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Equity Research - Cork Supply Portugal

ABSTRACT

The aim of this project is to determine the intrinsic value of Cork Supply Portugal shares
at 31.12.2014, through a detailed analysis of the operational performance of the
company, with its external environment and its growth perspectives. The company is a
producer and a distributor of numerous TOB products for the wine industry around the

world.

The reason why | decided to make this project was the challenge of valuing a Portuguese
private company, which has no similar projects done before. The challenge started with

the available information about the company when comparing with publicly firms.

The book value, which is the difference between the total assets and the total liabilities

is equal to 5.742.330€.

The valuation will be based on some methods, which according to the literature review
represents the best method to evaluate Cork Supply Portugal. Some assumptions will
be defined during this project in order to make the firm value more realistic.

In the final of the project, | was able to reach an equity value of the firm of 37.023.355€.
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1. INTRODUCTION
The aim of this project is to value a Portuguese private company, Cork Supply Portugal.

This valuation will be made by an independent point of view and the study’s main goal
is to achieve the intrinsic value of the company, through a complete analysis of the group

operational performance and of its external environment.

| have chosen to value Cork Supply Portugal in order to value a private company that has
no similar projects done before. Concerning the industry’s choice, cork it is one of the
Portuguese most important natural resources, which motivated me to increase my
knowledge about it. Cork Supply Portugal is now facing the step up in the Chinese market
and this project will be very interesting to understand what can be the impact of this

huge market in CSP’s value.

Based on the literature review, the model which represents the method to assess CSP is
the Free Cash Flow to Firm. According to the assumptions defined and the analysis

performed, the equity value of Cork Supply Portugal at 31.12.2014 is 34.478.660,26 €.

1.1. PROJECT STRUCTURE

In the next section, we present the literature review, where we explain the valuation
methods, taking into account the different opinions of different publications that have
already been made about each method and also the advantages and disadvantages of
each one in order to understand which method is the most adequate to evaluate Cork

Supply Portugal.

In the second section, we do a detailed analysis of the company in the last years, trying
to understand which were the business and market segments, its operational and

financial performance as well as its strategies.

Miguel Cardoso Ferreira Reis Page | 1
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In the third section, we give more attention to the macroeconomic analysis for the major
countries where Cork Supply Portugal operates and the industry sector for each business

segment of the company.

In the fourth section, we conclude Cork Supply Portugal’s valuation, taking into account

the major assumptions and which method will be applied.

In the last three sections, we present the results from the valuation process as well as

the relative valuation and the sensitivity analysis.

In the eighty section, we present both results and conclusions of the overall project.

2. LITERATURE REVIEW
2.1 INTRODUCTION

Valuation plays an important role in many areas of finance — in corporate finance,
mergers and acquisitions and portfolio management (Damodaran, 2002).
In portfolio management, valuation plays a crucial role for an active investor even if the
nature and the role of valuation is different for different types of active investment.
Valuation also plays a relevant part of corporate finance. According to Damodaran
(2002), the corporate finance main goal is the maximization of firm’s value and for that
reason we need to take into account the strategy of the firm likewise the other financial
decisions since they have impact in the valuation and therefore, in the firm’s value.
Concerning Luehrman (1997), valuation it is an important skill that all managers should
have. “Today valuation is the financial analytical skill that general managers want to

learn and master more than any other.”

We should pay a special attention to the specific case of private firm’s valuation: the

valuation should be done exactly in the same way for both publicly and for private firms

Miguel Cardoso Ferreira Reis Page | 2
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but there are some estimation problems for private firms since the information offered

for the valuation is more limited. (Damodaran, 2002)

2.2 DiscouNTED CAsH FLow (DCF)

Following Brealey & Meyers (2003), the purpose of DCF is to estimate market value, i.e.,
to estimate what investors would pay for a stock or business. According to Fernandez
(2001), the company is viewed as a cash flow generator and the company’s value is
obtained by calculating these cash flows’ present value using a suitable discount rate.
The discount rate which should be applied to the present value rule must be a function
of the riskiness of the estimated cash flows. (Damodaran, 2002) There are several

discount cash flow methodologies.

In this section, | will only refer the following models: Equity Valuation Models; Firm

Valuation Models and Adjusted Present Value.

2.2.1 EquiTy VALUATION MODELS
According to Matthias Meitner (2006), equity valuation is concluded valuing the part of

the company that belongs only to shareholders. This is done through the discounting of
the cash flows of these investors, using the cost of equity, i.e., the rate of return required
by equity investors in the firm. This approach will lead us to the value of the equity stake

in the business.

The main models of this method are: Dividend Discount Model and Free Cash Flow to

Equity.

Miguel Cardoso Ferreira Reis Page | 3
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2.2.1.1 DIVIDEND DISCOUNT MODEL (DDM)
According with Brealey & Meyers (2003), DDM requires a forecast of dividends which

has limitations for stocks with potentially infinite lives. If we are expecting to hold the
stocks for the whole life, we will spend a lifetime forecasting dividends. To simplify that,
we must take some assumptions in order to reduce the number of parameters to

estimate.

Berk and DeMarzo (2007) refer that the DDM has some limitations: firstly, an amount of
uncertainty is associated with any forecast of a firm’s future dividends. Secondly, it is
difficult to know which estimate of the dividend growth rate is more accurate since
forecasting dividends requires forecasting the firm’s earnings, dividend payout rate and
sometimes this decision are at management’s discretion. In accordance with
Damodaran (2002) there are three different versions of the DDM. The first one is Gordon
Growth Model. This model relates the value of a stock to its expected dividends in the

next time period (DPS1), the cost of equity (Ke) and the expected growth of dividends

(8).

DPS1

Value of Stock = -

(1)

The main disadvantage of this model it is the extremely sensitive of the inputs for the
growth rate. We only present Gordon Growth Model in this section because it is the

most usable of the three different versions of the DDM.

2.2.1.2 FREE CASH FLow To EQuiTyY (FCFE)
Damodaran (2002) also concludes that FCFE represents a smoothed out measure of

what companies can return to their stockholders over time in the form of dividends and

stock buybacks. It is computed by subtracting from the FCFF the interest and principal

Miguel Cardoso Ferreira Reis Page | 4
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payments (after tax) made in each period to the debt holders and subsequently adding

the new debt provided (Fernandez , 2007).
FCFE = FCFF — [interest payments = (1 — t)] — principal repayments + new debt (2)

According to Damodaran (2002), the value of the equity is obtained by discounting
expected cash flows to equity at the cost of equity.
t=n CF to Equity;

Value of Equity = ¥} (1+k)t

2.2.2. FIRM VALUATION MODELS
These valuation models were created in order to value the whole company and not only

the equity part. The cumulated cash flows will be discounted by the weighted average
cost of capital (WACC) or by adding the marginal impact of debt on value to the

unlevered firm value. (Damodaran, 2002).

The main models of this method are: Free Cash Flow to Firm (FCFF) and Economic Value

Added (EVA).

2.2.2.1 FREe CASH FLow TO FIRM (FCFF)
To measure the FCFF, we should add up the cash flows to all the claim holders, which

would include cash flows to equity, cash flows to lenders (which would include principal
payments, interest expenses and new debt issues) and cash flows to preferred

stockholders (Damodaran, 2002).

FCFF = After Tax Operating Income — (Cap. Expenditures — Depreciation)

— Change in non cash Working Capital

The discount rate should be the firm’s cost of capital, combining both required return

by debt and equity holders.

Miguel Cardoso Ferreira Reis Page | 5
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Val Firm — ~  FCFF,
alue of Firm = ; 1+ WACCY'
According to Fernandez (2007) WACC is computed by weighting the cost of debt (Kd)

and the cost of equity (Ke) according to the company’s financial structure:

ExK,+Dx*Ky(1—1t)
E+D

WACC =
This model is more suitable for firms with simplest and static capital structures. The
more complicated company’s capital structure, the more likely it is that mistakes will

be made.

2.2.2.2. EcoNoMIc VALUE ADDED (EVA)
The economic value added is a measure of the surplus value created by an investment

or a portfolio of investments.

According to Brealey & Meyers (2003), “EVA may also highlight parts of the business
that are not performing up to scratch. If a division is failing to earn a positive EVA, its
management is likely to face some pointed questions about whether the division’s

assets could be better employed elsewhere.”

2.2.3 APV METHOD

Damodaran (2002) describes APV method in three steps. First, we begin with the value
of the firm without debt (all-equity financed) and then we consider the present value of
the interest tax savings generated by borrowing a given amount of money. The last step
will consist on the evaluation of the effect of borrowing the amount on the probability

that the firm will go bankrupt, and the cost of bankruptcy.

To value the firm as if it had no debt, it must be done through discounting the expected

FCFF at the unlevered cost of equity.

Miguel Cardoso Ferreira Reis Page | 6
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FCFFy(1+ g)
ku -9

Value of Unlevered Firm =
Where, ky is the unlevered cost of equity and g is a constant growth rate in perpetuity.
In order to consider the present value of the interest tax shield generated by borrowing
a given amount of money, we should take into account that this tax benefit is a function

of the corporate tax rate of the firm (T¢) and is discounted at the cost of debt (D) to

reflect the riskiness of the cash flow.

Value of Tax Benefits = t.* D

The final step is to estimate the influence of a certain level of debt on the default risk of
the firm and on expected bankruptcy costs. This requires the estimation of the
probability of default (rc) with the additional debt and the direct and indirect cost of

bankruptcy.

PV of Expected Bankruptcy Cost
= (Probability of Bankruptcy) = (Probability of Bankruptcy cost)
=n,BC

In this step we will face a problem since neither the probability of bankruptcy nor the
bankruptcy cost can be estimated directly.

Some additional components of DCF:

In the specific case of private firms, the way we estimate the inputs to the discounted
cash-flow model is different from the case of publicly firms.

v Cost of Equity (Ke):

According to Damodaran (2002), the cost of equity it is equal to the expected
return for equity investors that should include a premium for the equity risk in

the investment.

Miguel Cardoso Ferreira Reis Page | 7
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The most common and known model to estimate the cost of equity is CAPM
(Capital Asset Pricing Model). It assumes that the opportunity cost of equity is
equal to the return on risk-free securities (R¢) plus the company’s systematic
risk (B) multiplied by the market risk premium [E(Rm)-Re].

