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Initiation of Coverage

From Hard to Find Goods to Hard to Find News
Restructuring phase is about to close. In 2016 Dmail defined the path for emerging
as one of the leaders in local news media following a 5-year financial crisis. A new
management team was appointed to execute the Company’s restructuring, refocusing
the Company on the local media business and leveraging the December 2016 €16.2mn
capital increase executed by D.Holding, a company controlled by Mario Farina. The
capital increase and the agreement in full and final settlement of any debt obligations
reduced the Company’s net debt from €36.94mn in 2015 to €1.41mn in 2016.

Not Rated

The new group. Currently Dmail is a holding company operating in the local media
business in Northern Italy through its subsidiary Dmedia Group. Dmedia is among the
leaders in the Italian local media market, with a network of 54 weekly newspapers
with a weekly circulation of 150,000 and 700,000 weekly readers. At the end of 2015,
the group had total revenues of €27.7mn, 170 employed journalists and editorial staff
and more than 700 people engaged in its local editorial production and advertising
collection. The Company is the leader in the local media market in Lombardia and
Piemonte, where it enjoys significant economies of scale. In fact, thanks to its
capillary network of journalists and advertising agents, Dmail is one of the few players
that can cover the local news and collect advertising spaces from local SMEs.
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Market Data:
Price (€)
Market Cap (€/mn)
52 Wk. High/Low (€)
Free Float (%)
Avg. Daily Trading 90d
Share Out (mn)

0.575
62.97
0.49-2.01
2.7%
136,181
109.5

Price Change YTD (%)

-53.54

Price Change 1Y (%)

-68.92

Dividend Yield

€ thousand
2015A
2016E
2017E
2018E
2019E

-

Total Revenues
27,715
27,766
28,735
29,648
30,683

Historical market trend. Since 2008, the Italian publishing market has suffered a
protracted disaffection with printed newspapers. According to ADS (Accertamento
Diffusione Stampa), the 2015 daily production of newspapers was 4mn - 16% lower
than in 2014. In detail, the daily distribution contracted by 17%, reaching 2.8mn (the
number of unsold daily newspapers totaled 1.2mn). The circulation contraction that
affected the publishing industry was followed by a contraction in the advertising
uptake, which decreased by 5.6% in 2016. Despite the negative trend experienced by
the industry, Dmail – thanks to its specific focus on local newspapers - was able to
outperform its reference market in terms of both circulation and advertising revenues
during the last five years.
Historical performance. Dmedia had €26.9mn revenues at the end of 2015, down by
5.8% YoY, while during 2013-2015 the decrease was -1% CAGR. The Company was able
to counterbalance the substantial decrease in circulation revenues with significant
growth in the advertising collection and affiliation business (i.e. outsourcing services
to small publishers). In particular, circulation revenues were down by 17% CAGR in
2013-2015, while local advertising and affiliation grew by 6.3% and 7% CAGR over the
same period.
M&A as a driver of growth. One of the main drivers of Dmedia’s growth has been
acquisitions, through which the group has established a strong presence and
substantial scale in Northern Italy. Since 2008, the group has increased the number of
its own and managed newspapers from 31 to 54, although the increase in the number
of newspapers has not been directly reflected in the weekly circulation due to general
disaffection towards newspapers following the 2008 crisis.
Estimates. According to the Company’s 2016-2019 business plan approved by
creditors, the group is expected to consolidate its presence in the local media business
in Northern Italy. Total Revenues are expected to grow by 3.7% CAGR over the period
2016-19, thanks to acquisition of local newspapers and growth in advertising
collection, and the Company is expected to generate positive income in 2018 with
zero net debt.

EBITDA
18
1,581
1,690
1,890
2,125

EBITDA Margin
0.1%
5.7%
5.9%
6.4%
6.9%

EBIT
-5,149
10,619
50
334
520

Earnings
-5,705
36,281
-151
71
224

Source: Company data, KT&Partners estimates based on 2016-2019 business plan approved by creditors
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Executive Summary
Dmail Group S.p.A. was established in December 1999, focusing on the sale of
fancy goods that claimed to be “useful and hard to find ideas” and using a
multichannel approach: goods were sold through shops, call centers, via
catalogs and the Internet. Since its listing on the Nuovo Mercato of Borsa
Italiana in 2000, several acquisitions have been concluded that have resulted
in the Company diversifying its business into media publishing. In 2011, the
Company entered a period of financial distress that affected the media
commerce business and culminated in the proposed composition with creditors
that was filed to the Milan Court in September 2015. In December 2016, a
€16.2mn capital increase was carried out by D.Holding (controlled by Mario
Farina), which became the main shareholder, increasing its stake from 28.4%
to 97.3%.
Currently Dmail is a holding company operating in the local media business in
Northern Italy through its subsidiary Dmedia Group. Dmedia is among the
leaders in the Italian local media market with €26.9mn of revenue in 2015, 170
employed journalists and editorial staff and more than 700 people engaged in
its local editorial production and advertising collection. The Company is the
leader in the local media market in Lombardia and Piemonte, where it enjoys
significant economies of scale. In fact, thanks to its capillary network of
journalists and advertising agents, Dmail is one of the few players that can
cover the local news and collect advertising spaces from local SMEs.
Since 2008, the Italian publishing market has suffered a protracted disaffection
with printed newspapers. According to ADS (Accertamento Diffusione Stampa),
the 2015 daily production of newspapers was 4mn - 16% lower than in 2014. In
detail, the daily distribution contracted by 17%, reaching 2.8mn (the number
of unsold daily newspapers totaled 1.2mn). The circulation contraction that
affected the publishing industry was followed by a contraction in the
advertising uptake, which decreased by 5.6% in 2016. Despite the negative
trend experienced by the industry, Dmail – thanks to its specific focus on local
newspapers - was able to outperform its reference market in terms of both
circulation and advertising revenues during the last five years.
The market is now in a consolidation phase. The reduction in circulation
revenues and the necessity of having printed and online versions with a physical
network of local agents responsible for advertising collection has meant that
small local publishers are no longer profitable. These are therefore either on
sale at a reasonable price or interested in sharing the publishing operations
with other players.
Table 1: SWOT Analysis
Strengths/Opportunities

Weaknesses/threats

Leading position in the Italian local publishing

M aturity of the newspapers business and

market

structural decline of circulation for newspapers

Outstanding track record in the local

Challenges linked to Dmail Group turnaround

advertising collection

and relaunch

Acquisition and launch of new local newspapers

Low exposure on internet channel and limited
digital media offer

Opportunities coming from the restructuring

Fully concentrated in Italy

March 2, 2017 ● 2

Dmail Group S.p.A.

