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§ Recommendation: This report initiate coverage over CTT 

with a BUY position and a target price of 9€. 

§ Postal Sector: This sector still is a core infrastructure of 

the economy, mainly for the network industries. Hence, structural 

changes must take place in order to adapt this sector to 

technological and market evolutions. 

§ Changing landscape: Although CTT has been operating 

in the Portuguese market since 1520, its activity faces several 

changes. On one hand, its main revenue source – Mail segment - 

has been negatively affected by the decline on mail volume. On 

the other hand, e-commerce has begun to be the main driver, 

more specifically on the B2C segment.  

§ Postal Bank: It has been recently announced that CTT 

would create a Postal Bank in the nearby future. This report 

concludes that this new line of business can create value. This 

strategy has already been implemented by some of its peers, such 

as Deutsche Post or La Poste. 

§ Valuation: The target price presented in this report is 

based on the sum-of-the-parts approach between the core CTT 

segments and the Postal Bank. The target price of 9€ implies a 

total shareholder return of 23%. 

Company description 
CTT is a Portuguese based company operating in three different 
segments – Mail and Business Solutions, Financial Services and 
Express & Parcels. The company operates since 1520, being one 
of the most trusted brands in Portugal. Only in 2013 its 
privatization took place, starting to be listed on Euronext Lisbon. It 
is currently the market leader in the Mail segment and the 
exclusive provider of UPO in Portugal. 
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Unlocking a successful player 

Solid balance sheet looking for a wise strategy 

Recommendation:  BUY 

Vs Previous Recommendation - 

Price Target FY14: 9 € 

Vs Previous Price Target - 

Price (as of 5-Jan-15) 8.2 € 

Reuters: CTT.LS, Bloomberg: CTT PL 

  
52-week range (€) 5.51-8.89 

Market Cap (€m) 1225.5 

Outstanding Shares (m) 150 

  

Source: Bloomberg 
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(Values in € millions) 2013 2014E 2015F 

Revenues 705 716 701 

EBITDA 123 141 124 

Net Profit 61 67 57 

Net Profit Growth 71% 10% -15% 

EPS 0.41x 0.45x 0.38x 

P/E 17x 18.6x 22x 

EV/EBITDA 7x 8.9x 10.1x 

Net Debt/EBITDA -4.37x -3.28x -3.66x 

Net Debt/Equity -1.95x -2.35x -2.18x 

ROE 22% 34% 27% 

Source: Company data and Analyst’s estimates 
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Company overview 

Company description 

CTT - Correios de Portugal, S.A. has its origins in 1520, when the king D. Manuel 

I decided to create the public mail. Later on, in 1969 CTT was transformed into a 

public company under the name of Correios e Telecomunicações de Portugal. In 

fact, in 1992 CTT start to be a joint-stock company entirely owned by the 

Portuguese state, and only in December of 2013 it became a publicly traded 

company.  

Despite the several transformations this company has been through, its historical 

past together with the strong brand awareness has allow CTT to be considered as 

one of the brands most trusted by the Portuguese. It is also important to state that 

CTT’s mission is to ensure not only solutions of communication and logistics, but 

also of proximity and excellence. Aiming to do so by establishing trustworthy 

relationships and a constant innovation. 

 

CTT’s operates in three different segments, namely Mail and Business Solutions, 

Express & Parcels and Financial Services. However, only in 2014 the Business 

Solutions’ segment was included into the Mail segment. Moreover, the Mail 

segment is still the one with a greater weight in CTT’s total revenue, illustrated in 

Figure 1. 

 

In Portugal, CTT has a widespread network of shops (624), post offices (1 896) 

and stamps sales points (2 665), illustrated in figures 2 and 3. 1  According to 

ANACOM, CTT’s market share of total postal traffic in Portugal was 94.5% in 

2Q142, being undoubtedly the industry leader.  

 

 

 

 

 

 

 

 

 

 

                                                
1 Sector das Comunicações 2013 - ANACOM 
2 Postal Services Statistical Information – 2nd quarter 2014 - ANACOM 

CTT is one of the 
companies operating 
in Portugal for the 
longest time, as well 
as one of the most 
well known brands 
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Figure 1: Revenue per 
segment in 2013 and 2014 

Source: Company data and Analyst’s 
estimates  

Figure 2: CTT’s branches 
in Portugal 

Source: Company data 

Figure 3: CTT branches in Portugal vs other companies operating in Portugal 

Source: Companies data 
Note: Figures of 2013 
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Despite the fact that the majority of CTT’s revenue is generated in Portugal, the 

company has started to operate abroad and expanding its international presence, 

namely in two of its segments – Express and Parcels and Business Solutions. In 

what concerns the former, CTT is currently operating in Spain through its 

subsidiary Tourline Express, having already a market share of approximately 4%, 

and it is also operating in Mozambique through its subsidiary CORRE – Correio 

Expresso de Moçambique. 

Regarding the Business Solutions segment, CTT has been recently granted an e-

commerce project in Poland and it is analysing the option of starting operating in 

Mozambique, Angola and Ecuador. However, given the lack of information 

regarding these projects they were not considered in the valuation. 

 

CTT is listed in the Lisbon Stock Exchange since December 5th 2013 (Figure 4), 

when the Portuguese government sold 70% of their holdings in this company. 

Currently, CTT has a market cap equal to EUR 1225.5 million, with a total of 150 

million shares outstanding.  

 

It is also compulsory to state that according to the Postal Law, CTT is the 

exclusive provider of the Universal Postal Obligation (UPO) until 31st December of 

2020. Meaning that, during this period, the transactional mail, the editorial mail 

and certain parcels can only be provided by the CTT.  Additionally, it has been 

granted to the CTT the exclusive right to issue stamps bearing the name 

“Portugal”. 

Shareholder structure 

Upon CTT’s privatization process, the company has been listed in the Lisbon 

Stock Exchange since December 5th 2013, being the company’s social capital fully 

represented by the shares outstanding. 

In what concerns CTT’s share capital, it comprises 150 million shares with a 

nominal value of EUR 0.5 each. Hence, the company has a share capital equal to 

EUR 75 million, which is fully subscribed and realized.   

Moreover, there are no different classes of shares and the shareholder with the 

largest stake is Standard Life Investments with 6.67% (Figure 5 and Appendix 1 – 

Table 18). 

Nonetheless, it was only in September 2014 that the CTT privatization process 

was finished, with the sale of the 31.5% stake of Parpública (Portuguese State). It 

was due to this sale, that Standard Life Investments was able to reinforce its 

position. The ending of the privatization process also allowed CTT to become the 

first Portuguese company 100% free-floating. 

Figure 4: CTT Stock Price 
in € 

0"

1"

2"

3"

4"

5"

6"

7"

8"

9"

03
/1
2/
13
"

03
/0
1/
14
"

03
/0
2/
14
"

03
/0
3/
14
"

03
/0
4/
14
"

03
/0
5/
14
"

03
/0
6/
14
"

03
/0
7/
14
"

03
/0
8/
14
"

03
/0
9/
14
"

03
/1
0/
14
"

6,67%%

3,13%% 2,40%%

2,37%%

2,09%%

2,06%%

2,06%%

79,21%%

Standard%Life%Investment%
(Holdings)%Limited%

Allianz%Global%Investors%
Europe%

UBS%AG%

Morgan%Stanley%&%Co.%
InternaNonal%plc%

Pioneer%Asset%
Management,%S.A.%

Fidelity%Management%
Research%LLC%

DSAM%Partners%LLP%

Other%

Figure 5: CTT’s 
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Currently, there is not a Portuguese entity holding a stake higher than 2%, as well 

as no investor of reference.  

Macroeconomic Overview3 
The majority of CTT’s operations take place in Portugal, which is the reason why it 

is relevant to analyse the economic outlook of this country and how it may affect 

CTT activity and profitability. 

According to the European Commission, Portugal continues to register a 

moderate recovery. In fact, in the second quarter of 2014 real GDP increased 

0.3% q-o-q. Moreover, it is possible to verify that private consumption has been 

increasing, namely 1.9% y-o-y in the first half of 2014, which is also boosting 

import levels. Hence, it can be concluded that domestic demand is expected to be 

the main driver for the Portuguese economy growth. It is relevant to note that 

OECD states that although Portuguese domestic demand will be the main 

contributor for the growth of the country in the future, in 2015 exports will still be 

the main driver. Thus, only in 2016 domestic demand is expected to boost the 

Portuguese economy at a higher level than exports. In fact, Banco de Portugal 

estimates that GDP growth will be equal to 1.4% and 1.7% in 2015 and 2016, 

respectively. Likewise in the long run Portuguese GDP growth is also estimated to 

register positive growth rate. Given this, one can conclude that the performance of 

the Portuguese economy can be positive for CTT activity and results, since 

economic growth is considered to be one of the main drivers for the mail 

segment4, which is the segment with the highest contribution for the company 

revenues.  

