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ELEVATOR PITCH
Bollore is an undervalued European conglomerate that is suffering from a dual discount:
1.
2.

Underestimation of the value of the music label business operated by Vivendi (25% owned by Bollore).
Overestimation of the economic shares outstanding.

We think the stock will likely generate an annualized return in excess of 18% over a five-year period.

WHY IT’S UNDERVALUED
Prior to 2014, Bollore’s logistics segment generated the vast majority of revenue and profits for the company. But
since then, Bollore has accumulated 343m shares of Vivendi SA, a publicly traded French media conglomerate. This
stake now generates about 50% of Bollore’s consolidated profits.
Vivendi’s profits, in turn, increasingly rely on Universal Music Group (UMG), its music label subsidiary. UMG is the
world's most successful record company and has a roughly 30% market share of recorded music revenues.
At Bireme Capital, we seek to find securities that are mispriced due to human cognitive biases. We think investors
looking at Vivendi’s music business may suffer from several biases:
•
•

Anchoring bias – The music industry has struggled mightily in the 21st century. Investors are anchored to
that reality, despite indications the industry is entering a new, more profitable phase.
Representativeness bias – The owners of most TV content (cable and broadcast networks) have failed to
profit from TV’s streaming era, and investors appear to assume that this is representative of the fate of
music content owners. We think a different outcome is likely due to wide disparities in industry structure
and consumer expectations.

We think these biases have led investors to materially undervalue Vivendi at current prices. The best way to
capitalize on this is through an investment in Bollore, which provides further discounted exposure to Vivendi.
The driver of the discount at the Bollore level is availability bias, a bias that causes shareholders to focus on the
most available information – in this case, the reported share count. The share count as disclosed in Bollore’s
financial statements (2.9b) is actually more than twice the economic shares outstanding (1.4b by our calculation).
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The true economic share count is smaller than the reported figure because most Bollore shares are self-owned by
subsidiaries in a complicated web of crossholdings. The larger, misleading share count is corroborated by resources
like Bloomberg and Yahoo Finance, none of which make the proper adjustments.
In the figure we’ve created below, each row represents an upstream holding company affiliated with Bollore. As
many of the upstream companies which own pieces of Bollore are partially owned by Bollore itself, self-ownership
accumulates as we travel down the graph towards the operating company.
The final row shows the true economic ownership of Bollore after accumulated self-ownership has been
subtracted out. 52.1% of Bollore’s outstanding shares are indirectly self-owned. They should be treated as treasury
shares and can be subtracted from the total share count. Thus, public shareholders actually own 74.5% of Bollore,
rather than the reported 35.7%.

THE BUSINESS
Logistics
In the late 1980s, Bollore consolidated several different logistics businesses. The final entity combined SCAC, a
French shipping and handling business, Société Navale Caennaise, an African cargo handling company, and DelmasVieljeux, an Africa-focused shipping company. These businesses were renamed “SDV” and could trace their roots
back to 1867, when the Delmas brothers founded a company to ship coal from La Rochelle, France. In 1997,
Bollore added another Africa-focused logistics business, Saga.
The segment has a long history of growth, expanding methodically from $4 billion in sales in 2007 to $6 billion last
year. It has had positive operating income each year, despite the commodities busts of 2008 and 2015 which
negatively impacted the resource-dependent economies of many African countries.
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There are two separate segments in this business. The "Bollore Logistics" segment (which I am calling "Freight
Forwarding") provides freight forwarding and logistics services across the globe. They help manufacturers and
retailers get their goods to market; they rent space on ships or planes, manage customs at ports of entry, and
arrange ground transport for final delivery. They are a one-stop shop for getting your goods nearly anywhere in the
world, although they specialize in trade between Europe and developing countries in Asia and Africa. This business
is relatively capital light.
The “Africa Ports and Logistics” business owns hard assets, including rail lines in Cameroon, Ivory Coast, and
Burkina Faso. It also owns 6,275 pieces of handling equipment, 7.3 million square meters of warehouses and office
space, and has >100 shipping offices in 46 countries. These assets operate out of and in collaboration with
Bollore's 16 port concessions. These concessions are the linchpin of the business and allow Bollore to charge a
handling fee for each container that arrives at the port. By our estimates these terminal handling charges – at
€100-150 per 20-foot container – generate $400-600m in revenues for Bollore Africa.
Bollore dominates the West African ports business, and the concessions that they operate are shown in the picture
below.