Company History
Foundation
Dmail Group S.p.A. was established in December 1999 from the partnership
between D-Mail - an Italian company specializing in distant sales (both via
catalog and online) - and D-mail Retail S.p.A. (previously Pocket Power),
operating in retail sales through a network of single-brand and multi-brand
stores.

Development Phase
On December 22, 2000, the company went public on the Nuovo Mercato of
Borsa Italiana – the Italian Stock Exchange.
In 2001, Dmail Group, through the sub-holding Dmedia Group (100%), acquired
a 53% stake in Gidiemme Stampa Srl, the owner of Netweek – a network made
up of local newspapers - setting up a new area of business focused on
publishing. In the same year, Dmail Venda SA was founded in Lisbon with the
aim of replicating abroad the same business model adopted in Italy.
On June 30, 2004, a consortium consisting of Banfort Lda (Gianluigi Viganò),
Lumbini LTD (Adrio Maria de Carolis), Norfin S.p.A. (De Nora Group) and
Emerald LTD (Percassi Group) acquired 46.12% of Dmail Group at a price of
€2.76 per share. Consequently, there was a mandatory tender offer at a price
of €2.93 per share. The tender offer adhesions were equivalent to 0.888% of
the capital.
2005 was an important year for M&A. In fact, the Group closed several
acquisitions of publishers and advertising agencies in order to consolidate its
position within the Italian market. In the same year, the Group started to
penetrate the Romanian market though the foundation of Dmail Direct Srl.
On March 14, 2005, the transfer of the minority interests of the subsidiary
Gidiemme Print Srl in Dmail Group S.p.A. was executed - approved by the
extraordinary shareholders' meeting on January 25, 2005. Following this
transaction, the Company's share capital increased to €15.3mn.
In August 2006, the Company acquired 51% in Buy On Web S.p.A. (BOW), a
company specializing in the online sales of technological products.
Furthermore, in the next three years Dmail continued its external growth,
strengthening both its media commerce and publishing businesses.

Crisis and Turnaround
In 2011, the Company entered a period of financial distress that affected the
media commerce business line. In April, BOW was put into liquidation.
Additionally, the half-year financial report of 2012 approved by the Board of
Directors of the Company on August 27, 2012 showed an important loss with
the reduction in share capital of over a third. In the light of this scenario, on
September 27, 2012, the Company filed with the competent Court of Milan for
admission to the composition with creditors. However, the Company did not
reach an agreement with banks and therefore the application was not
accepted.
It is worth noting that on July 27, 2012 the company started an aggregation
process of local newspapers in two business lines: Media iN and Publi iN.
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During 2013, the Company continued a recovery plan started in 2012.
Additionally, in April 2014 the shareholders defined a new business plan aimed
at restructuring the Company (BP 2014-2018).
On the basis of the new BP, the Company negotiated restructuring agreements
with several banks and suppliers. However, Dmail Group was not able to meet
the agreed obligations. Indeed, from July 2014 to March 2015 Dmedia
Commerce generated app. €2.0mn negative cash flows. This situation did not
allow the underwriting of any capital increase previously delivered in order to
cover losses.
In April 2015, D.Holding (company at that time owned by Antonio Percassi and
Vittorio Farina) acquired a 17.38% stake from Odissea Srl (company owned by
Antonio Percassi) at €0.15ps. Furthermore, Vittorio Farina acquired an
additional 50% stake in D.Holding from Odissea Srl.
In June 2015, Dmedia Commerce closed an agreement for the rental of the
D-Retail Srl business branch to Percassi Group. The branch was later sold (after
the bankruptcy) in June 2016 for a total consideration of €2.17mn. In the first
months of 2016, both Dmedia Commerce and BOW went bankrupt.
Chart 1: Company Structure before the Bankruptcy of BOW and Dmedia
Commerce

Source: Company data

In November 2016, D.Holding carried out a capital increase underwritten by
Litosud (company owned by Mario Farina, brother of Vittorio Farina). Following
the capital increase, Litosud holds a 89.5% stake in D.Holding, indirectly
becoming the main shareholder of Dmail Group. We note the entrance of
Litosud has a strategic value. In fact, Litosud is a wholesale newspaper printer.
Its client portfolio includes, among the others, Libero, La Stampa, Il Fatto
Quotidiano and Milano Finanza.

Composition with Creditors
Since it was impossible to proceed with the previous restructuring agreement
– due to the poor financial condition of Dmedia Commerce – on September 8,
2015 the proposal of the composition with creditors was filed to the Milan
Court. The latter was approved on May 5, 2016.
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The composition with creditors included:


The continuation of the Dmedia Group business



The revocation of the previous capital increase (approved on July 25,
2014)



The execution of a capital increase (approved on March 24, 2016) for a
total consideration of €16.2mn, of which €8.0mn was through a reserved
capital increase to be underwritten by D.Holding in cash. The rest
(€8.2mn) came from the conversion of loans previously made by existing
shareholders [Norfin S.p.A. (€0.2mn), Niteroi Srl (€0.01mn), Odissea Srl
(€1.65mn for future capital increase and €3.05mn for financing the
restructuring agreement), Banfort Consultadoria (€0.04mn) and Rotosud
(€3.225mn)].

