEGs for Safilo, 
Moncler, Geox and the above-average profitability growth at YOOX as attractive. 

Sector multiples 

Branded Goods - Sector ratings and key multiples  
 2015E 

EBITDA margin (%) 
2014E-15E 

EBITDA (%)
2014E 

EV/EBITDA (x) 
2015E 

EV/EBITDA (x)
2014E
P/E (x)

2015E 
P/E (x) 

2013-15 
EPS (%)

PEG15
(x)

Polo Ralph Lauren (*) 18.2 10.1 10.7 9.7 21.2 18.4 10.3 1.79
Burberry Group (*) 23.3 8.3 11.1 10.3 20.7 19.1 8.8 2.17
Hugo Boss (*) 23.6 10.9 11.7 10.4 19.1 16.9 11.3 1.49
Swatch (*) 26.6 10.7 9.8 8.6 15.8 14.0 -4.6 -3.07
Lvmh (*) 24.1 8.1 9.9 9.0 19.8 17.5 5.7 3.07
Tiffany & Co (*) 26.7 10.3 12.5 11.2 24.3 21.3 20.6 1.03
Hermes International (*)l 35.9 13.4 13.0 11.2 23.0 20.1 12.4 1.61
Richemont (*) 27.6 8.8 11.6 10.5 19.4 17.2 6.4 2.69
Luxottica  20.5 7.2 14.0 12.8 30.2 27.4 9.4 2.91 
Safilo 11.1 10.2 6.9 6.1 17.2 14.8 59.5 0.25 

Prada 26.8 -2.6 11.7 11.7 23.1 23.9 -11.3 Neg
Ferragamo 21.3 7.1 12.0 12.0 22.4 22.8 5.5 4.17
Tod’s 20.2 2.2 10.0 9.6 20.0 19.3 -9.8 Neg
Moncler 31.5 12.3 12.9 11.2 22.9 20.4 16.7 1.22 

Geox 7.2 52.2 17.3 11.2 NM 75.7 262.2 0.29 

YOOX 10.0 18.0 19.9 17.4 73.7 62.9 16.8 3.76 
Avg. Soft Luxury 10.0 18.0 19.9 17.4 73.7 62.9 16.8 3.76 

Avg. Hard Luxury 26.4 10.6 13.2 11.9 24.2 21.9 9.6 2.27 
 

Priced at 15/12/2014. NM: not meaningful; Neg.=Negative; Source: FactSet (*) and Intesa Sanpaolo Research estimates 

Gian Luca Pacini 
Research Analyst 
+39 02 8794 9818 
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Branded Goods Top Pick: Safilo 
Investment case 

We like Safilo due to: 

 Positive fundamentals. Safilo reported a good sales growth in 3Q, accelerating in 
comparison with 2Q14, with both distribution channels growing at a mid-single digit pace. As 
expected, the US drove the acceleration (up 14.1%), as did emerging countries, whose 
development is one of the group’s main objectives. The region recorded +27%, thanks in 
particular to the strong performance of the Chinese and Brazilian markets. The slowdown of 
some South-East Asian markets impacted the performance, while the group decided to 
refocus local business on quality sales channels and the build-up a local commercial and 
managerial capability. Europe was confirmed as the volatile market (+1.9%) in the quarter. 
Polaroid continued its development together with the growth of Kate Spade, both in and out 
of the US market. The proprietary brand Smith also performed well in the quarter as Safilo 
embarked on a new integration plan to turn the brand into a global player in the sports and 
outdoor segments. As expected, the gross margin in the quarter improved confirming the 
effectiveness of the commercial actions put in place as well as both a better product mix and 
an improved quality of distribution. By contrast, the opex increase was above our estimates, 
due to the development of the brand-building capabilities and the commercial organisation; 
the higher weighting of contractual engagements on the brands also impacted on this result. 
The launch of Fendi required a higher inventory level, partially impacting on NWC needs, 
which is expected to be reduced through a better connection of sales and production 
planning going forward. Investing EUR 10M, Safilo closed 9M14 with a net debt of EUR 
159M, in line with our estimate (EUR 157M); 

 Improving visibility in the short run. We await the March presentation of the new 2020 
business plan in order to better understand the skills of the new management team and the 
main goals. According to the CEO, Ms. Delgado, there is plenty of work to do to improve the 
industrial and commercial activities and the potential returns on profitability are significant. 
We expect a sales CAGR of 3-4% and an EBITDA margin in 2017E of 12.5% discounting the 
lower profitability implied in the new Gucci agreement. We also expect confirmation of the 
acquisition of a new brand (with sales ranging between EUR 70-80M considering the EUR 
90M compensation received by Kering). Going forward, the final decision of Hal regarding the 
listing of Grand Vision could imply a potential M&A appeal for the other controlled production 
company, Safilo. 

Valuation 

The new scenario leads to approx. EUR 16M lower FOCF in 2019E, that we used to calculate the 
terminal value, which balanced with the reduced WACC leads to a f.d. equity value of EUR 
12.72/share. Considering the present value of the proposed compensation by Kering (EUR 90M) 
equal to EUR 1.00/share, we reached a target price of EUR 13.72/share. Considering the 
weaker 2017-18 prospects, our exit P/E still looks attractive compared with the main competitor 
Luxottica maintaining an average 33% discount. We confirm our BUY rating. 

Risks 

Also assuming a stable licensing scenario, other main risks to holding the shares are related to a 
significant slowdown in the US market, which is not incorporated into our estimates together 
with a generalised “In-House” policy within the luxury brands owners, impacting both Safilo and 
the sector as a whole. 
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Safilo Group - Key data 

NM: not meaningful; NA: not available; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 13.72 Ord 10.53 44.5 SFLG.MIBranded Goods
Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. ordinary shares (M) 61.74 62.20 62.20 62.20 62.20
No. NC saving/preferred shares (M) 0.00 0.00 0.00 0.00 0.00
Total no. of shares (M) 61.74 62.20 62.20 62.20 62.20
Market cap 337.94 812.32 654.99 654.99 654.99
Adj. EPS 0.47 0.27 0.60 0.75 1.0
CFPS 1.1 0.84 1.2 1.5 1.7
BVPS 14.0 13.6 14.2 14.9 15.8
Dividend ord 0 0 0 0.11 0.14
Dividend SAV Nc 0 0 0 0 0
Income statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Sales 1,175.3 1,121.5 1,170.3 1,281.8 1,308.6
EBITDA 115.0 111.7 123.2 141.2 163.0
EBIT 73.89 74.68 84.45 99.82 121.2
Pre-tax income 44.09 49.99 68.50 84.01 107.0
Net income 25.95 15.44 38.41 50.77 66.30
Adj. net income 29.24 17.08 37.41 46.77 62.30
Cash flow (EUR M) 2012A 2013A 2014E 2015E 2016E
Net income before minorities 26.7 15.9 38.9 51.4 67.1
Depreciation and provisions 41.1 37.1 38.7 41.4 41.8
Others/Uses of funds -13.6 -7.4 -1.1 -1.9 -1.5
Change in working capital 14.5 30.5 -27.5 -32.9 4.4
Operating cash flow 68.7 76.1 49.0 58.0 111.8
Capital expenditure 65.0 10.9 41.0 42.9 37.9
Financial investments 17.4 -4.6 0 0 0
Acquisitions and disposals 0 0 0 0 0
Free cash flow 151.1 82.4 90.0 100.9 149.8
Dividends 0 0 0 6.9 9.0
Equity changes & Other non-operating items 0 0 0 0 0
Net cash flow 151.1 82.4 90.0 107.8 158.7
Balance sheet (EUR M) 2012A 2013A 2014E 2015E 2016E
Net capital employed 1,077.7 1,028.4 1,047.6 1,080.2 1,071.6
of which associates 0 0 0 0 0
Net debt/-cash 215.2 182.5 167.4 153.3 89.3
Minorities 5.1 2.9 3.4 4.0 4.6
Net equity 857.9 843.1 876.8 922.9 977.7
Minorities value 38.8 37.7 42.1 45.1 47.9
Enterprise value 591.9 1,032.5 864.5 853.4 792.3
Stock market ratios (x) 2012A 2013A 2014E 2015E 2016E
Adj. P/E 11.6 47.6 17.5 14.0 10.5
P/CFPS 5.0 15.5 8.5 7.1 6.1
P/BVPS 0.39 0.96 0.74 0.71 0.67
Payout (%) 0 0 0 15 15
Dividend yield (% ord) 0 0 0 1.0 1.4
FCF yield (%) 44.7 10.1 13.7 15.4 22.9
EV/sales 0.50 0.92 0.74 0.67 0.61
EV/EBITDA 5.1 9.2 7.0 6.0 4.9
EV/EBIT 8.0 13.8 10.2 8.5 6.5
EV/CE 0.55 1.0 0.83 0.79 0.74
D/EBITDA 1.9 1.6 1.4 1.1 0.55
D/EBIT 2.9 2.4 2.0 1.5 0.74
Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
EBITDA margin 9.8 10.0 10.5 11.0 12.5
EBIT margin 6.3 6.7 7.2 7.8 9.3
Tax rate 45.6 34.8 49.8 35.2 30.5
Net income margin 2.2 1.4 3.3 4.0 5.1
ROCE 6.9 7.3 8.1 9.2 11.3
ROE 3.1 1.8 4.5 5.6 7.0
Interest cover 2.5 3.0 5.3 6.3 8.6
Debt/equity ratio 24.9 21.6 19.0 16.5 9.1
Growth (%) 2013A 2014E 2015E 2016E
Sales -4.6 4.3 9.5 2.1
EBITDA -2.8 10.2 14.6 15.5
EBIT 1.1 13.1 18.2 21.4
Pre-tax income 13.4 37.0 22.6 27.4
Net income -40.5 NM 32.2 30.6
Adj. net income -41.6 NM 25.0 33.2
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Branded Goods Top Pick: YOOX 
Investment case 

We like YOOX due to: 

 Positive fundamentals. YOOX reported 9M14 results in line with our estimates. Sales 
growth was similar to the previous quarters and broadly in line with our FY14E assumptions. 
The performance in Italy continues to be very positive. Japan and other countries accelerated 
in 3Q14 driven by yoox.com in China. Russia is improving month after month. The weak areas 
also confirmed our expectations with North America comps very challenging and a lower AOV 
due to the discounts related to the Spring/Summer collection, which was affected by the 
unusually cold weather. The Mono-brand business was impacted by the final quarter of the 
discontinued Diesel US activity with some minor brands confirming results below average and 
calling for a potential discontinuation to protect the AOV, which was a little lower than 
expected. Geographic, channel mix and discounts kept the gross margin under pressure while 
the ongoing strong opex controls partly offset it at the EBITDA level. A sound balance sheet 
was confirmed; 

 Outperforming peers. Current trading conditions are in line with the outlined scenario and 
management indicated that FY14 consensus was a little bit challenging but feasible with a 
record cyber Monday (+34% vs. a daily sales record on Black Friday) confirming the strong 
start to the Christmas season following the Thanksgiving holidays’ best-ever sales 
performance. The budgeted 2014 capex is in the region of EUR 34M and according to 
management does not need to be increased as was the case for Asos. We positively view the 
new global release of valentino.com and the Moncler online store extension to the Japanese 
market in September 2014, confirming an increasing link with the main sector brands. The 
rumours regarding a potential problem with the Armani Monobrand activity were incorrectly 
related to the social/media new partner search at Armani. Overall, we believe both customers 
and luxury brands will pay greater attention to e-commerce going forward, increasing 
business opportunities for the first-movers. 

Valuation 

 We fine-tuned our 2014E model and applied the “Copy&Paste” scenario (see our Branded 
Goods report of 4/12/2014). We now seek to balance the positive effect of the lower cost of 
equity by raising the Beta from 0.77x to 1.0x to reflect the potential risks tied to the further 
enlargement of the monobrand business (even though the additions pace had already been 
reduced to three net additions per year). The end effect on our two-stage DCF valuation is a 
reduction of the target price to EUR 24.90/share. Given the differences between E-commerce 
players, we continue to simply double-check this metric by comparing it with the historical 
average multiples the market has paid for YOOX. The Exit 2015E sales multiple is 2.5x, a 
stable value compared with the average 2013-14 ratios. The 2014E PEG 3Y forward moved 
down to 2.9x (3.7x in 2013) and also considering our conservative scenario, we think the 
return on invested capital should not move below the current values of 15-16% maintaining 
the already-budgeted 2014E-19E investment needs. We confirm our BUY 
recommendation. 

Risks 

 The significant exposure to the European market makes the negative outlook on the 
macro/political front the main risk for an investment in the shares. A significant increase in the 
oil price (i.e. transportation costs) and difficulties in finding new highly-skilled employees at 
the current average group salary level could also impact our figures, mostly if the brand’s 
awareness is not adequately supported by efficient promotions. Kering’s decision regarding 
moving Gucci within the JV remains a medium-term catalyst not included in our estimates. 
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YOOX - Key data 

NM: not meaningful; NA: not available; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. ordinary shares (M) 57.31 58.21 60.23 62.26 64.29
No. NC saving/preferred shares (M) 0.00 0.00 0.00 0.00 0.00
Total no. of shares (M) 57.31 58.21 60.23 62.26 64.29
Market cap 610.68 1,167.6 1,052.9 1,088.3 1,123.7
Adj. EPS 0.18 0.22 0.24 0.28 0.38
CFPS 0.41 0.55 0.67 0.78 0.93
BVPS 1.8 2.1 2.2 2.4 2.7
Dividend ord 0 0 0 0 0
Dividend SAV Nc 0 0 0 0 0
Income statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Sales 376.0 455.6 528.0 612.7 720.5
EBITDA 32.09 43.06 52.04 61.42 75.70
EBIT 18.89 23.86 26.16 30.10 40.83
Pre-tax income 16.59 20.16 23.29 28.05 39.88
Net income 10.21 12.66 14.26 17.26 24.72
Adj. net income 10.21 12.66 14.26 17.26 24.72
Cash flow (EUR M) 2012A 2013A 2014E 2015E 2016E
Net income before minorities 10.2 12.7 14.3 17.3 24.7
Depreciation and provisions 13.2 19.2 25.9 31.3 34.9
Others/Uses of funds -0.0 -0.2 -0.4 -0.1 -0.4
Change in working capital -7.2 -2.6 -18.6 -17.7 -16.2
Operating cash flow 16.2 29.1 21.1 30.7 43.0
Capital expenditure 30.3 34.8 33.1 34.5 37.6
Financial investments 1.5 0.1 0 0 0
Acquisitions and disposals 0 0 0 0 0
Free cash flow 48.0 64.0 54.2 65.2 80.6
Dividends 0 0 0 0 0
Equity changes & Other non-operating items 0 0 0 0 0
Net cash flow 48.0 64.0 54.2 65.2 80.6
Balance sheet (EUR M) 2012A 2013A 2014E 2015E 2016E
Net capital employed 87.2 99.1 115.6 130.4 141.6
of which associates 0 0 0 0 0
Net debt/-cash -14.6 -20.6 -18.4 -20.9 -34.5
Minorities 0 0 0 0 0
Net equity 101.9 119.7 134.0 151.3 176.0
Minorities value 0.2 0.4 0.8 0.9 1.3
Enterprise value 596.3 1,147.4 1,035.3 1,068.3 1,090.6
Stock market ratios (x) 2012A 2013A 2014E 2015E 2016E
Adj. P/E 59.8 92.2 73.8 63.1 45.5
P/CFPS 26.1 36.6 26.2 22.4 18.9
P/BVPS 6.0 9.8 7.9 7.2 6.4
Payout (%) 0 0 0 0 0
Dividend yield (% ord) 0 0 0 0 0
FCF yield (%) 7.9 5.5 5.1 6.0 7.2
EV/sales 1.6 2.5 2.0 1.7 1.5
EV/EBITDA 18.6 26.6 19.9 17.4 14.4
EV/EBIT 31.6 48.1 39.6 35.5 26.7
EV/CE 6.8 11.6 9.0 8.2 7.7
D/EBITDA Neg. Neg. Neg. Neg. Neg.
D/EBIT Neg. Neg. Neg. Neg. Neg.
Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
EBITDA margin 8.5 9.5 9.9 10.0 10.5
EBIT margin 5.0 5.2 5.0 4.9 5.7
Tax rate 38.5 37.2 38.8 38.5 38.0
Net income margin 2.7 2.8 2.7 2.8 3.4
ROCE 21.7 24.1 22.6 23.1 28.8
ROE 11.1 11.4 11.2 12.1 15.1
Interest cover 8.2 6.4 9.1 14.7 43.0
Debt/equity ratio -14.3 -17.2 -13.7 -13.8 -19.6
Growth (%) 2013A 2014E 2015E 2016E
Sales 21.2 15.9 16.0 17.6
EBITDA 34.2 20.8 18.0 23.2
EBIT 26.3 9.6 15.1 35.7
Pre-tax income 21.6 15.5 20.4 42.2
Net income 24.1 12.6 21.1 43.2
Adj. net income 24.1 12.6 21.1 43.2