Regarding inflation, Banco de Portugal estimates that it will remain at low levels, 

namely around 1% in the following years. However, as CTT prices for the USO 

products are indexed to inflation (more detail on the valuation chapter – Figure 

18), the low levels of inflation may compromise the company ability to increase its 

prices. 

It is possible to conclude that Portugal has been able to achieve significant fiscal 

consolidation, since it has implemented the Economic Adjustment Program. 

However, the European Commission believes that additional structural changes 

are necessary, namely in reducing the costs of the energy sector and on ports, as 

well as the barriers to doing business should be lower on both administrative and 

licensing levels. 

 

                                                
3Autumn Forecasts 2014 - European Commission 
Assessment of the 2013 national reform programme and stability programme for Portugal – European Commission 
Portugal Economic Forecasts - OECD 
4 Volume Trends in EU Postal Markets - WIK 

Portuguese economy 
continues to show 
recovery signs, mainly 
driven by domestic 
demand… 
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Postal Sector  

Europe 

The postal services have been extremely important for not only commercial users, 

but also consumers and even institutions or companies for a long time, being even 

considered as a service of general economic interest (SGEI)5. 

According to the European Commission, postal services handle on average 135 

billion items per year, which implies a turnover of about EUR 90 billion or 1% of 

Community Gross Domestic Product (GDP). From this value, two-thirds concerns 

the mail services, whereas the remaining express and parcels services. 

Thus, the extreme relevance of the postal sector for the economy was the main 

reason why in 1997 the liberalization of this sector started. Until then, postal 

services were quite fragmented across all EU. 

The companies operating in this sector often have high asset intensity due to the 

importance of their operating network, which is also a strong barrier to entry. 

Although European postal sectors are going through a liberalization process, the 

companies operating in this sector still have a dominant position in their domestic 

markets.6 

Additionally, the postal sector is currently facing a set of challenges, such as e-

substitution, which leads to declining mail volumes (Figure 6), and increasing 

competition as a result of the liberalization of European postal markets. For 

example, in 2002 Deutsche Post started operating in the UK, becoming a direct 

competitor of Royal Mail. Additionally, between 2007 and 2011 the European 

postal sector declined from EUR 94 billion to EUR 91 billion. In order to deal with 

these challenges European companies have been improving its efficiency and 

adapting their product offering. 

Furthermore, western countries are still the ones, which have the highest mail 

volume per capita, being Germany and UK the largest mail markets in terms of 

revenue and volume (Figure 7 and 8). Likewise, it can be verified that the market 

leaders still are the universal services providers all over Europe.7 

It is also relevant to take into account that the postal sector still is a core 

infrastructure of the economy, which implies that many sectors still depend on its 

infrastructure, such as e-commerce, publishing, mail order, insurance, banking or 

even advertising. Indeed, mail future relies mostly on business to business (B2B) 

                                                
5 European Commision 
6 Global Postal and Express Delivery Methodology – Moody’s Investors Services 
7 Main Developments in the postal sector (2010-2013) – WIK Consult 

Postal sector still plays 
an important role in the 
economy… 

E-substitution as well as 
market liberalization are 
the main challenges… 
Figure 6: European mail 
volume evolution – billion 
items 

Source: Main Developments in the postal 
sector (2010-2013) – WIK Consult 

Figure 7: Mail revenue per 
country - 2011 

Source: Main Developments in the 
postal sector (2010-2013) – WK Consult 

Figure 8: Mail items 
per country - 2011 

Source: Main Developments in the 
postal sector (2010-2013)- WIK Consult 
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or business to customers (B2C), whereas express and parcels services growth 

rely on e-commerce trends, more specifically on the B2C segment.8 

Portugal9 

In what concerns the postal sector in Portugal, it is possible to conclude that the 

same challenges have been faced, but mostly at the e-substitution level, since 

mail volumes have been declining at a quick pace (Figure 9). 

According to ANACOM, by the end of 2Q14 there were in Portugal 58 providing 

postal services outside the universal services, mainly express and parcels 

services, and 11 companies operating within the universal postal services. 

However, even after the liberalization of the Portuguese postal market CTT still is 

the main player with a market share of 94.5% of total postal traffic (Figure 10). 

Nonetheless, CTT’s market share has decrease since 2009, in which it registered 

97.6%. 

It is also relevant to state important figures registered in 2Q14 regarding the postal 

sector in Portugal, namely revenues which amounted EUR 171.4 million, 14.8 

thousands of people employed in this sector and total postal traffic verified a 

declining trend. 

Indeed, the postal sector in Portugal is a traditional sector, with many years of 

existence. In fact, its origins are the same as CTT, which was established in 1520. 

It is also relevant to notice how this sector is positioned in Portugal as in 

comparison to the European landscape. Thus, in 2012 the Portuguese postal 

coverage10 was higher than the European, since there was a postal office per 36 

km2, whereas the EU average was one post office per 43 km2. However, Portugal 

registered in the same year a lower number of inhabitants per postal office (4.184) 

than the EU average (4.947).11  

 

Postal sector regulatory framework 

The postal sector is subject to a set of regulatory standards not only at the 

international level, but also at the European and national level. Given this, it is 

possible to state that this sector is under a strong regulatory framework since its 

early stages, as it will be described bellow.  

 

Firstly, at the international level the entity in charge of setting rules to coordinate 

international mail as well as making recommendations aiming to stimulate growth 

in mail, parcel, financial services, and quality is the Universal Postal Union (UPU). 

                                                
8 European Commission and OECD 
9 Postal Services Statistical Information 2nd quarter 2014 - ANACOM 
10 Postal coverage is a ratio that measures the area of the country and the number of post offices 
11 Sector das Comunicações 2013 -ANACOM 

Figure 9: Total postal 
traffic in Portugal – in 
thousands items 

Source: Postal Services statistical 
information 2nd quarter 2014 – 
ANACOM and Sector das 
Comunicações 2013 - ANACOM 

Figure 10: Provider 
Shares of total postal 
traffic – 2Q14 

Source: Postal Services statistical 
information 2nd quarter 2014  

Universal Postal 
Union is the entity in 
charge of regulating 
postal operators 
worldwide… 
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Currently, this entity has 192 members, being Portugal one of them. This implies 

that in what concerns international mail CTT has to comply with the set of rules 

established by UPU. Meaning that, CTT must accept, process, transport and 

deliver letters and mailings that are transboundary if they are up to 2kg, or letters, 

postcards, printed matter and small packets up to 2kg, as well as braille letters up 

to 7 kg, special packaging containing newspapers, magazines, books and printed 

documentation similar to the same consignee at the same address called "M 

bags" to 30kg and parcels up to 20 kg. Moreover, for the period between 2013 

and 2016 the guiding document is the Doha Postal Strategy, covering four 

different objectives, namely the promotion of sustainable development of the 

postal sector, stimulate innovation of products and services, ensure that the 

members share technical expertise and improve the connection and relation within 

international postal networks. 

 

Secondly, at the European level the decision to regulate the postal sector had as 

main drivers the increasing competition in the sector and technological 

breakthroughs. Hence, the First Postal Directive - Directive 97/67 / EC of the 

European Parliament and of the Council of 15 December- was the first step 

towards achieving a liberalized postal market. This same directive established 

rules related with services likely to be reserved to the universal service and the 

conditions governing the provision of non-reserved services, the financing of 

universal service, remuneration mechanism, tariffs principles and transparency of 

accounts for universal service providers, quality and technical standards as well 

as creation of independent national regulatory authorities in each member of EU. 

Later on, in 2002, the Second Postal Directive -Directive in 2002/39 / EC of the 

European Parliament and of the Council of 10 June- was implemented aiming to 

allow a higher level of competition on the postal market as well as it reduced the 

weight limit of the services provided within the universal services. 

Finally, the Third Postal Directive – Directive 2008/6 / EC of the European 

Parliament and of the Council of 20 February - has been the last change in the 

postal sector regulation. This directive established in 2008 the full realization of 

the European internal postal market at the legislative level. Meaning that it 

established a complete set of rules, such as price guidelines under the principles 

of transparency and non-discrimination. Additionally, it also set that States 

Members shall ensure the density of the points of contact and of access points 

taking into consideration the needs of users and that universal service must be 

provided at least five days a week, as well as rules regarding quality and technical 

standards and the financing of the universal service. 