Market Overview
Since 2008, the Italian publishing market has suffered a protracted disaffection
towards printed newspapers. According to ADS, the 2015 daily production of
newspapers was 4mn - 16% lower than in 2014. In detail, the daily distribution
contracted by 17%, reaching 2.8mn (the number of daily unsold newspapers
totaled 1.2mn). At the same time, the digital version of newspapers grew by
23%, reaching 0.53mn from 0.43mn in 2014. The significant growth in the online
version was, however, unable to compensate for the decrease in the printed
version. As for the periodic press, in 2015 the number of weekly newspapers
dropped by 7.2%. At the same time, the number of monthly newspapers sold
decreased by 7.1% YoY.
The Italian advertising market was worth app. €6.4bn in 2016 (+1.7% YoY).
Television takes the lion’s share, with €3.8bn or 60% market share. Advertising
on press was €1.15bn, down 5.6% compared with the previous year (-6.7% YoY
for daily newspapers and -4.0% for magazines and periodicals).
Chart 2: The Italian Advertising Market (€bn)

Source: Nielsen
*Note Internet advertising does not include search and social ads. According to IAB and
Politecnico di Milano digital advertising market experienced a 11% increase in 2016.

Focusing on press, according to Osservatorio Stampa FPC, the market value of
daily newspapers decreased from €0.69mn to €0.64mn (-6.7% YoY) in 2016.
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As for periodicals, according to Osservatorio Stampa FPC, in 2016 the market
experienced a 4.4% decrease in weekly publications’ turnover and a 1.5%
reduction of monthly press.
Chart 3: Weekly and Monthly Publications

Source: Osservatorio Stampa FPC

Competitive Positioning
The Italian publishing industry is composed of two main types of operators:
national and local players. Dmail is the largest Italian operator that focuses
only on local newspapers and was able to outperform its reference market both
in terms of circulation and advertising revenues every year during the last five
years.
Chart 4: Italian Advertising Market (Periodicals)

Source: Company data and Nielsen market research
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Chart 5: News Stand Sales – Italian Market

Source: Company data and Nielsen market research

The main Italian publishers are all listed on the Italian Stock Exchange. In May
2016, ITEDI, the publisher of La Stampa and Il Secolo XIX, started a merger
process with Gruppo Editoriale L’Espresso S.p.A., establishing the first Italian
newspapers publisher with a combined total turnover of €740mn. Based on
aggregate data at the end of 2015, the main Italian publishers (we focused on
the listed ones) generated around €3.9bn of revenue, and revenue from
circulation accounted for 40.3% of the total, while advertising represented
36%. Advertising is the main revenue contributor for Gruppo Editoriale
L’Espresso (57.2%), Caltagirone Editore (58.0%) and Class Editori (58.1%). In
terms of profitability, 3 of the 8 listed Italian publishing companies had a
negative EBITDA in 2015 and 5 of them had a negative Net Income. Gruppo
Editoriale L’Espresso was the company with the highest marginality in 2015,
7.7% EBITDA margin and 5.3% EBIT margin. The Gruppo Editoriale L’Espresso is
the Italian leader in local newspapers, with 317,000 daily circulation and
€158mn revenue in 2015.

Table 2: Italian Publishing Players – Key Financial Highlights
Mkt Cap
(€m)

Sales

EBITDA

EBITDA

EBIT

EBIT

FY2015

FY2015

margin

FY2015

margin

Net

NET

Income

Income

FY2015

margin

Arnoldo M ondadori Editore S.p.A.

387.48

1,122.83

46.65

4.2%

31.85

2.8%

6.68

RCS M ediaGroup S.p.A.

414.88

1,032.20

64.54

6.3%

44.53

4.3%

15.10

1.5%

Gruppo Editoriale L'Espresso S.p.A.

321.80

605.12 - 12.03

-2.0%

- 28.34

-4.7%

24.01

-4.0%

Il Sole 24 Ore S.p.A.
Cairo Communication S.p.A.
Poligrafici Editoriale S.p.A.

-

0.6%

44.37

324.96

7.69

2.4%

0.47

0.1%

11.05

468.85

226.58

46.40

20.5%

- 12.90

-5.7%

- 136.90

22.64

154.33

8.97

5.8%

0.42

0.3%

-

2.48

-1.6%

156.89 -

3.87

-2.5%

- 10.56

-6.7%

-

20.13

-12.8%

74.06 - 11.29

-15.2%

- 16.57

-22.4%

-

22.33

-30.1%

Caltagirone S.p.A.

264.02

Class Editori S.p.A.

35.58

3.4%
-60.4%

Source: FactSet and companies data
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Table 3: Italian Publishing Players – Revenues Breakdown

Circulation Advertising

Others

Circulation Advertising Others

Arnoldo M ondadori Editore S.p.A.

433.00

158.00

532.00

Arnoldo M ondadori Editore S.p.A.

38.6%

14.1%

47.4%

RCS M ediaGroup S.p.A.

421.00

475.00

136.00

RCS M ediaGroup S.p.A.

40.8%

46.0%

13.2%

Gruppo Editoriale L'Espresso S.p.A.

246.00

346.00

13.00

Gruppo Editoriale L'Espresso S.p.A.

40.7%

57.2%

2.1%

Il Sole 24 Ore S.p.A.

133.00

127.00

65.00

Il Sole 24 Ore S.p.A.

40.9%

39.1%

20.0%

Cairo Communication S.p.A.

74.00

20.00

132.58

Cairo Communication S.p.A.

32.7%

8.8%

58.5%

Poligrafici Editoriale S.p.A.

85.00

59.70

9.62

Poligrafici Editoriale S.p.A.

55.1%

38.7%

6.2%

Caltagirone S.p.A.

65.00

91.00

1.00

Caltagirone S.p.A.

41.4%

58.0%

0.6%

Class Editori S.p.A.

28.00

43.00

3.00

Class Editori S.p.A.