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 24.90 Ord 17.48 52.0 YOOX.MIBranded Goods
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Construction/Building Materials: Neutral 

Sector view and valuation 

In 2014 construction investments in the domestic market are expected to decline by 2.9% yoy 
(source: ANCE). We expect European countries’ commitment to keep public deficits under 
control to continue in 2015E but at a less rigid pace; in addition, 2015 could be the year of the 
European quantitative easing. In a slowly improving economic framework for the 2015E Euro 
area GDP (+1.1% yoy, source: ISP estimates), we believe that 2015 could mark a turning point 
for Southern European construction markets, while we expect a moderately positive growth to 
continue in Germany and Eastern Europe. The 2015E GDP growth rate should accelerate in the 
US (+3.2% yoy, source: ISP estimates) while among emerging markets, East Asia and Africa 
should lead the way, followed by Latin America and OPEC countries. In conclusion, we believe 
that the construction market in 2015 should be characterised by a slight recovery in Southern 
Europe, a moderate growth in Central-Eastern Europe, a sustained growth in North America and 
a still positive scenario in Eastern Asia and Africa. Among the companies in our coverage we 
prefer Buzzi Unicem (our top pick) to Italcementi. Both are significantly exposed to the weak 
domestic market, but we believe that Buzzi Unicem offers a more favourable geographical 
exposure abroad thanks to its presence in the US and Central Europe; a question mark is 
represented by the geopolitical risk in Russia and the Ukraine. We also note that 2015 could be 
a year of consolidation for the Italian cement market aimed at reducing the excess production 
capacity. As for general contractors, we continue to be positive on both Astaldi and Salini-
Impregilo. Astaldi has managed to lengthen the debt maturity and is now focused on the 
disposal of some concessions (a first deal is expected by mid-2015) while Salini offers a good 
2015E earnings visibility and attractive market multiples, in our view. By contrast, we are 
cautious on Trevi and Tenaris due to their exposure the major oil companies’ investment 
decisions. 

Sector drivers  

2015 could be the year of European quantitative easing which could mark a starting point for a 
gradual recovery of Southern European cement and construction markets. Moreover, we believe 
that in 2015 the Italian cement companies could have some benefits from the oil prices decline, 
the stronger USD and a possible further rationalisation of the excess production capacity. On the 
negative side, we highlight the risk that possible public budget restrictions in oil producing 
countries could negatively impact the general contractors’ order intake. In addition, we would 
monitor the implementation of the fiscal and energy reform in Mexico and we would also focus 
on the dynamics of the construction projects in the Middle East, particularly Saudi Arabia, Qatar 
(which will host the Fifa World Cup 2022) and Dubai (which won the World EXPO 2020). Project 
bonds and measures aimed at widening the use of private capital for infrastructure financing 
should also be monitored. Overall, we have a Neutral stance on the construction sector. 

Sector multiples 

European peers' multiples (2014E-16E) 
x EV/EBITDA EV/EBIT P/E 
 2014E 2015E 2016E 2014E 2015E 2016E 2014E 2015E 2016E
Cementir Holding SpA 6.1 5.0 4.2 11.8 8.6 6.8 12.9 9.9 8.2
Cementos Portland 14.0 12.4 10.4 40.7 32.2 20.6 -4.5 -5.6 -14.0
Heidelbergcement AG 7.7 6.8 6.2 11.0 9.6 8.6 14.5 11.6 9.8
Lafarge SA 9.7 8.8 7.8 13.8 12.1 10.3 31.4 19.7 13.8
Titan Cement 11.1 8.5 6.7 24.9 14.5 10.8 66.4 25.1 13.2
Holcim Ltd. 9.0 7.8 6.7 14.2 11.7 9.5 17.6 14.3 11.9
Buzzi Unicem SpA 5.8 5.9 5.1 11.7 8.6 6.8 24.3 12.7 9.6
Italcementi 8.0 7.2 6.3 22.6 18.5 13.3 -16.4 48.1 18.3
Sample median* 9.0 7.8 6.7 14.2 12.1 10.3 14.5 14.3 11.9
BuzziUnicem disc.(-)/premium(+) % -35 -24 -23 -17 -28 -34 68 -12 -20
 

Source: FactSet and Intesa Sanpaolo Research estimates;*ex-BuzziUnicem 

 

Bruno Permutti 
Research Analyst 
+39 02 8794 9819
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Construction/Building Materials Top Pick: Buzzi Unicem 
Investment case 

Based on 9-months results and recent business developments, Buzzi Unicem is well positioned to 
reach management’s 2014 targets and according to our 2014E forecasts should show a solid 
balance sheet with a 2014E net debt/EBITDA ratio of 2.3x (including Mexico) and a 2014E D/E 
ratio of 0.5x. We believe that the positive 2015E GDP growth expectations in the US and Mexico 
should positively impact the 2015E Buzzi Unicem results thus offsetting the negative impact 
expected from Russia. In addition, we believe that the domestic cement market could undergo a 
consolidation process in 2015 aimed at eliminating the excess production capacity and 
reinstating the conditions for Italian assets to become profitable. Among the group’s strengths 
we would include: i) the geographical exposure which sees a weighting on sales of the US and 
Germany at 36.1% and 24.5%, respectively (according to our 2015E forecasts) and a significant 
presence in the Mexican market (consolidated with the equity method); ii) the favourable cost 
inflation outlook in most of the group’s markets (with the exception of Russia and the Ukraine); 
iii) the declining oil price, which should help to reduce group logistic costs, above all in the US; 
iv) the sound financial position and the ability to generate cash (EUR 83M and EUR 131M, 
respectively, in 2015E and 2016E according to our estimates); and v) the yoy 2015E and 2016E 
EPS growth rate at 92% and 32%, respectively, according to our forecasts. Therefore, we 
believe that Buzzi Unicem represents a good play in the on-going economic recovery in the US, 
the USD appreciation and the possible consolidation process in Italy. 

Valuation 

Based on our forecasts, at current prices, Buzzi Unicem trades at a 24% and a 23% discount on 
the 2015E and 2016E EV/EBITDA industry median, respectively. In 2009-13, the stock traded at 
an average discount of 9%. Based on the group’s above strong points and the 2015E-16E 
outlook factored into our forecasts, we believe that the current significant discount to the 
European peers median is not justifiable. Therefore, we would expect a reduction of Buzzi 
Unicem’s discount to its European peers in line with or below its historical average. Should the 
discount reduce to 9%, based on 2015E EV/EBITDA market multiples we obtain a target price 
of EUR 13.70/share. Our rating on the stock is BUY.  

Risks 

We believe that at present the main risk relates to the evolution of the cement demand in Russia 
(6.5% of 2015E consolidated sales according to our forecasts) and to a lesser extent in the 
Ukraine (3%). We would also highlight that part of the Russian sales (approx. 25% according to 
management) is represented by oil well cement and is therefore linked to the oil exploration and 
production activity. 
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Buzzi Unicem - Key data 

Note: Priced at 17.12.2014; NM: not meaningful; NA: not available; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 13.70 Ord 10.15 38.4 BZU.MIConstruction & Building Materials
Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. ordinary shares (M) 165.3 165.3 165.3 165.3 165.3
No. NC saving/preferred shares (M) 40.71 40.71 40.71 40.71 40.71
Total no. of shares (M) 206.1 206.1 206.1 206.1 206.1
Market cap 1,537.1 2,192.1 1,920.5 1,920.5 1,920.5
Adj. EPS -0.14 -0.23 0.40 0.76 1.0
CFPS 1.3 1.5 1.5 1.8 2.1
BVPS 11.8 11.0 11.3 12.0 12.9
Dividend ord 0.05 0.05 0.06 0.07 0.08
Dividend SAV Nc 0.10 0.10 0.10 0.10 0.10
Income statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Sales 2,813.4 2,753.1 2,567.3 2,719.9 2,935.5
EBITDA 455.1 481.2 422.3 477.9 557.8
EBIT 197.1 149.8 195.3 274.3 347.4
Pre-tax income 77.87 50.26 164.5 223.7 302.0
Net income -28.46 -50.68 81.82 157.1 207.4
Adj. net income -28.47 -48.05 81.82 157.1 207.4
Cash flow (EUR M) 2012A 2013A 2014E 2015E 2016E
Net income before minorities 2.0 -29.0 86.8 163.9 216.6
Depreciation and provisions 258.0 331.4 227.0 203.7 210.4
Others/Uses of funds 29.6 -40.0 0 0 0
Change in working capital -7.6 30.3 -17.9 -14.4 -23.9
Operating cash flow 281.9 292.7 295.9 353.1 403.1
Capital expenditure -145.5 -164.4 -220.5 -255.5 -255.5
Financial investments 0 0 0 0 0
Acquisitions and disposals -71.7 -65.3 -104.0 0 0
Free cash flow 64.7 63.0 -28.6 97.5 147.5
Dividends -46.6 -35.3 -35.3 -14.2 -15.8
Equity changes & Other non-operating items 0 0 0 0 0
Net cash flow 18.2 27.7 -63.9 83.4 131.7
Balance sheet (EUR M) 2012A 2013A 2014E 2015E 2016E
Net capital employed 3,612.0 3,666.0 3,781.5 3,847.8 3,916.8
of which associates 0 0 0 0 0
Net debt/-cash 1,124.9 1,097.2 1,161.1 1,077.7 946.0
Minorities 174.5 37.9 20.1 26.9 36.1
Net equity 2,428.2 2,260.9 2,330.2 2,473.1 2,664.7
Minorities value 174.5 37.9 20.1 26.9 36.1
Enterprise value 2,836.5 3,327.2 3,101.7 3,025.1 2,902.6
Stock market ratios (x) 2012A 2013A 2014E 2015E 2016E
Adj. P/E Neg. Neg. 25.6 13.3 10.1
P/CFPS 6.6 8.0 6.7 5.7 4.9
P/BVPS 0.70 1.1 0.90 0.85 0.78
Payout (%) -36 -20 15 9 -8
Dividend yield (% ord) 0.6 0.4 0.6 0.7 0.8
Dividend yield (% sav) 1.7 1.7 1.7 1.7 1.7
FCF yield (%) 3.8 2.6 -1.4 4.7 7.1
EV/sales 1.0 1.2 1.2 1.1 0.99
EV/EBITDA 6.2 6.9 7.3 6.3 5.2
EV/EBIT 14.4 22.2 15.9 11.0 8.4
EV/CE 0.79 0.91 0.82 0.79 0.74
D/EBITDA 2.5 2.3 2.7 2.3 1.7
D/EBIT 5.7 7.3 5.9 3.9 2.7
Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
EBITDA margin 16.2 17.5 16.4 17.6 19.0
EBIT margin 7.0 5.4 7.6 10.1 11.8
Tax rate 97.5 NM 47.2 26.7 28.3
Net income margin -1.0 -1.8 3.2 5.8 7.1
ROCE 5.5 4.1 5.2 7.1 8.9
ROE -1.1 -2.2 3.6 6.5 8.1
Interest cover 1.6 1.4 2.6 2.8 3.6
Debt/equity ratio 43.2 47.7 49.4 43.1 35.0
Growth (%) 2013A 2014E 2015E 2016E
Sales -2.1 -6.7 5.9 7.9
EBITDA 5.7 -12.2 13.2 16.7
EBIT -24.0 30.4 40.4 26.7
Pre-tax income -35.5 NM 36.0 35.0
Net income -78.1 NM 92.0 32.0
Adj. net income -68.7 NM 92.0 32.0
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Consumer/Airports: Neutral 

Sector view and valuation 

The stock performances of our Consumer/Airport coverage in 2014 were mixed and, in some 
cases, such as WDF (-17.1% relative), GTECH (-20.1%) and Campari, unexpectedly negative. 
Overall, the outlook from a macro standpoint for next year seems evenly balanced between 
opportunities and potential threats, in our view. Growth remains anaemic in Europe, with Italy 
still lagging behind its European partners, is gathering momentum in the US and is uneven in 
emerging markets with some downside risks. Thus, although during these years of prolonged 
crisis companies exposed to Italy and/or Europe have learnt how to deal with sluggish 
consumption, undoubtedly those more global, notably exposed to the US, may benefit from a 
more supportive environment. However, the two big changes for next year are the sharp oil 
price drop and the significant USD appreciation. Corporate actions are not expected to be 
intense in FY15 and we do not highlight any stocks which could benefit or be penalised by M&A 
actions. We only expect the conclusion of the GTECH/IGT merger and the SAT/AFI deal and 
Campari to streamline its brand portfolio, exiting the still wines, as rumoured several times in 
press reports (Il Sole 24 Ore). Valuation-wise, with a 35% discount on FY15 EV/EBITDA vs. its 
sector, AGL is the most appealing stock (BUY, target price at EUR 9.20/share) in our coverage 
while all the other stocks are basically aligned to our fair value. 

Sector drivers 

 Consumer spending: The US is the area where consumer spending should remain robust in 
2015, expanding at a solid 3%, fuelled by a strong labour market and growing disposable 
income. With 51% and 20% of sales, respectively, AGL and Campari are the most exposed 
companies to the US cycle in our coverage. European consumption should accelerate as well, 
but at a much slower rate (+1.2%), with Spain being the bellwether (+1.9%) and thus 
potentially favouring the WDF restructuring of the local business helped by stronger air traffic. 
Italy and France should again show the slowest growth of the area but the lower oil price 
should help AGL’s Italian division turnaround. The currency plunge combined with high 
inflation and a credit crunch should drive Russian consumer spending into negative territory  
(-1.5% yoy) after several years of significant growth. The most exposed company to this area 
in our coverage is DLG (about 7% of turnover); 

 Raw material prices: The unexpected sharp drop in the oil price is having direct and indirect 
deflationary effects on the cost base of several companies. Campari and DLG have already flagged 
potential tailwinds for next year from input costs but the effects could be wiped out by harsh 
competition on certain key markets for Campari and by an adverse FX evolution for De Longhi. A 
winner from the cooling of food prices, could be Parmalat, particularly favoured by the milk price 
correction (down 34% from YTD) while the scenario on food inflation is mixed for AGL as some 
key input cost prices are flat or declining but others, such as meat and milk, are growing; 

 FX: The sharp appreciation of the USD will have a significant positive translation effect on AGL 
while a more muted EPS impact on CPR, GTECH and PLT. By contrast, we expect DLG to 
suffer significantly from the USD strengthening because of the structural group mismatching 
between sales and costs which, combined with the negative repercussions from the plunging 
Rouble (about 7% of group sales), may drive the FY15 FX headwinds above the already-
anticipated impact of EUR 10-15M at the EBITDA level. 

