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� Strengthening US Presence
Amplifon has signed a deal to buy 100% of Sonus’ activities. Sonus
earned 2001 revenues of USD48.9m with an EBITDA of minus
USD1.5m. The group is a leading US hearing aid distributor, with a
market share of 4%. Sonus and Miracle Ear will have a combined
10% market share and together will be the clear US market leader.

� Bringing Sonus Back to Profitability
Amplifon has a good track record in buying unprofitable companies
at low multiples and turning them around. Miracle Ear is a clear
example.  Management plans for Sonus to reach an EBITDA margin
of 10% in 2003, via lowering overheads (exploiting synergies from
the existing Miracle Ear structure) and reducing COGS (exploiting
group purchasing power). We think targets look feasible.

� US Market Flat, Amplifon Squeezing Competitors
With a difficult economy, US consumers are delaying hearing aid
purchases. The market has been flat year-to-date, both in volumes
and in value. Amplifon’s focus on service looks like a competitive
advantage; most other players focus on pricing at the expense of
margins.

� Target Price Upgraded from EUR25.4 to EUR27.3
At a 2003E EV/EBITDA of 8.6, versus Amplifon’s current 9.2, Sonus
acquisition appears to be value-enhancing as well as a good
strategic move. The stock is proving very resilient in the current
market scenario. We raise our DCF-based target to EUR27.3
(previous: EUR25.4, May 16), implying 2003E EV/EBITDA of 10.2.
Buy.

Key Data

Year end (Dec. 31) 2001 2002E 2003E 2004E
Net profit - declared 4.2 12.4 17.6 22.0
EPS adjusted 0.47 0.63 0.90 1.12
CFPS 0.76 1.38 1.75 2.07
Book value per share 6.47 7.05 7.74 8.58
Dividend 0.05 0.20 0.28 0.35
P/E 51.2 38.3 26.9 21.5
P/CF 31.9 17.4 13.8 11.7
EV/Sales 1.44 1.41 1.20 1.09
EV/EBITDA 12.68 11.36 9.16 7.96
EV/EBIT 20.71 19.65 15.29 12.75
ROE 11.94% 9.32% 12.12% 13.72%

Rel. Performance 1m 6m 12m
vs. DJSTOXX (%) 11.4 49.0 nm

No. of Shares Market Cap High/Low
19.6m EUR472.9m EUR24.5/15.1

Reuters Bloomberg
AMP MI AMP IM

Share Price Performance

J J A S O N D J F M A M J
14

16

18

20

22

24

26

28

30

32

PRICE
PRICE REL. TO DJ STOXX 

Source: DATASTREAM, Julius Baer estimates



Update: Amplifon June 21, 2002

2 JULIUS BAER ITALIA

US Market: Pumping Up the Volumes

Amplifon has announced the acquisition of Sonus Corporation’s activities,

(Sonus USA Inc. and Sonus Canada Ltd). Sonus is a hearing aid retailer based

in Portland, Oregon, with a US market share of 4%. The acquisition, which adds

to Amplifon’s extant US presence via Miracle Ear, brings the group’s US market

share up to 10%.

Amplifon paid USD38.4m in cash plus an estimated NFP of USD2.7m. The deal

will be finalised in the next few months, subject to approval of Sonus

Corporation shareholders. Amplifon management says it will begin

consolidating Sonus next autumn. Our forecasts assume consolidation

beginning in Q4 2002.

The acquisition gives Amplifon better coverage of the US market and optimises

the existing structure of the Minneapolis corporate centre, which until now has

only acted as HQ for Miracle Ear.

Sonus: Company Essentials
Financials
For the last fiscal year (through July 2001) Sonus registered revenues of

USD48.9m, EBITDA of minus USD1.5m, EBIT of minus USD5.4m and pretax

profit of minus USD7.4m. In the nine months from July 31, 2001 through April

30, 2002, the company recorded revenues of USD39.9m, EBITDA of USD1.7m,

EBIT of minus USD1.8m and pretax profit of minus USD2.9m.

Business Structure
Sonus sells 70,000 aids per year in the US and generates 71% of revenues

through a network of 88 “corporate shops”, selling 22,000 aids per year.

Average selling price is about USD1,350, lower than Miracle Ear’s average of

USD1,950. This is mainly due to Sonus’ limited focus on marketing: one of the

company’s strengths is a strong (though not particularly marketing-savvy) team

of audiologists.

Affiliate Network
Sonus has a network of 900 affiliates selling more than 44,000 aids per year,

generating 19% of revenues. Hearing aid suppliers are responsible for logistics,

invoicing and collection.

Acquisition Adds New Distribution Channels

The Sonus acquisition allows Amplifon to cover the US market via three

distribution channels:

• Corporate shops (Sonus brand).

• Franchising system (Miracle Ear brand).

• Network of affiliates (Sonus network).