37.8%

58.1%

4.1%

ITEDI (ex-Editrice La Stampa)

64.00

64.00

6.00

ITEDI (ex-Editrice La Stampa)

47.8%

47.8%

4.5%

1,549.00

1,383.70

898.202

Total

Total

40.4%

36.1% 23.4%

Source: Companies data, KT&Partners elaboration

Company Overview
Dmail Group is currently a holding company operating in the local media
business in Northern Italy through its subsidiary, Dmedia Group. Previously
Dmail also operated a media commerce business focused on the sale of fancy
goods that claimed to be “useful and hard to find ideas” using a multi-channel
approach: goods were sold through shops, call centers, via catalog and on the
Internet. In 2010, due to the risks for the subsidiary BOW of being involved in
an EU VAT tax fraud for transactions recorded during 2007-2009, the
management decided to make a provision of €7.0/Mn. Since 2011, Dmail Group
has been in a restructuring phase with the aim of addressing its two main
issues: debt refinancing and the reorganization and relaunch of the media
commerce business unit. In June 2015, the management considered the media
commerce business a non-core activity and included it as a discontinued
operation. In March 2016, after having worked on an in-the-court restructuring
project, the media commerce division definitely defaulted and is currently
under liquidation.
In December 2016, Dmail Group completed a €16.2mn capital increase, which
revolutionized the Company’s shareholder structure with D.Holding (controlled
by Mario Farina via Litosud) increasing its share from 28.4% to 97.3%. The
December capital increase is a substantial step in the Company’s turnaround
and credit composition. Dmail is therefore now focusing on its local media
business, Dmedia Group, and is aiming to consolidate its leadership position in
the local media market in Northern Italy.

Dmedia Group: Focus on the New Core Business
Dmedia Group owns iNetweek, a network of 54 local newspapers and a local
advertising network (Publi IN) focused on selling advertising space in local
newspapers and digital properties to SMEs and micro-SMEs. Dmedia is among
the leaders in the Northern Italy publishing sector and operates in Lombardia,
Piemonte, Valle D’Aosta, Toscana, Veneto and Liguria. As of June 30, 2016,
the company publishes, prints and circulates 54 weekly newspapers, including
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9 free press, with a circulation of more than 150,000, 5,600 subscriber
members and more than 700,000 weekly readers. The newspapers are also
accompanied by inserts covering local restaurants, non-profit organizations,
wellness and touristic locations.
Chart 6: Dmedia Group - Geographical Presence

Source: Companies data

Chart 7: Dmedia’s Organizational Structure

Source: Companies data

In the following table, we report the local publications owned by Dmail.
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Table 4: Dmedia Group – Newspaper Portfolio (Free)

Source: Companies data

Table 5: Dmedia Group – Newspaper Portfolio (Paid-for)

Source: Companies data
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Dmedia has the following three business units:


Editorial division - publishing and distributing local weekly
newspapers and managing local digital properties;



Local advertising division (“concessionaria”) - local network of
advertising agents specialized in selling advertising space to SMEs and
micro-SMEs;



Affiliation division – providing editorial, organizational and
distributional support to third-party publishers; through this division
third-party publishers outsource most of their operations and are only
focused on the editorial content.

Editorial Division
The editorial division is split between 41 different local newsrooms that are
responsible for covering 1,700 cities where the newspapers are distributed.
The editorial division is composed of 165 employees (journalists, editors,
graphic designers and back office staff) and more than 700 people including
local advertising agents and external journalists.
The newspapers’ graphic design, printing and distribution functions are
centrally managed by the holding company (Dmail Group). In addition, the IT
infrastructure related to the newspapers’ online editions and newspapers’
production is centrally managed and developed, and the back-office activities
for managing the different editorial staff and local journalists are also
managed at the holding level.
The main revenue source related to this division is circulation revenue, which
ranges from €1-1.5 per newspaper.
Local Advertising Division
The local advertising division is the Company’s main revenue source and is
devoted to collecting advertising through a proprietary local network of 100
agents and sales managers specialized in selling and collecting local and microlocal advertising. The Company’s advertising clients number 18,700 and can be
divided as follows:


Local entrepreneurs;



Local branches of big companies (i.e. banks and retailers);



National advertising media companies.

Affiliation Division
Dmedia offers third parties outsourcing services, providing the management
and execution of all the operating activities related to publishing a newspaper
in its printed and online versions. In particular, the division provides backoffice services, IT infrastructure, printing and distribution services. These
services are offered to small publishers for whom the management of a
proprietary operation is either impossible or inefficient. The affiliation service
can also be extended to the selling and collection of advertising space.
The affiliation division is therefore an integrated publishing outsourcing
division enabling the publisher to manage only the editorial aspect of the
publishing.
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Shareholders’ Structure and Management Team
In terms of the shareholders’ structure, following the capital increase
D.Holding (controlled by Litosud) holds 97.3% of Dmail Group. The free float is
now 2.7% and needs to reach 10% by the end of March in order to satisfy Consob
requirements.
The Company is governed by a Board of Directors composed of 6 members, of
which 2 are independent.
Relevant information about the management team is provided in the table
below.

Table 6: Management Team
Dmail Group Management Team

Vittorio Farina (Chairman –
Dmail Group)

Alessio Laurenzano (CEO – Dmail
Group)

Massimo Cristofori (Group CFO)

Mauro Albani (CEO – Dmedia)