Sector Multiples 

Sector ratings and key multiples 
 Price Target price EV/sales EV/EBITDA P/E 
x EUR/share EUR/share Rating 2013E 2014E 2015E 2013E 2014E 2015E 2013E 2014E 2015E
Autogrill 6.00 9.20 BUY 0.6 0.6 0.5 7.4 6.0 5.0 68.0 24.9 16.4
Davide Campari 5.15 5.50 HOLD 2.6 2.4 2.2 12.3 11.1 10.2 20.2 18.4 16.5

De’ Longhi 15.09 15.50 HOLD 1.4 1.2 1.1 9.5 8.4 7.5 19.3 16.9 15.1

GTECH 17.24 28.10 BUY 1.9 1.7 1.6 5.6 5.0 4.7 14.2 12.0 11.7

Parmalat 2.38 2.57 HOLD 0.6 0.6 0.5 7.4 6.8 6.3 21.3 20.1 19.7

SAT 13.99 U/R U/R 2.1 2.0 2.0 10.5 9.5 8.5 38.1 31.5 24.9

SAVE 12.40 11.50 HOLD 5.3 5.1 5.2 13.2 12.6 12.5 26.3 24.4 25.6

WDF 7.10 8.10 HOLD 1.1 1.0 0.9 10.9 10.4 9.3 19.2 21.1 17.9
 

Source: Intesa Sanpaolo Research estimates 

Luca Bacoccoli 
Research Analyst 
+39 02 8794 9810 
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Consumer Top Pick: Autogrill 
Investment case 

We like Autogrill as: 

 Upside from HMSHost. After a FY14 still impacted by contract fracturing, a non-buoyant 
summer season and some headwinds from food inflation, we think that margin expansion will 
accelerate in North America next year towards the company’s target for a 12% EBITDA 
margin helped by: 1) operating leverage, as we project solid traffic growth on both airport 
and motorway channels favoured by the sharp oil price drop as well as a sound 
outperformance driven by a healthy consumer environment and improved capturing; 2) the 
first concrete positive impact from Foodbuy partnership on sourcing costs, also helped by a 
likely more benign cost environment, and 3) no headwinds from fracturing till 2016, if any;  

 Italy: the moment of truth. 2014 should turn out to be a transitional year. The restructuring 
process announced in 2013 has progressed as AGL exited the unprofitable locations up for 
renewal on the motorways and other channels and implemented a more efficient, less capital-
intensive business model on part of the network. However, while profitability improved yoy, if 
adjusted for one-offs, and motorway sales inverted the negative trend after more than two 
years of contraction, the expected margin recovery failed to fully materialise as the SP1 model 
implementation came late in the year and weather conditions during the peak season were 
not supportive. We believe that the returns from the new business model will start coming 
into action in 2015E supported by: i) a more dynamic industrial activity supporting ‘heavy 
traffic’ growth; and ii) a lower oil price potentially reviving Italians’ desire to use their cars for 
travelling (we expect a combined 1% traffic growth in FY15);  

 Room to expand in Northern Europe and emerging markets. AGL is well on track to 
deliver the expected sales expansion in new geographies, in our view with a specific focus on 
airports and railways, as stated during last year’s investor day. Thanks to its solid balance sheet 
and strong commitment, we think AGL should continue to increase its market share in new 
profitable areas, further accelerating top-line growth. Since September 2013, a sizeable string 
of new awarded contracts were announced. Those should add between EUR 120-140M 
sales/year, once at full regime, diversifying the group’s revenues stream. We believe that room 
to further expand the top-line through new contracts is still ample going forward as several 
contracts are due to expire in Europe as well as in the Middle East and Asia for a combined 
value of approx. EUR 300M;  

 A play on USD appreciation. With a large chunk of the group EBITDA (about 70%) in North 
America, AGL is a good play on the expected USD appreciation as we calculate a more than 
proportional EPS accretion to the dollar strengthening, at almost double the currency change.  

 Consensus too cautious. While management reiterated during the last conference call its 
medium/long term targets (12% EBITDA margin in North America in 2015 and 8% in Italy by 
2017), FY15 consensus suggests a still sceptical stance on management’s ability to meet 
guidance. While we cannot rule out a softer than expected performance in FY14, considering 
it as a transitional year, we view FY15 Factset consensus EBITDA of EUR 350M as too 
conservative, not fully factoring in either the potential margin recovery or the full benefits 
from USD appreciation and we expect the 10% gap between our estimates (we expect a FY15 
EBITDA at EUR 374M) to progressively close as the company delivers throughout the year. 

Valuation 

After several ups and downs, AGL’s stock performance has been flat in the last 12 months, as it 
basically did not react to the company’s overall delivery and improving outlook. We think that with a 
19% EBITDA growth (2015-16E CAGR) and a free cash flow yield close to 10%, AGL is trading at an 
undemanding 6.1x EV/EBITDA, or 35% below the sector average. We reiterate our BUY 
recommendation and target price of EUR 9.20/share, corresponding to a 53% potential 
upside. 

Risks 

The major risks are a further increase in food costs in the US and a sharp drop in Italian traffic. 

Sa
m

ple



 

Equity Sector Report 
18 December 2014 

50 Intesa Sanpaolo Research Department 

 

Autogrill - Key data 

NM: not meaningful; NA: not available; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 9.20 Ord 5.95 49.5 AGL.MITravel&Leisure
Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. ordinary shares (M) 254.4 254.4 254.4 254.4 254.4
No. NC saving/preferred shares (M) 0.00 0.00 0.00 0.00 0.00
Total no. of shares (M) 254.4 254.4 254.4 254.4 254.4
Market cap 849.82 1,268.8 1,512.4 1,512.4 1,512.4
Adj. EPS 0.45 0.35 0.09 0.24 0.36
CFPS 1.8 1.3 0.90 1.1 1.2
BVPS 3.2 1.6 1.7 1.9 2.3
Dividend ord 0 0 0 0.05 0.07
Dividend SAV Nc 0 0 0 0 0
Income statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Sales 6,091.8 3,984.8 3,885.6 4,076.6 4,298.8
EBITDA 589.9 314.0 313.8 374.1 423.7
EBIT 251.9 88.18 118.8 177.8 222.8
Pre-tax income 161.9 35.28 72.96 137.6 188.3
Net income 96.66 87.78 21.97 60.06 91.26
Adj. net income 113.4 87.78 21.97 60.06 91.26
Cash flow (EUR M) 2012A 2013A 2014E 2015E 2016E
Net income before minorities 110.2 99.3 33.6 71.8 103.1
Depreciation and provisions 338.0 225.8 195.0 196.3 200.9
Others/Uses of funds -53.4 -30.0 -3.9 7.6 8.8
Change in working capital 22.5 -173.6 -39.7 22.3 26.2
Operating cash flow 417.3 121.5 184.9 298.0 339.0
Capital expenditure -298.3 1,203.7 -200.0 -201.7 -203.1
Financial investments 0 0 0 0 0
Acquisitions and disposals 0 0 0 0 0
Free cash flow 119.0 1,325.2 -15.1 96.3 136.0
Dividends -71.2 0 0 0 -12.0
Equity changes & Other non-operating items 10.4 -503.2 0 0 0
Net cash flow 58.1 822.0 -15.1 96.3 123.9
Balance sheet (EUR M) 2012A 2013A 2014E 2015E 2016E
Net capital employed 2,343.3 1,117.4 1,166.1 1,141.5 1,108.7
of which associates 0 0 0 0 0
Net debt/-cash 1,494.6 672.6 687.7 591.4 467.4
Minorities 26.4 31.2 42.8 54.5 66.4
Net equity 822.3 413.6 435.6 495.6 574.9
Minorities value 0 0 0 0 0
Enterprise value 2,371.7 2,037.1 2,348.8 2,270.2 2,154.5
Stock market ratios (x) 2012A 2013A 2014E 2015E 2016E
Adj. P/E 7.5 14.5 68.8 25.2 16.6
P/CFPS 1.9 3.9 6.6 5.6 5.0
P/BVPS 1.0 3.1 3.5 3.1 2.6
Payout (%) 56 0 0 0 20
Dividend yield (% ord) 0 0 0 0.8 1.2
FCF yield (%) 14.0 104.4 -1.0 6.4 9.0
EV/sales 0.39 0.51 0.60 0.56 0.50
EV/EBITDA 4.0 6.5 7.5 6.1 5.1
EV/EBIT 9.4 23.1 19.8 12.8 9.7
EV/CE 1.0 1.8 2.0 2.0 1.9
D/EBITDA 2.5 2.1 2.2 1.6 1.1
D/EBIT 5.9 7.6 5.8 3.3 2.1
Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
EBITDA margin 9.7 7.9 8.1 9.2 9.9
EBIT margin 4.1 2.2 3.1 4.4 5.2
Tax rate 31.9 76.8 54.0 47.8 45.2
Net income margin 1.6 2.2 0.6 1.5 2.1
ROCE 10.7 7.9 10.2 15.6 20.1
ROE 12.1 14.2 5.2 12.9 17.0
Interest cover 2.8 1.7 2.6 4.4 6.5
Debt/equity ratio 176.1 151.2 143.8 107.5 72.9
Growth (%) 2013A 2014E 2015E 2016E
Sales -34.6 -2.5 4.9 5.5
EBITDA -46.8 -0.0 19.2 13.2
EBIT -65.0 34.7 49.7 25.3
Pre-tax income -78.2 NM 88.6 36.9
Net income -9.2 -75.0 NM 51.9
Adj. net income -22.6 -75.0 NM 51.9
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Industrials: Neutral  

Sector view and valuation 

For Italian Industrial companies, we expect the market outlook to remain mixed. 

In the capital goods segment, we expect a still weak trend in Agricultural Equipment with a 
decline in 2015E of 10%-15%. In Construction Equipment industry volumes should continue to 
recover in more mature markets (such as NAFTA and EMEA) while we still see some weakness in 
developing countries. As for the truck segment, we view as feasible a mid single-digit growth of 
the European market in line with the progressive recovery of EU GDP.  

For the more cyclical industrial businesses, such as cables for T&I, Industrials and Power 
Distribution, we are expecting a steady increase in volumes (as in 2014) but we assume a tough 
pricing outlook, thus hindering a recovery in operating margins. 

For those industrial activities whose growth relies on the capex of regulated businesses and oil, 
we envisage a depressed scenario for oil related companies and a flat trend for utility-related 
groups as we are not expecting a recovery in capex from utilities. 

Among industrial business, we believe that Shipbuilding shows the most promising prospects, in 
particular the Cruise segment which, after the strong contractions of the last few years both in 
term of volumes and pricing, now seems to have entered a new positive growth cycle.  

Finally, in A&D, after the recent pressure from cuts in Defence Budgets, the 2015 outlook should 
mirror that of 2014, characterised by a still sound trend in Civil activities. In this context, we 
expect a still positive trend in helicopters and the aeronautic industry, while we see more 
pressure in military activities excluding some positive spill-over effects from the Stability Law 
approved by the Italian government.  

Sector drivers 

 Looking for efficiencies: in a context of still depressed pricing and insufficient volume 
increases to saturate current production capacity in most industrial sectors, the main growth 
drivers for Industrial companies will once again be cost cutting, the rationalisation of the 
manufacturing footprint, the reduction of corporate costs and the optimisation of the supply 
chain. An aggressive pursuit of efficiencies should allow Italian industrial companies to save 
and in some cases even improve their operating margins; 

 Consolidation trend ahead: with some differences between the segments, we believe most 
industrial cyclical businesses could be subject to a consolidation trend. We would expect M&A 
actions in particular in the shipbuilding, cable and transportation businesses and in A&D 

Sector multiples 

Industrials – Sector ratings and key multiples 
Name Price Target Price Recommendation EV/EBITDA 

2014
EV/EBITDA 

2015
EV/EBITDA 

2016
EV/EBIT 

2014
EV/EBIT 

2015
EV/EBIT 

2016 
P/E 

2014 
P/E

2015
P/E

2016
Ansaldo STS 8.34 8.5 Add 9.9 9 8.3 11.2 10.2 9.4 19.9 19.5 18.5
CNH Industrial 6.27 7.5 Add 4.9 4.5 4 7 6.3 5.2 13.1 11.9 9.6
Fincantieri 0.74 0.8 Buy 4.9 4 3.4 7.5 5.9 4.8 20.7 12.7 9
Finmeccanica 7.59 9.5 Buy 5.5 5 4.4 11.9 10.4 8.3 21.5 15.8 10.6
Prysmian 14.9 16.9 Add 9.9 7.4 6.7 15 10 8.9 19.5 12.9 11
 

A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

 

Monica Bosio 
Research Analyst 
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Industrial Top Pick: Finmeccanica 
Investment case 

We included Finmeccanica in our 2015 selected list, as we view Finmeccanica as one of the most 
appealing turnaround stories within the Italian stock market and the A&D sector overall. The 
group’s divisionalisation and recent guidance upgrade shows the strong commitment by the 
new CEO, not only in significantly reducing the group’s cost structure but also in transforming 
Finmeccanica into a true A&D group, focused on those areas where it can excel/stand out. 

In this context, we believe that management’s credibility is now tied to the good execution of 
the disposal of the transportation assets which, in our opinion, represents an initial but 
significant step in the group’s turnaround story. For this reason, despite the disappointments 
related to the ongoing delays, we positively view the presentation of an  offer on Breda and STS 
from Insigma. Although it appears that Hitachi has not yet presented a binding offer we still 
expect a positive outcome of the disposal process, with Finmeccanica taking a final decision on 
this by year end. While we do not envisage a particularly appealing offer on STS, the effective 
disposal of the transportation business would ensure the deconsolidation of Breda and its 
related net debt along with a cash-in from STS. We think the finalisation of the deal should 
revamp the credibility of top management, provide a breather to the group’s stretched financial 
position and, last but not least, enable the group to give greater confidence to the industrial 
plan to be presented in late January 2015.  

We expect the industrial plan to be structured on two main pillars: 

 An aggressive cost reduction plan on top of the already-announced cost-cutting plan of EUR 
330M. We highlight that in 3Q14 we were favourably impressed by the good execution in 
corporate cost reduction. In 3Q, in fact, corporate costs were reduced by roughly EUR 15M 
and by year-end management estimates a total reduction of EUR 25/30M. The group has 
accelerated the cost-cutting actions on headquarter costs in 2H and plans to deliver a 20% 
reduction overall;  

 The identification of core activities and the disclosure of those where Finmeccanica could 
engage in a disposal process or in other M&A actions. We believe that the group’s new 
philosophy relies on enhancing the group’s positioning in those areas where it has an effective 
control and market positioning, such as helicopters, avionics and services. This might translate 
into: 1) the disposal of the MBDA stake; 2) some assets switch/redefinition of the perimeter in 
the space segment where the group now has two joint ventures; 3) a definitive decision on 
DRS (although we consider a disposal as unlikely); 4) a choice between ATR (i.e. the turboprop 
aircrafts) and the Russian JV Sukhoi (focused on regional jets); and 5) a greater division 
between military and naval operations. All these actions (or even just a part of them) could 
help unlock a significant hidden value within the group, in our view.  

Valuation  

Despite highlighting the relatively high risk profile of the stock whose upside potential relies on 
the finalisation of the disposal of the transportation and on a future solid execution ahead as for 
the rest of the group, we remain Buyers on Finmeccanica with a target price of EUR 
9.50/share while awaiting the new business plan. 