Following the acquisition of

Sonus, Amplifon’s US market

share is now up to 10%

EV USD 41.1m

The acquisition signals that

Amplifon has now reached a

number of its key objectives
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In the medium term all corporate shops will carry the Sonus brand. At the

moment most Miracle Ear corporate shops are in Sears commercial centres.

Vacated Sears locations will be re-franchised under the Miracle Ear brand.

Supply Strategy

The acquisition does not signal any changes in Miracle Ear’s supply strategy.

Siemens will remain sole supplier. Amplifon management is trying to maximise

purchasing power to cut Sonus’ COGS. Sonus’ product mix is 50% GN Resound,

30% Phonak, 10% Sonic and 10% others.

Management plans to further expand the network, using its expertise to add

new services. Underperforming franchisees will be replaced with affiliates.

Management wants to drastically cut costs at Sonus, via two main thrusts:

1. Reducing COGS in order to improve purchasing power.

2. Slashing overheads by moving the headquarters to Minneapolis.

Assuming success with this programme, guidance, which calls for a 10%

EBITDA margin in 2003 (JB: Miracle Ear, 11.1%), appears credible.

US Market

Flat Market, Low Visibility

In terms of units sold, the US market is flat year-to-date, while in May the

variation in terms of units sold was minus 4%. Pricing has been flat too. The

market is more cyclical and less regulated than Europe. The weight of the

assurance system is very limited, below 15% of total sales. Visibility remains

low. Current economic conditions appear unfavourable, with many potential

customers postponing purchases of new aids waiting for an improvement,

which would likely be a trigger for an upturn in the future. Long-term revenue

CAGR is expected in the 6-8% range, similar to Europe. In Q1 2002 Amplifon,

through Miracle Ear, saw revenues drop 2% to EUR24.6m (28% of total

revenues) mainly due to a decrease in the number of shops. A restructuring

plan brought on a recovery in terms of profitability, with EBITDA margin up from

4.6% in Q1 2001 to 9.5%.

Other Major Players

With a 10% market share, Amplifon is by far the top player in US hearing aid

distribution. Other major players are:

• Beltone, part of GN Resound group, with a 5% market share.

• Hearx and Helix, 3% share each, both listed.

The remainder of the market is mostly “Mom & Pop” shops.

We expect Sonus to return to

profitability in 2003

Flat market YTD
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Both Hearx and Helix are losing money and their business models based on

heavy promotions are proving ineffective. Hearx has a long record of losses.

The share price is now USD0.8 (USD18 in 1998). Market cap is only USD13m,

EV just USD31m. Hearx and Helix are considering a merger. Beltone was

acquired by GN Resound in 2000, when it was selling 180,000 aids per year.

Now it is selling 90,000 per year: the difference is mainly due to dealers getting

out of the business in the interim. Weak positioning from main competitors is

definitely helping Amplifon.

With the acquisition of Miracle Ear, Amplifon introduced a new way to sell

hearing aids in the US. In a market characterised by price competition,

Amplifon was able to leverage off its Amplifit software and a tradition of service

developed on the home market.

In 1999, when the group bought Miracle Ear, it did not offer digital devices.

Now, digital accounts for about 50% of revenues. This share will increase to

nearly 100% in 2003, both for Amplifon and competitors. Digital is being

introduced in every price segment.

After the Sonus acquisition, other potential targets will more likely be in the

“Mom & Pop” shop category. Hearx and Helix are potential targets, but

Amplifon management is waiting for prices to fall even further. At the moment

a deal is unlikely.

Impact of Sonus Acquisition on Financials

The table below looks at our estimates for Sonus based on an exchange rate of

USD0.95/EUR1 in 2002, USD0.98/EUR1 in 2003 and USD1/EUR1 thereafter.

Table 1: Sonus - Key Figures

(EURm) 2002E 2003E 2004E 2005E

Revenues 12.5 48.5 50.7 53.2
EBITDA 0.3 4.8 5.9 6.8
EBITDA margin in % 2.4 10.0 11.7 12.8
D&A (0.9) (3.5) (3.7) (3.8)
EBIT (0.6) 1.4 2.2 3.0

Source: Julius Baer estimates

The group’s main competitors are

in trouble, as price-based

competition and a minimum

service approach are ineffective

Amplifon offers a high level of

service, a winning strategy

Amplifon and rivals are moving

toward 100% digital

Future expansion will come

mainly through the acquisition of

“Mom & Pop” shops
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The table below looks at our new estimates for Amplifon.

Table 2: Amplifon, Old and New Estimates

2002E 2002E Change 2003E 2003E Change 2004E 2004E Change 2005E 2005E Change

(EURm) Old New Old New Old New Old New

Revenues 386.1 398.6 3.2% 413.1 461.6 11.7% 439.9 490.6 11.5% 468.5 521.6 11.3%
EBITDA 49.3 49.6 0.6% 55.7 60.6 8.7% 61.1 67.0 9.7% 66.9 73.7 10.1%
EBITDA margin in % 12.8 12.4 13.5 13.1 13.9 13.7 14.3 14.1
EBIT 29.3 28.7 -2.3% 34.8 36.2 4.0% 39.6 41.8 5.6% 44.5 47.5 6.9%

Net profit 12.9 12.4 -4.4% 16.9 17.6 4.0% 21.2 22.0 3.6% 25.0 26.0 3.9%
Source: Julius Baer estimates

Sonus’ contribution should be positive in terms of EBITDA, EBIT, EPS starting

from 2003.