Vittorio Farina holds a degree in Economics. In his long career, he founded and developed various publishing and
printing companies, in particular ILTE Group S.p.A., which is one of the leading Italian typographical groups. From
2004 to 2008, he was involved in the management of the property assets of the company I.R.E. S.r.l. (Intesa Real
Estate). In 2005, he participated in the joint venture Postel Print S.p.A., holding the position of CEO.
Alessio Laurenzano holds a degree in Business Administration – obtained cum laude - from the Bocconi University of
Milan. From November 2001 to April 2008, he served as a financial analyst at Medinvest S.p.A., where he worked as
a consultant on corporate finance transactions. From May 2008 to October 2014, he was Operations Director at ILTE
Group S.p.A., operating in the printing and publishing industry, where he gained skills in cost-saving projects and cost
re-engineering. In October 2012, he was appointed as director of Concilium S.p.A., a company operating in the energy
sector. Since August 2015 he has been CEO of Dmedia Group.
Massimo Cristofori holds a degree in Business Economics from the Bocconi University of Milan. From 1983 to 1985, he
carried out his work at Olivetti S.p.A. as a management control analyst - Italian commercial division. From 1985 to
1989, he was responsible for group reporting and was also divisional controller of Farmitalia-Carlo Erba S.p.A. From
1989 to 1995, he worked for RCS Editori S.p.A. holding various positions. In particular, until 1991 he was responsible
for M&A division while later he was responsible for the administration and control of RCS Films & TV S.p.A., performing
an important role in the restructuring process of the company. From 1995 to 1998, he worked at Habitat Italy S.p.A.,
a joint venture between industrial groups operating in the furniture industry and household products. From 1998 to
2000, he was chief financial officer (CFO) at Class Editori S.p.A., playing an active role in both the restructuring
process and the subsequent listing project. From 2000 to 2008, he worked at Tiscali S.p.A., where he was also a
member of the board. From 2008 to 2014, he was chief financial officer (CFO) at SEAT Pagine Gialle S.p.A. Italy,
which oversaw the restructuring process. From 2014, he has been chief financial officer at Dmail Group.
Mauro Albani holds a degree in Economics and Business from the University of Bergamo. From 1994 to 2005, he served
as a consultant for administrative and fiscal matters in the family company, specializing in tax and legal advice. In
2001, he started collaborating with Netweek Group, the local media network operating in Lombardy. In 2005, he
became responsible for the direction and coordination of the administrative division of various companies, including
Dmail Group. In April 2005, he became CEO of Dmedia Group and also CEO of D-Service S.r.l. In February 2013, he
became the liquidator of BOW.

Source: Company data
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Dmail Group Historical Financials
Looking at the top line, the major contribution to 1H16 revenues comes from
Dmedia Group, which accounts for app. 97% of the total turnover. The rest is
generated by Dmail Group, the parent company. In 1H16, the revenue
experienced a 5.1% YoY increase. The change is principally explained by: i) the
launch of 2 new local newspapers that started generating revenue in April 2016
ii) the acquisition of Bergamo Post Srl (closed in March 2016) and iii) the
insourcing of some newspapers previously outsourced.
As for EBITDA, the increase in the first 6 months of the year is chiefly explained
by a reduction in the cost of services linked to the restructuring of the parent
company. Furthermore, the greatest costs, due to the introduction of the new
newspapers, were partially offset by cost savings coming from the
rearrangement of the publishing business.
We note the bottom line in 1H16 was affected by an extraordinary item
(€24.5mn) arising from the agreement in full and final settlement of any debt
obligations. For this reason, restructuring charges do not appear in FY16.
Table 7: Summary P&L

We note FY2014A includes the contribution of BOW and Dmedia Commerce later
deconsolidated after the composition with creditors
Source: Company data

It is worth noting that in order to guarantee comparability, the 1H15 Restated
does not consider BOW’s contribution, which was deconsolidated as BOW was
declared bankrupt in the first half of 2016. However, we note that Dmedia
Commerce’s negative performance is included in 1H15 Restated, while it does
not appear in 1H16 after the deconsolidation.
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As for the balance sheet items, we highlight that in 1H16 the assets and
liabilities related to BOW – which were included in the FY15 balance sheet
through the recognition of a provision for risks for an amount equal to the
capital shortfall of BOW - were reversed following the declaration of
bankruptcy. BOW’s deconsolidation has generated a positive effect on both the
income statement and the Group's shareholders' equity as the provision – which
amounted to €5.3mn - was fully written off and, therefore, was recorded as a
gain of the same amount as discontinued operations.
Looking at the media commerce business, the assets and liabilities of Dmedia
Commerce – which were included in the FY15 balance sheet through the
recognition of a provision for risks for an amount of €5.3mn equal to the capital
shortfall of Dmedia Commerce – were reversed following the declaration of
bankruptcy. Furthermore, as in the case of BOW, the deconsolidation of Dmedia
Commerce has generated a positive effect on both the income statement and
the Group's shareholders' equity as the provision was fully written off and,
therefore, was recorded as a gain equal to the amount that was included in
discontinued operations1.
The above-mentioned reasons explain the changes in provisions and Group
shareholders’ equity that occurred in 1H16.
With regard to the net debt, it moved from €36.9mn in FY15 to €16.5mn in
1H16. The decrease was due to the full and final settlement of debt obligations
coming from the approval of the composition with creditors.
Table 8: Summary Balance Sheet

Source: Company data

1

Note that the sum of BOW and Dmedia Commerce extraordinary gains (€10.6mn) is recorded in 1H16 P&L as net income from
discontinued operations.
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Focus on Dmedia: Historical Performance
One of the main drivers of Dmedia’s growth has been acquisitions, through
which the group has established a strong presence and substantial scale in
Northern Italy. Since 2008, the Group has increased the number of its own and
managed newspapers from 31 to 54, although the increase in the number of
newspapers was not directly reflected in the weekly circulation due to general
disaffection towards newspapers following the 2008 crisis.
Table 9: Evolution of Weekly Circulation and Number of Owned Newspapers

Source: Company data

Dmedia’s revenues at the end of 1H2016 (€13.44mn) were composed of 28.5%
from the editorial division or from circulation and 58.4% from the sale of
advertising. Dmedia had €26.88mn revenues at the end of 2015, down by 5.8%
YoY, while over the period 2013-2015 the decrease was -1% CAGR, significantly
outperforming the market. The Company was able to counterbalance the
substantial decrease in circulation revenues with a significant growth in the
advertising collection and affiliation business. In particular, the circulation
revenues were down by 17% CAGR over the period 2013-2015, while local
advertising and affiliation grew by 6.3% and 7% CAGR over the same period.
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Table 10: Dmail Group – Revenue Breakdown