Risks 

The main downside risks are: 1) delays or failure to dispose of the transportation businesses due 
to weak execution; 2) a lack of acquisition of significant contracts abroad and a stronger than 
expected volumes contraction in Defence Security electronics along with a lack in profitability 
recovery and higher restructuring charges/provisions also related to Selex; 3) a weaker 
performance by Helicopters; and 4) a potential reinforcement of the capital structure, also 
through a convertible, even with the disposal of the transportation business. 
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Finmeccanica - Key data 

NM: not meaningful; NA: not available; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 9.50 Ord 7.62 69.8 SIFI.MIAerospace & Defence
Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. ordinary shares (M) 578.2 578.2 578.2 578.2 578.2
No. NC saving/preferred shares (M) 0.00 0.00 0.00 0.00 0.00
Total no. of shares (M) 578.2 578.2 578.2 578.2 578.2
Market cap 2,015.8 2,571.2 4,405.5 4,405.5 4,405.5
Adj. EPS 0.63 -0.91 0.35 0.48 0.71
CFPS -0.43 1.1 1.3 1.5 1.7
BVPS 6.0 6.1 6.2 6.4 6.8
Dividend ord 0 0 0.08 0.12 0.21
Dividend SAV Nc 0 0 0 0 0
Income statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Sales 17,218.0 16,032.9 13,501.6 13,861.7 14,289.1
EBITDA 1,593.0 1,574.0 1,648.2 1,781.8 1,982.6
EBIT -531.0 46.00 755.2 860.6 1,054.3
Pre-tax income -854.0 264.0 288.3 413.9 625.3
Net income -834.0 28.00 124.1 197.0 332.6
Adj. net income -834.0 -524.0 204.1 277.0 412.6
Cash flow (EUR M) 2012A 2013A 2014E 2015E 2016E
Net income before minorities -792.0 74.0 170.1 243.0 378.6
Depreciation and provisions 587.0 625.0 643.0 671.2 678.3
Others/Uses of funds 1,032.9 560.8 -241.1 246.6 251.1
Change in working capital -7.8 -336.2 -548.2 91.3 100.0
Operating cash flow 820.0 923.6 23.9 1,252.0 1,408.0
Capital expenditure -750.0 -867.0 -1,008.9 -1,116.9 -1,125.1
Financial investments 0 0 0 0 0
Acquisitions and disposals 0 0 0 0 0
Free cash flow 70.0 56.6 -985.0 135.1 282.8
Dividends 0 0 0 -44.7 -70.9
Equity changes & Other non-operating items 0 0 0 0 0
Net cash flow 70.0 56.6 -985.0 90.4 211.9
Balance sheet (EUR M) 2012A 2013A 2014E 2015E 2016E
Net capital employed 7,090.6 7,064.0 8,137.2 8,187.0 8,212.0
of which associates 0 0 0 0 0
Net debt/-cash 3,372.6 3,316.0 4,301.0 4,210.6 3,998.7
Minorities 244.7 246.6 255.4 269.4 293.6
Net equity 3,473.4 3,501.4 3,580.9 3,706.9 3,919.8
Minorities value 0 0 0 0 0
Enterprise value 5,530.4 6,068.3 9,020.7 8,936.3 8,734.2
Stock market ratios (x) 2012A 2013A 2014E 2015E 2016E
Adj. P/E 5.6 Neg. 21.6 15.9 10.7
P/CFPS Neg. 3.9 5.7 5.1 4.4
P/BVPS 0.58 0.73 1.2 1.2 1.1
Payout (%) 80 72 64 60 60
Dividend yield (% ord) 0 0 1.0 1.6 2.7
FCF yield (%) 3.5 2.2 -22.4 3.1 6.4
EV/sales 0.32 0.38 0.67 0.64 0.61
EV/EBITDA 3.5 3.9 5.5 5.0 4.4
EV/EBIT Neg. NM 11.9 10.4 8.3
EV/CE 0.78 0.86 1.1 1.1 1.1
D/EBITDA 2.1 2.1 2.6 2.4 2.0
D/EBIT Neg. 72.1 5.7 4.9 3.8
Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
EBITDA margin 9.3 9.8 12.2 12.9 13.9
EBIT margin -3.1 0.3 5.6 6.2 7.4
Tax rate 7.3 72.0 41.0 41.3 39.5
Net income margin -4.8 0.2 0.9 1.4 2.3
ROCE -7.5 0.7 9.3 10.5 12.8
ROE -21.5 0.8 3.5 5.4 8.7
Interest cover -1.5 0.1 1.6 1.9 2.5
Debt/equity ratio 90.7 88.5 112.1 105.9 94.9
Growth (%) 2013A 2014E 2015E 2016E
Sales -6.9 -15.8 2.7 3.1
EBITDA -1.2 4.7 8.1 11.3
EBIT NM NM 14.0 22.5
Pre-tax income NM 9.2 43.6 51.1
Net income NM NM 58.7 68.8
Adj. net income 37.2 NM 35.7 49.0
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Insurance: Positive 

Sector view and valuation 

In 9M14 non-life profitability remained strong, still benefiting from a low Motor claim 
frequency, more than offsetting the negative trend in premiums, which were down 3.1% yoy  
(-6.2% for Motor). Life business showed a significant growth in premiums (+32% yoy at end-
September and +45-50% for new life business at end-October). Our 2015E estimates on 
covered companies factor in a worsening combined ratio (with the exception of Generali, which 
is implementing a group restructuring process and has a diversified geographic presence), as we 
would not expect Motor claims to further decline and we still see pressure on premiums. At the 
same time, we incorporate a positive trend in life premiums (albeit at a lower pace vs. the 
annual increase recorded in 2013 and 2014) and net inflows, while factoring in pressure on 
profitability due to the current low interest rate environment, which penalises investment yields. 
We have a Positive view on the insurance sector as the average of Italian insurance 
companies shows undemanding multiples in terms of 2015E and 2016E P/E and 2016E 
P/tangible book. In addition, 2015 should be characterised by significant P&L synergy delivery as 
the 2012-15 business plan for Unipol group terminates and Generali synergies should be in full 
swing between 2015 (EUR 750M targeted) and 2016 (EUR 1Bn targeted): we see an adj. EPS 
2015E yoy growth of 11.3% for Generali and 13.7% for UnipolSai, the latter supporting 
Unipol’s earnings’ growth, which should also benefit from the banking’s cost of risk normalising 
in 2016E. Our top-pick selection includes: (i) Generali as, after having restored the capital 
position also through the completion of the planned disposals (almost EUR 4Bn cash-in), 
management should now focus on P&L synergy delivery and cash returns for shareholders, with 
an estimated increase in the dividend pay-out; (ii) Unipol, which should benefit from an 
increased free-float and liquidity due to the proposed conversion of preferred shares into 
ordinary and reduced holding discount applied by the market, following the streamlining of the 
shares’ categories (UnipolSai and Unipol). 

Sector drivers 

 Motor premiums’ level: we see this as the key driver of P&C premiums’ trend; 

 Motor claims’ frequency: while claims frequency should not decline further in our view, we 
expect it to remain at a low level, thus continuing to support non-life technical profitability; 

 Interest rate level: the current low-yield environment should continue to support life 
premiums and net inflows. However, it should have a negative impact on profitability; 

 Capital strengthening, ahead of Solvency 2 implementation in 2016: IVASS has recently 
invited insurance companies to pay attention to dividend policies and management’s variable 
compensation, in light of the need for capital strengthening. However, we would not expect 
our DPS estimates (basically in line with companies' dividend policy guidance) to be at risk. 

Italian Insurance sector – Peers comparison 
 Adj. P/E (x) P/TBV (x) RoTE (%) 

 2014E 2015E 2016E 2014E 2015E 2016E 2014E 2015E 2016E
Generali* 11.3 10.2 9.6 1.60 1.43 1.32 15.7 14.8 14.4
UnipolSai* 9.4 8.3 7.2 1.15 1.11 1.05 14.3 12.2 13.6
Unipol* 5.9 5.7 4.8 0.74 0.70 0.66 11.6 10.9 12.9
Cattolica* 10.2 9.1 7.2 0.59 0.58 0.57 6.7 6.1 7.4
Vittoria* 7.8 7.3 6.9 1.18 1.04 0.92 16.1 15.2 14.1
Italian average 8.9 8.1 7.1 1.05 0.97 0.90 12.9 11.8 12.5
Allianz 9.3 9.4 9.2 1.22 1.12 1.06 13.2 11.9 11.5
Axa 8.6 8.1 7.6 1.09 1.01 0.95 12.7 12.5 12.5
Zurich 11.9 10.6 10.2 1.42 1.39 1.38 12.0 13.0 13.6
AEGON 9.9 7.9 7.4 0.68 0.65 0.61 6.9 8.2 8.3
Vienna Insurance Group 11.0 9.9 9.4 1.35 1.26 1.18 12.3 12.8 12.5
Mapfre 9.3 8.5 8.1 1.46 1.34 1.23 15.7 15.9 15.3
Munich Re 8.7 9.1 8.9 1.05 0.99 0.94 12.0 10.9 10.6
European average  9.8 9.1 8.7 1.18 1.11 1.05 12.1 12.2 12.0
 

E: estimates. Source: *Intesa Sanpaolo Research and Factset 

Elena Perini 
Research Analyst 
+39 02 8794 9814 
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Insurance Top Pick: Generali 

Investment case 

We like Generali due to the following points: 

 Well-on-track to deliver 2013-15 Business Plan targets. Most of the targets set for 2015 
have been achieved a year in advance, like planned disposals (approx. a EUR 4Bn cash-in) and 
Solvency I above 160%. The group is on-track to achieve other targets, including cost savings 
and reducing leverage, with interest cover targeted at approx. 7x, while, regarding the 
operating RoE target (13%), the group is ahead of schedule. The next stage of the group’s 
strategic vision will be presented in May 2015. 

 2015: the year of synergy delivery. After having restored its capital position (Solvency I 
169% on a pro-forma basis at end-September 2014, from 145% at end-2012 and 141% at 
end-2013), management can now focus on synergy delivery (EUR 750M targeted in 2015, up 
to EUR 1Bn in 2016) and cash generation, in order to enhance returns for shareholders.  

 Room to increase dividend policy. In the recent Investor Day, management confirmed that, 
following the successfully completed balance sheet strengthening, Generali can now remove 
the 40% ceiling for the dividend policy. Our 2014E-16E DPS estimates factor in an average 
dividend payout of 50% (46.5% 2014E, up to 55% 2016E).  

 Geographic diversification. Italy still represents the main market for the group, which 
however is well-diversified (in 9M14 Italian contribution to gross direct premiums was approx. 
30%, up to more than 40% in terms of operating profit).  

Valuation 

Our target price of EUR 20.60 derives from a SoP model. At the current market price, Generali 
continues to show a premium of approximately 25% to the 2015 and 2016 P/E of Axa, while it 
trades basically in line with the average 2015 and 2016 P/E of Allianz and Zurich (source: Factset 
for European peers). We do not consider Generali’s current multiples as expensive, as the 
turnaround process started in 2013 has produced the first delivery in terms of balance sheet 
strengthening and we expect it to give significant results in terms of synergies and dividend 
distribution starting from 2015.  

Risks 

We see the main risks to our investment case as: 1) generic ones, represented by: (a) a slower 
than expected economic recovery at the European level; (b) a potential widening of the BTP-
Bund spread, also given the EUR 59.7Bn held in Italian government bonds at end-September; 
and (c) the impact on profitability from competition and changes in regulation; and 2) specific, 
which can be summarised in the following points: (i) the achievement of planned economic 
targets; (ii) potential US fines related to BSI, included in the price adjustment mechanism for its 
disposal agreement; and (iii) risk of overhang from existing shareholders, which however does 
no more relate to the stake held by Fondo Strategico Italiano (in July FSI placed a 1.913% of 
Generali’s capital through an ABB, while the remaining 2.569% stake was already subject to 
hedging transactions and related stock lending activity).   
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Generali - Key data 

NM: not meaningful; NA: not available; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 20.60 Ord 16.27 67.3 GASI.MIInsurance
Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. ordinary shares (M) 1,556.9 1,556.9 1,556.9 1,556.9 1,556.9
Total no. of shares (M) 1,556.9 1,556.9 1,556.9 1,556.9 1,556.9
Adj. EPS 0.84 1.21 1.44 1.60 1.70
BVPS 12.21 12.70 14.80 16.01 16.91
NAVPS 7.57 8.10 10.20 11.41 12.31
DPS-ordinary shares 0.20 0.45 0.60 0.75 0.90
Dividend payout (%) NM 36.6 46.5 48.4 54.5
Income Statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Total premiums 66,572.0 66,054.0 66,808.3 68,564.1 70,295.8
Non-life underwriting result 803.0 836.0 1,137.3 1,249.3 1,268.1
Operating income 3,889.0 4,115.0 4,707.4 4,872.4 4,962.6
Non-life operating income 1,561.0 1,615.0 1,951.3 2,059.7 2,085.4
Life operating income 2,534.0 2,645.0 2,904.1 2,977.3 3,022.8
Investment income -189.0 808.0 2,951.3 2,830.0 2,813.1
Net income 95.0 1,915.0 2,008.6 2,412.3 2,571.3
Adjusted net income 1,306.2 1,886.0 2,241.4 2,495.3 2,650.2
Balance sheet and other (EUR M) 2012A 2013A 2014E 2015E 2016E
Net investments 374,074.0 384,645.0 426,432.5 428,382.5 437,797.5
Net technical reserves 344,381.0 356,233.2 376,426.5 385,047.5 390,426.0
Net technical reserves non-life 30,580.0 29,533.0 30,552.9 31,261.6 31,471.1
Net technical reserves life 317,781.0 329,274.0 345,873.6 353,785.9 358,954.9
Life net inflows 3,541.0 8,701.0 11,220.0 9,200.0 8,350.0
Excess of investments 29,693.0 28,411.8 50,006.0 43,335.0 47,371.5
Net invested capital 34,961.0 34,155.0 36,247.2 37,735.3 39,190.3
Financial debt 13,234.0 12,750.0 12,200.0 11,700.0 11,700.0
Shareholders' net equity 19,013.0 19,778.0 23,041.7 24,919.8 26,323.5
Excess capital 8,200.0 7,300.0 11,506.9 13,624.2 14,650.8
Stock Market Ratios (x) 2012A 2013A 2014E 2015E 2016E
P/E 188.7 11.9 12.6 10.5 9.9
Adj. P/E 13.5 12.0 11.3 10.2 9.6
P/BVPS 0.93 1.15 1.10 1.02 0.96
P/NAV 1.50 1.80 1.60 1.43 1.32
Dividend yield (% ord) 1.8 3.1 3.7 4.6 5.5
Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
Gross premiums life/total premiums 69.1 68.3 69.1 69.3 69.2
Net retention total business 91.2 92.0 95.3 92.7 92.1
Net loss ratio (non life) 68.7 68.4 66.8 66.8 66.8
Net expense ratio (non-life) 27.1 27.1 26.9 26.7 26.6
Net combined ratio 95.9 95.5 93.7 93.5 93.4
Cover ratio 154.6 149.0 164.3 163.3 163.1
Life expense ratio 11.5 10.8 10.1 9.9 9.9
Tax rate 79.9 34.2 35.2 33.5 33.1
ROE 6.8 9.7 10.5 10.4 10.3
RONAV 11.1 15.5 15.7 14.8 14.4
Net profit/total reserves 0.4 0.5 0.6 0.7 0.7
Solvency 145.8 140.8 162.8 176.8 181.4
Leverage 40.7 39.5 35.5 34.7 33.7
Interest coverage (x) 3.3 4.2 5.7 6.5 7.1
Revenues breakdown (EUR M) 2012A 2013A 2014E 2015E 2016E
Non-life premiums 20,596.0 20,939.0 20,654.9 21,043.6 21,618.1
Life premiums 45,976.0 45,115.0 46,153.4 47,520.5 48,677.7
Growth (%) 2013A 2014E 2015E 2016E
Adj. EPS 44.4 18.8 11.3 6.2
Non-life premiums 2.5 -1.8 1.9 2.7
Life premiums -1.9 2.3 3.0 2.4
Non-life reserves -3.4 3.5 2.3 0.7
Life reserves 3.6 5.0 2.3 1.5
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Insurance Top Pick: Unipol 

We like Unipol for the following reasons: 

 Lower holding discount ahead. We believe that the streamlining of the shares categories 
(the proposed mandatory conversion of preferred shares into ordinary shares has the 
advantage of increasing the free float and improving Unipol’s shares’ liquidity), taking place 
also at the level of the controlled company UnipolSai, should contribute to lower the holding 
discount applied by the market to Unipol's share price. According to our calculations, the 
average holding discount was close to 30% in the past six months and approx. 25% in the 
past twelve months, with a decline of approx. 5pp in the last fifteen days, following the 
announcement of the mandatory conversion proposals regarding UnipolSai’s sav. A and sav. B 
and Unipol’s preferred shares.  