E(R;) =15+ Bi[E(Ry) — 7]

v" Risk-Free Rate (Ry):

According to Copeland, Tom & Koller, Tim; Murrin (2000), the risk-free rate is the
return on a security that has no default risk and is completely uncorrelated with
returns on anything else in the economy. It can be estimated through the
government bond rates with no default risk neither reinvestment risk.

v’ Beta(B):
The beta of an investment is the risk that the investment adds to a market
portfolio. The most common way to compute beta is by regressing returns on
asset versus a stock index, with the slope of the regression (b) being the beta of
the asset (Damodaran, 2002):
Rj=a+bx*Ry,
Usually, the beta is estimated using historical stock prices but in the case of
private firms this can be a more difficult. The absence of historical price
information and the failure on the owners of the private firms to diversify his
business can create many problems with estimating and also using betas for
these firms (Damodaran, 2002).

v" Cost of Debt (Kq):

In accordance with Damodaran (2002) the cost of debt is the market rate at

which the firm can borrow, adjusted for any tax advantages of borrowing. The

Miguel Cardoso Ferreira Reis Page | 8
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cost of debt is dependent of the firm’s default risk. The risk is measured through
the yields on bonds issued by the firms or the ratings for these bonds to get
default spreads, in the case of publicly firms. But in the case of private firms, they
are not rated and do not have bonds outstanding. One possible approach to get
the cost of debt is assuming the interest rate on the borrowing, only if the private
firm has borrowed money recently.

v Risk Premium [E(Rm)-R¢l:

Brealey et al. (2001) states that the risk premium is the “expected return in
excess of risk-free return as compensation for risk.” This premium is equal to the
risk that investors have for investing in risky assets in the market as a substitute

of investing in a riskless asset.

2.3 RELATIVE VALUATION

The objective in relative valuation is to value assets based upon how similar assets are
currently priced in the market. In order to make in practice this valuation method, first
we need to find a group of comparable firms. A comparable firm is the one with cash
flows, growth potential and similar risk to the firm that is being valued but it is not easy
to find similar firms because there are no two identical firms and sometimes two firms
even in the same business can differ on risk, growth potential and also in cash flows
(Damodaran, 2002). According to Koller et al. (2005), “Finding the right companies for

the comparable set is challenging.”

Secondly, values should be standardized. In order to compare the values of comparable
firms in the market, values can be standardized relative to the earnings firms generate,

to the book value or replacement value of the firms themselves. (Damodaran, 2002). In

Miguel Cardoso Ferreira Reis Page | 9
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accordance with Fernandez (2001), we can divide the most common used multiples in

three different groups:

Multiples based on the company’s value | Multiples based on the company’s Growth-referenced multiples
(Equity and Debt value) capitalization (Equity value)
1.  Enterprise Value to EBITDA 1.  Price Earnings Ratio 1.  Price Earnings to Growth
(EV/EBITDA) 2. Price to Book Value 2.  Enterprise Value to EBITDA
2. Enterprise Value to Sales 3.  Price to Sales growth
(EV/Sales)

Lie & Lie (2002) had reached a conclusion: “There is no consensus as to which multiple

performs best.”

2.4 CONTINGENT CLAIM VALUATION

The principle behind this assessment is that the value of the company may eventually
exceed the value designated by DCF models. This valuation method proposes to
estimate the company's value using option pricing models, such as the Black Scholes
model and Binomial model. In particular, using these models in an evaluation process
helps to determine in advance the value of a set of opportunities that the company is
likely to develop in a future like an expansion of a business unit or creating new products,
abandonment of a project, and use of patents, among others (Luehrman,

1997)(Damodaran, 2002).

Copeland (2000) argue that this method is a more complete version of the DCF as it
enables managers have flexibility to alter their strategies; however Luehrman (1997)
states that the dependence of this method to a large number of variables makes is

formally impractical.

Miguel Cardoso Ferreira Reis Page | 10
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3. COMPANY PRESENTATION
Cork Supply was founded in 1981 by Jochen Michalski in Northern California. The main

purpose of the company is to supply the best wine producers with high quality stoppers.
Currently, Cork Supply Portugal operates in many countries, such as Argentina, Australia,
Canada, France, Ireland, Italy, South Africa, Spain and the United States.
More than three decades since the foundation of the company, Cork Supply Portugal is
now part of a highly competitive market (with Portugal being the largest cork producer
in the world), where product quality is a critical success factor.
Initially, the company started its business as a distributor of natural cork TOB (top-of-
bottle) products. At that time, the company imported ready-made cork TOB products
from Portugal and then distributed them to the USA market. However, in 1995 the
company started to produce the TOB product by itself, in Portugal, by buying “fardos”
that had already received some treatment so then they only had to produce the final
product.

In 2000, CSP started the “vertical integration” process!, where they built their own line
of production. Through this process, CSP was able to control the quality and
development of the overall process of production, guaranteeing customer’s maximum
product quality. Now the company is actually a producer and a distributor of numerous

TOB products for the wine industry around the world.

The group’s headquarters are located in Luxembourg. The factories of cork’ preparation
is located in Portugal, as well as the factories of manufacturing and finishes of cork

stoppers (for Europe). All the other factories are independent of the Portuguese factory.

1 Source: Interview with Paulo Couto, Cork Supply CFO
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Some factories are located in USA, Australia, South Africa and Argentina in order to finish

the cork stoppers.

The company has a vast client base of approximately 2000 clients spread all over the
world. CSP’s clients are located in USA, Spain, France, Italy, Germany, Argentina,
Australia and South Africa. Some of these countries are final consumers but others, like
USA, South Africa, Australia, and Argentina are retailers. CSP’s has a high dependence
on the USA’s market since it represents 40% of the sales in 2014. Sales breakdown by

country in 2014 is presented in Appendix 1.

3.1 BUSINESS AREAS - PRODUCTS & SERVICES

The company’s core activity is focused on the production of cork stoppers for the wine
industry. This is the only business unit of CSP. To satisfy all the different client
requirements, the company offers this set of products: natural corks, technical corks,
sparkling wine closures and natural cork bar tops?. The product’s weights on total sales
volumes can be presented in Appendix 2. However, client requirements vary a lot,
depending on: type of wine (sparkling or natural), time of duration, budget, quality of
closure, brand positioning, technical performance, etc. Over time, some substitute, yet
competitive products have been launched in this market in order to compete with the
traditional cork products.® CSP only produces cork related products; all other products
being sold in partnership with the most recognized brands in the world. In these
partnerships, CSP acts like an intermediary since they buy the product from its partners

and then sell on with a margin. Through these partnerships, CSP is able to expand the

2 Source: www.corksupply.com/products
3 Source: http://www.amorimcork.com/en/products/cork-vs-artificial-closures/
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range of products and sell some substitute products (screw caps, synthetic closures,

wine capsules) to cork stoppers, without incurring in the producing costs.

3.3 BUSINESS DESCRIPTION

In this topic, we will analyze two different markets that are very important for the

success of this business.

3.3.1 CoRrk
Cork is a product native to Portugal, for which it is known world-wide. Portugal has

always been associated to this activity and has, in recent decades, become the world's
largest producer and exporter of cork. Cork is also a natural, renewable and sustainable
product®. The unique physical and chemical characteristics of natural cork make it an
ideal stopper. The permeability of cork makes an effective barrier against liquids and
gases, while being ideal for the oxygenation essential for the maturing of wine. It also
acts as protection against external unwanted flavors in the wine. As stated previously
the success of a business like the one under study depends on one critical factor: the
quality of the cork. This latter depends on terrain conditions, such as soil permeability
and humidity and, most importantly of all, the weather. The Portuguese Montado (cork-
oak plantation) is generally owned by Portuguese families that, after cork extraction, sell
it to cork producing companies. As part as its business strategy, CSP buys around 50%

of its cork as a semi-produced TOB in order to reduce stock costs.

The company tries to have strong and trusting relationships with its suppliers given that
the company does not have total control of the growth of the raw material in its natural

state, yet it must ensure the quality of the product before it is entered into the

4 Source: http://apcor.pt/userfiles/File/CIB/Rolha_de_Cortica_PT.pdf
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company’s final inventory. In the wine industry, there is an increasing interest in the
quality of the cork products®. For both producers and consumers of wine, the main
problem is how to remove the unwanted sensory aspects that cork stoppers transfer to
the wine. Knowing that, the company is investing in its product’s quality.
In this business, there are some risks that are associated with the core business of the
company. As we know, CSP business is related with the cork stoppers and is constantly
threatened by the quality product, being the TCA one of the major risks. It is expected
that the company that will solve this problem by creating technology that stop this
undesirable characteristic is the one that will rapidly increase his market share. The
other risk that cork stopper’s companies are facing is the loss of cork’s quality due to
some reasons being the biggest one the climate change. This can result in an exponential
increase of cork’s price.
3.3.1.1. VERTICAL INTEGRATION

The process of vertical integration is an essential part of the overall process
management for many reasons. For the business to truly become a standard to aim for
as regards the cork transformation process a new strategy was needed and so vertical
integration of the whole cork processing was implemented. The company has the overall
control through its affiliates in all the cork-oak plantations of the processing of its
products, from cork extraction, to the treatment it should undergo before starting
manufacture and to the final TOB product. In this way, the company assures its
customers the quality of its products, being able to stop the process whenever they want

and at any stage of development for whatever reason. This is also done to avoid any

5 Source: http://100percentcork.org/wine-drinkers-u-s-germany-australia-associate-wines-natural-cork-stopper-
significantly-higher-quality-screw-cap/
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flaws in their products that could affect the quality of the final product and,

consequently, sales or the reputation of the company.

To sum up, while the company could not possibly have absolute control over production,
it does have and input at every stage of the process. This process affects the
financial/net profit aspects of the business quite strongly, since it implies more costs. It
is difficult to see if this process has had a positive impact on sales because it is not
possible have access to the company’s results prior to 2010.
3.3.1.2. AsSET CONVERSION CYCLE

During this project | was in contact with some members of the company and they drew
my attention to the following fact: the company has a very long cash-cycle. From the
company extracting the cork until it receiving its customers’ payments takes up to 16
months.