 

The first step towards 
postal sector 
liberalization in 
Europe was the First 
Postal Directive 
publication in 1997… 

The Third Postal 
Directive established 
important guidelines, 
for example at the 
pricing level… 
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Lastly, at the national level the postal sector has to obey to the Postal Law, which 

consists in the application of the Third Postal Directive to the Portuguese law. 

Thus, it is possible conclude that it is through the Postal Law that CTT has been 

granted with the role to be the only entity in Portugal to provide the services 

classified as universal postal obligation until 31st December 2020, date when 

another entity or entities can be chosen to provide these services. 

Additionally, the Postal Law makes the distinction between the services included 

in the universal postal obligation and the remaining services (Table 1), and aims to 

ensure the efficient and sustainable provision of UPO.  To do so it establishes the 

rights and interests of users, ensuring existence, availability, accessibility, quality 

of delivery, sustainability and viability of the universal postal services. 

 

 

 

 

 

 

 

 

 

 

 

Moreover, it is compulsory to state that the regulator for the Portuguese postal 

sector is ANACOM, which according to the Postal Law has the responsibility to 

establish quality standards and performance objectives for the companies 

providing the universal postal services. Furthermore, it has the obligation to set 

the price criteria with which the companies providing universal postal services 

must comply with and should be notified beforehand if one of these entities is 

considering changing its price. 

Hence, it can be concluded that since 2012 the Portuguese postal market has 

been liberalized, with its activity strongly regulated not only by the Postal Law but 

also by the European directive. Nevertheless, every five years the Portuguese 

Government evaluates the conditions under which the universal postal obligation 

services are provided. In order to do this evaluation it is taken into account not 

only ANACOM insights, but also consumer organizations. Thus, this process is put 

into place to ensure that these conditions are in line with market developments 

and universal postal obligation principles. It is also relevant to state that under 

UPO exclusive concessionaire requirements, there are no minimum number of 

branches required, no subsidies are currently received from the State and no 

assets will revert to the State when the concession period comes to an end. Thus, 

Universal*Postal*Obligation Other*Postal*Services

Mail*up*to*2kg Express*mail

Books,*catalogues,*newspapers*and*
other*periodicals*up*to*2kg

Books,*catalogues,*newspapers*and*
other*periodicals*above*2kg

Parcels*up*to*10kg Parcels*above*10kg

Postal*packages*received*from*other*
EU*members*states,*up*to*20kg

Addressed*publicity*(Direct*Mail)

Registered*shipping*services*and*
shipping*services*with*recorded*value

Table 1: Description of the postal services 

Source: CTT’s Prospectus 

Figure 11: Weight of UPO products in 
CTT mail segment revenue - 2013 

Source: Company data 
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it is possible to conclude that if necessary CTT may close some of its branches, 

for example to increase its efficiency by decreasing its fixed costs, without directly 

stopping to be UPO exclusive concessionaire in Portugal. Nevertheless, CTT must 

notify ANACOM every quarter of the year, informing which post offices and 

mailboxes are active and how its performance has been. So, although CTT may 

close a branch, under the postal law, it can only do so if it does not compromise 

the access of the population to postal services, more specifically 95% of the 

population must have a postal office at less than 6000 meters of their house.12 

Thus, this might be perceived as a barrier to entry since one hand CTT has the 

flexibility to close branches and on the other hand, a company to become the 

exclusive UPO provider must guarantee the access of the population to postal 

service i.e. ensure a national coverage, which may imply a high investment. 

A note should also be made regarding the requirements to maintain the USP 

(universal service provider) concession after 2020, since according to the postal 

law and with the law decree 160/2013, 19th November, if CTT continues to comply 

with quality requirements as well as pricing decisions, postal density and 

protection of customers’ privacy there is no reason why it would lose its licence. 

However, the law allows for any other company to apply for a licence within the 

USO scope i.e. a company may obtain a licence to commercialize only a certain 

UPO product or to operate on only one region of Portugal. In what concerns the 

express & parcels segment there are already some companies with USP licence 

(Appendix 2 – Table 21). 

Finally, the Postal Law defines CTT as the exclusive supplier for the placement of 

mailboxes on public roads intended for deposit of postal items, for the issuance 

and sale of postage stamps with the word "Portugal" and for the registered mail 

service used in judicial or administrative proceedings.  

Segments Description 

Mail and Business Solutions 

The Mail segment has been the main source of revenue for the CTT, as well as 

the primordial activity of the company.  Although this segment comprises several 

types of mail, it includes other sort of products, such as parcels until 20kg, retail 

network (books, notebooks, phone-ix, lotteries and other merchandising) and the 

philately products (Figure 12).  

It is relevant to distinguish the different types of mail covered by this segment, 

namely the addressed mail and the unaddressed. In turn, the addressed mail 

                                                
12 Decisão sobre os objetivos de densidade da rede postal e de ofertas mínimas de serviços, comunicados pelos CTT ao 
abrigo do n.o 5 da Base XV da Concessão do serviço postal universal - ANACOM 

Figure 12: Mail revenue 
composition 

Source: Company data and Analyst 
‘estimates 
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includes the editorial mail, the transactional and also advertising mail. Additionally, 

the subsidiary responsible for the management of unaddressed mail is 

PostContacto, which was in 2013 the only advertising operator covering the entire 

Portuguese territory. 

On the other hand, since CTT is the current exclusive provider of UPO, it is also 

relevant to understand which products are under the UPO. Hence, from all the 

above products, only the transactional mail, as well as the editorial mail and 

parcels until 10kg fall within the UPO scope and regulatory framework. 

As stated before, the Mail segment has been facing several challenges, which 

have led to a reduction in the number of objects sent by mail. More specifically, 

the e-substitution and the Portuguese economic downturn have had a negative 

impact on this segment activity. In fact, addressed mail handled by CTT 

decreased 8.6% between 2011 and 2012 and 7.3% from 2012 to 2013 (Figure 

13). 

According to ICP – ANACOM, CTT is currently the market leader in the Mail 

segment with a market share of 93%13, since CTT represents 92.1% of total postal 

traffic and PostContacto 0.9%. 

 

Regarding the Business Solutions segment, it includes several different services, 

which have as main target corporate clients. In fact, these services include 

document production, such as invoices through its subsidiary Mailtec 

Comunicação, digitization and development of information systems through 

Mailtec Consultoria, and Geomarketing. It is also included in Business Solutions’ 

services not only the possibility to receive the physical mail in digital format by Via 

CTT, but also CTT Gest, which provides management related services to CTT’s 

companies. Hence, it is possible to state that all these services complement the 

mail segment (Appendix 1 – Table 19). 

Although Business Solutions segment was managed together with the Mail 

segment, only in 2014 these two segments were gathered creating only one, 

which is line with the reasoning that Business solutions allow the provision of 

valuable solutions for the Mail segment. 

Express & Parcels 

The Express & Parcels segment includes not only parcels above 10kg, but it is 

also CTT’s segment responsible for special or/and urgent mail deliveries. This 

segment encompasses three companies each one operating in a different country, 

namely CTT Expresso, Tourline Express and CORRE. 

                                                
13 Postal Services Statistical Information – 2nd Quarter 2014 - ANACOM 

Mail segment 
continues to be 
the main revenue 
source for CTT…  

Since 2014, the 
Business Solutions‘ 
segment was 
included in the Mail 
segment… 

CTT intends to 
become a market 
leader in the 
Iberian market… 
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Figure 13: Addressed 
mail volumes handled 
by CTT – in million 
items 

Source: Company data 
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Indeed, CTT Expresso operates in Portugal, with a market share of 27.7%.  

Although CTT Expresso is the market leader as CTT is in the mail segment, the 

company faces a stronger competitive landscape, mainly from Chronopost 

Portugal, which has also a market share around 20%(Figure 14). Hence, CTT 

Expresso has been placing in the market innovative products, such as Surf 

Expresso, as a way to differentiate itself from this strong competition. 

Additionally, Tourline Express operates in Spain and was acquired by CTT in 

2005. Currently, Tourline Express is between the top 10 companies operating in 

the Spanish market of express and parcels and has a market share of around 4% 

(Figure 15).  

Regarding the Portuguese and Spanish operations, CTT intends to ensure that 

the Iberian market works as a single market. Hence, the company has been 

implementing several changes as a way to achieve this single Iberian market, 

namely by homogenize the products that are provided by both companies – CTT 

Expresso and Tourline Express – and since March 2013 the two companies are 

under the same management team. 