  Attractive dividend yield. Our 2014E EUR 0.28 dividend for ordinary share and EUR 0.30 
for preferred shares (we highlight that the conversion of preferred shares will become 
effective ex-dividend) implies a dividend yield of 7% and 7.7% respectively.  

 Sound results from insurance business excl. UnipolSai: Linear, Unisalute and ARCA 
Assicurazioni in the P&C business altogether show a strong technical profitability, with a 
combined ratio of direct business at 85.4% in 9M14, stable vs. 9M13: Arca Vita in the life 
business showed a net inflow of EUR +667M in 9M14, up from EUR +384M in 9M13.  

 De-risking of structured portfolio. During 2013 and 9M14 investments in Level 2 and Level 
3 structured products were reduced by approx. EUR 2.4Bn, driving the residual book value for 
Unipol group to EUR 2.9Bn, with a limited potential unrealised loss of only EUR 50M. 

 Banking business: first signs of improvement in 2014. After weighing on 2013 and 
2014YTD results (522 bps cost of risk in 2013 and 262bps – annualised - in 9M14, including 
the provisions recorded at the holding company), the credit portfolio review of the banking 
business has now opened the door to a more resilient situation, with the coverage ratio on 
total doubtful loans up to 41.7% at end-September 2014 from 32.4% at September 2013 
and 37.2% at end-December 2013, and the coverage ratio on non-performing loans (NPLs) 
up to 52.8% at end-September 2014, from 50.2% at the end of 2013. The pre-tax loss of the 
banking business was down to EUR 108M in 9M14 from EUR -292M in 9M13. 

Valuation 

Our target price of EUR 5.40 derives from a SoP model, with a separate valuation of 63.41% 
stake in UnipolSai’s ordinary capital and the 67.75% stake held in UnipolSai sav. B capital 
(factoring into our target prices of EUR 2.50/share for ordinary and EUR 2.53/share for savings 
B), the banking business and other insurance activities. Our valuation model also takes into 
account the net debt of the UGF holding company (which we estimate at EUR 400M, 
considering a gross cash position of approx. EUR 500M and EUR 898M senior debt at end-
September, source: Company data). We apply an holding discount to our Unipol’s SoP valuation, 
which we have reduced to 15%, as we expect benefits from the proposed streamlining of the 
share categories at both UnipolSai and Unipol. 

Risks 

We see the main generic risks to our valuation as: 1) generic ones, represented by (a) a slower 
than expected macroeconomic recovery in Italy; (b) changes in short-term interest rates; (c) a 
drop in government bond prices; and (d) regulatory changes affecting the operational and 
competitive scenario in the Italian insurance sector; 2) specific relating to: (i) the execution of the 
business plan; (ii) a potentially negative impact on the solvency ratio coming from possible losses 
on assets (e.g. structured products: however, during 2013 and 9M14 Unipol group has 
implemented a significant de-risking process of the related portfolio); (iii) the still negative 
scenario for the real estate sector; (iv) the issue represented by Unipol Banca’s asset quality and 
credit portfolio review; and (v) potential legal issues arising from the Milan and Turin prosecutors 
still investigating the former Fon-SAI accounts and management and the merger with Fondiaria-
SAI. 

Sa
m

ple



 

Equity Sector Report 
18 December 2014 

58 Intesa Sanpaolo Research Department 

 

 

Unipol - Key data 

NM: not meaningful; NA: not available; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 5.40 Ord 4.02 44.1 UNPI.MI

Pref 5.42 Pref 3.91
Insurance

Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. ordinary shares (M) 444.0 444.0 444.0 444.0 444.0
No. preferred shares (M) 273.5 273.5 273.5 273.5 273.5
Total no. of shares (M) 717.5 717.5 717.5 717.5 717.5
Adj. EPS 0.43 -0.03 0.68 0.70 0.84
BVPS 7.40 7.55 8.51 8.84 9.19
NAVPS 3.75 4.43 5.44 5.77 6.13
DPS-ordinary shares 0.15 0.16 0.28 0.40 0.50
DPS-preferred shares 0.17 0.18 0.30 0.42 0.52
Dividend payout (%) 36.9 -156.72 50.1 66.5 66.2
Income Statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Total premiums 16,806.0 16,840.2 17,752.1 17,054.2 17,187.4
Non-life underwriting result -434.2 289.1 541.8 404.2 441.8
Pre-tax income 673.1 520.5 1,087.1 1,067.7 1,300.6
Non-life pre-tax income -338.9 865.1 1,124.8 845.5 810.8
Life pre-tax income 600.8 513.8 290.0 346.3 503.2
Investment income 2,387.7 1,267.7 2,061.2 1,682.9 1,728.9
Net income 306.5 -77.3 411.6 439.5 549.9
Adjusted net income 306.5 -19.9 490.3 503.5 605.8
Balance sheet and other (EUR M) 2012A 2013A 2014E 2015E 2016E
Net investments 67,724.5 69,072.4 68,387.8 68,415.9 68,737.4
Net technical reserves 56,456.0 56,875.3 65,554.2 66,741.6 66,980.8
Net technical reserves non-life 19,815.6 18,583.3 17,350.0 16,750.0 17,250.0
Net technical reserves life 36,640.4 38,292.0 48,204.2 49,991.6 49,730.8
Life net inflows -4,031.0 186.0 1,900.0 1,100.0 1,000.0
Excess of investments 11,268.5 12,197.1 2,833.6 1,674.3 1,756.6
Net invested capital 11,313.7 10,832.3 12,286.1 12,603.5 12,985.1
Financial debt 4,049.2 3,351.3 3,480.0 3,480.0 3,480.0
Shareholders' net equity 5,308.3 5,414.1 6,106.1 6,339.2 6,596.7
Excess capital 1,522.9 1,915.2 3,293.8 3,490.4 3,750.0
Stock Market Ratios (x) 2012A 2013A 2014E 2015E 2016E
P/E 2.8 -26.0 7.0 6.6 5.2
Adj. P/E 7.6 -101.0 5.9 5.7 4.8
P/BVPS 0.44 0.37 0.47 0.45 0.44
P/NAV 0.87 0.63 0.74 0.70 0.66
Dividend yield (% ord) 4.6 5.8 7.0 10.0 12.4
Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
Gross premiums life/total premiums 36.7 41.5 50.2 54.3 54.2
Net retention total business 97.3 97.4 97.8 97.8 97.9
Loss ratio direct business 77.9 69.1 67.4 68.4 68.6
Expense ratio direct business (non-life) 23.2 23.7 26.1 26.0 25.1
Combined ratio direct business 101.0 92.8 93.5 94.4 93.7
Cover ratio 186.4 188.5 196.1 215.1 218.9
Life expense ratio 4.6 4.2 4.4 4.3 4.2
Tax rate 30.0 63.6 37.0 34.7 34.2
ROE 7.8 -1.4 7.1 7.1 8.5
RONAV 19.5 -2.6 11.6 10.9 12.9
Net profit/total reserves 0.5 -0.1 0.6 0.7 -0.3
Solvency 144.3 158.2 175.5 181.7 187.4
Leverage 35.8 30.9 28.3 27.6 26.8
Revenues breakdown (EUR M) 2012A 2013A 2014E 2015E 2016E
Non-life premiums 10,631.0 9,857.2 8,849.1 7,788.5 7,879.7
Life premiums 6,175.0 6,983.0 8,903.0 9,265.7 9,307.7
Growth (%) 2013A 2014E 2015E 2016E
Adj. EPS NM NM 2.7 20.3
Non-life premiums -7.3 -10.2 -12.0 1.2
Life premiums 13.1 27.5 4.1 0.5
Non-life reserves -6.2 -6.6 -3.5 3.0
Life reserves 4.5 25.9 3.7 -0.5
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assume a translation effect of a USD appreciation vs. EURO similar to our simulated increase in 
EPS of the companies mentioned above.  

Simulation of USD exposure  
 USD exposure 2015E net revenues USD exposure2015E EBITDA 2015E EPS chg if USD -10% appreciation 

(%)
Elica 14 NA 3
Prima Ind. 17 NA 3
Fidia 15 NA 4
Eurotech 33 NA 7
Biesse 14 NA 2
Isagro 25 NA 9
Panaria 33 NA 19
d'Amico 100 100 10
 

NA: not available; Source: Intesa Sanpaolo Research elaboration  

In our oil price simulation, we identified a few companies which could benefit either from a 
decrease in fuel prices or a decrease in energy costs: 

 Fuel price reduction: given its extensive distribution fleet, a fuel price reduction would impact IVS 
with a potential 3.5% positive impact on FY15E net profit in our simulation. MARR, which also has 
an extensive distribution fleet, should have no direct or indirect savings on fuel costs as the 
distribution fleet is operated via third parties and fuel price changes are not included in the 
contract’s parameters. The shipping market (d’Amico), should benefit from the decrease in the oil 
price which should support both the overall product tanker's profitability in the short term 
(reducing the bunkering charges) and a growth in tonne/mile demand. However, the rapid 
adaptability of this market to price changes, makes it difficult to quantify the impact; 

 Energy cost reduction: Zignago Vetro, whose energy costs account for approximately 25% 
of total operating costs, should benefit significantly in FY15R from an approximate 6/9% 
reduction in energy costs. We calculate a 5% positive impact on FY15E net profit.  

Simulation of oil price exposure 
 2015E EPS chg (%) if oil price declines by 10% Comments
IVS 3.5 The company spends around EUR 5M in fuel 
Zignago Vetro 5 Energy costs should decrease from 25% to 23% of revenue 
 

Source: Intesa Sanpaolo Research elaboration 
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Mid&Small Caps universe - Ratings and key multiples  
x Price TP EV/EBITDA P/E 
  (EUR/sh) (EUR/sh) Rating 2015E 2016E 2015E 2016E
BE 0.48 0.67 Buy 5.4 4.5 17.2 12.3
Biesse 8.55 10.00 Buy 5.0 4.0 14.0 9.4
Cerved Group 4.20 5.40 Add 7.9 7.5 13.9 12.8
Centrale del Latte di Torino 2.70 3.13 Hold 8.3 8.0 23.4 19.6
d'Amico International Shipping 0.40 0.76 Buy 8.4 8.0 NM 10.6
DeLclima 1.82 1.89 Buy 6.0 5.3 14.0 12.9
Elica 1.61 2.80 Buy 4.4 3.6 12.4 8.8
Engineering 37.59 52.43 Buy 3.6 3.4 10.2 9.6
Esprinet 5.28 7.12 Add 6.0 5.6 9.5 8.7
Eurotech 1.59 2.80 Buy 3.2 2.1 13.8 10.0
Fidia 2.85 3.50 Add 5.0 3.8 18.2 13.1
Banca Finnat 0.41 0.65 Buy NA NA 26.9 25.5
Irce 1.75 2.85 Buy 3.9 3.2 5.0 4.0
Isagro 1.44 2.51 Buy 4.8 3.7 16.4 8.6
Italia Independent 32.49 39.60 Add 8.5 6.2 23.1 14.1
IVS Group 6.90 9.90 Add 6.4 5.5 26.8 19.4
Juventus FC 0.22 0.25 Add 7.9 5.7 -12.3 NM
La Doria 7.37 9.00 Buy 6.6 6.2 10.1 9.2
MARR 13.40 15.00 Add 10.3 10.0 16.7 16.0
Molmed 0.44 1.36 Buy -0.1 -0.7 0.9 3.3
Noemalife 4.67 5.66 Add 4.5 3.4 16.8 11.4
Panariagroup 1.15 1.79 Buy 4.9 4.3 18.5 12.1
Prima Industrie 12.99 20.75 Buy 4.8 3.9 9.0 7.3
Rosetti Marino 35.90 NO TP NO RATING 3.5 2.8 12.3 9.7
Triboo Media 3.64 6.78 Buy 6.9 5.7 16.3 14.7
Valsoia 14.88 16.90 Buy 8.1 7.9 14.6 14.1
Zignago Vetro 4.80 5.89 Add 7.2 6.6 16.0 14.2
 

Priced at 15/12/2014; NA: not available; NM: not meaningful;  Source: Intesa Sanpaolo Research estimates 
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Oil&Gas: Negative 

Sector view and valuation 

We have a negative stance on the sector overall, across the different sub-sectors of our coverage 
universe: E&P and Integrated Oils, Engineering and Oil Field Services (OFS) and Refining business, 
due to the expected negative oil price trend, lower upstream capex and weak refining business. 
Our oil price estimates point to a Brent price of around USD 70/bbl in 1H15E, moderately 
increasing in 2H (for an average FY15E of around USD 72/bbl vs. USD 100/bbl in 2014E). For 
2016E, we estimate an average oil price of around USD 75/bbl. 

Sector drivers for E&P and Integrated O&G 

We expect the oil price to decrease in 2015E vs. 2014E, as follows:  

 Modest demand increase; OPEC not to cut supply. In the December Oil Market Report, 
IEA cut its demand growth forecast by around 230kbpd to approx. 0.9mmb/d for 2015, with 
a modest increase to 93.3mmb/d next year, from 92.4mmb/d in 2014. However, while our 
macroeconomists expect a global GDP growth of 3.6% yoy in 2015E, driving oil consumption 
slightly up, OPEC’s recent announcement not to cut production could keep pressure on the oil 
price. The next OPEC meeting (not scheduled before June 2015), could potentially affect the 
commodity price for all of 1H15. A still positive GDP growth in other fast-growing countries is 
crucial for oil demand and prices, in our view. China purchases for oil re-stocking are unlikely 
to help tackle the expected oil price weakness. A stable context in the industrial and power 
generation sector in Italy could dampen both gas prices and demand in 2015. On forex, our 
macroeconomists expect a revaluation of the USD vs. EUR currency the next year (1.21x avg. 
FY15E), which could potentially push oil prices further down. 

Sector drivers for Oil Field Services 

In Oil Field Services, we expect the sector to be mainly driven by:  

 Risks of upstream/downstream lower development capex: we expect oil companies to 
revise their capex plans in 2015E due to the oil price weakness; we see E&P companies tackling the 
lower cash inflows from oil sales by cutting capex in 2015E, at first; we would not exclude that 
companies could potentially cut dividends if no other corporate actions can be taken in order to 
maintain credit ratings (asset disposals, for instance). We believe that the greaterst risks of capex 
cuts could be in the large-size upstream projects (mainly offshore) and drilling activities. Oil price 
has a lower correlation to downstream profitability but we would not rule out that capex cuts could 
also affect the Engineering companies in the downstream business (refining and petchem areas).  

 Fleet day-rates: if the macroeconomic environment does not change dramatically, we expect 
fleet day-rates to slightly decrease for the assets not contracted yet, due to higher 
competition. We believe that the capacity and quality of the field development assets, coupled 
with strong know-how and technologies, are crucial for operators to maintain market share.  

Sector drivers for Refining 

 Refining margins: short-term easing, under pressure on structural oversupply. We 
expect the Refining business sector to ease in the short term, mainly thanks to the oil price 
downwards trend. Lower commodity prices could enhance transportation fuel consumption, 
which could open up positive differentials in the diesel/gasoline versus fuel oil price and mid-
distillate crack spreads. The 4Q14 throughput estimate has been revised sharply upwards since 
the last report by IEA, to 78mmb/d, as refiners apparently took advantage of healthy margins, 
ahead of a flurry of refinery start-ups expected in early-2015. However, overall we see FY15E 
refining margins suffering from global oversupply.  

Sector multiples  

While consensus multiples are relatively low, we see downside risk on current consensus estimates. 
We have thus not selected any stocks from our O&G coverage universe as our 2015 top picks.  