In CSP’s case, the total economic cycle (in other words, the time from which the
company purchases the material (cork), until it is ready to be produced) is 150 days, or
5 months. During this period, there are some risks concerning its stocks’ quality, which
can decrease its overall value, if not accurately managed. It is important to note that 5
days after the cork is prepared to be produced, it can be sold at any moment.
Thus, the cash cycle is measured in terms of the time the company takes to pay its
suppliers (120 days), and the time it takes for its own clients to pay the company (90
days). It is important to note that the company pays its suppliers before the beginning
of the production process, which means the two cycles, cash and economic, are
interpolated. Overall, the two cycles together form the operational cycle, which is 245

days.
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3.3.2. WINE
The cork stopper is a product that relies directly on wine production, depending on

fluctuation of world production of bottled wine.® Portugal has been improving in the
production and management of its winery houses. However this market only represents
about 5% of CSP’s sales. Historically, the most important driving forces behind wine
consumption have been GDP evolution and consumer purchasing power. A recent study
done by OIV (Organizagdo Internacional do Vinho)” showed that world wine production
decreased by 6% in 2014. Last year, Portugal’s wine production decreased by 10%, with
the European Union’s average production also decreasing (for example, ltaly's
production decreased by 15% and Spain's by 18%). Despite the decrease in production,
wine exports have doubled over the past twenty years.®2 World wine consumption has
been slowing down over recent years with a negative growth rate of 3%° between 2008
and 2012, having reached its lowest level in the last 40 years.? However, this reduction
in consumption can be explained by the financial crisis the world is facing, which has had
negative consequences on basically every industry because of the consumer purchasing
power effect. On the other hand, “new” world countries are increasing their wine
consumption, with the USA being the world’s biggest wine consumer!!, with an average
of 12 liters per person?? per year. The wine industry forecasts a positive growth rate of
5% between 2013 and 2017. “New” wine countries, like China, explain these statistics,

i.e., countries other than the traditional wine consumers. In 2014, 39% of the world wine

6 Source: http://apcor.pt/artigo/consumo-de-vinho-potencia-a-cortica.htm

7 Source: http://www.bkwine.com/features/more/state-world-wine-production-grape-growing-2014-france-back/
8 Source: http://finance.yahoo.com/news/united-states-overtakes-france-worlds-
141343608.html?soc_src=mail&soc_trk=ma

9 Source: http://blogs.reuters.com/counterparties/files/2013/10/Global-Wine-Shortage.pdf

10 Source: Morgan Stanley Wine Research: http://blogs.reuters.com/counterparties/files/2013/10/Global-Wine-
Shortage.pdf

11 Source: http://www.cnbc.com/id/101339366

12 Source: http://finance.yahoo.com/news/united-states-overtakes-france-worlds-141343608.html|
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consumption comes from outside Europe (31% in 2000). However, more than 60% of all
produced wine is still being consumed in Europe. The global trade regarding wine

exportation is worth more than 25 billion euros, a rise of more than 100% since 2000.

For further detailed information about the wine production/consumption evolution in

the countries where CSP operates see Appendix 20.

3.4. STRATEGY

In the last few years, there has been a group of substitute products (synthetic, screw
tops, plastic) that have been growing in terms of the market share and they are now
“fighting” for a bigger share with TOB products. The CSP top executives therefore
implemented a new strategy that allowed the company to have a diversification process:
now they can offer more products to their current customer base (they can buy more
types of TOB products since they have different types of wines — Cross Selling) and can

also attract new ones.

CSP goals for the next years are®3: 1. Investment in R&D in order to get the “perfect
TOB”, trying to solve the TCA problem; 2. Implementation of the Lean Production
Philosophy, based on the principles of increase the production as well as decreasing
inventory; 3. Implementation of the Sales Inventory and Operations Planning (SIOP),

trying to reduce the stock keeping units and also the slow movers.

3.4.1. INTERNATIONALIZATION
CSP is already operating in more than 10 different countries and this allows the company

to have sustainable growth as well as allowing the company to diversify and to mitigate

some of the risks associated with regional macroeconomic conditions.

13 Source: Interview with CSP CFO, Paulo Couto
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Now the company has to step up its internationalization process towards markets that
have strong growth potential and they have identified China as the biggest potential
market in the world. This year, 2015, the company will step into the Chinese market,
which if successful, will boost CSP’s sales. Despite being the country with the lowest
wine consumption per capita in the world, this trend is about to change. This huge
country is getting closer to Western tendencies, due to its rapid economic advancement
and a growing educated, urban population.
3.4.2. PORTER’S FIVE FORCES

In this section the external environment of Cork Supply Portugal will be analyzed. We
will discuss the characteristics of the market they operate in, the competitors, their
strategic moves and the main driving forces of the industry. According to Michael Porter
(2008), this model is very important, since "the structure of the sector, manifested in
their competitive strengths, defines the profitability of the sector for the medium and

long term."

For further information about the Porter’s Five Forces, see Appendix 3

FIGURE 1 — PORTER FIVE FORCES
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3.4.3. SWOT ANALYSIS

Strengths

Innocork (unique in the world) — R&D
Partnerships with famous brands
Geographically varied business
Accurate distribution Network
Expert work-force

Durable customer relationships

Weaknesses

Dependence on cork tree producers
Huge exportations dependence
High operational costs

High raw material costs

Small activities and business
portfolio

Exchange rates fluctuation

Opportunities
Chinese Market

“New world” wine markets

New product’s development

New strategic partnership’s
agreements

Foreign direct investment’s attraction

Threats
TCA related problems
Substitute products
Cork’s volatile price
External business risks
Global economy risk
Wine’s consumption decrease
Financial capacity

FIGURE 2 - SWOT ANALYSIS

3.5. OPERATIONAL AND FINANCIAL PERFORMANCE

FIGURE 3 — TOTAL SALES (MILLIONS €)

€50.000.000
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€10.000.000 H = — —

Portugal

International
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Historical CSP’s sales (Fig.1) have been rising during the last few years. In 2010 the
company's total sales together with services provision was worth approximately 27
million euros, while in 2014, this has increased to 40 million euros, an average annual
growth of 9%, over the last five years. Last year, the company registered a global sales

increase of 15%, the driving force behind this being sales in Europe, with a 28% increase
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in sales. In the European market, it is important to highlight the German, Portuguese,

Italian and Spanish markets as being largely responsible for this increase.

Net Profit Margin (%)
2,00% 158% 1,78%
1,50% —
1,00% 0,78% I

0,50% |—0,259 0.43% L

0,00%
2010 2011 2012 2013 2014

FIGURE 4 — NET PROFIT MARGIN (%)

The cost of raw materials and products sold is huge in this industry. The best way to
evaluate any company’s ability to transform each dollar earned into profits is called Net
Profit Margin. CSP’s net profit margin was 1.78% in 2014, which means that only 1.78%
of its revenue (41.727.806 million euros) were actually converted into profits

(741.326€). (Fig.2)

EBITDA Margin (%)

6,56%
585%  579%  ©.20% ’
6,00% |—4.95% -

4,00% — —

2,00% — —

0,00%
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FIGURE 5 — EBITDA MARGIN (%)

EBITDA margin has been increasing in the last years, from 5.79% in 2012, to 6.56% in
2014. The company had, in 2014, a total CMVMC of 65% of its total sales value, which
contributes to the EBITDA margin of 6.56%. The company adopted the Lean

Management philosophy in 2014, which aims to increase CSP’s operational efficiency. It
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is, together with CSP’s sales increase, the explanation for the 21.35% increase in its

EBITDA. (Fig. 3)

Debt to Equity (%)
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FIGURE 6 — DEBT TO EQUITY (%)

Other relevant costs to highlight are the cost of the external services provided (19% of
sales in 2014), as well as the one related to its staff (10% of sales in 2014). As far as its
financing sources are concerned, the company decides to finance its assets mainly
through external sources (84%); the most relevant ones being suppliers (41%), and
financial loans (52%). Its Debt to Equity ratio is 520%. In 2015, the predictions are
optimistic, based on orders that have already been made, as well as orders under
negotiation. The company expects to grow, especially in the European market, where

the company has the majority of its business. (Spain, Italy, France) (Fig. 4)

Financial Autonomy (%)
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FIGURE 7 — FINANCIAL AUTONOMY (%)
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The financial autonomy results from a ratio between the Equity divided by the Assets.
By the graph we can see that in 2010 this value was 16.34%. However, mainly due to the
financial crisis, in the following years this value increased to values around 17.65%. In

2014, the ratio value decreased to 16.13%. (Fig. 5)

Finance Costs/Sales (%)
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FIGURE 8 — FINANCE COSTS/SALES (%)

By analyzing the figure, we can see an increase in the financing costs supported by the
company. This is mostly due to the financial crisis that we lived, mainly in Euro Zone.
The strong pressure made by the central banks forced the banks to increase the risk
assessment and consequently the spreads of the financings, increasing financing costs
of the companies. Nevertheless, in 2014 financing costs supported by CSP are lower

than the value of 2013. (Fig. 6)

3.6. MACROECONOMIC ENVIRONMENT AND INDUSTRY SECTOR

3.6.1. MACROECONOMIC ENVIRONMENT
This section will look at the 2015 macroeconomic scenario, and its outlook for the next

5 years, not only in Portugal, but also in Cork Supply Portugal’s main markets. The
indicators analyzed are the most important national indicators such as: Gross Domestic
Product (GDP), inflation rate (price evolution trends), Trade Balance (imports vs.

exports) and the implied purchasing power.
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These are, in their majority, taken from the International Monetary Fund’s statistical

data sources.

France

¢1,64% average GDP
growth rate

*1,07% average
inflation growth
rate

¢3,98% average
import's growth
rate

¢(0,812 average
points of
purchasing power

Italy

©0,97% average GDP
growth rate

¢0,92% average
inflation growth
rate

*3% average
import’s growth
rate

¢0,74 average points
of purchasing
power

Spain

©1,92% average GDP
growth rate

*0,79% average
inflation growth
rate

*4,84% average
import’s growth
rate

¢0,653 average
points of
purchasing power

Portugal

¢1,35% average GDP
growth rate

*1,41% average
inflation growth
rate

©4,42% average
import’s growth
rate

¢0,61033 average
points of
purchasing power

China USA

*6,29% average GDP
growth rate

®2,2% average
inflation growth rate

*6,47% average
import’s growth rate

©3,5927 average
points of purchasing
power

*2,55% average GDP
growth rate

¢1,86% average
inflation growth rate

¢5,18% average
import’s growth rate

3.6.2. INDUSTRY SECTOR

3.6.2.1. CoRK
Portugal produces 49.6% of the all cork in the world, as well as being the world's largest

exporter with a market share of 64.7%. (Appendix 4) Portugal has the largest cork-oak
forest area in the world (33, 78%), followed by Spain (27,10%), Morocco (18,08%) and
Algeria (10,85%). (Appendix 5) Based on an INE (Instituto Nacional de Estatistica) study
in 2013, the business is getting closer to its pre-crisis values, generating about 834
million Euros per year in Portugal, a 1,5% increase when compared to 2012. Portugal
only uses about 10% of the cork it produces, with the remaining 90% all being used for

foreign consumption. In Portugal, more than 40 million cork stoppers are produced
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every day and there are 10,000 people employed by the industry.
Portugal is also one of the biggest importers (raw materials) in the world with a figure
of 10%. Cork exportations represent 2% of total Portuguese exportations.
Portugal is also the country that sells and exports more, representing 64% of the world's
cork trade (Appendix 6). However, the quantity exported decreased by 9,5%, which
represents a total of 19.3 thousand tons in absolute terms. When compared with other
cork-producing countries, Portugal is also one of the biggest importers in the quantity
of raw cork. (Appendix 7) It imported 136 million euros' worth in 2013. In 2014, the cork
trade balance was positive by a total of 718.3 million euros, which clearly shows that
cork exportations more than cover its imports (662%).14
3.6.2.2. TOP-OF-THE-BOTTLE

Within the cork business, stoppers (top-of-the-bottle) represent 70% (592.5 million €)
of the market value. The market for this product, as explained earlier, is CSP’s core
business, which is, in fact, directly related to the two markets analyzed previously in this
study: cork and wine. Cork Supply Portugal only produces cork related products, through
its facility in Espinho, in the north of Portugal. Over the last ten years, the global market
share of natural cork producers has decreased from 95% to almost 70%. Ten years ago,
the future of cork stoppers was threatened by substitute (plastic and aluminum)
products that appeared in the TOB market. There was, at that time (2007) a huge
concern about the survival of this business sector. However, this threat appears to have

receded, with a recovery of almost 5% of the market share over the 2007-2012 period?®>.