Bollore’s logistics competitors include DP World, Kuehne Nagel, Panalpina, and Expeditors International. These
companies trade from 11-15x EBIT. We think these multiples accurately reflect the quality of this industry, which
has a consistent track record of profitability and high barriers to entry, such as:
Freight Forwarding:
• Economies of scale from aggregating purchasing power among shippers
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•
•

Familiarity with varied import regulations
Thousands of boots on the ground

Africa Ports and Logistics:
• Hard-earned trust of local governments
• Inland network of hard assets (rail, warehouses, handling equipment)
• Concession contracts with 10-20 years remaining
We think this business will grow profits slowly over time with lower than average risk. It deserves at least a market
(~15x) PE multiple.
Vivendi and the music industry
Bollore’s most important investment is an €8b stake in Vivendi. With its origins in an 1853 decree by Emperor
Napoleon III, Vivendi was originally focused on providing water to major French cities. Starting in the 1970s, it
began to diversify into other industries such as construction, industrial vehicles, and broadcast TV.
Today’s incarnation manages a relatively small number of media-focused subsidiaries in TV, advertising, and music.
However, the 2018 results make clear that Vivendi’s current fortunes are driven by UMG.

Our bullish view on UMG starts with our opinion of the broader recorded music industry: we think it is
experiencing a significant inflection in growth. This is driven almost entirely by streaming, with Apple Music and
Spotify the leading consumer-facing brands.
We are not alone in forecasting an increase in streaming revenues: Spotify’s $20 billion market cap clearly implies
expansion beyond the company’s current ~$5b in revenues and $200m in free cash flow. Of course, growth for
Spotify would merely be a continuation of the recent past; the company grew 33% last quarter and has guided for
sales growth of 25%1 for 2019.
But why is Spotify experiencing such growth? The answer is that it simply provides a better product at a better
price than nearly all other music options that came before. To show this, and to determine how large streaming
music could get, we need to go back in history.
In 2000, the average person spent about $50 (inflation adjusted) per year on recorded music 2. This was the heyday
of the CD, which was not a great product for consumers. Your music was portable, but it was burdensome to carry
around. CDs would skip if jostled, causing the music to pause. And it cost hundreds of dollars per year to consume

1

At the midpoint of the 21-29% range.
Kerven & Diebel (2019, March 11). Music Matters: Season 1: The Fundamentals of Music. [JP Morgan European Equity
Research]. Retrieved from Bloomberg.
2
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the output of your favorite artists. But CD purchases composed virtually all the revenues of the recorded music
industry at the turn of the century.
Then came Napster and digital downloads. After purchasing an iPod for a few hundred dollars, consumers could
access a thousand songs at once with zero ongoing fees. This simultaneously saved consumers money and
improved the experience. But there were a few problems from the consumer’s standpoint. First, it was illegal,
although this did not seem to bother many consumers. Second, there was the annoying necessity of managing
your downloads. Having 1-2,000 songs on your device was convenient, but the tracks and albums needed to be
downloaded manually, and voracious music fans eventually ran into device storage limits. Finally, Napster files
occasionally contained malware that would harm the downloader’s computer.
The iTunes store solved some of these problems. It was legal, allowed consumers to buy singles for around 99₵,
and its files never contained viruses. However, songs were not free, and thus iTunes purchases never fully arrested
illegal music downloads, and recorded music sales continued declining. The result was that US per person spend
dropped precipitously during the piracy age, from $50 in 2000 all the way down to $10 in 2011.
This was the same year that Spotify was first introduced to the US consumer.
Founded and launched in Sweden, by 2011 Spotify AB had already spent three years proving that a new model was
possible. The company’s initial success – in the world’s most piracy-prone country of Sweden – showed that
consumers were willing to pay for music if offered a vastly superior product: streaming access to all the world's
music for just $9.99 per month. The service quickly gained popularity in Sweden and piracy rates decreased. The
industry was forever changed.
Today there are several streaming apps alongside Spotify that offer more than 30 million tracks in your pocket for
around the same price. You don't need to carry any extra electronics. You don’t need to download songs ahead of
time. You don’t need to worry about storage space. And you certainly don’t need to worry about getting sued – or
getting a computer virus.
Consumers have started to respond and are listening to more music now than ever. Data from Nielsen indicate
that US consumers listened to 37% more music in 2017 vs 2015.