Amplifon is exposed to currency exchange risk from US activities: both

revenues and costs are expressed in dollars. A depreciation of the dollar by

10% would cause a 2.6% decrease in EBITDA. At an EV/EBITDA of 10.2 this

would mean a decrease in our target price of EUR0.8.

Table 3: Effect of a 10% Depreciation in USD/EUR Rate

USD/EUR

0.98

USD/EUR

1.08

Change Change EV at 10.2x

EV/EBITDA 2003

Change target

price in EUR

Revenues in US 162.2 147.4 -9.1%
Total revenues 461.6 446.8 -3.2%
% in US 35.1 33.0 -6.1%
EBITDA in US 17.5 15.9 -9.1%
EBITDA total 60.6 59.0 -2.6% (15.7) (0.8)
% in US 28.8 26.9 -6.6%

Source: Julius Baer estimates

Valuation

Based on our 2003E figures, the multiples implied in the transaction are 2003

EV/EBITDA of 8.6 versus the group’s current 9.2 and EV/sales of 0.87 versus

1.20 for Amplifon. The main reason for the discrepancy is Sonus’ lower

profitability in terms of EBITDA margin. Multiples suggest a value-enhancing

deal, given the target’s strategic promise.

We upgrade our DCF-based target price from EUR25.4 to EUR27.3, based on

the group’s WACC of 7.3% and perpetuity growth rate of 3.5% for 2002-07.

Implied 2003 EV/EBITDA at our target price is 10.2, still lower than the 12.7

for the group’s main listed competitor, Audika. The stock is proving resilient in

the current difficult market situation. We maintain our Buy.

Sonus will have a positive effect

on the bottom line from 2003

A 10% depreciation of the dollar

versus the euro would bring our

target down by EUR0.8

Implied multiples suggest an

earnings-enhancing move

Our DCF-based target price rises

from EUR25.4 to EUR 27.3
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Sales by Region Sales by Business Area

Italy - 44% USA - 28%
Netherlands - 11% France - 10%
Spain - 3% Austria - 2%
Switzerland - 2%

Biomedical - 9% Hearing aids - 91%

Profit & Loss Account

(EURm) 2001 2002E 2003E 2004E
Sales 361 399 462 491
Sales growth (%) 35% 10% 16% 6%
EBITDA 41 50 61 67
EBITDA margin (%) 11.3% 12.4% 13.1% 13.7%
EBIT 25 29 36 42
of which goodwill amortisation (4) (4) (4) (4)
EBIT margin (%) 6.9% 7.2% 7.8% 8.5%
Net interest (7) (6) (5) (4)
Extraordinaries (8) 0 0 0
Tax (6) (11) (14) (16)
Tax rate (%) 57.9% 46.0% 44.0% 42.0%
Associates 0 0 0 0
Minorities 0 0 0 0
Net profit - declared 4 12 18 22
Net profit - adjusted 9 12 18 22

Balance Sheet

(EURm) 2001 2002E 2003E 2004E
Net fixed assets 107 159 154 149
Working capital 74 82 95 101
Shareholders’ fund 126 138 151 168
Minorities 1 1 1 1
Provisions 8 12 17 21
Net financial position 46 91 81 60
Gearing 36.1% 65.6% 53.0% 35.8%

Cash Flow Statement

(EURm) 2001 2002E 2003E 2004E
Cash flow 15 27 34 41
Working capital requirements (26) (8) (13) (6)
Capex (14) (15) (17) (18)
Free operating cash flow (25) 4 4 16
Financial investments 20 41 0 0
Others 59 (49) 6 4
Change in net financial position (34) 45 (10) (20)

Major Shareholders
Amplifin (72%)

Activities

Amplifon is the world’s leading

hearing instrument distribution,

fitting and customisation group.

Amplifon is market leader in Italy

and is also active in France, Spain,

Portugal, Switzerland, Austria, the

US and the Netherlands. Strong

international expansion over the

past four years.

SWOT Analysis

Strengths
− World leader in hearing aid

distribution.

− Ability to increase profitability of

subsidiaries abroad.

− High pricing power with suppliers.

Weaknesses
− Lack of profitability in Spain,

Austria and Switzerland.

− Biomedical division’s unprofitable

bottom line.

Opportunities
− Low penetration levels.

− Ageing process in developed

countries.

− Technological innovation, better

products.

Threats
− Concentration in suppliers’ market

as a reaction to margins squeeze
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