Oil & Gas Sector multiples 
x P/E 14 P/E 15 P/E 16 EV/EBITDA 14 EV/EBITDA 15 EV/EBITDA 16 Div. yield 2014 Div. yield 2015
Eni S.p.A. 11.8 12.6 9.8 3.1 3.3 2.9 8.4 8.4 
Saipem S.p.A. 13.1 7.9 6.0 6.3 4.9 4.0 1.5 3.5 
MaireTecnimont S.p.A. 15.0 10.6 8.0 8.1 5.6 4.6 0.3 0.4 
Saras S.p.A.  204.4 35.6 10.4 3.9 3.5 0.0 0.1 
 

Priced at 15/12/2014; Source: Factset 
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Telecoms: Neutral  

Sector view and valuation 

During 2014 the Italian telecom companies recorded a gradual deceleration in the downwards 
trend of sales in both mobile and fixed-line. The recovery of mobile revenues was driven by price 
stabilisation after the price war of summer 2013, the end of MTR drag from 3Q14 and LTE 
deployment. In particular mobile telecom operators have started competing on data usage 
rather than pricing by levering on the ongoing 4G network development. Also the wireline 
segment reported a deceleration in the downwards trend, driven by upselling from bundled 
offers and an increasing contribution from broadband sales, which partially offset the persisting 
termination in the number of accesses, in turn due to weak macros and mobile cannibalisation. 
We expect these trends to consolidate in 2015 and support the profit stabilisation the telecom 
operators look forward to achieving after years of profit deterioration. We expect stabilisation to 
start from mobile in 2015 with fixed-line to follow at a slower pace. Convergence, consolidation 
and deleveraging represent key drivers of the sector, also involving the mobile towers sector. 
While restricted on Telecom Italia, we keep our ADD rating on EI Towers (target price: EUR 
46.33/share) due to its stable and visible cash flows, healthy balance sheet and potential upside 
from external growth/releverage. 

Sector drivers 

 Convergence. Broadband services are destined to become a key driver for customer retention 
and attraction, in both the fixed-line and the mobile segment. The availability of high-speed 
networks is expected to boost video demand, whose increasing trend conversely requires a 
supportive infrastructure. As a result telecom operators are gradually converging towards 
content providers and vice-versa, both through equity agreements and commercial 
partnerships. In Italy both TI and Fastweb have an agreement with Sky. The Italian press (Il 
Sole 24 Ore, MF, etc) has also often reported a potential commercial agreement between TI 
and Mediaset, which could materialise soon in our view. The TLC companies’ plans to 
accelerate LTE and fibre penetration are therefore strategic, even though the 2020 targets 
from the European Commission’s digital agenda remain challenging, in our view. 

 Consolidation. In a sector characterised by stabilisation needs, media/TLC convergence and 
NGN investment requirements, consolidation has a strong rationale. The potential sale of F2i’s 
controlling stake of Metroweb, consolidation in the Brazilian telecom sector and consolidation 
in the Italian mobile sector are the main potential scenarios. As for Metroweb, whether its sale 
procedure should be an auction or not is still an open debate, as is whether it should be 
acquired by one single operator (TI and Vodafone expressed an interest) or by all interested 
operators in partnership. As for Brazil, while a break-up of TIM Brazil remains conditional 
upon a satisfactory exit multiple according to TI indications, the alternative scenario of a 
merger between TIM Brazil and Oi is not a black & white scenario in our view, considering the 
trade-off between the industrial rationale of a merger and Oi’s critical fundamentals, which in 
our opinion put more pressure on Oi than TI in pursuing any deal. As for consolidation in the 
Italian mobile segment, the long rumoured scenario of a merger between Vimpelcom’s Wind 
and Hutchinson’s 3 is over, according to Wind management’s statements (La Repubblica). 
However, we wonder whether Vimpelcom’s current critical financials could force them to 
reopen negotiations during 2015. Lastly, the evolution of TI’s shareholding structure is 
another factor to monitor in view of the Telco demerger process underway and the 
announced replacement of Telefonica by Vivendi. 

 Deleveraging. The deleveraging objective of TI and Wind involves their tower networks. While 
Wind’s tower auction is underway, TI is still evaluating the alternative scenarios of a sale or IPO. EI 
Towers (ADD, target price of EUR 46.33/share) is the key consolidator in the Italian tower sector.  

Telecom Italia, EI Towers – Market multiples 
 Rating Market Target Market EV/EBITDA Adj. P/E Div. yield 

  price price cap 2015 2016 2015 2016 2015 2016
Telecom Italia No Rating 0.90 No Rating 16,059 5.3 5.1 12.2 10.8 1.1% 1.1%
EI Towers ADD 40.00 46.33 1,128 10.9 10.4 27.8 26.9 3.4% 3.5%
 

Source: Intesa Sanpaolo Research elaboration 
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Utilities: Neutral  

Sector view and valuation 

We are Neutral on the domestic utilities as a sector, overall. We do not see a major 
turnaround on domestic power generation in terms of margins and volumes vs. last year.  

Sector drivers for thermal and renewables power generation 

In terms of sub-sectors, we are Neutral on the Power Generation business: overall, we believe that 
the business could be negatively affected by a possible lower power price but the recent negative 
stock performance has opened upside versus our target price. In fact, we have seen the 1Y forward 
electricity price in Italy decreasing from around EUR 59/MWh in early 2014 to a current approx. 
EUR 52/MWh (EUR 63/MWh avg. 2013). Therefore, we believe the producers’ hedging policy could 
potentially lead to slightly lower average power sales prices in 2015E vs. 2014E and, consequently, 
we believe that this price scenario could affect more those operators that completed hedging sales 
relatively late in 2014. Using the current PSV 1Y forward gas price (EUR 25/MWh), we calculate an 
average spot Pool price at around EUR 50/MWh in 2015E, including a dark spark spread of around 
EUR 5/MWh (around EUR 52/MWh the average spot price in 2014, so far). We do not expect the 
context for thermal power generation to be materially different from 2014 in terms of margins 
(dark/spark spread) and volumes, given the weak context in GDP, power consumption and the 
material oversupply in Europe and Italy. In addition to a lower wholesale price effect, domestic 
renewable power generation profitability could also be affected by lower hydro power production 
volumes, which could return to a normalised hydro availability, suffering from a tough comparison 
with volumes higher than the average reported in 2014. Among the renewable power producers, 
we believe that the operators benefitting from a high portion of Green Certificate incentives 
scheme could partially offset the negative effect of the lower wholesale price on revenues. Overall, 
while we could see a potential slowdown in 2015E growth in the merchant power generation, we 
believe M&A activity and incentive schemes could help offset downside risks on EBITDA growth. 
We assign a Neutral stance on thermal power generation. On renewables, we are 
Neutral, as we see renewables reporting lower growth rates in 2015E but looking more appealing 
on 2016E growth. From a valuation standpoint, however, our DCF-based valuations offer 
substantial upside potential in some cases (ERG), on company specific drivers. 

Sector drivers for regulated businesses  

The regulated business offers stability to the overall utilities financial performance, mainly thanks to 
RAB growth in a stable allowed profitability context for 2015; the next regulatory review is 
expected to start in 2015, but become effective from 1 January 2016. On one side, we see the 
regulated stocks’ prices as tied to the regulatory review process, given the potential downwards 
revision of the allowed WACC; on the other side, the operators could enhance financial 
performance via recently-completed value-accretive M&A activities or expected in 1H15. We assign 
a Neutral stance on regulated activities. 

Local Utilities and Motorways 

In this segment, a potential growth driver could be represented by the ongoing consolidation process 
in the sector, with Hera, A2A and ACEA as the main aggregating poles, in our view. Traffic-related 
companies (motorways) could benefit from the likely moderate recovery trend in 2014.  

Sector drivers for multi-utilities (local utilities)  

Among liberalised activities, gas supply margins are mainly driven by gas procurement conditions 
and volumes sold. After a 2014 hit by exceptional weather conditions, we expect stable-to-
slightly weaker operating  margins in 2015 for the companies operating in gas sales (mainly 
Hera, A2A, Iren and Ascopiave), with a gradual step-up in the negative impact from the gas 
reform tariffs for protected customers, partially compensated by better procurement conditions 
for the current thermal year. 
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M&A and sector consolidation 

An additional potential growth driver could be represented by a renewed pace in the consolidation 
process in the highly-fragmented sector, leveraging on renewed political support. According to the 
last draft of the Italian Budget Law (not yet approved), local municipalities should be granted 
incentives to reduce their stakes in public companies, mainly the exemption from the stability 
pact of proceeds raised from their disposal and the extension of current concessions in place. 
Looking at multi-utilities alone, the perimeter of public companies involved reduces to 
approximately 1,100 (out of a total 8,000), where a drive towards consolidation could translate 
into an 80-90% reduction in the number of operators. We believe that the major listed utilities 
(Hera, Acea, Iren and A2A) could play a leading aggregating role in a new wave of smaller M&A 
deals, each one in its reference territorial areas. In our view, Hera would be the best positioned, 
also in the light of its historical strong acquisitive track record, its favourable corporate 
governance and a confirmed focus on M&A growth in its recent 2014-18 BP, with the AIMAG 
deal as one of the first to be announced in the coming months, in our view. 

Sector drivers for motorways 

Traffic volumes remain and tariffs (linked to capex and inflation) remain the major driver for 
motorways, in our view.  We expect a 0.9% growth for 2014E, confirming a rebound after 
contracting six years in a row. For 20145E, we estimate domestic traffic to continue to stabilise, also 
supported by a mild domestic recovery (+0.4% estimated GDP growth) and decreasing fuel costs 
reflecting  the sharp contraction in oil prices. On the other side, annual tariff hikes for 2015E should 
be penalised by a compressed inflation rate and lower executed capex. 

Sector multiples  

Utilities Multiples  
Large/mid cap  Utilities 
(x) 

P/E 14 P/E 15 P/E 16 Ev/EBITDA 14 Ev/EBITDA 15 Ev/EBITDA 16 Dvd Yield 
2014 %

Dvd  Yield 
2015 %

Enel  11.2 10.7 10.2 4.7 4.6 4.5 3.7 4.6
Enel Green Power  16.7 15.2 14.3 7.9 7.7 7.1 1.9 1.9
ERG  14.1 14.9 14.6 4.2 4.9 4.9 5.9 5.9
Snam  12.4 12.4 13.6 9.5 9.5 10.3 6.5 6.5
Terna  13.9 13.3 14.9 9.8 9.5 10.0 5.6 5.6
Atlantia  20.0 17.2 15.2 8.4 8.0 7.6 4.2 4.6 
Local Utilities (x)    
Iren  10.1 8.9 8.4 5.1 5.0 4.8 6.1 6.3
A2A  11.8 11.5 10.8 5.5 5.3 5.1 4.8 5.4
Acea  12.0 10.8 10.9 6.0 5.8 5.9 4.9 5.1
Hera  19.2 16.7 16.7 6.4 6.2 6.0 4.7 4.7
Ascopiave  11.7 11.7 13.5 6.6 6.0 6.6 6.3 6.3
 

Priced at 15/12/2014; Source: Factet 
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Utilities Top Pick: ERG 
While we see renewables performance slowing down in 2015E and recovering in 2016E, we 
included ERG in our top picks on some company-specific drivers, including, the company’s 
ongoing reorganisation of the business portfolio, the expected multiples re-rating and a 
relatively high dividend yield. 

Investment case 

We select ERG as one of our top picks in 2015, given: 

 Resilient EBITDA; low financials volatility: The change in strategy, focused increasingly on 
renewables rather than oil-related business, has led to a different EBITDA mix. The capacity 
additions and developments in power generation (mainly renewables) have translated into a 
higher exposure to the utilities component: currently the oil related business contributes by 
around 15% to the 2015E total EBITDA, whilst 70% comes from the renewables and the 
remainder from thermal power. We thus expect the new EBITDA mix to offer higher cash flow 
visibility, strong de-gearing and lower volatility; 

 High cash flow and profitability. We estimate a FCF generation of around EUR 725M 
cumulated in 2015E-17E (i.e. around EUR 240M/y average of the period). At the current 
market price, we calculate an average FCF yield of around 18% in 2015E-17E and a Return on 
Average Capital Employed (ROACE) of around 8% in the next three years;  

 Upside from external growth and/or dividends. We expect the cash flow generation to 
lead to a reduction in net debt, supporting growth investments if new opportunities arise 
(even in the long term)or a higher dividend yield; the current dividend policy was confirmed as 
sustainable (currently EUR 0.50/share, i.e. 5.8% dividend yield). The company recently revised 
downwards the guidance for end-2014 net debt from EUR 800M to EUR 700M. Regarding 
the external growth opportunities, E.On’s renewables assets are currently on the market; 
according to the press (Italian press and Bloomberg), ERG could be interested in the 
acquisition of the hydro power plants (around 538MW, which compares with the current total 
renewables capacity of around 1.3GW).  

Valuation 

We think the stock remains attractive, given: i) the cash generation; ii) the relatively lower 
EV/EBITDA multiples (4.8x 2015E EV/EBITDA) vs. renewable sector peers trading above 7.4x; and 
iii) a relatively high dividend yield (2015E 5.9%  vs. 1.7% sector avg). Based on the company’s 
current business and asset portfolio, we consider ERG as a cash cow and appreciate the de-
gearing process, which could lead to further expansion via organic growth and/or M&A. We 
calculated a target price of EUR 14.60/share and we confirm our BUY rating, given the 
substantial upside. 

Risks  

We believe that the main specific downside risks relate to: 1) potential regulatory changes to the 
incentives scheme in Italy; 2) potential value-dilutive M&A operations; and 3) renewable power 
growth abroad, due to potential regulatory changes. 
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ERG - Key data 

NM: not meaningful; NA: not available; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 14.60 Ord 8.45 32.2 ERG.MIElectricity
Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. ordinary shares (M) 148.2 148.2 148.2 148.2 148.2
No. NC saving/preferred shares (M) 0.00 0.00 0.00 0.00 0.00
Total no. of shares (M) 148.2 148.2 148.2 148.2 148.2
Market cap 918.53 1,152.5 1,252.5 1,252.5 1,252.5
Adj. EPS 0.08 0.26 0.72 0.66 0.67
CFPS 1.7 2.2 2.2 2.0 2.1
BVPS 12.0 12.0 11.7 11.9 12.0
Dividend ord 0.40 1.00 0.50 0.50 0.50
Dividend SAV Nc 0 0 0 0 0
Income statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Sales 7,084.2 10,362.0 5,816.0 5,522.1 5,529.6
EBITDA 458.0 568.0 493.4 407.0 398.8
EBIT 216.0 277.0 271.6 201.7 191.5
Pre-tax income 152.0 194.0 218.1 165.1 166.1
Net income 12.00 38.00 107.0 98.51 99.13
Adj. net income 12.00 38.00 107.0 98.51 99.13
Cash flow (EUR M) 2012A 2013A 2014E 2015E 2016E
Net income before minorities 83.2 94.0 128.6 98.5 99.1
Depreciation and provisions 241.0 292.0 221.8 205.2 207.3
Others/Uses of funds 485.0 427.5 273.0 0 0
Change in working capital -63.5 52.7 24.0 24.7 3.5
Operating cash flow 723.2 866.7 647.4 328.4 309.9
Capital expenditure -126.0 -1,140.2 -135.1 -167.4 -21.4
Financial investments 0 0 0 0 0
Acquisitions and disposals 0 0 0 0 0
Free cash flow 597.2 -273.5 512.3 161.0 288.5
Dividends -59.3 -59.3 -148.2 -74.1 -74.1
Equity changes & Other non-operating items -80.7 39.8 -0.0 0 0
Net cash flow 457.2 -293.0 364.0 86.9 214.4
Balance sheet (EUR M) 2012A 2013A 2014E 2015E 2016E
Net capital employed 2,700.1 3,038.6 2,477.0 2,414.5 2,225.1
of which associates 133.9 133.9 133.9 133.9 133.9
Net debt/-cash 722.0 1,015.0 651.0 564.1 349.7
Minorities 195.4 240.0 83.6 83.6 83.6
Net equity 1,775.7 1,773.6 1,732.4 1,756.8 1,781.8
Minorities value 0 0 0 0 0
Enterprise value 1,607.7 2,189.5 1,830.0 1,742.2 1,527.0
Stock market ratios (x) 2012A 2013A 2014E 2015E 2016E
Adj. P/E 76.5 30.3 11.7 12.7 12.6
P/CFPS 3.6 3.5 3.8 4.1 4.1
P/BVPS 0.52 0.65 0.72 0.71 0.70
Payout (%) 0 0 69 75 75
Dividend yield (% ord) 6.5 12.9 5.9 5.9 5.9
FCF yield (%) 65.0 -23.7 40.9 12.9 23.0
EV/sales 0.23 0.21 0.31 0.32 0.28
EV/EBITDA 3.5 3.9 3.7 4.3 3.8
EV/EBIT 7.4 7.9 6.7 8.6 8.0
EV/CE 0.60 0.72 0.74 0.72 0.69
D/EBITDA 1.6 1.8 1.3 1.4 0.88
D/EBIT 3.3 3.7 2.4 2.8 1.8
Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
EBITDA margin 6.5 5.5 8.5 7.4 7.2
EBIT margin 3.0 2.7 4.7 3.7 3.5
Tax rate 45.3 51.5 41.0 40.3 40.3
Net income margin 0.2 0.4 1.8 1.8 1.8
ROCE 8.0 9.1 11.0 8.4 8.6
ROE 0.7 2.1 6.1 5.6 5.6
Interest cover 2.8 3.2 4.6 4.8 6.3
Debt/equity ratio 36.6 50.4 35.8 30.6 18.7
Growth (%) 2013A 2014E 2015E 2016E
Sales 46.3 -43.9 -5.1 0.1
EBITDA 24.0 -13.1 -17.5 -2.0
EBIT 28.2 -1.9 -25.7 -5.1
Pre-tax income 27.6 12.4 -24.3 0.6
Net income NM NM -7.9 0.6
Adj. net income NM NM -7.9 0.6
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Utilities Top Pick: Hera 
Investment case 