14
Source:
http://www.portugalglobal.pt/PT/PortugalNews/RevistalmprensaNacional/Comercio/Documents/Apcor_DE170315
.pdf

15 Source: http://www.corklink.com/index.php/cork-stoppers-continue-to-take-market-share-from-synthetic-
alternatives/

Miguel Cardoso Ferreira Reis Page | 24



Equity Research - Cork Supply Portugal

This recovery is largely due to two important factors: The first one is the evolution
regarding the mechanical and chemical aspects of the cork stoppers, which were
achieved due to the company’s huge investments in R&D, mostly to do with the TCA
aspect. Secondly, there were the hugely successful marketing campaigns that associated
in people's minds cork with high quality wine; a powerful brand image of high standards.
Another very important aspect is related to environmental concerns. Cork stoppers are
easily the most environmentally-friend product in the market of stoppers, especially
when compared to its alternatives, and it is also the best contributor to the quality of a
wine. Characteristics such as impermeability, flexibility, sealing capacity, and resilience
make it the perfect TOB product. There have been several studies conducted in several
countries, which confirm that globally, cork stoppers are the first choice within the TOB
market®. According to a study carried out by A. C. Nielsen, 61% of the 100 top premium
wine brands use cork stoppers. Between 2010 and 2012, there was a 26% increase in
sales in wines sealed with cork. On the other hand, wines sealed with non-cork stoppers

had a 12% decrease in their total sales revenue.

CSP’s most important markets (USA, France, Italy and Spain) keep on faithful to cork

stoppers, which secures this company’s growth and evolution in the next years.

16 Source: http://www.amorimcork.com/en/products/cork-vs-artificial-closures/#
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4. VALUATION

4.1 METHODOLOGY
The value of the CSP’s business will be determined by the FCFF method. This

methodology besides being the most widely used by investors and managers in the
process of companies’ valuation, is also the most appropriate to assess the CSP, since its
financial structure is practically unchanged. The FCFF will be estimated for a time horizon
of five years (2015-2020). Finally the adjusted FCFF will be discounted at the WACC rate,

such as the financial structure will be constant within the timeframe and in perpetuity.

4.1.1. SALES VOLUME
We assumed that the company sells 4 different products. Based on CSP’s board

members information, it was possible to calculate each product’s weights on the total
volume of sales. The annual report breakdown sales by national and international. Based
on that information provided, | was able to reach the assumption for the Portuguese
market (5% of total sales) and also for the International market (95% of total sales). Also
the price’s information was given by the CSP’s board members. Doing this, | was also
able to reach product’s quantities sold. The company practices different prices for
national and for international market, being the price for international market 10% more

expensive.

To forecast the quantity’s growth rate, we assumed:

National Market: | took into account three main factors. The first one was the evolution

of CSP’ sales in Portugal over the last three years. The second factor was the Portuguese
wine production since 2011 until 2015. The third one is related with the Portuguese wine

consumption over the same period of time. In order to estimate CSP’s quantity growth
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rate, | have to weight of each of these metric, accordingly to its importance, and

calculate the weighted average.

2012 s 2014 s E sk m7F 2018 ¢ 2018+ a0k

Sales - National Marker

Natural earks

rewth Rate (%)

arkling Wine: 10BS0701€ 10438703 € 69312 €
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FIGURE 9 — NATIONAL MARKET SALES
International Market: | used the same factors as used previously but in a more complex

way since we know that each country has a different weight over the CSP’s international
sale’s volume (see Appendix 8). The total quantity growth rates (fig. 7) was the weighted
average of the sales evolution of CSP’s in the countries where the company operates,
the wine consumption (see Appendix 9) and production (see Appendix 10) in each
country over the period between 2011 and 2015 and have into account the weights of
each country in the CSP’s international sale’s volume. For example, Spain market

represents 15% of the overall CSP’s international sale’s volume in 2014.

International Market

Wine Consumption 5%

Wine Production 85%

Units Sold 10%
Growth Rate 2,99%

FIGURE 10 — WEIGHTED AVERAGE GROWTH RATE

China: The company will start its business operations in June of 2015 in China, and that
is the reason why we made all the computations aside the International market. We
assumed 1 billion of people in China and a penetration rate of 3%, facing a 2% growth
yoy. The quantity’s growth rate China was estimated through the wine production and

consumption over the last 10 years. | did not take into account the sales evolution in the
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last years since China is a new market and CSP has no historical sales in this market. For

further information about the CSP’s sales evolution, see Appendix 11.

China

Wine Consumption 10%
Wine Production 90%
Growth Rate 2,07%

FIGURE 11 - WEIGHTED AVERAGE GROWTH RATE (CHINA)

4.1.2. CosT OF GOoDS soLD (COGS)

The COGS was reached by calculating a gross margin for each historical year.
The projected margin was made taking into account CSP’s 2014 GM (32.46%), based on
time accuracy and management information. The reason to make this calculation based
on CSP’s sales is basically because the costs are, by definition, variable, growing

according to the company’s sales evolution.
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FIGURE 12 — GROSS MARGIN

4.1.3. FSE

CSP’s FSE were divided into fixed and variable costs. The variable costs were projected
based on its percentage of CSP’s total sales value. The weight of these costs was
assumed to be equal to the last historical five years (see Appendix 12). The fixed costs
were projected based only on the FMI forecasts about the Portuguese inflation rate over

the next five years.
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4.1.4. PERSONNEL COSTS

The historical number of employees is known. In order to estimate personnel future
needs, | calculated the historical ratio (Total Sales/Total number of employees). This
ratio was assumed to keep constant in the future years. Knowing the expected sales and
also this ratio, | was able to calculate the number of employees needed to perform the
expected sales. This metric was chosen because the company will obviously have to

employ more people if its sales increase as predicted. (See Appendix 13)

4.1.5. WORKING CAPITAL

The working capital is the operating liquidity that the company can release to face its
short-term obligations. It is divided in two groups: working capital necessities and
working capital sources. For the historical years, it was calculated through the
discrimination provided by the annual report and also by some information’s provided
by the CSP’s board members. To estimate the WC for the following years, what we
considered the average receivable/payable period and projects it in the same way as the

company has been done until here. (Appendix 14)

4.1.6. INVESTMENT IN CAPITAL EXPENDITURES AND DEPRECIATIONS AND
AMORTIZATIONS

CSP’s annual report states the gross fixed assets and their gross amortizations. Knowing
this, we estimate yearly depreciations, achieving each fixed asset’s implicit amortization
rate per year. Each historical fixed asset’s investment amount per year was also
estimated to be sure that projections were following the same rate. The first two
projected years were reached based on CSP’s board’s member statement and the other
following years were projected based on an average of last year’s percentage of each

fixed asset’s investment over the total sales.
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4.1.6. WEIGHTED AVERAGE COST OF CAPITAL (WACC)

The WACC rate was estimated for the whole company since the company has only one

business segment.

2015 | 2016 | 2017 | 2018 | 2019 | 2020
Risk-Free Rate (Rf) 0,06%| 0,06% 0,06% 0,06%| 0,06%| 0,06%
Beta (B) 077 | 077 077 |077 |077 | 0,77
Market Risk Premium - (Rm-Rf) | 5,75%| 5,75%| 5,75%| 5,75%| 5,75%| 5,75%
Country Risk Premium 3,75%| 3,75%| 3,75%| 3,75%| 3,75%| 3,75%
Cost of equity (Ke) 82% | 82% | 8.2% | 82% | 82% | 82%
Cost of debt 85% 85% 85% 85%| 85% 85%
Corporate tax rate 24,00%| 24,00%| 24,00%| 24,00%| 24,00%| 24,00%
Cost of debt (kd) 64% | 64% | 64% | 64% | 64% | 64%
D/D+E 15,0%| 15,0%| 15,0%| 15,0%| 150%| 15,0%
E/D+E 85,0%| 85,0% 85,0% 850%| 850%| 85,0%

WACC 8,0% | 80% | 80% | 80% | 8,0% [ 80%

FIGURE 13 — WACC COMPUTATIONS

4.1.7. Cost OF EQUITY

The cost of equity was computed through CAPM formula and using also the Country Risk

Premium. (fig.10)

4.1.8. RISK-FREE RATE

The risk-free rate used to determine the cost of equity was the 5-years German

Government Treasury Bond (0.06%%).

4.1.9. BETA

In order to estimate the Beta of the firm, | used the Comparable Method. With this
method, | first need to collect a group of publicly firms, if possible in the same line of
business but more in general, affected by the same economic drivers. The two
comparable firms were achieved through Bloomberg. They are: Corticeira Amorim (COR
PL) and Oeneo (SBT FP). First, the two adjusted betas were considered on 60
observations for each company, concerning these two companies’ last 5 years

performance (monthly basis). (Appendix 15)

17 Source: Bloomberg (22/05/2015)
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The next step was to estimate the average value (2013, 2014 and current market value)
of net debt and market capitalization of these two comparable firms. (Appendix 16)
The equity amount was estimated by performing the same logic as net debt and market
capitalization calculation. The three last year’s equity values were extracted from
Bloomberg, as we can see in Appendix 21. The enterprise value was calculated by
summing up market capitalization calculation, net debt and minority interest. To

estimate the beta, | had to get the effective tax rate values for each one of the

companies (Appendix 17).

B levered

(1+ (1 — tax rate) * (%))

B unlevered =

The industry’s unlevered beta is the average of the unlevered betas of these two
companies. (Appendix 18) Then, the optimal capital structure was calculated by

estimating the average capital structure of these two comparable firms. (Appendix 19)

We assumed a Portuguese tax rate (IRC) of 21% to estimate the comparable firm’s

levered Beta.