In what concerns CORRE, it operates in Mozambique, however, CTT only detains 

50% of the company whereas the remaining is owned by Empresa Nacional de 

Correio de Moçambique. Although CTT is only present in Mozambique since 

2010, it has already some notoriety in the sector, which is in line with the goal of 

becoming market leader. 

Finally, it is also compulsory to state that e-commerce is the main driver for this 

segment. Hence, Express & Parcels segment is expected to grow at a similar 

pace as e-commerce, which has a positive outlook, more detail on the Valuation 

chapter of this report. Indeed, e-commerce will drive most B2C deliveries, which 

are expected to grow significantly in the next years. 

Financial Services 

In what concerns the Financial Services segment, it includes several different 

products and it is already the second segment with the highest EBITDA (Figure 

16). Thus, in this segment it can be found a variety of products such as saving and 

insurance solutions as well as money orders and transfers and even make several 

different payments through CTT. Moreover, since June 2014 CTT is also offering 

a personal credit, in partnership with Cetelem (BNP Paribas). The launch of this 

new product is in line with the company willingness to diversify the range of 

financial products offered, taking advantage of its strong brand and presence in 

the Portuguese territory.  

Furthermore, when providing these products, CTT does it almost always with 

partners from the financial and insurance sector, such as BNP Paribas, Caixa 

E-commerce as the main 
driver for the Express & 
Parcels segment, especially at 
the B2C level… 

Figure 16: CTT’s EBITDA 
contribution per segment 

Source: Company data and Analyst’s 
estimates 

Figure 14: Players of the 
Portuguese Express & 
Parcels market - 2013 

Source: Sector das Comunicações 2013 
- ANACOM 

Figure 15: Players of the 
Spanish Express & Parcels 
market - 2012 

Source: CTT’s Prospectus (IMR - 2013 
CEP Ibérico - Avaliação dos 
Comportamentos de Compra” pelo 
Instituto de Marketing Research) 
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Geral de Depósitos, Mapfre, Fidelidade and Western Union. This segment also 

includes CTT’s subsidiary Payshop, which covers the payment branch. 

Regarding the Postal Bank, CTT has recently announced it will be implemented in 

the nearby future. Hence, CTT believes there is a clear market opportunity, mainly 

targeting average-income and more conservative customers14, which together with 

its retail network and experience in a broad range of financial services can lead to 

a successful postal bank. Indeed, CTT’s Postal Bank should target clients with a 

similar profile with whom already has acquired other financial product offered by 

CTT. This can be stated since this report believes that Postal Bank accounts will 

not be the unique bank account of the clients, since it is unlikely that they will not 

have other bank account in a portuguese bank. Hence, if a client has already 

acquired other saving product offered by CTT, the company might approach this 

same client in order to persuade him to also open an account in the postal bank. 

Furthermore, the bank will only focus in low risk loans (loan to value), and its 5-

year total CAPEX needs are estimated to be EUR 100 m – detailed analysis is 

presented in the Postal Bank valuation chapter of this report. 

Valuation 

Methodology 

In order to value CTT, it was followed a sum-of-the-parts (SOTP) valuation, 

applying a discounted cash flow (DCF) to both the core business of the company 

–Mail, Express & Parcels and Financial Services not including the Postal Bank – 

and to the Postal Bank. Although, CTT’s core business was discounted at WACC, 

the Postal Bank valuation followed a Flow to Equity (FTE) approach since this is 

the more accurate method to value financial institutions (Figure 17).   

Additionally, two alternative scenarios were also considered, one of them 

reflecting a more negative future outlook whereas the other focus on an optimistic 

vision of the company’s future performance. Hence, the following subchapters 

include detailed information regarding the assumptions used in which business 

segment, computation of the WACC and Postal Bank valuation. 

A note should also be made regarding the terminal growth rate g. In order to 

establish the most appropriate value for g, it was taken into account Nankervis 

and Rodriguez (1995)15, Pimenta and Ferreira (1999)16, Florens et al (2002)17, 

                                                
14 CTT – 3Q14 Results Presentation 
15 Nankervis and Rodriguez (1995). “Aggregate Letter Traffic Demand in the United Kingdom and the Economy”  
16 Pimenta and Ferreira (1999). “Demand for Letters in Portugal” 
17 Florens, Marcy, and Toledano (2002). “Mail Demand in the Long and Short Term” 

Green Light for the 
Postal Bank… 

Figure 17: Valuation 
Methodology 

Source: Analyst research 
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Veruete-Mckay, Soteri, Nankervis and Rodriguez (2011)18 works which concluded 

that there is a strong correlations between mail volumes and GDP.19 In fact, 

Veruete-Mckay, Soteri, Nankervis and Rodriguez (2011) even points out that 

between all the mail types of products, direct mail is the one more sensitive to 

changes in economic conditions. Additionally, WIK study Volume Trends in EU 

Postal Markets also considers GDP growth as one of the main drivers for mail 

volume. Hence, taking into account all these studies and the fact that mail is the 

main contributor to CTT’s revenues it was decided to set g equal to the estimated 

growth of Euroarea GDP in the long run (0.56%) plus the estimated inflation for 

Portugal in 2020 (0.69%)20. 

Finally, it is also important to state that it has been assumed that after 2020 

ANACOM will allow CTT to continue as the exclusive USO’s exclusive provider. 

This was assumed since according to the Portuguese legislation if CTT complies 

with requirements regarding pricing, quality of services and postal density there is 

no reason why the company would lose its licence. Moreover, what has been 

verified so far was that some players have start operating within the USO scope, 

but only at the express & parcels level i.e. postal parcels (Appendix 2 – Table 21). 

Hence, as express & parcels is a more attractive segment that mail, since it does 

not face e-substitution threat, on the contrary it benefits from e-commerce 

booming, it is expected that new players may want to operate on it and not in the 

mail segment. Additionally, at the international level, none of the European 

countries has finished its UPO concession period. In fact, Belgium (Bpost) will be 

the first country to finish it in 2018. Given this, it is not possible to rely on 

international experience to evaluate the likelihood of CTT maintaining UPO 

concession. 

Mail and Business Solutions 

Mail has been the core business of CTT and still is the segment with the higher 

contribution on the company revenues. However, it also the segment facing the 

more severe challenge, namely e-substitution. Indeed, mail volumes has been 

decline through all Europe and Portugal is no exception, both individuals and 

companies have resorted to online solutions rather than relaying solely on mail.  

 

In order to assess the mail volume rate of decline, it was taken into account the 

estimated projection for email accounts for the period 2013-2017, which are 

expected to increase between 6% and 7%21, as well as Accenture analysis22 of 

                                                
18 Veruete-Mckay, Soteri, Nankervis and Rodriguez (2011). “Letter traffic demand in the UK: an analysis by product and 
envelope content type”  
19 Main developments in the postal sector (2006- 2008) - ECORYS Nederland BV 
20 Banco de Portugal estimations and Trading Economics 
21 Email Statistics Report 2013-2017, The Radicati Group, Inc 

Mail volumes will 
continue to 
decline as online 
solutions become 
more attractive… 
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the postal sector, specifically for mail volumes.  In line with this reasoning, it was 

assumed that until 2017 mail volume would declined 7% whereas after that would 

only decline 3% (Table 2). Given this continuous decline in mail volume, it is 

possible to conclude that price plays an extremely important role to avoid that 

revenues from the mail segment follow the same rate of decline. Indeed, it is due 

to price increases that revenues have been more or less stable. Meaning that, all 

the products under UPO scope, follow ANACOM’s pricing rules, which allows 

price increases indexed to inflation and mail volumes rate of decline. (Figure 18) 

Regarding Business Solutions in specific, it has recently stopped being an 

independent segment and was included in the Mail segment. This decision reflects 

the fact that Business Solution activity is profoundly related with Mail segment, 

providing solutions that complement its activity. Hence, it was assumed that 

Business Solutions operations, and consequently the subsidiaries included in this 

segment, will follow the growth trend of the Portuguese economy. 

 

 

 

 

 

 

 

Express & Parcels 

Express & Parcels segment includes the activity of three companies operating in 

quite different economies and competitive landscapes. On one hand, it includes 

CTT Expresso (Portugal) and Tourline Express (Spain), which operate in mature 

markets, recovering from the financial crisis of 2008 and dealing with highly 

competitive environment, but benefiting of the e-commerce booming in Europe. 