Source: Company data

Taking into account the local advertising division (that accounts for over 50%
of Dmedia’s revenue), the weekly newspaper advertising collection grew by
1.4% CAGR over the period 2013-15, while the inserts and free-press division
grew substantially, by 20.0% and 25.6% respectively. We highlight that the
online contribution to advertising revenues is very limited and could represent
a substantial area of growth.
Table 11: Local Advertising Division – Revenue Breakdown

Source: Company data
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Group Strategy
In the light of the current market and economic scenario, the Group is putting
in place new actions aimed at reducing costs and improving efficiency. Thanks
to the new shareholder – Litosud – the Company will be able to exploit
industrial synergies with an important effect on the cost of raw material
(paper). Furthermore, Dmail is considering cutting other costs, specifically
personnel costs (agents) and overhead costs.
According to the Company’s 2016-2019 strategic plan, the group is expected
to consolidate its presence in the local media business in Northern Italy. In
particular, the main strategic focuses are:
1-

Launch 9 new newspapers, mainly in the Veneto region;

2-

Develop an affiliation program for third-party publishers;

3-

Develop new editorial topics;

4-

Internalize the management of some newspapers previously externalized.

In order to execute this business plan, the Company expects to invest €1.4mn
during the period, mainly in software and office modernization.
During 2016, Dmail launched 3 new newspapers with a related digital presence.

Future Financials
Considering the restructuring phase the Company is experiencing, we used the
2016-2019 business plan approved by creditors as a guide for assessing future
financials. In fact - as specified in the statement of risks - the Company must
meet what is defined in the plan in order to satisfy the going concern principle.
The estimates presented here are thus in line with the plan proposed during
the composition with creditors. It just recognizes the new acquisitions recently
closed by the Company (marginal contribution).
Looking at the BP assumptions, the main drivers can be summarized as follow:


Revenues. The plan includes a positive trend of sales equal to 3.7% CAGR
in the next 4 years. This assumption is the result of two contrary forces.
On the one hand, it is assumed there will be a 2.0% decrease in circulation
revenue in 2016 and a 1.5% YoY decrease in the same business from 2017
to 2019. However, the growth of this unit is explained by the acquisition
of new local newspapers. On the other hand, the plan includes a steady
growth in the advertising collection, which is expected to follow this
trend: +0% in 2016, +1.0% in 2017, +1.25% in 2018 and +1.5% in 2019. These
assumptions seem in line with the expected market outlook.



Cost of goods sold. This item is expected to increase by 3.1% CAGR in the
2016-2019 period. As for personnel costs and other costs such as rent,
utilities and administrative costs, they are assumed to increase by about
5% CAGR in the next 4 years. The rise in costs is mainly attributable to the
launch of new local newspapers.



CAPEX. The plan includes €1.4mn investments over the next 4 years,
which means app. €0.35mn CAPEX each year. These are maintenance
CAPEX related to both hardware and software.
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Extraordinary items. We note 2016E is affected by an extraordinary item
(€25.8mn) arising from the agreement in full and final settlement of any
debt obligations. We also highlight a positive D&A as a result of the
deconsolidation of provision related to BOW and Dmedia Commerce.

Table 12: Estimates 2016-2019
€ thousand

2015A

2016E

2017E

2018E

2019E

Sales

26,286

26,526

27,923

28,837

29,872

Other revenues

1,429

1,240

811

811

811

Total Revenues

27,715

27,766

28,734

29,648

30,683

Growth %

-40.1%

Operating costs

-

22,420 -

Personnel costs

-

5,278 -

EBITDA

0.2%

3.5%

3.2%

20,393 -

20,867 -

21,410 -

5,792 -

17

6,178 -

1,581

1,689

6,349 -

2,125

0.1%

5.7%

5.9%

6.4%

Restructuring charges

-621

-

-

-

-

D&A

-

4,545

EBIT

-

5,149

10,619

-18.6%

38.2%

EBIT margin

Financial income and expenses

-

Extraordinary income and expenses

604

908 -

EBT

-

Income taxes
Net income from continuing operations

-

Net margin

1,889

2,125

9,038 -

1,639 -

1,555 -

1,605

50

334

520

0.2%

1.1%

1.7%

36,356 -

352 5,705

36,280

91 -

74 -

54

-

-

-

260

466

41

76 -

-20.6%

-

1,689

25,838

6,057

6.9%

1,581

101 -

-

6,522

1,889

EBITDA margin

Adjusted EBITDA

3.5%

22,036

109 -

-

130.7%

189 -

242

150

71

224

-0.5%

0.2%

0.7%

Source: KT&Partners estimates based on 2016-2019BP approved by creditors

As for the net debt, the capital increase executed in 2016 (app. €16mn) and
the full and final settlement of debt obligations coming from the approval of
the composition with creditors (app. €20.0mn) reduced the NFP from €36.9mn
to €1.41mn. The residual debt is chiefly related to the working capital
financing. The plan’s assumptions also include app. €1.0mn cash generation
from operating activity starting from 2017. The evolution of the net debt is
presented below.
Table 13: NFP Evolution 2016-2019
€ thousand
Cash and cash equivalent
Short-term bank loans
Leasing
Other short-term debt
Short-term debt
Long term bank loans
Leasing
Long-term debt
Net debt

2015A
-

973 -

2016A*
5,461

2017E
-

2,548

2018E
-

3,089

2019E
-

3,629

21,825

5,385

1,995

1,596

63

55

57

60

62

15,159

553

738

738

738

37,047

5,993

2,790

2,394

1,810

1,010

23

86

-

-

-

844

789

732

672

610

867

875

732

672

36,941

1,407

974 -

23 -

610
1,209

* Net debt 2016A is calculated using data provided by the company according to Consob
regulations
Source: KT&Partners estimates based on 2016-2019BP approved by creditors
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Peer-Group Analysis
We have identified a series of listed comparables with the aim of understanding
how the market values companies operating in the publishing industry. We
have chosen peers taking into account the business activity and the services
provided, although we should note that the selected companies are quite
different in terms of the size of revenues and market liquidity.
Table 14: Peer-Group Valuation Table – 2017 Multiples