B unlevered

rivate firm = :
Bp f (1+(1-tax rate (IRC))(comparable firmrs average%))
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4.1.10. MARKET RISK PREMIUM

Concerning to market risk premium, it was taken from Damodaran’s website (5.75%).
Since | considered the German Government Treasury Bond in order to be more accurate,
| had to consider the Portuguese market’s risk premium of 3.75%, reaching an accurate

9.5% market risk premium.

4.1.11. CONCLUSION

Based on these inputs, CSP’s cost of equity (8.2%) was calculated and assumed for each

of the forecasted periods. (Fig. 10)

4.1.12. CoST OF DEBT

The cost of debt was achieved by considering last two year’s financial costs over total
current and long term borrowings, reaching an average rate of 8.5%. Yet considering a

Portuguese tax rate of 21%, accomplishment the 6.4% post-tax cost of debt

The considered CSP’s WACC is 8% for every forecasted year. (fig.10)

4.1.13. PERPETUAL GROWTH RATE

According to Steiger (2008), the choice of the growth rate in perpetuity is one of the
most important and complex tasks in a DCF analysis process because slight changes in
this rate will have a big impact on the final firm's value. The rate should be between 0%
and 5%. Knowing this, and having into account the GDP!2 perspectives for the next 5

years, it was assumed a perpetual growth rate of 1.351%.

18 source: IMF website
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5. VALUATION RESULTS
In order to obtain the Cork Supply Portugal firm value, and as | told previously, | used

the FCFF method. Doing this, with China included, | was able to reach an Equity Value of

37.023.355¢€.
Enterprise Value
FCFF WACC PV of FCFF
2015 5.010.764 € 8,0%| 4.640.615¢€
2016 362.040 € 8,0% 310.527 €
2017 1.212.951 € 8,0% 963.514 €
2018 1.617.024 € 8,0%| 1.189.605¢€
2019 1.987.784 € 8,0%| 1.354.338¢€
2020 2.295931€ 8,0%| 1.448.733€
Terminal Value 2.353.329 €
Enterprise Value _

FIGURE 14 — ENTERPRISE VALUE (WITH CHINA)

The Equity Value without China Market is equal to 24.466.047€.

Enterprise Value
FCFF WACC PV of FCFF
2015 6.144.687 € 8,0%| 5.688.769 €
2016 535.850 € 8,0% 459.282 €
2017 1.065.453 € 8,0% 845.454 €
2018 1.176.932 € 8,0% 864.620 €
2019 1.256.699 € 8,0% 854.720 €
2020 1.277.236 € 8,0% 804.234 €
Terminal Value 1.309.167 €
Enterprise Value _

FIGURE 15 — ENTERPRISE VALUE (WITHOUT CHINA)
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6. RELATIVE VALUATION

To make in practice the relative valuation method, first we need to choose which
multiples to use in the analysis. The multiples EV/Sales and EV/EBITDA are the models
that were chosen mainly because these are the ones that allow the comparison with
other companies operating in the same industry/sector. Secondly, we have to find
companies with similar characteristics. This implies firms with similar growth potential
and similar risk, and, in preference, operating in the same business.
As comparable firms | choose Corticeira Amorim and Oeneo, through Bloomberg. The
future information of the comparable companies is not known, and, knowing this, we
choose to forecast it through the average of the three last historical years (2012, 2013,
and 2014). The task of choosing the comparable companies was a complex challenge
because there are no quoted companies acting in the same sector as CSP. Corticeira
Amorim has much more business units than cork stoppers for wine producers like floor
and wall coverings, composite and insulation cork. Oeneo is a company that is exposed
not only to the wine market but also to the market of spirit drinks. Here, | can conclude
that, despite of being three companies related with cork producing, they have
completely different business dimensions and they also do not have the same business
units. The implied risks associated with each one of these companies are much different.
The level of uniqueness of each one of the companies can be seen in EBITDA margins.
Even between the two comparable companies, EBITDA margins are very different.
Despite of being aware of the limitations of this model, | wanted to perform and present

the results for the multiple s EV/Sales and EV/EBITDA.
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EV/sales EV/EBITDA
Enterprise Fy2014 | 2015 | 2016 2014 | 2015 | 2016
COR PL equity 0,92x 1,16x 1,12x 5,72x 7,62x 7,19x
SBT FP equity 1,81x 2,20x 2,02x 6,98x 8,85x 8,07x
Average 1,36x] 1,68x| 1,57x 6,35x| 5,23x] 7,63x
csp 0,86x 0,72x 0,64x 13,17 9,22x 7,87x

FIGURE 16 — RELATIVE VALUATION

After performed the relative valuation, | can conclude that this will do not have impact
on the valuation process because the results are not conclusive due to the facts

presented above.

7. SENSITIVITY ANALYSIS

CSP’s value was estimated based on several assumptions which were define through
some strategies for the company's future, many of them in an interview with the CFO of
the company and others based on publicly available information. Once these variables
impact CSP’s value, it is necessary to assess the impact of the main variables on CSP’s
value. This assessment was made through sensitivity analysis performed to some of the
most important variable in valuation exercise. The variables subject to sensitivity are:
perpetuity growth rate; WACC rate; weight of variable FSE on the total sales; gross
margin and penetration rate in China. The graph below shows the impact of a variation
of: (i) -0.5p.p. and +0.5p.p. in perpetuity growth rate; (ii) -0.5p.p. and +0.5p.p. in WACC
rate; (iii) -0.1p.p and +0.1p.p. in weight of variable FSE on the total sales; (iv) -1p.p. and
+1p.p. in gross margin; (v) penetration rate in China of 1%, 3% or 5%. The variable that
has more impact on CSP’s value is the Gross Margin since it can result in firm’s total

value between 29M€ and 40ME£.

Miguel Cardoso Ferreira Reis Page | 35



Equity Research - Cork Supply Portugal

Growth Rate in Perpetuity _ 32 37
WACC _ 32 38
Weights of Variable FSE on total Sales _ 30 39
Gross Margin _ 29 40
Penetration Rate in China _ 30 39
20 2I5 3I0 3I5 4IO 4IS
Enterprise value (€M)

FIGURE 17 — SENSITIVITY ANALYSIS

8. CONCLUSION

During the realization of this project, | understood that there is not an ideal valuation
model to determine the value of a company. There is a group of models that can be
chosen and, depending on the one that we choose, several assumptions have to be
made along that assessment. | choose the FCFF model by thinking that this model is the
most appropriate in this specific case. The relative valuation is also a complementary
and useful element in the evaluation of companies and ensures greater reliability to the
chosen model. CSP is a company that depends heavily on the export market, especially
the market of the United States. About 95% of its total sales are international sales. One
of the great opportunities that the company is now facing is to take advantage of the
Chinese market. With this new market, it is expected that sales rise strongly because, in
China, wine is now a drink that is fashionable and is also associated with certain status.
The dimension of the Chinese market is known, representing a big opportunity for CSP.
Its operating performance is mainly explained by the increase of the weight of its
international activity, a constant search for markets which have more favorable

conditions than Portugal and that support CSP growth.
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Continuing to follow these internationalization and diversification strategies offering a
customer a good quality / price ratio, it is expected that this company will continue to
grow. Despite the company is having several opportunities for growth, the group also

has important challenges ahead.

A major challenge the company faces is the resolution of the TCA problem. This is a
threat that the major wine producers in the world are not willing to tolerate because
the higher quality wines are associated with cork stoppers. Neither consumers nor
producers of wine are willing to buy bottles of wine with TCA. The company that will are
able to solve this problem, is the one that will mostly increase his market share.
Nowadays, CSP is also facing a major threat in relation to substitute products. For
example, screw cap has no problems with the TCA and also has some positive aspects
such as the opening and closing the wine bottle the number of times that a person
wants. It is expected that the company keep looking for new opportunity markets in

order to face losses that are occurring in some markets due to the substitute products.

The results obtained during this valuation process of CSP and after performed the
sensitivity analysis, we conclude that the Equity Value at 31.12.2014 is 37.023,355¢€.
Considering the scenario without the China business, this value is 30% lower, presented

a value of 24.466.047¢€.
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APPENDIXES

APPENDIX 1 — TOTAL SALES BY COUNTRY (2014)

. Other
Argentina
et Sales by Country__ .
0,
Portugal / 1%
1% S
South Africa___Australia

France
10% 15%

APPENDIX 2 — PRODUCT’S WEIGHTS ON SALES (2014)

Product's Weights on Sales

m Natural Corks M Technical Corks

Sparkling Wine Closures ' Natural Cork Bar Tops

APPENDIX 3 — PORTER’S FIVE FORCES

Threats of Substitution

As has already been stated, the TOB production market has a direct correlation to wine
production. Its growth is directly dependent on bottled wine production, which clearly
demonstrates the latter's importance to the market. There are 18 billion wine bottles
produced per year, of which 70% have cork related stoppers. In other words, 30% of the TOB
market share comes from cork substitute products. Some of these substitute products are
Screw caps and Synthetic closures.

Regarding Screw caps, its producers claim that there are, with their products, none of the

concerns about the wine’s sensory aspects that exist with the cork-related TOBs. The TCA issue
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has been the biggest issue for cork and wine producers, and screw caps have come in and
irrevocably changed the parameters of this question. The product is roughly 80% cheaper than
natural cork stoppers, which can be seen in a better cost-performance ratio. The biggest
advantage of this product, in relation to its substitutes, is that you can open and close a bottle
the number of times you wish, which will not damage the bottle. It is much more comfortable
and easy to manage than a cork-related TOB. On the other hand, it does not seal the wine as
effectively as a cork TOB, because it does not have its unique characteristics, crucial for the
isolation of the wine.

Like the screw cap, synthetic closures' main characteristic are that they do not have the TCA
problem and are much cheaper than natural cork stoppers. Synthetic producers differentiate
themselves from screw cap producers, by stating that the screw cap product does not isolate
the wine from oxygen permeation, which lowers the quality of the wine. The synthetic TOB's
most important advantage is related to oxygen. This product is more developed in terms of
oxygen management than the traditional natural ones.

However much these products appeared to threaten cork producers a few years ago this
threat has decreased, with the cork sector regaining the market-share that was lost when
these products first started as an alternative within the TOB market. Cork TOB are perceived as
high quality stoppers for high quality wines, whereas synthetic and screw caps are perceived as
lower quality stoppers for lower quality wines.

Saying that, | would conclude that this threat is MODERATE because there is a market for both

products.

Threats of New Entrants

To analyze this possible threat, it is important to focus on issues that might create barriers to a
new competitor’s entrance in the market.

The first barrier is related to the high start-up costs a new producer must incur. Regarding
fixed assets, there are specific, expensive, machines which must be available to perform the
different phases of the process that are essential to produce cork TOB.