And as the graph above shows, this has started to result in rising industry revenues. Albums sales are still in decline
but now constitute a minority of industry sales. Streaming now accounts for about 75% of industry revenues in the
US, and grew 30% last year.
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This growth has begun to transform the businesses of
labels like Universal Music (see graph at right). UMG
has seen organic revenue growth accelerate
consistently over the past four years, averaging 13.4%
over the trailing 4 quarters.
However, spend per person is still less than half what
it was in the 1990s, despite today’s vastly superior
product. This leaves ample room for growth.
We think the industry can double in size in the US
alone and do even better internationally. Investors
who don’t see this bright future may have irrationally
anchored their expectations to the industry doldrums
of the early 21st century.
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The music industry is different than TV
Saying that the music industry will grow revenues via streaming is not the same as saying that value will accrue to
music labels and content owners like UMG/Vivendi. In fact, we’ve already seen content owners fail to capture this
value in the TV business. In the video world, value has accrued to Netflix, the sole scale distributor. Investors who
believe UMG will suffer the same fate as TV content owners are likely suffering from representativeness bias. We
think UMG is likely to have much more success for the following reasons:
1.
2.
3.
4.

Higher concentration: three major labels have >80% share of the music catalog
Greater importance of the back catalog
Lack of exclusive rights for distributors
Starting size: TV had $60b in subscription-related revenue to lose vs none for music