On the other hand, CORRE develops its activity in Mozambique, an emerging 

market, with an economic growth way above the European forecasts, and with 

little competition so far. Hence, it is possible to conclude that in the specific case 

of CORRE its future performance will be closely linked with the growth of the 

Mozambique economy (Table 3). 

 

 

 

 

                                                                                                                                                             
22 Achieving high performance in the postal industry 2013, Accenture 

Items&Projection&.&volume&in&millions 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E 2020E
Addressed&Mail 962 892 841 790 739 690 667 645 624

YoY% 57% 56% 56% 57% 57% 53% 53% 53%
Transactional&Mail 810 757 710 667 624 583 563 545 527

YoY% 57% 56% 56% 57% 57% 53% 53% 53%
Editorial&Mail 51 49 45 43 40 37 36 35 34

YoY% 53% 58% 56% 57% 57% 53% 53% 53%
Advertising&Mail 102 87 85 80 75 70 68 65 63

YoY% 515% 52% 56% 57% 57% 53% 53% 53%
Unaddressed&Mail 520 529 538 547 547 547 547 547 547

YoY% 2% 2% 2% 0% 0% 0% 0% 0%

Table 2: Mail volume projections 

Source: Analyst’s estimates 

Price changes = Inflation + 0.8% 

Figure 18: Pricing rule for 
UPO services 

Source: Sentido provável de decisão 
sobre os critérios de fixação dos preços 
do serviço postal universal - ANACOM 

CTT has operations in 
Portugal, Spain and 
Mozambique... 
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In what concerns CTT Expresso and Tourline Express, their activity is in high 

degree related with e-commerce penetration in Europe and more specifically in 

Portugal and Spain, respectively. Moreover, in 2014 e-commerce is expected to 

grow 21% in Portugal and 13.8% in Spain, whereas in the long-run European e-

commerce is expected to grow 10%23.  

It also important to take into consideration that the competitiveness of this 

segment will difficult the increase on the companies’ market share, however, 

revenue increase will be verified due to the expansion in the volume of activity. 

Hence, it was assumed that CTT Express and Tourline Express would maintain 

their market shares of 27.7% and 4%, respectively. 

A final note should be made regarding this segment costs, since it has been able 

to register a decline in its operating costs as a result of the Transformation 

Program implemented by the CTT. In fact, this program has aimed to optimize and 

rationalize not only operations, but also distribution and the company’s retail 

network. In fact, between 2010 and 2012 it decreased around 1%, whereas this 

report believes the operating costs can continue to decrease, namely from the 

EUR 119 million estimated for 2014 to EUR 114 million forecasted for 2020. 

Financial Services 

As stated above in this report, the Financial Services segment includes a broad 

range of financial products, and CTT aims to continue expanding its product offer, 

which can be verified by its recent decisions, such as the partnership with Cetelem 

and the launch of the Postal Bank. Indeed, CTT’s activity in this segment rely 

heavily on the several partnerships established, such as with IGCP, Western 

Union, Fidelidade, Mapre and, more recently, Cetelem. Moreover, the company 

does not discard the option to establish more partnerships in order to implement 

the Postal Bank. 

 

                                                
23 According to Ecommerce Europe Association, Ekos Global and Forrester Research 

The most recent 
partnership was 
established with 
Cetelem… 

Table 3: Main indicators for Portugal, Spain and Mozambique 

Source: Banco de Portugal, Banco de Espana, Trading Economics  
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Regarding its personal credit line, it has only started operating in 2014, with the 

establishment of a partnership with Cetelem (BNP Paribas) for at least five years. 

In this new business line, CTT will play the role of intermediary as it already does 

in other saving and insurance products. This means that CTT will receive part of a 

fee charged per credit granted, which was assumed to be 1/3 of the fee earned 

over the credit granted, whereas the other 2/3 belong to Cetelem. Additionally, it 

was also assumed that Cetelem will maintain its market share of 7%, and average 

credit provided of EUR 136 m. 

In what concerns CTT’s savings and insurance flows it was considered that it 

would follow the trend of Portuguese national savings, whereas its money orders 

and transfers as well as its payments services would be closely linked to the 

portuguese economy performance, namely GDP growth.  

Despite the strong increase on Financial Services’ revenues, its operational costs 

also increased. However, this trend is expected to stabilize in the future since in 

this year there were non-recurrent costs such as marketing for the launch of new 

products, which are not expected to continue in the future. Moreover, all the costs 

concerning the Postal Bank are estimated and accounted separately in the Postal 

Bank valuation. 

WACC 

In order to compute the weighted average cost of capital (WACC) of CTT’s core 

business it was considered that all its segments, with the exception of the postal 

bank, would have the same WACC (Table 4). In fact, it was decided that all 

segments would be discounted at the same WACC mainly because there is not 

possible to accurately allocate CTT’s costs between all its segments since the 

majority of the services are offered in same place and can be provided by the 

same employee i.e. segments share fixed costs. For example, a single employee 

can take care of a mail order or a parcel or even inform a customer about CTT’s 

financial products. Moreover, it would not be possible to find an exclusive set of 

peer companies for each of the segments, since it would be necessary to select 

companies which provide the exact same product. All in all, it was considered that 

the most accurate approach was to discount all segments at the same WACC. 

 

In what concerns the cost of equity, its estimation was done using the capital 

asset pricing model (CAPM). To do so it was applied a market risk premium of 

6.1%24 and a risk-free rate of 1.3% based on the German 20y government bonds. 

Regarding the sector beta, it was estimated based on the average of unlevered 

betas of a set of comparable companies, reaching an unlevered beta of 0.71. This 
                                                
24 Market Risk Premium and Risk Free Rate used for 51 countries in 2013 – Pablo Fernandez, Javier Aguirreamalloa and 
Pablo Lineares 

Table 4: WACC  

Source: Analyst’s estimates 
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set of comparable companies includes European companies operating at least in 

one segment of activity that CTT also operates. In fact, from this set of companies 

only TNT Express operates solely on the Express & Parcels segment, whereas all 

the remaining companies operate in two or more CTT’s segment of activity. In 

Appendix 3 – Table 22 computations can be found. 

Moreover, in order to relever the average asset beta, it was considered that CTT’s 

debt-to-equity ratio would remain equal to 0.6% since the company’s high levels of 

cash, solid balance sheet and strategy do not imply any major change on its 

capital structure. 

Hence, by applying the above stated values and the relevered beta on the CAPM, 

it was possible to reach a cost of equity equal to 5.7%. 

 

In order to assess the cost of debt it was added a debt premium on the CDS 

spread to the risk-free rate based on German 20y government bonds. It was also 

taken into account CTT’s probability of default and recovery rate. However, there 

are no CDS of CTT traded in the market, which imply that its debt premium had to 

be estimated based on its peers which had CDS trading in the market, namely 

Deutsche Post, Post NL, Austrian Post and La Poste. Since none of these 

companies operate in Portugal, it was also considered CDS of Portuguese 

companies such as EDP, BPI and PT (Figure 19). After gathering this information 

an average was computed, representing a debt premium of 2.02%. Additionally, it 

was considered that CTT probability of default was 0.4%25 and its recovery rate 

was 61%26. All in all, it was computed a cost of debt equal to 3.32% 

Scenario Analysis 

It can be concluded that this report valued CTT through a DCF model. However, 

this approach relies on a set of assumptions about the future that may not be 

entirely verified, mainly due to the challenges currently faced by the postal 

industry. Thus, in order to allow changes in these assumptions and trying to 

establish the most accurate assumptions it was decided to not only take into 

account the base case scenario, but also a worst and a best case scenarios. 

Moreover, the main differences between these three scenarios rely on how much 

mail volumes could decline, the penetration of e-commerce in Portugal and the 

existence of new players operating in the Express & Parcels segment, including 

the parcels within UPO scope. 

 

As far as the worst-case scenario is concerned, it relies on a different set of 

assumptions (Table 5). In fact, it considers that mail volumes will decline at a rate 
                                                
25 Corporate Default and Recovery Rates, 1920-2010 – Moody’s Investors Service 
26 European Corporate Default and Recovery Rates, 1985-2007 – Moody’s Global Credit Research 

Figure 19: CDS  

Source: Bloomberg 

CTT’s revenues 
are highly 
sensitive to 
changes in mail 
volumes… 
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10% higher than in the base case scenario. Furthermore, it also assumes that e-

commerce will not grow so rapidly in Portugal in comparison to Europe, namely it 

would have a growth rate of only 7% against the expected 10% for Europe. 