Table 15: Peer-Group Valuation Table – 2018 Multiples

Source: KT&Partners elaboration on FactSet data

As for the Italian players, the market for local and regional publishers is highly
fragmented. We thus consider listed companies that have a specific
division/unit focusing on regional or local publishing. Companies identified are
presented below.
1) Gruppo Editoriale L’Espresso is one of the leading media groups in Italy
with interests in newspapers, magazines, radio and Internet. In 2015, it
generated €0.6mn revenues, of which 24.6% came from the Local Newspaper
division.
Revenues Breakdown:

Source: Gruppo Editoriale L’Espresso Company Presentation, March 2016
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Key Numbers Local Newspapers:


Total circulation: 317k



Readers per day: 2.9mn

Gruppo Editoriale L’Espresso – Local Newspapers Division Key Brands
Gruppo Editoriale L’Espresso publishes 12 local daily newspapers and 1 paper
that comes out three times a week. These papers circulate mainly in Northern
and Central Italy.

Source: Company Presentation, March 2016

2) Caltagirone Editore S.p.A. is the second largest newspaper publishing
company in Italy, based on average daily readers. Incorporated in December
1999 and listed on the Italian Stock Exchange in July 2000, CED is a holding
company whose subsidiaries publish 4 out of the top 15 newspapers in Italy and
it commands leadership positions both in traditional newspapers and in the
free press. CED is rapidly growing its presence in the Internet segment with
the online versions of its titles: ilmessaggero.it, ilmattino.it, ilgazzettino.it,
corriereadriatico.it, quotidianodipuglia.it and leggo.it.
Caltagirone Editore Key Brands:

Source: Company data

3) We also take into account RCS Mediagroup, a leading multimedia publishing
company operating in both Italy and Spain. Although the contribution of local
newspapers is modest, we note that RCS is present in this market segment
through Corriere della Sera – Testate Locali. When it launched the Corriere
del Mezzogiorno in 1997, the Corriere della Sera began to establish a presence
in many Italian regions, eventually leading to the creation of local publications
that are offered for free together with the national newspaper. Aside from
the Corriere del Mezzogiorno, which publishes editions in Campania and
Puglia, and a website that covers all of Southern Italy, there are also
the Corriere Veneto, the Corriere del Trentino, the Corriere dell’Alto Adige,
the Corriere di Bologna and the Corriere Fiorentino. In 2013, the north-
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eastern Italian editions set up CI-Corriere Innovazione, a multimedia project
with a monthly publication, a website and a program of themed meetings held
across the area. The Corriere della Sera has always covered local information
in Italy’s two major cities – Milan and Rome – through separate editorial boards
and dedicated content and websites. It now also operates in Brescia (since
2011) and Bergamo (since 2012).
Looking at the international players, we note there are several players
worldwide operating in regional and local publishing. We have identified three
companies we think fit with the business in which Dmail now operates.
1) Trinity Mirror Plc. Trinity Mirror is the largest national and regional
multimedia content publisher in the UK, comprising national and regional news
brands across the country, such as the Daily Mirror, Sunday Mirror, Sunday
People, Daily Record, Sunday Mail and market-leading daily titles in key
metropolitan areas. The key revenue streams for this group are circulation and
advertising, driven predominantly by print products, but increasingly and
strategically by digital products. The company was founded in September 1999
and is headquartered in London, the United Kingdom. The revenue model of
this company perfectly matches the one of Dmail Group.
Operating Segments:


Publishing, Printing and Digital (minor contribution).

Revenues Breakdown:
The company operates through the following business segments: Publishing,
Printing, Specialist Digital and Central. The Publishing segment publishes
paid-for national titles and paid-for and free regional titles and operates a
portfolio of related digital products. The Printing segment provides printing
services to the publishing segment and to third parties. The Specialist Digital
segment includes its digital classified verticals and digital marketing services
businesses. The Central segment includes revenue and costs not allocated to
the operational divisions and its share of the results of associates.

Trinity Mirror Key Brands:

Source: Trinity Mirror Annual Report 2015
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2) Gannett Co Inc. Gannett is a leading international, multi-platform news and
information company. The company was founded on November 21, 2014 and is
headquartered in McLean, VA.
Key Numbers:


USA total daily circulation 2015: 4mn



US journalists: 3,100+

Revenues Breakdown:


77% Print revenue vs 23% Digital revenue



56% Advertising revenue vs 44% Circulation and other revenue

Gannett Key Brands and Local Presence:

Source: Gannett Annual Report 2015

3) Tamedia AG engages in the publication and distribution of daily and weekly
newspapers, magazines and online platforms. It operates through the following
segments: Print Regional and Print National. The Print Regional segment covers
all regional newspapers and gazettes, newspaper printing and services for
internal customers. The Print National segment consists of newspapers and
magazines that have a national focus. The company was founded in 1893 and
is headquartered in Zurich, Switzerland.
Revenues Breakdown:




Publishing Regional: 46%
Publishing National: 36%
Digital: 18%

Tamedia Key Brands:

Source: Tamedia Annual Report 2015

March 2, 2017 ● 22

Dmail Group S.p.A.

Statement of Risks
The primary factors that could negatively affect Dmail Group are the following:


Risks related to the execution of the turnaround and the ability to achieve
the main economic targets of the 2016-2019 plan. We note the company is
experiencing a restructuring phase and is, for this reason, subject to all the
relevant risks that this situation implies. In particular, in order to satisfy the
going concern principle the company must meet criteria defined in the 20162019 business plan approved by creditors. However, we note there is an
important mitigating factor to consider: the publishing division (Dmedia),
which will be the core business of the new group, performed well during the
last few years – even outperforming its reference market - notwithstanding the
distressed situation the group was facing. The closing of the composition with
creditors could allow the company to fully exploit its business potential.