#1 & #2: Concentration and catalog content. Popular recorded music, unlike most popular TV content, retains
value for a long time. People still stream Bruce Springsteen and other popular musicians from the 1980s. MASH?
Not so much. Spotify and Apple Music have also conditioned users that a music streaming service must have
literally every song. This greatly advantages content owners relative to distributors.
Thus, the music labels, which own the rights to most of the back catalog, have an effective veto power over
Spotify's business. The labels used this power to negotiate a >50% cut of Spotify's revenues, leaving Spotify with
little in profits.
Netflix, on the other hand, has operated in a much more fragmented landscape. Cable channels, network TV, and
movie studios all hold some of the content, and none of it is absolutely essential to Netflix’s streaming service.
#3: Exclusive rights. Historically, TV has been licensed on an exclusive basis. Netflix’s first deals, struck in 2007 and
2008, gave them exclusive streaming rights to thousands of movies for years. This allowed Netflix to generate a
massive number of subscribers, which they parlayed into the world's largest budget for content creation.
The original content that Netflix has amassed over the last 5 years or so generates a material amount of viewing on
the platform. In fact, today, Netflix’s original content makes up about 30% of subscriber viewing on their platform.
In contrast, content licensed by Disney and Fox make up <15% of hours watched. This original content gives Netflix
plenty of future bargaining power with the content owners.
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Spotify does not have exclusive content. In fact, essentially all of their content is also available on Apple Music. The
existence of other buyers, including Amazon, YouTube, and Tencent, adds to the bargaining power of the labels.
These are not token competitors: Apple Music has allegedly signed up more paid subscribers than Spotify in the
US, despite launching five years later. If Spotify tries to play hardball with the labels, they can credibly threaten to
remove their content, which likely accounts for >80% of listening.
#4: Industry history. The impact of Netflix on the legacy TV industry has been largely negative. In our view, this is
partially due to the industry starting point: TV businesses had significantly more revenue to lose.
When Netflix started streaming in earnest around 2012, the TV industry was very healthy. At that time, it
generated more than $60b billion in revenue for content owners – $50 per US household per month – split about
evenly between advertising and subscriber fees. Sticker prices paid to the cable providers, such as Charter and
Comcast, were even higher.
Netflix came in at a much lower price point at about $8 per month. For a while, consumers and content owners
alike viewed this as an add-on to their normal cable subscription. However, as Netflix's library expanded over the
years, cancelling cable entirely became more and more viable.
The result has been an increase in "cord-cutters," and many industry analysts believe that traditional cable
networks are in a weak position. We agree. The TV networks will likely see decreasing subscriber fees due to fewer
subscribers; they may see pressure on ad revenues as well, since the average time spent on Netflix – currently over
an hour per day – is time not spent watching ads. Meanwhile, the cost to produce video content is going up,
spurred partially by Netflix’s own spending.
Thus, for many cable networks, profits are stagnant to down and valuations are compressed; CBS, Viacom, and
Discovery all trade at 7-8x this year's earnings.
Recorded music is different. Prior to streaming, the music industry didn't have subscription revenues, and industry
revenues had been decimated by piracy. Thus, there will be no industry disruption in the Clayton Christensen
sense. As it stands today, streaming revenues are almost totally additive for the content owners, and there is no
innovator's dilemma associated with embracing them. For this reason, we think the effect on the industry will be
starkly different.
Said another way, both the TV and music industries are seeing a material chunk of consumers move towards a
standard $15 per month subscription for streaming access to a vast swath of content. For TV networks, this is often
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displacing a $60-80 per month subscription. In the music world, this has displaced little revenue, and has already
created significant additional revenue for both content owners and artists.
We think music industry revenues will continue to expand, and most of this incremental revenue will accrue to the
labels.
Is the music label model sustainable?
We have shown why we think music content owners (the labels) are in a strong position today, but is this
sustainable? Where are labels likely to be in 5-10 years in terms of bargaining power? Since artists can have a
direct relationship with their fans via social media, and streaming platforms control distribution, what is the point
of a music label?
We think labels are still important to the economics of the music industry and will remain so over the next 10
years.
Labels own the entire back catalog of music and will own most of the content produced for the next 5-10 years.
Labels own most of the important music going back 40 years. Not only that, but most major acts are currently on
multi-record deals. This means that most of the important music being made in the next 5-10 years will be owned
by the labels.
Labels take financial risk on new acts. While it is more and more possible to go the shoestring route, most new
acts don't end up being hits, and it still costs significant money to market a new act. Even if you go viral, it
generally still makes sense for you to sign with a major label, like Lil Nas X did after his viral hit “Old Town Road.”
Most viral acts are at risk of being one-hit wonders without the sustained marketing, music production, and
distribution support that acts receive when working with a label.
As one JP Morgan report puts it, most artists would rather have 20% of something than 100% of nothing; their
view is that most bands have virtually no chance of breaking out on their own3. Labels spend between $500k to
$2m trying to break new artists, and most of them fail.
On the other hand, already-established artists will have a lot of bargaining power in the streaming world, and some
have started to ask for ownership of future albums or a higher cut of revenues. But there is plenty of money to go
around: we forecast UMG’s revenues to increase €3.5b by 2023. This will allow the company to grow expenses by
€2.3b per year and simultaneously double their profits. Most of those extra costs will go towards compensating
artists.

3

Kerven & Diebel, Music Matters.
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Labels have expertise in marketing and album production. Music labels help artists find the right songwriters,
producers, singers, and studios to create albums. Label execs are experts in old-school marketing such as radio
placement, billboard advertising, music video production, and promotional events. All of this is still important in
taking tracks to the top of the chart. The following slide from the IFPI 2019 Global Music Report describes the value
proposition of the labels in more detail:

We think these services will remain important for a long time.
In summary:
1.

The music industry will grow due to streaming revenues.

2.

Labels will benefit (as seen already in UMG’s recent results).

3.

Labels are likely to retain most of the streaming profits due to control over back catalog.

4.

The power of labels is unlikely to materially decrease over the next decade.