Finally, under this scenario in 2020 ANACOM would decide that CTT would not be 

the exclusive UPO provider, more specifically it has been assumed that a new 

player would come along and would start operating in the express & parcels 

segment, which would affect negatively CTT market share. Hence, it has been 

assumed that this new player would lead CTT’s market share to decrease from 

27.7% to 20% in the Express & Parcels segment. Moreover, this same new player 

will also obtained the licence from ANACOM to operate in the parcels within UPO 

scope, which would reduce CTT’s. Thus, this reduction was assumed to be 2.1% 

i.e. CTT’s market share on parcels up to 10kg would decrease from 92.1% to 

90%.  It is relevant to state that the new player analysis is also important because 

CTT had a higher EBITDA margin in 2013 (17%) than its peers (12%), which may 

attract new players to the Portuguese postal market (Appendix 3 – Table 24). 

Under these assumptions, and considering that the transformation program, 

currently being implemented by the company, would still achieve cost savings, the 

expected target price for 2014 would be 3.5€. 

 

 

 

 

 

 

 

 

 

 

In what concerns the best-case scenario, it was considered that the decline on 

mail volumes would not be so aggressive, which implies that the rate of decline 

would be 10% lower than the one assumed in the base case scenario. 

Additionally, it was also assumed that Express & Parcels segment‘s revenues 

would be able to grow at the same pace as e-commerce is expected to increase in 

Portugal, 21% (Table 6). Although this might be a too optimistic assumption, it is 

believed that CTT may take advantage of its strong brand awareness and 

infrastructure to become a market leader in the Express & Parcels segment as 

well. Under these assumptions, and considering that the transformation program, 

currently being implemented by the company, would still achieve cost savings, the 

expected target price for 2014 would be 29€.  

 

Table 5: Worst case scenario assumptions 

Source: Analyst ‘estimates 
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Sensitivity Analysis 

Given the high impact of g in the terminal value and consequently in the DCF 

valuation of CTT, it is of extreme relevance to understand how a change in this 

variable can influence the target price. This same reasoning applies to the effect 

of the company’s capital structure to its WACC and consequently to the DCF 

valuation. Hence, a sensitivity analysis to the base case scenario was made in 

order to evaluate these effects. 

 

Firstly, given the specific debt structure of CTT it is important to understand what 

would happen to the company’s value if the company decided to increase its debt 

level, and consequently change its capital structure. Hence, according to Table 7 

CTT’s stock price would increase if the debt level of the company increased as 

well. Indeed, this is not an unexpected outcome since it is known that one of the 

advantages of financing a company with debt is the tax shield. Therefore by 

increasing its debt level CTT could benefit from tax shield, which would allow its 

stock price to increase. It is also relevant to notice that none of its peers has a 

high level of debt (Table 8), one of the reasons why this report believes CTT will 

not increase its debt level in the future. 

 

Finally, it was also analysed the sensitivity of the share price in relation to changes 

in WACC and g. Accordingly, Table 9 illustrates the high impact that these 

variables have on the base case target price. Indeed, for the same WACC of 

5.65%, if the company was able to generate a higher g its share price could 

increase to 9.4€ or 10.4€.  

Multiples Approach 

Although DCF is the most accurate method to value a company, however, it is 

intrinsically dependent on the forecasts it relies on. In fact, forward-looking 

multiples can be an important tool since they are consistent with valuation 

principles and are normalized. Given this, it is of extremely relevance to 

triangulate the DCF results with multiples. Indeed, CTT peers will share the same 

drivers and industry challenges, that is why it is so relevant analyse multiples 

values as well (Table 10 and 11).  

Table 10: Multiples 

Table 7: Fair value 
sensitivities to changes in 
the capital structure 

Source: Analyst’s estimates 

Table 8: Peers current 
capital structure 

Source: Bloomberg 

Source: Analyst’s estimates 

Table 6: Best Case scenario assumptions 

Source: Analyst estimates 

Table 9: Fair value 
sensitivities to changes in 
the WACC and g 

Source: Bloomberg and Analyst’s 
estimates 
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Therefore, EV/EBITDA will be analysed since EBITDA is commonly used as a 

proxy for cash flow available to the company. It is possible to conclude that CTT 

has been trading slightly above the industry multiple, since the average 

EV/EBITDA was 5.48x in 2013, whereas CTT had an EV/EBITDA equal to 10.22x 

for the same period. Moreover, CTT is expected to register an EV/EBITDA of 

8.26x and 9.39x in 2014 and 2015, respectively, whereas the industry EV/EVITDA 

would be 7.5x and 6.49x. Hence, according to the industry EV/EBITDA, CTT 

would be valued at EUR 1 055.13 million in 2014 (Appendix 3 – Table 23).  

Postal Bank 

Activity Description 

In line with CTT’s strategy to expand its financial services offering, it was recently 

announced that the Postal Bank project would go ahead. In fact, CTT had been 

authorized by Banco de Portugal to operate in the banking sector since late 2013, 

however, the decision to go forward with this project was only announced in 

November 2014.  

Furthermore, CTT’s Postal Bank will target average-income and more 

conservative customers, taking advantage of the company high capillary retail 

network, untapped capacity and strong brand awareness. Indeed, CTT has 

already experience in providing financial services so it would only expand the 

range of the products offered, capturing savings to deposits similarly to other 

European postal banks. Likewise, CTT has a retail network with 624 branches, 

which is bigger than the retail network of Santader Totta (615), as it is illustrated in 

figure 20. 

Hence, the Postal Bank would conduct its activity in CTT current retail network, 

and the company intends to maintain a conservative approach, meaning that the 

postal bank will not conduct risky operation and even the loans that it could give 

would be conservative loan-to value mortgages.  

 

Regarding the Postal Bank operations it was assumed that CTT will continue to 

attract roughly the same amount of savings per month, as it did in 2014 i.e. EUR 

560 million monthly. However, only one third of this amount will be deposited in 

postal bank accounts. Given this, together with the fact that the Portuguese 

deposits amounted about EUR 194 795 million27 in 2013, it can be expected that 

CTT Postal Bank could have a market share of 3%. Moreover, it has also be 

assumed that Postal Bank would offer an interest rate in line with what other 

banks operating in the portuguese market do, which implies an interest rate of 

                                                
27 INE 

Source: Bloomberg and Analyst’s 
estimates 

Figure 20: Retail network 
size – number of 
branches in Portugal 

Source: CTT 3Q14 Results 

Table 11: Multiples 
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0.9%. Finally, it also has been assumed that as postal bank main activity would be 

attracting deposits it would invest part of this amount on low risk products. Table 

12 and 13 illustrate the estimated income statement and balance sheet for the 

Postal Bank. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Valuation – Cash Flow to Equity 

In order to value CTT Postal Bank operations Discounted Cash Flow to Equity 

(DCFE) model was applied.  This approach was followed since DCFE is the most 

appropriate method to value financial institutions due to the fact that it is not 

possible to separate the financing and investing decisions from the operation 

decisions as it is part of the postal bank core activity.28 

 

                                                
28 In accordance with Valuation – Measuring and Managing the value of companies – Mckinsey & Company, approach to 
value banks 

Table 12: Postal Bank Income Statement 

Source: CTT data and Analyst’s estimates 

Table 13: Postal Bank Balance Sheet 

Source: CTT data and Analyst’s estimates 
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Additionally, to assess the cost of equity for CTT Postal Bank its estimation was 

done using the CAPM model. To do so it was applied a market risk premium of 

6.1%29 and a risk-free rate of 1.3%, based on German 20y government bonds. In 

what concerns the banking beta, it was computed through an average of the betas 

of an European postal bank, namely Deutsche Post Bank, and portuguese banks, 

such as BPI, Banif and BCP. Hence, it was achieved a beta equal to 1.07, leading 

to a cost of equity equal to 7.85% (Table 14). By applying this approach it was 

possible to conclude that the postal bank is expected to positively contribute to 

CTT value (Table 15).  
 

 

 

 

 

 

 

 

Final Recommendation 
According to the DCF valuation of CTT presented in this report, it was possible to 

recommend a BUY position for CTT with a PT of 9€.  It is compulsory to explain 

that this price target resulted from the sum-of-the-parts between the core business 

of the company and the recently announced Postal Bank. In what concerns the 

core business of CTT, it was considered that the base case scenario would be the 

one with a higher likelihood (95%), whereas the worst and best case scenario 

would be weighted 2.5% each. 

Regarding the Postal Bank, although it was been announced that it would be 

implemented, the lack of information about which would be the first year of activity 

of this entity leaves some room for doubt. Thus, it was decided to consider two 

different scenarios, namely with and without postal bank. Therefore, it was 

allocated a probability of 20% to the Postal Bank scenario and 80% to no Postal 

Bank scenario. 