The need for advanced technology, as well as the work-force’s know-how is crucial for a TOB
producer company in order to innovate, improve and develop production techniques. The TCA
issue is the biggest concerned in this market, and it can only be dealt with by innovation in
technology and technological methods. This, once again, means high investment costs.

The access to raw materials is another crucial aspect to take into account. Cork production is,

as has previously been shown, highly concentrated in the Iberian Peninsula. Based on this, CSP
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has comparative advantage against potential competitors from abroad, because it has cheaper
raw materials, due to the higher demand on offer in both Portugal and Spain.

The access to distribution is also a huge barrier. CSP has a solid distribution chain reaching
customers all over the world. The company has distribution facilities in geographically strategic
points of the globe, essential so there is an efficient distribution process for all its customers.
The location of these facilities range from Australia to Europe and to North and South America.
It is extremely expensive to create one's own distribution channel, which, again, is a barrier to
entry into this market.

By analyzing the stated facts and figures, it is fair to conclude that the threat of new

competition in the production and supply sector is WEAK.

Supplier Power

CSP has comparative advantage in relation to foreign TOB producers, due to the huge
concentration of cork suppliers in Portugal. Portuguese cork production represents about 50%
of the world’s production, in other words, 50% of the world cork’s supply. Cork related TOB
companies must buy cork (the raw material) to perform its production process. There is no
other raw material which can act as a substitute and therefore the purchase of cork is an
absolute essential, increasing cork suppliers' power. There are huge cork suppliers around the
world, basically offering the same service: cork as raw material.

Based on CSP's annual report, one can easily see that the cost of cork is a very important
aspect to be considered. It makes up almost 50% of the company’s revenues, which makes its
management crucial to the success of a cork TOB producing company.

Negotiations usually take the form of an auction, with whoever offering the most for a specific
bundle of cork being the one who gets it. All suppliers can afford to pick and choose which
customer to sell it their products to, because cork demand is higher than its supply.

Knowing that, it is reasonable to conclude that cork supplier’s power is STRONG in this

industry.

Customer Power

As wine producing companies are customers it is reasonable straightforward to state that
there are millions of different customers, with different requirements and preferences, which
means they do not act as one and so make them less powerful. The ability CSP has to create
economies of scale, through its high production level, enable the company to practice low,

competitive prices, which are difficult to copy by the majority of its competitors. Besides that,
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the company has created high customer loyalty, by supplying every TOB product present in the

market.

The association of cork stoppers with quality wines is another competitive advantage CSP has
in relation to competitors offering TOB substitute products. It is almost impossible to develop a
high quality wine and then try to sell it at a high price using a screw cap top. It does not make
any sense, and people will simply not buy it. High quality wine producers must buy cork related

stoppers in order to position their wines at the highest end of the market.

There is also the threat of backward integration. However, this threat is almost null due to the
huge investment necessary to start the cork production process, as well as the fact that this
would not be the wine-producer's core-business unit. Although cork stoppers are not part of
their core business, they are absolutely necessary in order to seal the product (wine). Thus, it is

cheaper for customers to outsource the cork TOB production than to produce them in-house.

Rivalry Intensity

For most industries, this might be the determinant key factor of choice whether to enter in this

market or not, to determine if the investment will be profitable.

The level of competitiveness of the market translates into data to evaluate the market. If it
shows high concentration level, in other words oligopoly or monopoly, this might indicate that
this is profitable market but it will also be difficult to start a new company and try to compete
with the already established companies, they will do everything to avoid diluting their market
share, otherwise if the index is low it can mean that the rivalry is not very powerful to fight

new companies, but the expected long term profit is low or close to zero.

The world leader in cork transformation is a Portuguese company called Corticeira Amorim,
with 25% market share of cork stoppers in the world. In Portugal, there are many companies
working in cork stoppers industry and the majority of them are small or medium size
companies. Europe is a matured market were buyer demand is steady or slowly growing,
making it a difficult market to expand business but on the other hand there are the non-
European countries like Chile and Argentina that exhibit a 2 digit growth. Markets like these
are appealing for companies who are interested in expand due to low rivalry and high return

expectations.

Then there is the low cost of switching brands this increases rivalry in this market because a

cork stopper is a standardized product it is not like a custom made product for a client, itis a
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mass selling product were the buyer can choose from a wide range of different brands or
companies, so companies have to be careful not to lose their customer and try to create good

commercial relations and if possible loyal customers.

APPENDIX 4 — WORLD CORK EXPORTS 2014 (SOURCE: APCOR)

Country  Million€ Country Share (%)

Portugal  834,3 62,1%
Spain 210,7 15,7%
France 57,6 4,3%
Italy 45,1 3,4%
Germany 26,5 2,0%
USA 21,7 1,6%
China 12,8 1,0%
Morocco 12,6 0,9%
Others 84,6 6,3%

APPENDIX 5 — WORLD CORK OAK FOREST (2014) (SOUuRrce: APCOR)

Country ‘Area (HCT) . Percentage

Portugal 715.922 33,78%

Spain 574.248 27,10%

Morocco 383.120 18,08%

Algeria  230.000 10,85%

Tunisia 85.771 4,05%
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France  65.228 3,08%

Italy 64.800 3,06%

TOTAL  2.119.089 100,00%

APPENDIX 6 — CORK PRODUCTION BY COUNTRY 2014 (SOURCE: APCOR)

Country  Area (TON) Percentage

Portugal 100.000  49,6% |
Spain 61.504 30,5%
Morocco 11.686 5,8%

Algeria 9.915 4,9%

Tunisia 6.962 3,5%

France 6.161 3,1%

Italy 5.200 2,6%

TOTAL 201.428 100%

APPENDIX 7 — WORLD CORK IMPORTERS (2014) (SOURCE: APCOR)

Importing Countries Million € Country Share (%)

France 219 16,6%
USA 189 14,3%
Portugal 136 10,3%
Italy 127 9,7%
Spain 93 7,0%
Germany 90 6,8%
Russia 42 3,2%
Argentina 35 2,7%
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China 28
United Kingdom 28
Others 332
TOTAL 1319

APPENDIX 8 — WEIGHTS OF INTERNATIONAL SALES

2,1%

2,1%

25,1%

100,0%

Weights of International Sales 2012 2013 2014 Average
Spain 10% 16% 15% 14%
France 8% 8,5% 10% 9%
ltaly 11% 11,5% 10% 11%
EUA 45% 41% 40% 42%
Argentina 8% 8% 10% 9%
Germany 5% 4% 5% 5%
Outros 13% 11% 10% 11%
100% 100% 100% 100%
APPENDIX 9 — WINE CONSUMPTION EVOLUTION PER COUNTRY
Wine Consumption' Evolution 2010-2011 2011-2012 2012-2013 2013-2014 Average
Espanha -2,06% -9,14% -2,20% -1,67% -1,47%
Franga 3,40% 1,10% -7,41% -0,98% -0,97%
Italia 6,82% 1,85% 19,69% 3,54% 3,67%
EUA 3,16% 1,72% 0,50% 1,76% 1,79%
Argentina 0,00% 3,24% 2,77% 1,96% 2,00%
Alemanha -1,00% 1,48% 0,00% 0,16% 0,16%
Outros -0,48% -0,48%
APPENDIX 10 — WINE PRODUCTION EVOLUTION PER COUNTRY
Wine Production Evolution 2010-2011 2011-2012 2012-2013 2013-2014 Average
Espanha -5,86% -7,31% 31,82% -23,38% 0,38%
Franga 12,56% -22,16% 1,09% 8,99% -1,03%
Italia -13,45% 6,23% 12,99% -18,02% 0,40%
EUA -9,14% 11,96% 7,49% -4,44% 5,00%
Argentina _5,02% 31,35% 21,38% 1,42% -2,85%
Alemanha 24,38% -1,33% 7,17% 13,53% 1,68%
Outros 0,76% 8,42% 1,98% 2,88% 4,43%

APPENDIX 11 — SALES (HISTORICAL AND FORECAST)
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548.787

n 385.274
£ 400000 345.017
> 287.698
“—
2 396.536 427919 '
a o
g 271.954
o 223.902
< 100000
'_
B National International
TxIVA_CF__CV_ Valor Mensal(2014) 2012 2013 2014 2015 F 2016 F 2017 F 2018 F 2019 F 2020 F
Subcontratos 23% 0% 100% 209.285€ 1.980.329€ 2269.571€ 2.511421€  3.001.977€  3391.970€  3.804.165€  4.243.464€  4713701€  5.220.532€
taxa de crescimento 14,6% 10,7% 19,5% 13,0% 12,2% 11,5% 11,1% 10,8%
% das vendas 6,4% 6,5% 6,3% 6,3% 6,3% 6,3% 63% 6,3% 6,3%)
Servigos Especializados 23% 100% 0% 229.005€ 1508.633€ 1940.631€ 2.748054€  2777.183€  2817.730€  2.861377€  2904.212€ 29476306  3.000.687 €
taxa de crescimento 28,6% 41,6% 11% 1,5% 1,5% 1,5% 1,5% 1,8%)
% das vendas 4,9% 5,6% 6,9% 6,9% 6,9% 6,9% 6,9% 6,9% 6,9%)
Materiais 23% 100% 0% 11.057 € 73.022€ 90.624€ 132683 € 134.089 € 136.047 € 138.155 € 140.223 € 142319€ 144.881 €
taxa de crescimenta 24,1% 46,4% 11% 15% 1,5% 1,5% 1,5% 1,8%)
% das vendas 0,2% 03% 0,3% 0,3% 0,3% 0,3% 03% 0,3% 0,3%]
Electricidade 23% 0% 100% 8578 € 82863 € 96.167€  102.932€ 123.037€ 139.021 € 155.915 € 173.920 € 193.193€ 213.966 €
taxa de crescimenta 16,1% 7.0% 19,5% 13,0% 12,2% 11,5% 11,1% 10,8%
% das vendas 0,3% 0,3% 0,3% 0,3%] 03% 0,3% 03% 0,3% 0,3%]
Combustiveis 23% 0% 100% 8578 € 82863 € 96.167€  102.932€ 123.037€ 139.021 € 155.915 € 173.920€ 193.193¢€ 213966 €
taxa de crescimento 16,1% 7,0% 19,5% 13,0% 12,2% 11,5% 11,1% 10,8%
% das vendas 0,3% 03% 0,3%) 0,3% 0,3% 0,3% 03% 0,3% 0,3%)
Agua 6% 0% 100% 8578 € 82863 € 96.167€  102.932€ 123.037€ 139.021 € 155.915 € 173.920 € 193.193€ 213.966 €
taxa de crescimento 16,1% 7,0% 19,5% 13,0% 12,2% 11,5% 11,1% 10,8%
% das vendas 0,3% 03% 0,3% 0,3% 0,3% 0,3% 03% 0,3% 0,3%]
Deslocagdes e estadias 23%  20% 80% 73472€  696.183€  780.754€  881.665€  1.021.307€  1.159.877€  1303.968€  1456473€  1619.491€  1795914€
taxa de crescimento 12,1% 12,9% 15,8% 13,6% 12,4% 11,7% 11,2% 10,9%
% das vendas 2,2% 22% 2,2% 2,2%] 22% 2,2% 2,2% 2,2% 2,2%)
Servicos diversos | 23%  100% 0% 75190€  825473€  B827.464€  902.276 € 911.840€ 925.153 € 939.484 € 953.548 € 967.803 € 985.224 €
taxa de crescimento 0,2% 9,0% 11% 1,5% 1,5% 1,5% 1,5% 1,8%)
% das vendas 2,7% 2,4% 2,3% 2,3%] 2,3% 2,3% 2,3% 2,3% 2,3%)
Number of Employees Total Sales Sales per Employee Average
2012 2013 2014 2012 2013 2014 2012 2013 2014
Board Members 6 2 2| 31.017.045€ | 34.806.509 € | 39.903.437 €| 242.320,66€ | 261.703,08€ | 266.022,91€ 263.862.99 €
Workers 128 133 150) 7,41%) 1,62%] o
TOTAL 134 135 152
Quadro Resumo 2012 2013 2014 2015 F 2016 F 2017 F 2018 F 2013 F 2020 F
Remuneragbes
Administragéo (Orgéos Sociais) 579.44500€  186.287,00€  155.242,00€  157.66378€  160.75399€  164.047,83€  167.32387€  170.661,98€  174587,21€
Pessoal (Outros) 2248.991,00€ 2568.17600€ 2.868.91600€ 3.511.30747€ A4.045231,57€ 4.620.77119€ 5.267.542,46€ 5967.99443€ 6.761.71388¢€
Encargos sobre Remuneragdes 552.70600€  532261,00€  635.589,00€  867439,08€  994.90272€ 1134.430,82€ 1.286.59766€ 1453.664,35¢ 1643.00683 €
Seguros 22.331,00€ 21.591,00 € 20.118,00€ 36.689,71€ 42.059,86 € 47.938,19 € 54.348,66 € 61.386,56 € 69.363,01 €
Gastos de acgdo social 54.858,00 € 42.250,00 € 61.279,00€ 0 0 0 0 0 0
Outros Gastos com o pessoal 24.639€ 33643 € 65.515€ -€ -€ -€ -€ € -€
TOTAL GASTOS COM O PESSOAL 3.502.570,00€  3.384.208,00€  3.806.659,00€  4.573.100,04€  5242.948,13€ 5.576.18804€  6.775.812,66€  7.653.707,32€ _ 5.648.670,93 €