We like Hera for:  

 Resilient business mix. Approx. 50% EBITDA is generated from regulated businesses, with 
approaching gas distribution tenders representing a further growth opportunity, through the 
acquisition of minority interests in reference concession areas. Among liberalised activities, while 
we appreciate Hera’s limited exposure to the low-margin thermal source power generation 
activities, the group should continue to benefit from a robust growth in waste activities, 
leveraging on both commercial initiatives and the structural shortage of capacity in Italy.  In  gas 
supply, the  favourable procurement policy for the current thermal year and the cross-selling on 
a large and loyal customer base (more than 1.8M clients served) should allow the company to 
mitigate the negative impact from the regulatory review for protected customers’ tariffs; 

 Upside from external growth. Given the government’s push towards a rationalisation of 
the number of public entities, we believe that Hera is the best positioned among the listed 
companies to benefit from a renewed pace of sector consolidation. This is confirmed by its 
historically solid acquisitive growth strategy, which should continue to be carried out mainly 
through equity-swaps, EPS accretive thanks to synergies extraction (20-25% at accretive 
multiples in reference territories. The company could thus potentially benefit from additional 
external growth on top of the already-announced M&A contribution (EUR 100M EBITDA) 
included in its 2014-18 BP. On this front, a positive catalyst could be represented by the 
bidding for E.On’s gas and electricity customers (800K), expected to be finalised shortly, and 
potential newsflow on the AIMAG acquisition; 

 Solid credit metrics. The expected gradual improvement in cash generation, with neutral FCF 
after capex and dividends over the BP horizon (2014-18), could also free-up additional 
financial resources potentially allowing the group to pursue further M&A opportunities among 
the fragmented local multi-utilities in North-Eastern regions or in the medium term an  
increase in its dividend policy (EUR 0.09/share as a floor equivalent to a 4.7% yield at the 
current share price); 

Valuation 

 In 2013A-18E, we see a 4.4% EBITDA CAGR and a 5.1% EBIT CAGR. Though factoring in a modest 
dilution from M&A deals, we expect adj. EPS to rise to EUR 0.126 in 2018E from EUR 0.09 in 2013A, 
above Hera’s target of EUR 0.114. The higher 7% CAGR vs. the 5% envisaged in the group’s BP 
reflects, in our view, Hera’s more conservative assumptions, both on the cost of debt, taxes and level 
of provisions. We calculate a target price of EUR 2.70/share and confirm our BUY rating.  

Risks 

The key risks, in our view, are: 1) failure to deliver on M&A deals or excessive dilution from M&A-
related equity increases; ii) a weaker domestic recovery weighing on liberalised activities (gas/electricity 
sales and special waste); and iii) potential regulatory risks on gas and electricity tariffs following the 
revision of the risk-free rate parameter in WACC calculations as of 2016; and v) potential  stake sales 
by public shareholders (approx. 200 municipalities in the area where it operates), holding approx. 
57.6% of its share capital.  
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Hera - Key data 

NM: not meaningful; NA: not available; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 2.70 Ord 1.92 40.5 HRA.MIMulti-Utilities
Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. ordinary shares (M) 1,330.4 1,421.3 1,489.5 1,564.5 1,564.5
No. NC saving/preferred shares (M) 0.00 0.00 0.00 0.00 0.00
Total no. of shares (M) 1,330.4 1,421.3 1,489.5 1,564.5 1,564.5
Market cap 1,490.0 2,078.5 2,864.4 3,008.6 3,008.6
Adj. EPS 0.07 0.09 0.10 0.12 0.12
CFPS 0.33 0.41 0.39 0.41 0.41
BVPS 1.3 1.5 1.6 1.6 1.6
Dividend ord 0.09 0.09 0.09 0.09 0.09
Dividend SAV Nc 0 0 0 0 0
Income statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Sales 4,696.3 4,851.3 4,638.8 5,087.5 5,138.1
EBITDA 662.2 830.6 868.3 954.4 957.3
EBIT 335.5 415.8 439.3 506.8 499.5
Pre-tax income 213.5 305.9 298.7 371.6 363.8
Net income 118.7 164.9 154.2 194.4 189.8
Adj. net income 93.80 128.5 154.2 194.4 189.8
Cash flow (EUR M) 2012A 2013A 2014E 2015E 2016E
Net income before minorities 134.3 181.7 171.7 213.7 209.2
Depreciation and provisions 326.6 414.9 431.3 447.5 457.7
Others/Uses of funds 62.1 -116.4 -51.5 -65.2 -88.5
Change in working capital -122.0 -37.2 -88.9 -35.5 -6.6
Operating cash flow 401.2 443.0 462.6 560.4 571.9
Capital expenditure -292.5 -313.9 -330.0 -412.0 -475.0
Financial investments 0 0 0 0 0
Acquisitions and disposals 17.5 7.6 0 0 0
Free cash flow 126.3 136.7 132.6 148.4 96.9
Dividends -116.8 -137.3 -144.5 -150.7 -157.4
Equity changes & Other non-operating items -411.8 -377.9 -25.9 -55.9 0.6
Net cash flow -402.3 -378.5 -37.8 -58.1 -60.0
Balance sheet (EUR M) 2012A 2013A 2014E 2015E 2016E
Net capital employed 4,095.2 4,900.4 5,088.5 5,349.7 5,461.4
of which associates 139.8 140.1 167.6 145.5 153.4
Net debt/-cash 2,216.7 2,595.3 2,633.1 2,691.3 2,751.2
Minorities 141.4 145.3 145.2 151.9 153.7
Net equity 1,737.4 2,160.4 2,310.2 2,506.5 2,556.5
Minorities value 221.5 195.6 191.6 194.0 192.5
Enterprise value 3,788.5 4,729.2 5,521.4 5,748.4 5,798.9
Stock market ratios (x) 2012A 2013A 2014E 2015E 2016E
Adj. P/E 15.9 16.2 18.6 15.5 15.8
P/CFPS 3.3 3.6 4.9 4.7 4.6
P/BVPS 0.86 0.96 1.2 1.2 1.2
Payout (%) 124 107 94 78 83
Dividend yield (% ord) 8.0 6.2 4.7 4.7 4.7
FCF yield (%) 8.5 6.6 4.6 4.9 3.2
EV/sales 0.81 0.97 1.2 1.1 1.1
EV/EBITDA 5.7 5.7 6.4 6.0 6.1
EV/EBIT 11.3 11.4 12.6 11.3 11.6
EV/CE 0.93 0.97 1.1 1.1 1.1
D/EBITDA 3.3 3.1 3.0 2.8 2.9
D/EBIT 6.6 6.2 6.0 5.3 5.5
Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
EBITDA margin 14.1 17.1 18.7 18.8 18.6
EBIT margin 7.1 8.6 9.5 10.0 9.7
Tax rate 37.0 40.6 42.5 42.5 42.5
Net income margin 2.5 3.4 3.3 3.8 3.7
ROCE 8.2 8.5 8.6 9.5 9.1
ROE 6.8 8.5 6.9 8.1 7.5
Interest cover 2.5 2.6 2.9 3.5 3.5
Debt/equity ratio 118.0 112.6 107.2 101.2 101.5
Growth (%) 2013A 2014E 2015E 2016E
Sales 3.3 -4.4 9.7 1.0
EBITDA 25.4 4.5 9.9 0.3
EBIT 23.9 5.6 15.4 -1.4
Pre-tax income 43.3 -2.4 24.4 -2.1
Net income 38.8 -6.5 26.1 -2.3
Adj. net income 37.0 20.0 26.1 -2.3
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Utilities Top Pick: Atlantia 

Investment case 

We appreciate Atlantia for the following drivers:  

 Stabilising domestic toll road traffic. In 2015E we expect Atlantia to benefit from a 
stabilisation in domestic motorway traffic, as confirmed by 9M14 figures (+0.8%), supported 
by a slow recovery and potentially benefitting from lower oil prices. We also expect overseas 
motorway traffic to remain robust in Chile and Poland vs. a slowdown in Brazil due to the 
country’s weakening economic prospects and potential threats from a prolonged FX volatility 
in Latam currencies; 

 Better than expected ADR contribution. Whilst estimating a robust air traffic for 2014E 
(+6%) leveraging on 11M14 results (+6.2%), we expect the positive trend to continue in 
2015E (+5%), still led by international pax (+7.2% in 11M14), but also taking advantage from 
a rebound in domestic traffic (+3.7% in 11M14) reflecting a recovery of the Italian flag carrier, 
Alitalia. ADR’s profitability should also be sustained by a proposed 5.7% increase in 2015 
tariffs at Fiumicino aiport. A further catalyst could be represented by the rumoured sale of a 
30% stake in ADR to foreign sovereign or infrastructural funds; 

 DPS increase from the new pay-out based dividend policy. Based on our estimate of an 
85% pay-out ratio (aligned to the company’s 80-90% guidance), in the medium term we see 
a significant increase in the dividend stream, when we expect additional earnings from the 
exercise of the call on Brazilian SPMAR (2016) and an increasing ADR contribution backed by 
executed capex. At the current share price for 2015E, we estimate a 5.2% dividend yield from 
4.2% in 2014E, increasing to 7.5% in 2018E. 

Undemanding valuation 

We revised our estimates to take into account: i) a lower increase in domestic toll-road traffic 
equal to +0.9% in 2014E (vs. the previous 1.5%) and 0.8% in 2015E (vs. the previous 1.4%) 
and 1% thereafter; ii) lower tariff hikes from domestic motorways given a subdued inflation rate 
and a further cut in domestic capex; iii) a declining traffic trend in Brazil given the country’s 
economic slowdown, mitigated by a better than expected ADR contribution thanks to robust 
aviation traffic. Despite our conservative assumptions, we see EBITDA growing at a 6.5% CAGR 
in 2013A-18E on an pro forma basis including the FY13A ADR contribution, supported by 
overseas motorways (+9.6% CAGR), ADR (+8.2% CAGR) activities and domestic toll-roads 
(+5.4%). We also expect adj. EPS to rise to EUR 1.64 in 2018E from EUR 0.77 in 2013A. We 
calculated a  EUR 23.80/share target price and we assign a BUY rating on the stock. At 
the current share price, looking at the 8x 2015E EV/EBTIDA multiple (Factset), the stock is 
trading at a 28% discount vs. its latest 10Y average (10.2x).   

Whilst taking into account the potential support to the stock performance from its inverse 
correlation to the level of real interest rates, we also expect Atlantia to benefit from a gradual 
reduction in its cost of debt following its refinancing at lower rates (approx. 5% in FY13), 
supporting EPS growth. 

Key risks 

We see the main risks as: i) a lower than expected traffic trend in both domestic and foreign 
motorways; ii) regulatory risks, especially for international motorway activities following the 
recent Chilean tax rate increase and delayed tariff hikes in Brazil; and iii) a domestic deflationary 
environment and decreasing domestic capex, keeping tariff hikes under pressure. 
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Atlantia - Key data 

Note: Priced at 17.12.2014; NM: not meaningful; NA: not available; A: actual; E: estimates; Source: Company data and Intesa Sanpaolo Research 

Rating Target price (EUR/sh) Mkt price (EUR/sh) Sector Free float (%) Reuters Code
BUY Ord 23.80 Ord 18.78 47.8 ATL.MIOther Utilities
Values per share (EUR) 2012A 2013A 2014E 2015E 2016E
No. ordinary shares (M) 661.8 825.8 825.8 825.8 825.8
No. NC saving/preferred shares (M) 0.00 0.00 0.00 0.00 0.00
Total no. of shares (M) 661.8 825.8 825.8 825.8 825.8
Market cap 7,594.7 11,599.3 15,508.2 15,508.2 15,508.2
Adj. EPS 1.3 0.77 0.86 1.1 1.4
CFPS 2.4 1.6 2.2 2.3 2.6
BVPS 5.8 7.9 8.1 8.5 8.9
Dividend ord 0.78 0.75 0.78 0.97 1.17
Dividend SAV Nc 0 0 0 0 0
Income statement (EUR M) 2012A 2013A 2014E 2015E 2016E
Sales 4,034.4 4,243.6 5,176.5 5,280.2 5,634.0
EBITDA 2,397.6 2,492.8 3,125.4 3,233.2 3,496.1
EBIT 1,632.2 1,815.8 2,079.5 2,231.5 2,514.6
Pre-tax income 1,164.5 1,142.9 1,341.5 1,635.7 1,989.2
Net income 830.4 637.7 787.2 937.7 1,132.9
Adj. net income 818.8 636.8 712.2 937.7 1,132.9
Cash flow (EUR M) 2012A 2013A 2014E 2015E 2016E
Net income before minorities 848.6 721.7 825.2 1,030.5 1,253.2
Depreciation and provisions 765.4 766.0 1,045.9 1,001.7 981.5
Others/Uses of funds 383.0 360.7 506.8 535.9 347.0
Change in working capital -391.8 -161.0 0 0 0
Operating cash flow 1,605.2 1,687.4 2,377.9 2,568.1 2,581.7
Capital expenditure -1,590.6 -1,212.0 -1,045.0 -1,215.0 -1,285.0
Financial investments 0 0 0 0 0
Acquisitions and disposals 0 0 0 0 0
Free cash flow 14.5 475.4 1,332.9 1,353.1 1,296.7
Dividends -481.4 -551.9 -640.9 -797.1 -963.0
Equity changes & Other non-operating items -566.3 -493.1 32.0 79.4 -673.5
Net cash flow -1,033.2 -569.7 723.9 635.4 -339.7
Balance sheet (EUR M) 2012A 2013A 2014E 2015E 2016E
Net capital employed 15,636.2 18,982.2 18,730.7 18,664.7 19,566.2
of which associates 119.4 159.1 159.1 159.1 159.1
Net debt/-cash 10,109.5 10,769.3 10,244.5 9,784.0 10,229.4
Minorities 1,708.0 1,728.4 1,766.4 1,859.2 1,979.5
Net equity 3,818.7 6,484.5 6,719.8 7,021.4 7,357.3
Minorities value 5,559.2 4,133.7 4,109.2 4,139.2 4,205.8
Enterprise value 23,144.1 26,343.1 29,702.9 29,272.3 29,784.4
Stock market ratios (x) 2012A 2013A 2014E 2015E 2016E
Adj. P/E 9.2 18.2 21.8 16.5 13.7
P/CFPS 4.8 8.8 8.5 8.0 7.3
P/BVPS 2.0 1.8 2.3 2.2 2.1
Payout (%) 59 87 90 85 85
Dividend yield (% ord) 6.8 5.3 4.1 5.1 6.2
FCF yield (%) -1.2 3.3 7.3 7.6 7.6
EV/sales 5.7 6.2 5.7 5.5 5.3
EV/EBITDA 9.7 10.6 9.5 9.1 8.5
EV/EBIT 14.2 14.5 14.3 13.1 11.8
EV/CE 1.5 1.4 1.6 1.6 1.5
D/EBITDA 4.2 4.3 3.3 3.0 2.9
D/EBIT 6.2 5.9 4.9 4.4 4.1
Profitability & financial ratios (%) 2012A 2013A 2014E 2015E 2016E
EBITDA margin 59.4 58.7 60.4 61.2 62.1
EBIT margin 40.5 42.8 40.2 42.3 44.6
Tax rate 28.1 36.9 44.1 37.0 37.0
Net income margin 20.6 15.0 15.2 17.8 20.1
ROCE 10.4 9.6 11.1 12.0 12.9
ROE 22.5 12.4 11.9 13.6 15.8
Interest cover 3.5 2.7 2.8 3.7 4.8
Debt/equity ratio 182.9 131.1 120.7 110.2 109.6
Growth (%) 2013A 2014E 2015E 2016E
Sales 5.2 22.0 2.0 6.7
EBITDA 4.0 25.4 3.4 8.1
EBIT 11.3 14.5 7.3 12.7
Pre-tax income -1.9 17.4 21.9 21.6
Net income -23.2 23.4 19.1 20.8
Adj. net income -22.2 11.8 31.7 20.8