All in all, the final price target results from adding the respective price target from 

the core activity and postal bank analysis (Table 16). 

 
                                                
29 Market Risk Premium and Risk Free Rate used for 51 countries in 2013 – Pablo Fernandez, Javier Aguirreamalloa and 
Pablo Lineares 

Table 14: Cost of Equity 

Source: Bloomberg and Analyst’s 
estimates Table 15: Postal Bank Valuation 

Source: Analyst’s estimates 
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Strategic outlook: what to hope for 
As this report stated above, the main source of revenue of CTT (mail segment) 

has been facing a severe challenge from e-substitution, which can compromise 

the profitability of this segment in the long run. Given this, it is believed that an 

analysis of peer companies strategies and decisions may be relevant to 

understand which strategic decisions can lead to the creation of value in the 

future. Hence, it was decided to analyse Deutsche Post strategy since it is the 

only CTT’s peer that in 2013 had less than 50% of its revenues coming from the 

mail segment. In fact, currently its main source of revenue is the Express & 

Parcels segment accounting for 49% of total revenue (Figure 21). 

 

Deutsche Post went public in 2000, and since then it has done several 

acquisitions, namely Exel, Williams Lea, ADAC Post Bus and more recently Street 

Scoother Gmdh (Table 17).  Moreover, when computing the NPV for the 

acquisition of Exel, William Lea and ADAC Post Bus, taking into account today’s 

data, this report reached a negative NPV. Hence, it is relevant to understand how 

the market reacted when each of these acquisitions were announced in the past. 

When doing so, it is possible to conclude that the market reacted positively (share 

price increased) when all the referred above acquisitions where announced, 

except for Excel and Street Scoother Gmdh. Additionally, it is also important to 

state that when Deutsche Post announced that it would no longer be majority 

shareholder of Deutsche Post Bank, the market also reacted positively. 

All in all, it can be concluded that Deutsche Post has decided to focus on the 

logistic/express & parcels segment and no longer offers any financial product. 

Although CTT may find an acquisition with a positive NPV and in line with its 

growth strategy, Deutsche Post experience leaves some room for doubt in 

whether the Postal Bank is a good strategy or not. 

Table 16: Final Recommendation 

Source: Analyst’s estimates 
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25%$
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Deutsche$Post$ Royal$Mail$
Group$
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Figure 21: Revenue per 
segment - 2013 

Source: Bloomberg 
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Figure 22: Deutsche Post 
share price – in euros 

Source: Bloomberg 

Scenario Probability
2014E 2015E 2016E 2017E 2018E 2019E 2020E

CTT-.-Base 95% 8,6 8,6 8,6 8,7 8,9 9,0 9,0
CTT-.-Worst- 2,5% 3,5 3,4 3,3 3,3 3,4 3,4 3,4
CTT-.-Best 2,5% 29 30 31 32 33 34 34

.Price.Target 8,9 9,0 9,1 9,2 9,3 9,4 9,5

Postal-Bank 20% 0,5 0,5 0,6 0,6 3,2 3,1 3,0
No-Postal-Bank 80% 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Price.Target 0,1 0,1 0,1 0,1 0,6 0,6 0,6

Final.Price.Target 9,0 9,1 9,2 9,3 10,0 10,1 10,1

Expected.Share.Price.(Price.Target)
Final-Recommendation
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Company Activity Announcement 
Date 

Price before the 
announcement 

Price after the 
announcement 

Exel Logistics 19/09/2005 19.99 € 19.55 € (-2%) 

Williams Lea Logistics 13/02/2006 23.15 € 23.37 € (+1%) 

Deutsche Postbank Bank 10/09/2008 15.74 € 16.02 € (+1.8%) 

ADAC Post Bus Long-distance bus 10/05/2013 19.085 € 19.23 € (+0.8%) 

Street Scoother Gmbh E-vehicles 12/09/2014 25.35 € 25.315 € (-0.1%) 

Table 17: Companies acquired by Deutsche Post and Post Bank transaction – detailed share price 

Source: Bloomberg and Deutsche Post’ press releases 
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Appendix 

Appendix 1: Shareholder Structure and Subsidiaries 

 

 

 

 
 
 
 
 
 
 
 
 
 
 

Table 18: CTT’s shareholders 

Source: Bloomberg 

Table 19: CTT’s subsidiaries 

Source: Company data 
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Appendix 2: Postal sector operators in Portugal  
 

 
 
 
 
 
 
 
 
 
 

 
 
 
   

Company 2009 2010 2011 2012 2013
Grupo0CTT 97,6% 97,1% 96,7% 95,9% 94,7%
Chronopost 0,6% 0,7% 0,8% 0,9% 0,9%
Vasp0Premium0 0,5% 0,5% 0,5% 0,6% 0,7%
Noticias0Direct 0,1% 0,2% 0,4% 0,2% 0,5%
Grupo0Rangel 0,0% 0,3% 0,3% 0,4% 0,5%
Urbanos 0,1% 0,1% 0,1% 0,2% 0,3%
Iberomail 0,1% 0,1% 0,1% 0,1% 0,3%
DHL0 0,2% 0,2% 0,2% 0,2% 0,3%
General0Logistics0Systems 0,1% 0,3%
Grupo0SEUR 0,1% 0,1% 0,1% 0,2% 0,2%
S.D.I.M 0,2% 0,2% 0,2% 0,2% 0,2%
Best0Direct 0,0% 0,0% 0,0% 0,1% 0,2%
Other0Providers 0,3% 0,4% 0,5% 0,7% 0,8%

Table 20: Provider shares of total post traffic 

Source: Sector das Comunicações 2013 - ANACOM 

Company

CTT)*Correios)de)Portugal,)S.A.

SDIM)*)Sociedade)de)Distribuição)de)
Impresa)da)Madeira
Notícias)Direct)*)Distribuição)ao)
Domicílio,)Lda

Urbanos)*)Distribuição)Expresso,)S.A.

Iberomail)*)Correio)internacional,)Lda

Lordtrans)*)Tranposrtes)urgentes,)Lda

Vasp)Premium)*)Entrega)Personalizada)
de)publicações,)Lda

Postcontacto,)correio)publicitário,)Lda

City)Post,)S.A.

Best)Direct,)Lda

Transportes)Azkar,)Sociedade)
Unipessoal,)Lda

Distribution)of)books,)catalogues,)newspapers)and)other)periodicals.)Postal)
parcels

Sending)correspondece,)including)addressed)publicity)(Direct)Mail),)books,)
catalogues,)newspapers)and)other)periodicals
Sending)correspondece,)including)addressed)publicity)(Direct)Mail),)books,)
catalogues,)newspapers)and)other)periodicals)(National)and)internacional)

Sending)correspondece,)including)addressed)publicity)(Direct)Mail),)books,)
catalogues,)newspapers)and)other)periodicals.)Postal)parcels

Postal)parcels

Distribution)of)postal)items)and)parcels

Sending)correspondece,)including)addressed)publicity)(Direct)Mail),)books,)
catalogues,)newspapers)and)other)periodicals.)Postal)parcels

Services)Provided

Distribution)of)books,)catalogues,)newspapers)and)other)periodicals

Distribution)of)books,)catalogues,)newspapers)and)other)periodicals

Distribution)of)books,)catalogues,)newspapers)and)other)periodicals

Distribution)of)books,)catalogues,)newspapers)and)other)periodicals

Table 21: Companies authorised to provide mail services within the scope of the universal 
service, operational during 2Q14 

Source: Postal Services statistical information 2nd quarter 2014 - ANACOM 
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Appendix 3: Beta Computation, Multiples Approach and EBITDA Margins 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 
 
 
 

Table 22: Beta estimation 

Source: Bloomberg and Deloitte 

Table 23: Multiples Approach 

Source: Bloomberg and Analyst’s estimates 

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Deutsche2Post 11% 6% 10% 11% 12% 8% 8% 4% 4% 7% 7% 7% 8%
Royal2Mail n.a n.a n.a n.a n.a n.a n.a n.a n.a 6% 8% 8% 7%
Bpost n.a n.a n.a n.a n.a n.a n.a n.a n.a 19% 7% 18% 23%
Post2NL 12% 13% 14% 16% 16% 16% 14% 13% 11% 14% 12% 12% 12%
UK2Mail2group 14% 12% 12% 10% 6% 5% 6% 6% 6% 6% 5% 5% 6%
Austrian2Post n.a n.a 8% 11% 13% 13% 12% 13% 11% 10% 13% 12% 15%
Industry2Average 12% 10% 11% 12% 12% 11% 10% 9% 8% 10% 9% 10% 12%

