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December 19, 2006 

COMPANY UPDATE 
Benetton Group (BNG.MI) 

Sell  

Raising EPS forecasts 

What's changed 

We are increasing our EPS forecasts for Benetton by 6.5% for 2007E and 

by 7% for 2008E owing to strong forward wholesale orders and a better 

outlook for gross margin. We now expect a flat gross margin for 2007 

compared to our previous expectation of a 30 bp decline owing to:  

1) Lower price cuts to franchisees – these were 5% this year which is 

falling to 3% for spring/summer 2007 and nil for autumn/Winter 2007. 

2) More accessories in the product mix – these represent 7% of product 

sold now, up from 3% in 2003 and the medium-term target is 10%. 

3) A higher number of directly-owned stores – these should contribute 

c.10% of EBIT in 2007. 

4) Stronger LFL sales leading to higher profit retention. We now forecast 

10% revenue growth for 2007E compared to our previous estimate of 8%, 

split one-third space contribution and two-thirds LFL sales growth.  

Implications 

We have raised our 12-month price target on the stock from €10.2 to €12.4 

based on cash returns analysis. A DCF gets us to €12.6 using a 7.4% WACC 

and 0% terminal growth rate. Our preferred European apparel stock 

remains Inditex. 

Valuation 

On our new forecasts, Benetton still looks fully valued, trading on a 2007E 

calendar P/E of over 17x, for c.10% long-term EPS growth. Benetton’s 

valuation is mid range historically on EV/GCI, forward P/E and lease-

adjusted EV/EBITDAR. 

Key risks 

Benetton could continue to surprise on the upside in terms of volume 

growth, particularly in the fragmented Italian market, where both Benetton 

and Zara have been taking share from independents. 
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Europe Retail Peer Group Average

Key data Current

Price (€) 14.33

12 month price target (€) 12.40

Upside/(downside) (%) (13)

Market cap (€ mn) 2,601.7

Enterprise value (€ mn) 3,013.9

12/05 12/06E 12/07E 12/08E

Revenue (€ mn) New 1,765.0 1,906.5 2,091.9 2,243.6

Revenue revision (%) 0.0 0.0 1.6 1.8

EBIT (€ mn) New 205.0 189.7 213.3 236.7

EBIT revision (%) 0.0 (1.0) 6.8 13.1

EPS (€) New 0.62 0.73 0.82 0.89

EPS (€) Old 0.62 0.71 0.77 0.83

EV/EBITDA (X) 6.5 10.9 10.4 10.0

P/E (X) 13.6 19.6 17.5 16.0

FCF yield (%) 16.5 3.3 1.3 1.9

CROCI (%) 11.0 8.9 9.0 9.0
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Absolute 10.2 26.3 55.0

Rel. to FTSE World Europe 0.8 5.0 29.8

Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 12/18/2006 close.
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Benetton Group: Summary financials 

Profit model (€ mn) 12/05 12/06E 12/07E 12/08E Balance sheet (€ mn) 12/05 12/06E 12/07E 12/08E

Total revenue 1,765.0 1,906.5 2,091.9 2,243.6 Cash & equivalents 196.3 145.8 38.3 0.0

Operating costs (1,225.8) (1,353.6) (1,490.5) (1,597.7) Accounts receivable 655.4 625.4 675.4 729.5

R&D 0.0 0.0 0.0 0.0 Stocks 287.2 327.2 353.4 378.2

Lease payments (92.2) (102.0) (112.0) (122.0) Other current assets 96.0 69.6 48.6 23.6

Other operating profit/(expense) (157.0) (175.4) (188.3) (197.4) Current assets 1,235.0 1,168.1 1,115.8 1,131.3

EBITDA 290.0 275.5 301.1 326.4

Depreciation & amortisation (85.0) (85.8) (87.9) (89.7) Accounts payable (315.0) (365.0) (415.0) (465.0)

EBIT 205.0 189.7 213.3 236.7 Other current liabilities (133.8) (133.8) (133.8) (133.8)

Net interest income/(expense) (23.0) (17.0) (20.4) (26.0) Current liabilities (448.7) (498.7) (548.7) (598.7)