5.

This will result in profit growth at UMG, Vivendi, and Bollore.

OUR FORECASTS
Vivendi
We forecast UMG’s streaming revenues to grow from €2.6B in 2018 to €6.9B in 2023, with revenue growth starting
at 30% and declining to 12%. The near-term projections are in line with recent growth, which includes a 28%
increase in streaming revenues in Q1 2019. Longer-term growth rates are roughly equivalent to Street estimates
for growth in Spotify's business.
Streaming revenues are high margin. In 2018, incremental margin for UMG was about 40%. We assume 35% going
forward.
Bireme Capital LLC | Philadelphia, PA | info@biremecapital.com | (813) 603-2615

The result is a forecast for UMG to grow EBIT from €900m in 2018 to €2.3B in 2023. This falls right to Vivendi's
bottom line, which we estimate to increase from €945m to €2.1 billion after taxes.
Bollore’s passthrough income from Vivendi should expand from €229m to €500m. In 2023, most of Bollore's
earnings will come via Vivendi.
Bollore SA - Base case
In the base case, we forecast an increase in Bollore's earnings from €24c per share in 2018 to €52c per share over
the next five years, driven by:
•
•
•
•

Vivendi growth.
Logistics operating income growing from €511m to €571m.
Decline in losses at the battery business from €150m to €100m.
Growth in earnings on its Vivendi stake from €229m to €503m.

Given the quality of the Vivendi business, and the fact that this will make up most of Bollore’s earnings, we think
the stock ought to trade for at least 15x earnings in 2023. That would put it at €7.83 per share, nearly double its
current value.
The IRR in this scenario is about 19%. See the appendix for more detailed projections.
Bollore SA – Upside case
The assumptions that drive further upside in Bollore are:
•
•
•

Battery business is shut down or breaks even by 2023.
49% of UMG is sold at a valuation of €40b and used to buy back Vivendi shares.
Shares trade at 20x earnings.

The battery business currently loses €150m per year, but Bollore is one of a very small group of companies that are
leading the race for the next generation of battery technology. In fact, Bollore is the only company that is currently
producing solid-state batteries at scale. They sell them mostly to their electric car rental business that has
operations in London, LA, and Indianapolis. This rental business is the segment driving the losses.
We believe there is a decent chance that the car rental portion fails but that Bollore can profitably monetize the
battery manufacturing business. In fact, they already have a backlog of orders for their next-generation solid-state
battery that is hitting the market in late 2019. Paris's metro authority, RATP, has selected Bollore's BlueBus as one
of three providers to supply hundreds of electric buses. Bollore also has a 45 battery order from Mercedes's
eCitaro unit, which is building buses for the German town of Weisbaden. We would not be surprised to see Bollore
emerge as the dominant supplier of solid-state batteries to European bus OEMs.
To give you a sense of the opportunity, Daimler AG's bus unit (Daimler owns Mercedes) does about €4B of sales
per year. Volkswagen's "commercial vehicles" segment does €30B. Volkswagen has also invested $100m in a solidstate battery company and thinks they can put them into production by 2025. Like Daimler, Volkswagen clearly
sees promise in solid-state technology.
Most commercial vehicles sold in Europe will probably transition to electric sometime in the next 10-20 years, and
based on the orders by Weisbaden and Paris, it seems possible that many will use solid-state batteries. Paris has
some aggressive plans for electrification of its bus fleet. In fact, they may never purchase gas-powered buses again:
Paris will replace their entire existing fleet by 2025, having ordered 1,000 electric buses from Bollore and others.
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It remains to be seen whether Bollore can develop their solid-state technology to the point that it can be used
profitably in passenger cars in addition to buses. But as the only company currently producing this technology at
any kind of scale, we believe they have as good of a shot as anyone. Therefore, it seems entirely reasonable for
them to continue funding the battery segment, in the hopes that it will one day turn into a multibillion dollar
business.
As conservative value investors, we don’t often make bets on the viability of complex, emerging technologies.
Thus, we find it prudent to model continuing battery losses in our base case. However, in a bull case, we think we
are justified in assuming that by 2023 the segment is either a) at break even, b) shut down, or c) sold. We express
this by assuming a value of zero for battery segment earnings.
While a bid of €20b for half of UMG is an optimistic valuation, we think it is quite possible.
•
•
•
•

The business is growing >10% with a path to €2b in profits.
The most profitable part of the business (streaming) is growing >25%.
Music is key to the business plans of internet giants like Google, Amazon, Apple, and Tencent.
The asset is irreplaceable, and forms part of a global triopoly.