CTT n.a n.a n.a n.a n.a n.a n.a n.a n.a 14% 15% 16% 17%

EBITDA2Margin
Table 24: EBITDA Margins 

Source: Bloomberg 
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Appendix 4: Financial Statements 
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CTT
Consolidated+Balance+Sheet0+EUR+m 2010 2011 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E 2020E

ASSETS
Non)Current.Assets
Tangible+Fixed+Assets 265 269 259 225 225 225 225 225 225 225 225

Mail 212 212 206 187 187 187 187 187 187 187 187
Express+&+Parcels 12 12 13 12 12 12 12 12 12 12 12
Financial+Services 1 1 1 1 1 1 1 1 1 1 1
Business+Solutions 8 8 7 7 7 7 7 7 7 7 7

Central+Structure+CTT 29 33 32 17 17 17 17 17 17 17 17
Other+unallocated 5 3 0 2 2 2 2 2 2 2 2

Investment+Properties 4 3 1 22 22 22 22 22 22 22 22
Mail 0 0 0 0 0 0 0 0 0 0 0

Express+&+Parcels 0 0 0 0 0 0 0 0 0 0 0
Financial+Services 0 0 0 0 0 0 0 0 0 0 0
Business+Solutions 0 0 0 0 0 0 0 0 0 0 0

Central+Structure+CTT 0 0 0 0 0 0 0 0 0 0 0
Other+unallocated 4 3 1 22 22 22 22 22 22 22 22

Intangible+Assets 14 15 14 13 13 13 13 13 13 13 13
Mail 2 3 3 3 3 3 3 3 3 3 3

Express+&+Parcels 7 7 4 3 3 3 3 3 3 3 3
Financial+Services 1 1 0 0 0 0 0 0 0 0 0
Business+Solutions 1 1 1 0 0 0 0 0 0 0 0

Central+Structure+CTT 2 2 4 4 4 4 4 4 4 4 4
Other+unallocated 1 1 3 2 2 2 2 2 2 2 2

Goodwill 27 26 26 25 24 24 24 24 24 24 24
Mail 0 0 0 0 0 0 0 0 0 0 0

Express+&+Parcels 19 17 17 17 17 17 17 17 17 17 17
Financial+Services 0 0 0 0 0 0 0 0 0 0 0
Business+Solutions 8 8 8 8 7 7 7 7 7 7 7

Central+Structure+CTT 0 0 0 0 0 0 0 0 0 0 0
Other+unallocated 0 0 0 0 0 0 0 0 0 0 0

Investment+in+associates 1 1 1 1 1 1 1 1 1 1 1
Other+investments 0 0 0 0 0 0 0 0 0 0 0
Other+non0current+assets 1 6 2 2 2 2 2 2 2 2 2

Fiscal+Year+Ending+Dec.+31

Deferred+tax+assets 99 102 102 104 80 79 80 80 79 79 78
Total.non)current.assets 412 422 405 392 367 367 367 367 367 366 366

Current.Assets
Inventory 7 6 7 6 6 6 6 6 6 6 6
Accounts+receivables 166 164 135 136 138 135 132 130 130 130 129
Income+tax 2 0 0 0 0 0 0 0 0 0 0
Deferrals 6 5 6 5 5 5 5 5 5 5 5
Other+current+assets 22 27 21 17 18 18 18 17 17 17 17
Cash+and+cash+equivalents 480 426 489 545 468 458 450 442 443 442 440

Total.Current.assets 683 630 658 708 636 622 612 601 601 600 597
Total.Assets 1095 1051 1063 1100 1003 989 979 968 968 966 963

EQUITY.AND.LIABILITIES
Equity
Capital 87 87 87 75 75 75 75 75 75 75 75
Reserves 23 26 29 30 30 30 30 30 30 30 30
Retained+Earnings+and+other+variation+on+equity 81 104 120 108 23 44 42 44 45 41 36
Net+Income+of+the+period+attributable+to+equity+holders 59 55 36 61 67 57 48 38 42 45 46
Non0controlling+interests 1 2 2 2 1 1 1 1 1 1 1

Total.Equity 251 274 273 276 196 207 196 188 193 192 188
Liabilities
Non)current.liabilities
Loans 7 6 5 3 3 3 3 3 3 3 3
Employee+Benefits 285 301 282 279 275 267 267 267 267 267 267
Provisions 15 16 37 39 39 39 39 39 39 40 40
Deferrals 20 14 11 9 12 12 12 12 12 12 12
Deferred+tax+liabilities 6 6 6 5 6 8 6 5 5 5 5

Total.non)current.liabilities 334 343 340 335 334 328 327 326 326 326 326
Current.Liabilities
Accounts+Payable 404 347 349 392 341 343 344 345 342 339 336
Employee+Benefits 23 20 21 20 20 20 20 21 21 21 21
Tax+liabilities 0 7 1 0 3 2 2 1 2 2 2
Loans 7 5 7 4 3 3 3 3 3 3 3
Deferrals 6 5 4 4 35 15 16 14 12 14 17
Other+current+liabilities 69 49 67 70 70 70 70 70 70 70 70

Total.Current.Liabilities 509 434 449 489 472 454 455 454 450 448 448
Total.Liabilities 843 777 790 824 806 782 782 780 775 774 775

Total.Equity.and.Liabilities 1095 1051 1063 1100 1003 989 979 968 968 966 963
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CTT
Consolidated+Cash+Flow+Map+1+EUR+m

Operating,Cash,Flows
EBIT

Notational+Tax+
Tax+Adjustments

NOPLAT
Depreciation+and+Amortization

Operating+Gross+Cash+Flow
(1)+CAPEX
(1)+Change+in+Net+Working+Capital
(1)+Change+in+Operating+Assets+and+Liabilities

Unlevered+Operating+Free+Cash+Flow
Non4operating,Cash,Flows
(1)+Change+Non1operating+Assets+and+Liabilities
(1)Corporate+Restructuring+(expenses)
(1)Privatization+Expenses
(1)Other+Income+and+non1recurring+expenses
(+)+Financial+Income
(+/1)+Gains/losses+in+associated+

Non1operating+Free+Cash+Flow
Total,Free,Cash,Flow,to,the,Firm

Cash,Flows,from,Financing
(+)+Change+in+Equity
(+)+Change+in+Net+Financial+Debt
(1)+Finance+Cost
(+)+Tax+Shield

Free,Cash,Flow,from,Financing

Fiscal+Year+Ending+Dec.+31
2011 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E 2020E

80 83 96 108 91 77 63 69 73 74
120 121 124 127 123 119 116 117 118 119
13 14 11 16 14 12 11 11 12 12
57 58 71 75 65 56 46 50 53 54
22 25 25 30 30 30 30 30 30 30
80 83 95 105 95 86 76 80 83 84
127 114 10 130 130 130 130 130 130 130
151 31 47 121 115 5 2 15 11 1
8 11 0 26 120 11 0 1 0 0
10 100 152 79 30 60 48 46 52 55

126 23 124 11 15 11 11 11 1 1
0 15 3 0 0 0 0 0 0 0
0 0 13 0 0 0 0 0 0 0
0 114 16 17 17 17 17 17 17 17
12 9 6 8 8 8 8 8 8 8
0 0 0 0 0 0 0 0 0 0
113 14 124 0 16 0 0 0 2 2
44 113 128 79 45 60 47 46 54 57

132 137 159 1147 146 159 146 137 146 150
50 164 160 76 10 8 8 0 1 2
118 117 112 112 112 112 112 112 112 112
5 4 3 3 3 3 3 3 3 3
4 4113 4128 479 445 460 447 446 454 457

Fiscal+Year+Ending+Dec.+31
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Disclosures and Disclaimer 

 
Research Recommendations 

Buy Expected total return (including dividends) of more than 15% over a 12-month 
period. 

Hold Expected total return (including dividends) between 0% and 15% over a 12-month 
period. 

Sell Expected negative total return (including dividends) over a 12-month period. 
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Economics, following the Masters in Finance Equity Research – Field Lab Work Project, exclusively 
for academic purposes. Thus, the author, which is a Masters in Finance student, is the sole 
responsible for the information and estimates contained herein and for the opinions expressed, which 
reflect exclusively his/her own personal judgement. This report was supervised by professor Rosário 
André (registered with Comissão do Mercado de Valores Mobiliários as financial analyst) who revised 
the valuation methodology and the financial model. All opinions and estimates are subject to change 
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