Associates 0.0 0.0 0.0 0.0

Profit/(loss) on disposals 0.0 0.0 0.0 0.0 Gross PP&E and intangibles 1,610.8 1,810.8 2,010.8 2,210.8

Others (recurring) (48.0) 0.0 0.0 0.0 Net PP&E 743.0 857.2 969.3 1,079.6

Pretax profits 134.0 172.7 192.9 210.7 Net intangibles 151.7 151.7 151.7 151.7

Income tax (20.0) (38.0) (42.4) (46.4) Total investments 277.6 277.6 277.6 277.6

Tax rate (%) 15.0 22.0 22.0 22.0 Other long-term assets 0.0 0.0 0.0 0.0

Minorities (2.0) (2.0) (2.0) (2.0) Long-term assets 1,172.3 1,286.5 1,398.7 1,508.9

Preferred dividends 0.0 0.0 0.0 0.0

Net income (pre-exceptionals) 112.0 132.7 148.5 162.4 Total assets 2,407.3 2,454.7 2,514.5 2,640.2

Other non-recurring items post tax 0.0 0.0 0.0 0.0

Net income 112.0 132.7 148.5 162.4 Unfunded pensions & other provs (41.6) (41.6) (41.6) (41.6)

EPS (underlying) (€) 0.62 0.73 0.82 0.89 Deferred taxes & other liabilities (84.0) (84.0) (84.0) (84.0)

EPS (basic, reported) (€) 0.62 0.73 0.82 0.89 Long-term liabilities (125.6) (125.6) (125.6) (125.6)

Weighted shares outstanding (mn) 181.6 181.6 181.6 181.6

Total shareholders' equity 1,261.9 1,266.3 1,276.1 1,250.9

Common dividends declared 61.7 73.0 81.6 89.3 Minority interest 13.1 6.0 6.0 5.0

DPS (€) 0.34 0.40 0.45 0.49 Short-term debt 54.9 54.9 54.9 156.8

Dividend payout ratio (%) 55.1 55.0 55.0 55.0 Long-term debt 503.2 503.2 503.2 503.2

Dividend cover (X) 1.8 1.8 1.8 1.8 Capitalised leases 737.6 816.0 896.0 976.0

Capital employed 2,570.6 2,646.3 2,736.1 2,891.9

Growth & margins (%) 12/05 12/06E 12/07E 12/08E

Adj for unfunded pensions & GW (193.4) (193.4) (193.4) (193.4)

Revenue growth 3.6 8.0 9.7 7.2 Adj capital employed 2,377.3 2,453.0 2,542.8 2,698.5

EBITDA growth (3.0) (5.0) 9.3 8.4 Gross cash invested 3,215.9 3,427.9 3,713.1 3,996.9

EBIT growth (8.9) (7.5) 12.4 11.0

Net income growth 2.7 18.5 11.9 9.4 Ratios 12/05 12/06E 12/07E 12/08E

EPS growth 2.7 18.5 11.9 9.4

DPS growth -- 18.2 11.9 9.4 CROCI (%) 11.0 8.9 9.0 9.0

EBITDA margin 16.4 14.5 14.4 14.6 CROCI/WACC (X) 1.8 1.4 1.5 1.6

EBIT margin 11.6 10.0 10.2 10.6 ROIC (%) 9.4 9.5 10.2 10.7

ROIC/WACC (X) 1.5 1.5 1.7 1.8

Cash flow statement (€ mn) 12/05 12/06E 12/07E 12/08E ROA (%) 4.5 5.5 6.0 6.3

WACC (%) 6.2 6.2 6.0 5.8

Net income 112.0 132.7 148.5 162.4 Inventory days 59.4 62.7 61.7 61.5

D&A 85.0 85.8 87.9 89.7 Asset turnover (X) 2.4 2.2 2.2 2.1

Minority interest 2.0 2.0 2.0 2.0 Net debt/equity (%) 28.4 32.4 40.5 52.6

Other recurring items 75.0 0.0 0.0 0.0 EBITDA interest cover (X) 12.6 16.2 14.8 12.6