APPENDIX 14 — WORKING CAPITAL
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2012 2013

2014 2015

2016

2017

2018

2019

2020

Necessidades Fundo de Maneio

Reserva Seguranga Tesouraria

Clientes 11.853.545,00 € 11.405.345,00 € 9.769.670,00 € 11.884.385,11 € 13.418.000,39 € 15.038.961,93 € 16.766.318,80 € 18.615.172,98 € 20.608.142,61 €
Inventario 8.942.289,00 € 9.753.145,00 € 15.242.041,00 € 13.454.991,66 € 15.203.804,07 € 17.052.175,29 € 19.022.086,98 € 21.130.742,22 € 23.411.715,67 €
Estado 1.396.747,00 € 1.032.618,00 € 1.661.817,00 € 540.041,73 € 578.577,15€ 619.260,00 € 662.143,67 € 707.740,49 € 75757384 €
Outras contas a receber 2.069.060,00 € 1.907.532,00 € 3.899.307,00 € 3.478.130,04 € 3.931.806,05 € 4.411917,81€ 4.924.036,07 € 5.472.749,80 € 6.065.339,38 €
Diferimentos 373.742,00 € 378.405,00 € 292.229,00 € 64.909,68 € 60.754,50 € 56.450,34 € 53.34347 € 52.670,10 € 52.736,23 €

TOTAL 24.635.383,00 € 24.477.045,00 € 30.865.064,00 € 29.422.458,23 € 33.192.942,16 € 37.178.765,37 € 41.427.928,99 € 45.979.075,59 € 50.895.507,72 €

Recursos Fundo Maneio

Fornecedores 9.698.065,00 € 9.743.547,00 € 13.218.599,00 € 14.622.230,30 € 16.510.062,15 € 18.505.414,93 € 20.631.741,93 € 22.907.639,24 € 25.369.783,77 €
Estado 103.241,00 € 103.452,00 € 387.468,00 € 53.079,05 € 52.716,76 € 52.221,73 € 51.470,09 € 50.443,09 € 49.226,02 €
Outras contas a pagar 877.246,00 € 1.458.402,00 € 1.031.586,00 € 1.472.381,56 € 1.585.708,31 € 1.705.257,28 € 1.831.568,83 € 1.966.134,72 € 2.112.846,01 €

TOTAL 10.678.552,00 € I 11.305.401,00 € I 14.637.653,00 € 16.147.690,91 € I 18.148.487,23 € I 20.262.893,94 € | 22.514.780,85 € | 24.924.217,05 € I 27.531.855,81 €

Fundo Maneio Necessario 13.956.831,00 €] 13.171.644,00 € |

16.227.411,00 € 13.274.767,32 €

| 1508245493 €]

16.915.871,44 € |

18.913.148,13 € |

21.054.858,54 € |

23.363.651,91 €

Investimento em Fundo Maneio [ 7ss.187,00€]

3.055.767,00 € [-  2.952.643,68 £

[ 1760.687,61¢€]

1.871.416,51 € |

1.997.276,70 € |

2.141.710,40 € |

2.308.793,37 €

ESTADO 322.897,55 € - 320.693,65 € - 317.682,18 € - 313.109,73 € - 306.862,12 € - 299.458,30 €

55 107.594,00 € 123.171,44 € 140.222,25 € 158.813,90 € 179.223,00 € 202.354,98 €
IRS 45.862,14 € 52.574,82 € 59.922,74 € 67.935,83 € 76.733,21 € 86.703,76 €
IVA entregar 476.353,69 € - 496.439,91 € - 517.827,17 € - 539.859,46 € - 562.818,32 € - 588.517,05 €
IVA receber 2.190.169,26 € 2.346.451,80 € 2.511.443,34 € 2.685.360,45 € 2.870.280,88 € 3.072.382,79 €
APPENDIX 15 — ADJUSTED BETAS OF COMPARABLE FIRMS

Levered beta Adjusted Beta

COR PL equity 0,664

SBT FP equity 0,857
APPENDIX 16 — MARKET CAPITALIZATION OF COMPARABLE FIRMS

Market Cap 2013 2014 Current Average

COR PL equity

293,9

401,7

558,6

418,1

SBT FP equity

140,1

268,1

355,2

254,5

Short and Long Term Debt

2013

2014

Current

Average

COR PL equity

112,2

105,1

105,127

107,5

SBT FP equity

18,2

18,6

28,9

21,9

Tax Rate

COR PL equity 31,38%

SBT FP equity 39,90%

APPENDIX 18 — UNLEVERED BETA OF COMPARABLE FIRMS

Un

Beta

levered

CORPL

0,56

SBT FP

0,81

Average Unlevered Beta

0,685

APPENDIX 17 — TAX RATE OF COMPARABLE FIRMS
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Final
D/(D+E) 2013 2014 Current Average Average
COR PL equity 27,6% 20,7% 15,8% 21,4%
SBT FP equity 11,5% 6,5% 7,5% 8,5% 15,0%

APPENDIX 20 — WINE MARKET BREAKDOWN
EUROPE

France is the 2" largest world wine’s consumer country. In what concerns to wine’s
production, France is the leader, with 4.5 billion liters per year, being followed by Italy
and Spain. Together, these three countries account for 47% of world wine production.
Nevertheless, European countries are producing less wine, which is offset by non-
European countries. A reason for this tendency is the subsidies uprooting of vineyards
that have been implemented in EU.X° In 2000, Europe accounted for 73% of global wine
production. At this moment, it has dropped to just over 60%. If this trend continues to
follow the same path it has been facing (2000-2012), Europe will no longer be the
world’s biggest wine producer in 2030.2° Europe continues to have 50% of world wine
consumption.?!Based on analyzed facts, it is reasonable to assume that Europe is a

saturated market, with few growth perspectives.??

CSP has very important business in Europe, with market shares of 8% in Spain, and 5-7%

in France, Italy and Portugal.

19 Source: : Forbes Magazine

20 Source: Forbes Magazine

21 Source: Yahoo finance

22 Note: CSP has important marke shares in Europe (8% in Spain, and 5-7% in France, Italy and Portugal).
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USA
USA represents 8% of the global wine production, and 12% of its consumption 3.

Wine sales have been growing at a rate of 2-3% per year over the last 21 years, and the
expectations are for this rate to stay at a modest 2% in the future?*. In 2012, Americans
consumed 856 million gallons (3240 million of liters) of wine, up from 568 million in
2000.%° The USA's per capita consumption has almost doubled in the last 15 years, still
being, however, less than half that of Australia and the UK, and a third that of Europe.
Knowing this, the priority for CSP is try to maintain the market share of 25% in USA.
CHINA

It is expected that in five years, 37 million adults will become wine customers?®. This
trend can be explained by its demographics’ evolution that is following Western
tendencies, connecting wine as a sophisticated and fashionable product. Cork stoppers
are Chinese preferred TOB product (81% of respondents), which proves this country’s
potential for CSP’s business.?’ Last year, China has beaten France as the second country
with biggest vineyard area. Currently, it represents 10.6% of the world’s wine area, right
after Spain (13,5%), world’s number one. Chinese vines are imported from all over the
world and are planted in dry areas. This wine’s trend is recent in China, being forecasted
to continue in the future. Last year, Chinese wine production was 11 million hectoliters,

which is far behind world’s biggest producers’ quantity of 40 million per year.?®

23 Source: BPI COR’s Equity Research

24 Source: http://www.euromonitor.com/wine-in-the-us/report

25 Source: http://apcor.pt/artigo/venda-vinhos-aumenta-EUA.htm
26 Source: Yahoo Finance

27 Source: APCOR study (Chinese market)

28 Source: Reuters’ News (OIV study’s values)
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APPENDIX 20 — CHINA M ACROECONOMIC