Risk related to the reinstatement of the free float. After the execution of
the reserved capital increase, D.Holding owns a 97.3% stake of Dmail Group.
According to Consob, the Company has to restore the free float within 90 days
of the capital increase (deadline fixed at March 23, 2017). If the company does
not restore the float, Dmail Group will go private following a delisting
procedure. We evaluate this risk as a low risk as the main shareholder has
expressed the intention to keep the Company public.



Risks related to the bankruptcy of BOW and Dmedia Commerce. On January
29, 2016 the Court of Milan declared the failure of BOW while on March 31,
2016 the court of Florence declared the bankruptcy of Dmedia Commerce. In
particular the risks associated with insolvency of Dmedia Commerce and BOW
are linked to a potential risk of fiscal solidarity of the Company with BOW and
a potential risk related to possible liability of Dmail Group to shareholders of
BOW and Dmedia Commerce. With regard to the abovementioned risks, the
Company formerly recorded a specific provision for an amount of €10mn. This
amount had been determined according to prudential logic, so as to allow
coverage of any potential risk, albeit remote, connected to any future claims
for damages. However, what is worth noting is that after the approval of the
composition with creditors, any damage claim is valued at 8.26% of its nominal
value. Thus, in the light of potential creditor claims of €10.0mn, the potential
debt for Dmail Group is equal to €0.826mn. The Company presents a capacious
provision for this amount at the date of the latest financial report.



Risks related to the market in which the Group operates. Some factors that
should be taken into account are the following: i) deterioration in
circulation/viewership of newspapers and advertising collections; ii) low
exposure to internet/digital activities, which assures higher growth and
multiple valuations. However, we note the Company focuses on the local
newspaper market that in the last few years has experienced a smaller
decrease than the national publishing market.
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DISCLAIMER
THIS DOCUMENT WAS PREPARED BY KT&PARTNERS SRL, WITH REGISTERED
OFFICE AT VIA DELLA POSTA 10, MILAN, ITALY, MILAN COMPANY REGISTER NO.
1926922, SPECIALISING IN FINANCIAL RESEARCH AND ANALYSIS (HEREINAFTER,
“KT&PARTNERS”).
KT&PARTNERS PREPARED THIS DOCUMENT ON BEHALF OF DMAIL GROUP S.P.A.
ACCORDING TO AN AGREEMENT ENTERED WITH THE SAME AND ON THE BASIS
OF THE DATA AND PUBLIC INFORMATION PROVIDED BY THE SAME OR DERIVED
FROM SOURCES DEEMED SERIOUS AND RELIABLE ON THE FINANCIAL MARKET,
BUT WHOSE ABSOLUTE TRUSTWORTHINESS, COMPLETENESS, AND ACCURACY
CANNOT BE GUARANTEED.
THIS DOCUMENT IS A SOURCE OF INFORMATION ONLY, AND IS NOT PART OF,
AND IN NO WAY MUST IT BE CONSIDERED, AN OFFER TO SELL, SUBSCRIBE OR
TRADE, OR A SOLICITATION TO PURCHASE, SUBSCRIBE OR TRADE, FINANCIAL
INSTRUMENTS/PRODUCTS, OR IN GENERAL TO INVEST, NOR MUST IT BE
CONSIDERED ANY FORM OF CONSULTING FOR AN INVESTMENT IN FINANCIAL
INSTRUMENTS.
THE INFORMATION PROVIDED IN THIS DOCUMENT MUST NOT BE UNDERSTOOD
AS A REQUEST OR SUGGESTION TO CONDUCT OR CARRY OUT A SPECIFIC
TRANSACTION.
EACH INVESTOR MUST FORM HIS/HER OWN OPINION BASED EXCLUSIVELY ON
HIS/HER ASSESSMENT OF THE ADVISABILITY OF INVESTING. ANY INVESTMENT
DECISION MADE ON THE BASIS OF THE INFORMATION AND ANALYSES IN THIS
DOCUMENT IS THE EXCLUSIVE RESPONSIBILITY OF THE RECIPIENTS OF THIS
DOCUMENT, WHO MUST CONSIDER THIS DOCUMENT MERELY AS A SOURCE OF
INFORMATION AND ANALYSIS TO SUPPORT SUCH DECISION.
ANY OPINIONS, FORECAST OR ESTIMATES CONTAINED HEREIN CONSTITUTE A
JUDGEMENT AS AT THE DATE OF THIS DOCUMENT, AND THERE CAN BE NO
ASSURANCE THAT THE FUTURE RESULTS OF THE COMPANY AND/OR ANY
FUTURE EVENTS WILL BE CONSISTENT WITH ANY OF SUCH OPINIONS, FORECAST
OR ESTIMATES.
KT&PARTNERS MAKES NO EXPLICIT OR IMPLICIT GUARANTEE WITH RESPECT TO
PERFORMANCE OR THE OUTCOME OF ANY INVESTMENT OR PROJECTIONS MADE.
THEREFORE, KT&PARTNERS, ITS REPRESENTATIVES AND/OR EMPLOYEES WILL
NOT BE LIABLE FOR ANY EFFECT DERIVING FROM THE USE OF THIS DOCUMENT,
AND HEREBY DECLINE ALL LIABILITY FOR ANY DIRECT OR INDIRECT DAMAGES,
FINANCIAL OR OTHERWISE, DERIVING FROM ANY USE OF THE INFORMATION IT
CONTAINS.
KT&PARTNERS AIMS TO PROVIDE CONTINUOUS COVERAGE OF THE COMPANY IN
CONJUNCTION WITH ANY EXCEPTIONAL EVENT THAT OCCURS AFFECTING THE
ISSUER’S SPHERE OF OPERATIONS, AND IN ANY CASE AT LEAST TWICE PER YEAR
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