Post tax cash flow from operations 274.0 220.5 238.3 254.1

Net inc/(dec) working capital 217.8 66.4 (5.2) (3.8) Valuation 12/05 12/06E 12/07E 12/08E

Capital expenditures 14.0 (200.0) (200.0) (200.0) EV/sales (X) 0.9 1.5 1.4 1.4

Acquisitions 0.0 0.0 0.0 0.0 EV/EBITDAR (X) 6.3 9.5 9.2 8.9

Divestitures 0.0 0.0 0.0 0.0 EV/EBITDA (X) 5.7 10.1 9.6 9.3

Dividends paid (common & pref) (62.4) (73.0) (81.6) (89.3) EV/EBIT (X) 8.1 12.3 11.6 11.2

Other non-recurring items (350.1) (64.4) (59.0) (101.3) P/E (X) 13.6 19.6 17.5 16.0

Surplus/(deficit) 93.3 (50.5) (107.5) (140.3) Dividend yield (%) 4.0 2.8 3.1 3.4

FCF yield (%) 16.5 3.3 1.3 1.9

Capex/D&A (%) (16.5) 233.1 227.6 222.9 EV/GCI (X) 0.8 1.1 1.1 1.1

Reinvestment rate (%) (5.1) 90.7 83.9 78.7 EV/adj. capital employed (X) 1.2 1.7 1.6 1.6

Cash flow cover of dividends (X) 4.4 3.0 2.9 2.8 Price/book (X) 1.4 2.1 2.0 2.1

Free cash flow cover of dividends (X) 4.1 1.2 0.4 0.6

Note: Last actual year may include reported and estimated data.

Source: Company data, Goldman Sachs Research estimates.
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Stock looks fully valued 

Benetton has staged a strong recovery over the past two years as a result of stronger 

collections, more competitive pricing and as it has increased its sourcing flexibility. 

Recently we have seen a polarization in apparel between fashion and price, and Benetton 

should benefit if consumers now gravitate towards retailers positioned more in the middle. 

We are now more positive on the sales and gross margin outlook, but we believe that the 

stock is fully valued at current levels.  

Benetton has improved its sourcing structure recently but still lacks the stock control and 

speed to market of Inditex and the sourcing flexibility of H&M.  In terms of sourcing, 75% 

of product comes from Benetton’s own factories split between Italy (16%), Tunisia (20%) 

and Eastern Europe (mainly Hungary) 39%, with a further 25% coming from third-party 

factories in Asia. Over time this will shift to 10% Italy, with 30% each from Eastern Europe, 

Tunisia and Asia. Benetton is therefore not such a beneficiary from a weaker dollar as 

other apparel retailers. 

Benetton has recently lost its CEO and CFO but we understand that the company is close to 

hiring a new CFO. The focus will be on EBITDA growth, with relatively high capex (c.10% of 

sales) next year as the company steps up its international expansion in areas such as Asia. 

This is likely to act as something of a drag on returns, although we expect these to 

improve slightly in 2007 as a result of the stronger sales outlook, together with some 

operating leverage. 

Our main issue with Benetton is the valuation of the stock, following a strong run in the 

share price (+19% vs. the sector year to date). Our preferred stock in European apparel is 

Inditex, which although trading on a calendar 2007E P/E of 22x, compared to 17x for 

Benetton, offers a much higher 2007-2009E EPS growth rate of 20% compared to 10% for 

Benetton. 
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Exhibit 1: Benetton looks fully valued versus the sector relative to cash returns 

CY2007E leveraged EV/GCI versus CROCI/WACC 
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Source: Goldman Sachs Research estimates. 

Exhibit 2: Benetton’s EV/Gross Cash Invested and Cash 

Return on Cash Invested (CROCI) are mid to low of its 

historic range  

Benetton 12-month forward CROCI vs leveraged EV/GCI 

 Exhibit 3: Benetton is trading in the middle of its 

historical P/E and leveraged EV/EBITDAR ranges 

H&M 12-month forward P/E and leveraged EV/EBITDAR 
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Reg AC 

I, Richard Chamberlain, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company 

or companies and its or their securities. I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific 

recommendations or views expressed in this report. 