Our upside case also assumes a 20x multiple for Bollore, which we find to be the least aggressive key assumption.
Given that most of Bollore’s earnings will be from Vivendi in 2023 and some of Bollore’s key logistics comps
already trade for this valuation today, a 20x terminal multiple seems reasonable. However, since this figure is
based on our adjusted share count, this implicitly requires either the market to “figure it out,” or some type of
change to the company structure.
The latter may be more likely than ever. As Vincent Bollore, patriarch of this incarnation of the Bollore Group,
approaches his retirement in February 2022, he may become more focused on the stock price. All else equal, a
higher stock price will look better.
It is also notable that the French Florange law, which gives double voting power to two-year seasoned
shareholders, may allow the family to keep effective control of Bollore even if the structure is collapsed. The
Florange law only applies to beneficial owners registered directly with the company, and generally does not apply
to foreign shareholders or to shares held in "Street name." This would roughly double the voting power of
Bollore’s stake in the simplified structure. While this would not give him full control, it would greatly reduce the
chance of an activist getting involved in the family business (the key risk of simplifying the structure).
If this upside scenario is realized, the IRR generated would be over 30%.
Bollore SA: Downside case
The key downside case assumptions are:
•
•
•
•

UMG streaming growth that is 7% lower annually than in the base/upside cases.
No sale of UMG.
€150m of losses in the battery segment.
A terminal 10x PE multiple.
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The first assumption incorporates a great of deal of
conservatism into the forecasts for Vivendi, and thus for
Bollore as a whole. The graph below shows how 7% lower
growth translates into revenues: it implies a decrease of €1.7B
in 2023, from €6.5b in the base case to €4.8b in the downside
case. This causes Vivendi earnings to grow to merely €1.18 per
share, rather than the €1.52 forecasted in the base case.
The battery segment losing €150m seems drastic, as it implies
that future orders (some already received) for Bollore-built
batteries do not improve the financials at all, and management
is too stubborn to shut down or sell the business.
We think this set of assumptions is overly conservative but
would still generate a small positive return of just under 6% per
year.

Vivendi streaming revenue: base
vs downside cases
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CONCLUSION
Due to various biases, investors seem to be undervaluing Bollore stock in the public markets.
•

Availability bias: focusing on the stated Bollore share count of 2.9b rather than the true economic share
count of 1.4b.

•

Anchoring bias and representativeness bias: failing to realize that the music label business is being
completely transformed, in a positive way, by the success of streaming platforms.

We think investors willing to look at the music industry with fresh eyes will see its long-term value. The best way to
capture that upside is by purchasing shares of Bollore, which, according to our conservative base-case
assumptions, can double over a five-year period.

Bireme Capital LLC is an SEC Registered Investment Advisor. Registration does not constitute an endorsement of the firm nor does it indicate that the
advisor has attained a particular level of skill or ability. This piece is for informational purposes only. While Bireme believes the sources of its information
to be reliable, it makes no assurances to that effect. Bireme is also under no obligation to update this post should circumstances change. Nothing in this
post should be construed as investment advice, and it is not an offer to sell or buy any security. Bireme clients may (and usually do) have positions in the
securities mentioned. Advisory fees and other important disclosures are described in Part 2 of Bireme’s Form ADV.
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Appendix: Vivendi projections
Model inputs are in blue and red font.
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Appendix: Base case projections
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Appendix: Upside case projections

Bireme Capital LLC | Philadelphia, PA | info@biremecapital.com | (813) 603-2615

Appendix: Downside case projections
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