Sa
m

ple



 

Equity Sector Report 
18 December 2014 

72 Intesa Sanpaolo Research Department 

 

Notes: 

  

Sa
m

ple



 

Equity Sector Report 
18 December 2014 

Intesa Sanpaolo Research Department 73 

 

Notes 

Sa
m

ple



 

Equity Sector Report 
18 December 2014 

74 Intesa Sanpaolo Research Department 

 

Notes 

  

Sa
m

ple



 

Equity Sector Report 
18 December 2014 

Intesa Sanpaolo Research Department 75 

 

Disclaimer 

Analyst certification 
The financial analysts who prepared this report, and whose names and roles appear on the first page, certify that: 
(1) The views expressed on companies mentioned herein accurately reflect independent, fair and balanced personal views; (2) No direct or indirect 
compensation has been or will be received in exchange for any views expressed.  

Specific disclosures 
1. Neither the analysts nor any member of the analysts’ household has a financial interest in the securities of the Companies. 

2. Neither the analysts nor any member of the analysts’ household serves as an officer, director or advisory board member of the Companies. 

3. The analysts named in the document are a member of AIAF (except for Gabriele Berti, Bruno Permutti and Meris Tonin). 

4. The analysts named in this document are not registered with or qualified by FINRA, the U.S. regulatory body with oversight over Banca IMI 
Securities Corp. Accordingly, the analysts may not be subject to NASD Rule 2711 and NYSE Rule 472 with respect to communicates with a 
subject company, public appearances and trading securities in a personal account. For additional information, please contact the Compliance 
Department of Banca IMI Securities Corp at 212-326-1133. 

5. The analysts of this report do not receive bonuses, salaries, or any other form of compensation that is based upon specific investment banking 
transactions. 

6. The research department supervisors do not have a financial interest in the securities of the Companies. 

This research has been prepared by Intesa Sanpaolo SpA and distributed by Banca IMI SpA Milan, Banca IMI SpA-London Branch (a member of the 
London Stock Exchange) and Banca IMI Securities Corp (a member of the NYSE and NASD). Intesa Sanpaolo SpA accepts full responsibility for the 
contents of this report and also reserves the right to issue this document to its own clients. Banca IMI SpA and Intesa Sanpaolo SpA, which are 
both part of the Intesa Sanpaolo Group, are both authorised by the Banca d'Italia and are both regulated by the Financial Services Authority in the 
conduct of designated investment business in the UK and by the SEC for the conduct of US business. 

Opinions and estimates in this research are as at the date of this material and are subject to change without notice to the recipient. Information 
and opinions have been obtained from sources believed to be reliable, but no representation or warranty is made as to their accuracy or 
correctness. Past performance is not a guarantee of future results. The investments and strategies discussed in this research may not be suitable 
for all investors. If you are in any doubt you should consult your investment advisor. 

This report has been prepared solely for information purposes and is not intended as an offer or solicitation with respect to the purchase or sale of 
any financial products. It should not be regarded as a substitute for the exercise of the recipient’s own judgment. No Intesa Sanpaolo SpA or 
Banca IMI SpA entities accept any liability whatsoever for any direct, consequential or indirect loss arising from any use of material contained in 
this report. This document may only be reproduced or published together with the name of Intesa Sanpaolo SpA and Banca IMI SpA. 

Intesa Sanpaolo SpA and Banca IMI SpA have in place a Joint Conflicts Management Policy for managing effectively the conflicts of interest which 
might affect the impartiality of all investment research which is held out, or where it is reasonable for the user to rely on the research, as being an 
impartial assessment of the value or prospects of its subject matter. A copy of this Policy is available to the recipient of this research upon making 
a written request to the Compliance Officer, Intesa Sanpaolo SpA, 90 Queen Street, London EC4N 1SA. Intesa Sanpaolo SpA has formalised a set 
of principles and procedures for dealing with conflicts of interest (“Research Policy”).  The Research Policy is clearly explained in the relevant 
section of Intesa Sanpaolo’s web site (www.intesasanpaolo.com). 

Member companies of the Intesa Sanpaolo Group, or their directors and/or representatives and/or employees and/or members of their 
households, may have a long or short position in any securities mentioned at any time, and may make a purchase and/or sale, or offer to make a 
purchase and/or sale, of any of the securities from time to time in the open market or otherwise.  

Intesa Sanpaolo SpA issues and circulates research to Major Institutional Investors in the USA only through Banca IMI Securities Corp., 1 William 
Street, New York, NY 10004, USA, Tel: (1) 212 326 1230. 

Residents in Italy: This document is intended for distribution only to professional clients and qualified counterparties as defined in Consob 
Regulation no. 16190 of 29.10.2007 either as a printed document and/or in electronic form. 

Person and residents in the UK: This document is not for distribution in the United Kingdom to persons who would be defined as private 
customers under rules of the FSA. 

US persons: This document is intended for distribution in the United States only to Major Institutional Investors as defined in SEC Rule 15a-6. US 
Customers wishing to effect a transaction should do so only by contacting a representative at Banca IMI Securities Corp. in the US (see contact 
details above). 

Coverage policy and frequency of research reports 
The list of companies covered by the Research Department is available upon request. Intesa Sanpaolo SpA aims to provide continuous coverage of 
the companies on the list in conjunction with the timing of periodical accounting reports and any exceptional event that affects the issuer’s 
operations. The companies for which Banca IMI acts as sponsor or specialist are covered in compliance with regulations issued by regulatory 
bodies with jurisdiction. In the case of a short note, we advise investors to refer to the most recent company report published by Intesa Sanpaolo 
SpA’s Research Department for a full analysis of valuation methodology, earnings assumptions, risks and the historical of recommendation and 
target price. Research is available on Banca IMI’s web site (www.bancaimi.com) or by contacting your sales representative. 

Valuation methodology (long-term horizon: 12M) 
The Intesa Sanpaolo SpA Equity Research Department values the companies for which it assigns recommendations as follows: 

We obtain a fair value using a number of valuation methodologies including: discounted cash flow method (DCF), dividend discount model 
(DDM), embedded value methodology, return on allocated capital, break-up value, asset-based valuation method, sum-of-the-parts, and 
multiples-based models (for example PE, P/BV, PCF, EV/Sales, EV/EBITDA, EV/EBIT, etc.). The financial analysts use the above valuation methods 
alternatively and/or jointly at their discretion. The assigned target price may differ from the fair value, as it also takes into account overall 
market/sector conditions, corporate/market events, and corporate specifics (ie, holding discounts) reasonably considered to be possible drivers of 
the company’s share price performance. These factors may also be assessed using the methodologies indicated above.  
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Valuation methodology (short-term horizon: 3M) 

Our short-term investment ideas are based on ongoing special market situations, including among others: spreads between share 

categories; holding companies vs. subsidiaries; stub; control chain reshuffling; stressed capital situations; potential extraordinary deals (including 

capital increase/delisting/extraordinary dividends); and preys and predators. Investment ideas are presented either in relative terms (e.g. spread 

ordinary vs. savings; holding vs. subsidiaries) or in absolute terms (e.g. preys). 

 
The companies to which we assign short-term ratings are under regular coverage by our research analysts and, as such, are subject to 
fundamental analysis and long-term recommendations. The main differences attain to the time horizon considered (monthly vs. yearly) and 
definitions (short-term ‘long/short’ vs. long-term ‘buy/sell’). Note that the short-term relative recommendations of these investment ideas may 
differ from our long-term recommendations. We monitor the monthly performance of our short-term investment ideas and follow them until 
their closure. 

Equity rating key (short-term horizon: 3M) 

Equity rating key (short-term horizon: 3M) 
Short-term rating  Definition 
LONG Stock price expected to rise or outperform within three months from the time the rating 

was assigned due to a specific catalyst or event 
SHORT Stock price expected to fall or underperform within three months from the time the rating 

was assigned due to a specific catalyst or event 
 

 

Company specific disclosures 

Interests and conflicts of interest  - related to Articles 69-quater and 69-quinquies of the Issuers’ Regulation issued by Consob with Resolution no 

11971 of 14.05.1999 as  subsequently amended and supplemented (hereinafter the "Issuers' Regulation"), Article 24 of “Rules governing 

central depositories, settlement services, guarantee systems and related management companies” issued by Consob and Bank of Italy, FINRA's 

NASD Rule 2711 and NYSE Rule 472, as well as the FSA Conduct of Business Sourcebook rules COBS 12.4.9R (3) and COBS 12.4.10R (5) - 

between the Intesa Sanpaolo Group and issuers of financial instruments, and their group companies and referred to in research products are 

available, in accordance with Article 69-septies of the Issuers' Regulation, the aforementioned FINRA’s Rules and the aforementioned FSA Rules, 

alongside with “Research Policy” and the extract from “A business model for managing confidential information and conflicts of interest” on 

the Intesa Sanpaolo’s website:  

http://www.group.intesasanpaolo.com/scriptIsir0/si09/studi/eng_archivio_conflitti.jsp 

The conflicts of interest published on the internet site are updated to the day before the publishing date of this report.  

We highlight that disclosures are also available to the recipient of this research upon making a written request to Intesa Sanpaolo – 

Equity&Credit Research, Largo Mattioli, 3-  20121 Milan - Italy or by visiting Intesa Sanpaolo’s website: www.intesasanpaolo.com/Research. 

The Intesa Sanpaolo Group maintains procedures and organisational mechanism (such as Information Barriers, Crossing Procedures, Watch & 

Restricted List) to professionally manage conflicts of interest arising from the many activities of the Group Intesa Sanpaolo in relation to 

investment research. 
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Intesa Sanpaolo Research Department – Head of Research Department: Gregorio De Felice 
Head of Equity & Credit Research 
Giampaolo Trasi +39 02 8794 9803 giampaolo.trasi@intesasanpaolo.com
 
Equity Research 
Monica Bosio +39 02 8794 9809 monica.bosio@intesasanpaolo.com
Luca Bacoccoli +39 02 8794 9810 luca.bacoccoli@intesasanpaolo.com
Antonella Frongillo +39 02 8794 9688 antonella.frongillo@intesasanpaolo.com
Manuela Meroni +39 02 8794 9817 manuela.meroni@intesasanpaolo.com
Gian Luca Pacini +39 02 8794 9818 gianluca.pacini@intesasanpaolo.com
Elena Perini +39 02 8794 9814 elena.perini@intesasanpaolo.com
Bruno Permutti +39 02 8794 9819 bruno.permutti@intesasanpaolo.com
Roberto Ranieri +39 02 8794 9822 roberto.ranieri@intesasanpaolo.com
Meris Tonin +39 02 8794 1119 meris.tonin@intesasanpaolo.com
 
Corporate Broking Research  
Alberto Francese +39 02 8794 9815 alberto.francese@intesasanpaolo.com
Gabriele Berti +39 02 8794 9821 gabriele.berti@intesasanpaolo.com
Marta Caprini +39 02 8794 9812 marta.caprini@intesasanpaolo.com
 
Technical Analysis 
Corrado Binda +39 02 8021 5763 corrado.binda@intesasanpaolo.com
Sergio Mingolla +39 02 8021 5843 antonio.mingolla@intesasanpaolo.com
 
Research Clearing & Production 
Anna Whatley +39 02 8794 9824 anna.whatley@intesasanpaolo.com
Bruce Marshall +39 02 8794 9816 robert.marshall@intesasanpaolo.com
Annita Ricci +39 02 8794 9823 annita.ricci@intesasanpaolo.com
Wendy Ruggeri +39 02 8794 9811 wendy.ruggeri@intesasanpaolo.com
Elisabetta Bugliesi (IT support) +39 02 8794 9877 elisabetta.bugliesi@intesasanpaolo.com
 
 

 
Banca IMI SpA  

Institutional Sales 
Catherine d'Aragon +39 02 7261 5929 catherine.daragon@bancaimi.com
Carlo Cavalieri +39 02 7261 2722 carlo.cavalieri@bancaimi.com
Stefan Gess +39 02 7261 5927 stefan.gess@bancaimi.com
Francesca Guadagni +39 02 7261 5817 francesca.guadagni@bancaimi.com
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Mark Wilson +39 02 7261 2758 mark.wilson@bancaimi.com
 
Corporate Broking 
Carlo Castellari +39 02 7261 2122 carlo.castellari@bancaimi.com
Laura Spinella +39 02 7261 5782 laura.spinella@bancaimi.com
 
Sales Trading 
Emanuele Mastroddi +39 02 7261 5880 emanuele.mastroddi@bancaimi.com 

Lorenzo Pennati  +39 02 7261 5647 lorenzo.pennati@bancaimi.com
 
Equity Derivatives Institutional Sales 
Andrea Martini +39 02 7261 5977 andrea.martini@bancaimi.com
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Emanuele Manini +39 02 7261 5936 emanuele.manini@bancaimi.com
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Alice Subert +39 02 7261 2759 alice.subert@bancaimi.com
  
 

 
Banca IMI SpA – Head of Market Hub: Gherardo Lenti Capoduri  

E-commerce Distribution 
Alessandra Minghetti +39 02 7261 2973 alessandra.minghetti@bancaimi.com
Francesco Riccardi (Retail e-commerce) +39 02 7261 2089 francesco.riccardi@bancaimi.com
Umberto Menconi (Institutional e-commerce) +39 02 7261 5492 umberto.menconi@bancaimi.com 
Giovanni Spotti (E-sales) +39 02 7261 2339 giovanni.spotti@bancaimi.com
 
Brokerage & Execution 
Sergio Francolini +39 02 7261 5859 sergio.francolini@bancaimi.com
 
 

 
Banca IMI Securities Corp.  

US Institutional Sales 
Larry Meyers +1 212 326 1241 larry.meyers@bancaimi.com
Barbara Leonardi +1 212 326 1232 barbara.leonardi@bancaimi.com
Alessandro Monti +1 212 326 1155 alessandro.monti@bancaimi.com
 
 

 
 

Banca IMI SpA

Largo Mattioli, 3 
20121 Milan, Italy 
Tel: +39 02 7261 1 

Banca IMI  
Securities Corp. 

1 William Street 
10004 New York, NY, USA 
Tel: (1) 212 326 1230 

Banca IMI  
London Branch 

90 Queen Street 
London EC4N 1SA, UK 
Tel +44 207 894 2600 
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