Investment profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and 

market. The four key attributes depicted are: growth, returns, multiple and volatility.  Growth, returns and multiple are indexed based on composites 

of several methodologies to determine the stocks percentile ranking within the region's coverage universe. 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows: 

Growth is a composite of next year's estimate over current year's estimate, e.g.  EPS, EBITDA, Revenue. Return is a year one prospective aggregate 

of various return on capital measures, e.g.  CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g.  P/E, dividend 

yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.  

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 

in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 
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The price targets shown should be considered in the context of all prior published Goldman Sachs research, which may or
may not have included price targets, as well as developments relating to the company, its industry and financial markets.
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Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy or 

Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as a 

Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to a 

global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage 

group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 

recommendations focused on either the size of the potential return or the likelihood of the realization of the return.  

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated 

with the price target.  Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in 

each report adding or reiterating an Investment List membership.  

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook 

on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the following 12 

months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the following 

12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over the 

following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.  

Not Rated (NR). The investment rating and target price, if any, have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting 

in an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended (RS). 

Goldman Sachs Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient fundamental 

basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock and 

should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). Goldman Sachs 

does not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is not applicable. Not Meaningful 

(NM). The information is not meaningful and is therefore excluded.  

Ratings, coverage views and related definitions prior to June 26, 2006 

Our rating system requires that analysts rank order the stocks in their coverage groups and assign one of three investment ratings (see definitions 

below) within a ratings distribution guideline of no more than 25% of the stocks should be rated Outperform and no fewer than 10% rated 

Underperform. The analyst assigns one of three coverage views (see definitions below), which represents the analyst's investment outlook on the 

coverage group relative to the group's historical fundamentals and valuation. Each coverage group, listing all stocks covered in that group, is 

available by primary analyst, stock and coverage group at http://www.gs.com/research/hedge.html. 

Definitions 

Outperform (OP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months. In-Line (IL). 

We expect this stock to perform in line with the median total return for the analyst's coverage universe over the next 12 months. Underperform (U). 

We expect this stock to underperform the median total return for the analyst's coverage universe over the next 12 months.  

Coverage views: Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical 

fundamentals and/or valuation. Neutral (N). The investment outlook over the following 12 months is neutral relative to the coverage group's 

historical fundamentals and/or valuation. Cautious (C). The investment outlook over the following 12 months is unfavorable relative to the coverage 

group's historical fundamentals and/or valuation.  

Current Investment List (CIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months. We 

only assign this designation to stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the CIL 

will automatically come off the list after 90 days unless renewed by the covering analyst and the relevant Regional Investment Review Committee.  

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 

to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on 

industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. 

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by 

Goldman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co. 

oHG; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., 

Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of 

Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by 

Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and 

European Union. 

European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in 

connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt für 

Finanzdienstleistungsaufsicht, may also be distributing research in Germany. 

General disclosures in addition to specific disclosures required by certain jurisdictions 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 

consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as 

appropriate, but various regulations may prevent us from doing so. Other than some industry reports published on a periodic basis, the large 

majority of reports are published at irregular intervals as appropriate in the analyst's judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have 

investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research 

Division. 
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Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our 

proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our 

proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views 

expressed in this research. 

We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to time have long or short positions in, act as 

principal in, and buy or sell, the securities or derivatives (including options and warrants) thereof of covered companies referred to in this research. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 

illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 

individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, 

if appropriate, seek professional advice, including tax advice. The price and value of the investments referred to in this research and the income from 

them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may 

occur. Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all 

investors. Current options disclosure documents are available from Goldman Sachs sales representatives or at 

http://theocc.com/publications/risks/riskstoc.pdf. Fluctuations in exchange rates could have adverse effects on the value or price of, or income 

derived from, certain investments. 

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all 

clients. 

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, One New York Plaza, New York, 

NY 10004. 

Copyright 2006 The Goldman Sachs Group, Inc. 

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written 

consent of The Goldman Sachs Group, Inc.   