CHINA
Indicators Units 2010 2011 2012 2013 2014 2015 | 2016 | 2017 | 2018 | 2019 | 2020
GDP A% 10,41% | 9.30% | 7.76% | 7.75% | 7.36% | 6.67% | 6.30% | 6% | 6,10% | 6.33% | 6,33%
Inflation [average consumer prices) Al 3,30% | 540% 2,65% 2,64% | 1,99% | 1,20% | 1,50% 2% 2,50% 3% 3%
Volume of imports of goods A% 22,82% | 11,92% | 7.21% | 9.26% | 7.06% | 5.81% | 6,17% | 6.,55% | 6,65% | 6.64% | 7,00%
Implied PPP conversion rate Mational currency perinternational dollar] 3,333 3,506 3,58 3,627 3,619 | 3635 | 3,595 | 3,568 | 3,569 | 3,585 | 3,603
APPENDIX 21 — FRANCE MACROECONOMIC
FRANCE
Indicators Units 2010 2011 2012 2013 2014 2015 | 2016 | 2017 2018 | 2019 | 2020
GDP A% 197% | 2,08% | 033% | o20% | 036% | 1.16% | 1,49% | 1,70% | 1,79% | 186% | 1.86%
Inflation [average consumer prices) A% 1,73% 2,29% 2,22% 0,99% | 0,62% | 0,11% | 0,83% | 1,09% | 1,24% | 145% | 1,70%
Volume of imports of goods A% 861% | 6,32% | -085% | 0.88% | 2,47% | 4.20% | 3,65% | 3.80% | 3,95% | 4.06% | 4.15%
Implied PPP conversion rate Mational currency per internationg 0,854 0,845 0,84 0,834 0,83 0,828 | 0,822 | 0,814 | 0,807 | 0,802 | 0,799
APPENDIX 21 — ITALY MACROECONOMIC
ITALY
Indicators Units 2010 2011 2012 2013 2014 2015 | 2016 | 2017 | 2018 | 2019 | 2020
GDP A% 1,711% | 0,587% | -2,770% |-1,698%|-0,417% | 0,487%| 1,10% | 1,10% | 1,10% | 1os% | 1%
Inflation [average consumer prices) Al 1,639% | 2,902% | 3,304% | 1,283% | 0,217% |0,002%]0,822%| 1,00% | 1,12% | 1,24% | 1,34%
Volume of imports of goods A% 14,838%] 1,158% | -8,789% |-2,650%| 1,739% | 1.80% |2,385%| 3,10% | 3,60% | 3.50% | 3.50%
Implied PPP conversion rate Mational currency per internationg 0,773 0,768 0,765 0,764 0,76 0,755 0,75 0,743 | 0,736 | 0731 ] 0,727
APPENDIX 28 — USA MACROECONOMIC
USA
Indicators Units 2010 2011 2012 2013 2014 2015 | 2016 | 2017 2018 | 2019 | 2020
GDP A% 253%| 160%| 2323 220%] 239 3.14%| 308%| 2.66%| 2,38%| 204%| 2,00%
Inflation [average consumer prices) A% 1,64%| 3,14% 2,08%] 146%| 1,61%| 0,10%] 1,49%| 2,37%]| 254%| 2,33%| 2,31%
Volume of imports of goods A% 1287%] 577%|  212%] o93%| ao0sw| asex| s530%| s06%| 5.25%| 511%| 470%
Implied PPP conversion rate Mational currency per internationg 1 1 1 1 1 1 1 1 1 1 1
APPENDIX 29 — INCOME STATEMENT (HISTORICAL AND FORECAST)
Euros 2012 2013 2014 2015 20186 2017 2018 2019 2020
Revenues 31.017.045 34.806.509 39.903.437 47.697.771 53.804.293 60.443.579 67.423.499 74.894.990 82.947.023
Variag#o nos inventdrios de produglio 88.038 162.146 322826 - - - - - -
Cost of Good Salds 21.257.696 23338413 26932679 32.196.604 36.281.358 40.804.347 45518171 50.563.996 56,022.164
Gross Margin 9.847.387 11.305.950 13.293.584 15.501.166 17.512.935 19.639.232 21.905.328 24.330.994 26.925.759
Gross Margin (%) LT 32.5% 33.3% 32.5% 32.5% 32.5% 32.5% 32.5% 32.5%)
Subsidies 218.106 125379 224596 246519 265.493 285.509 306.658 320.188 353.751
Third Party Supplies 5332229 6.197.546 7.484 894 8215508 8847842 9514894 10219680 - 10970523 11.789.134
Personnel Costs 3.502.970 3.384.208 3.806.659 4.573.100 5.242.948 5.976.188 6.775.813 7.653.707 8.648.671
Imparidade de dividas a receber (perdas/reversdes) - 32492 246.827 81.088 39457 41.704 44441 - 567 51275
Provisbes (aumentos/redugdes) - - 30.000 - - - -
Outros rendimentas e ganhos 1258512 1.005.742 1276947 1319.404 1363272 1.408.599 1.455.433 1.503.824 1.553.824
Outros gastos e perdas 602 683 665.087 608.236 619.728 631.438 643368 655524 - 667.910 680.530
EBITDA (Resultado de gastos de P ) 1.796.123 2.157.738 2.618.511 3.739.841 4.380.017 5.157.186 5.971.960 6.824.298 7.663.725
Margem EBITDA 58% 6.2% 6,6% 7.8% 81% 8,5% 89% 9,1% 9,2%|
Gastos/reverses de depreciagho e amortizagho 546,385 546.524 641355 899.339 1.262.145 1.453.307 17220719 - 1.846.971 1.890.771
i activos idvei: tizdveis (perdas/reverses)
EBIT [Resultado Operacional) 1.249.738 1611214 1.977.156 2.840.502 3.117.871 3.703.879 4.249.881 4.977.327 5.772.954
Margem EBIT 40% 46% 50% 6,0% 58% 6,1% 6,3% 6,6% 7,0%)|
luras e rendimentos similares obtidos 1829 716 - - - - -
Juros e gastos similares suportados 1.126.020 1.101.073 1.053.794 1.289.445 947.415 977.793 937926 - 861.200 798.502
RESULTADO ANTES DE IMPOSTOS 125.547 510.857 923.362 1.551.056 2.170.456 2.726.086 3.311.956 4.116.127 4.974.452
Impasta sobre o rendimento do periodo 15.256 58.122 182.036 372.254 520.909 654.261 794869 - 987.870 1.193.868
RESULTADO I.\‘I]IJIDU DO PERIODO 140.803 568.979 741.326 1.178.803 1.649.547 2.071.825 2.517.086 3.128.257 3.780.583

APPENDIX 30 — BALANCE SHEET (HISTORICAL AND FORECAST)
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Euros 2012 2013 2014 2015 2016 2017 2018 2019 2020
Activo Nio Corrente 3.684.098 4.320.428 4.671.852 4772513 5.010.368 4.740.848 4.356.558 4.009.832 3.792.553
Activos fixos tangivels 3.490.556 4.053.681 4326424 4.427.085 4.664.940 4.395.520 4011130 3.664.404 3.447.125
Participages financeiras - outros métodos 92741 98741 90.438 90.438 90.438 90.438 20.438 20.438 20.438
Ativos por impostos diferidos 100.801 168.002 254.990 254.990 254.990 254.990 254.990 254.990 254.990
24.801.075 24.541.719 30.942.347 29.499.741 33.270.225 37.256.048 41.505.212 46.650.741 52.089.576
8942289 9.753.145 15.242.041 13.454.952 15.203.804 17.052.475 19.022.087 21.130.742 23.411.716
11853545 11405345 9.769.670 11884385 13.418.000 15.038.962 16.766.319 18.615.173 20608.143
Estado e Outros Entes Publicos 1.396.747 1032618 1661817 540.042 578.577 619.260 662.144 707.740 7571574
Outras contas a receber 2.069.060 1.907.532 3.809.307 3478130 3931806 4411918 4924036 5472750 6.065.339
Diferimentos 373742 378.405 292229 64.910 60.754 56.450 53343 52670 52.736
Caixa e depdsitos bancarios 165,692 64.674 77.283 77.283 77.283 77.283 77.283 671665 1.194.068
TOTAL ACTIVO 28.485.173 28.862.143 35.614.199 34.272.254 38.280.593 41.996.996 45.861.769 50.660.573 55.882.128
CAPITAL PROPRIO
Capital realizada 1.000.000 1.000.000 1.000.000 1.000.000 1.000.000 1.000.000 1.000.000 1.000.000 1.000.000
Outros Instrumentos de capital préprio (PrestagBes suplementares) 2128216 2.207.070 2380914 2380914 2.380.914 2.380.914 2380914 2380914 2380914
Reservas legals 168223 175263 200000 200000 200000 200.000 200.000 200.000 200.000
Qutras reservas 1.985.865 2.119.628 2413871 2413871 2413871 2413871 2413871 2413871 2413871
Resultados transitados 441761 989.142 1018545 277.220 901583 2551130 4.622.955 7.140.041 10.268.298
Outras varlagies no capital préprio 50.447 42.080 24765 24.765 24.765 24.765 24.765 24.765 24.765
Resultado liquido do perioda 140.803 568.979 741326 1.178.803 1.649.547 2071825 2517.085 3.128.257 3.780.583
TOTAL DO CAPITAL PROPRIO 5.040.793 5.123.878 5.742.330 6.921.133 8.570.680 10.642.505 13.159.561 16.287.848 20.068.431
PASSIVO
Passivo nlio corrente 4.478.347 5.729.064 10.982.380 6.774.438 8.194.287 9.849.158 9.448.508 8.281.841 8.281.841
Provishes - - 30.000 30.000 30.000 30.000 30.000 30.000 30.000
Financlamentos obtidos 4.458.531 5.715.037 10944.125 6.736.183 £156.032 9.810.903 9.410.253 £243.586 £243.586
Passivos por impostos diferidos 19.816 14027 82355 8255 8255 8.255 8.255 8255 8255
Passivo corrente 18.966.033 18.009.201 12.889.489 20.576.683 21.515.626 21.505.333 23.253.670 26.090.884 27.531.856
Fornecedores 9.608.065 9743547 13.218.590 14622230 16.510.062 18.505.415 20631742 22.907.639 25.369.784
Estado e Dutros Entes Piblicos 103.241 103.452 387.468 53.079 52717 52222 51470 50.443 49.226
Financiamentos Obtidos 8.287.481 6.703.500 4251836 4.428.992 3367.139 1242439 738.589 1.166.667
Outras contas a pagar 877.246 1.458.402 1.031.586 1472382 1.585.708 1.705.257 1831569 1.966.135 2.112.846
TOTAL PASSIVO 23.44.380 23.738.265 29.871.869 27.351.121 29.709.913 31.354.491 32.702.178 34.372.725 35.813.697
TOTAL PASSIVO + CAPITAIS PROPRIOS 28.485.173 28.862.143 35.614.199 34.272.254 38.280.583 41.996.996 45.861.763 50.660.573 55.882.128
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