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1 Executive Summary 

Company Background 

Learning Media Limited (“Learning Media” or “the Company”) is a State Owned Enterprise that 
provides educational material and professional development programmes primarily in the 
education sector in New Zealand.  The Company publishes print and online content for the Ministry 
of Education (“the Ministry”) which is used by teachers and students in the classroom.  The 
Company also develops educational material for the Ministry of Health (“MoH”) and other clients 
both domestically and internationally. 

In April 2011 the Company acquired the business operations of CWA New Media (“CWA”).  CWA 
provides online education and digital media services to the education sector in New Zealand.  
Management view the CWA acquisition as a foundation for migrating Learning Media’s operations 
from a predominantly print focused business to being strong in digital media as well. 

Earnings Outlook 

Historically, the Company has received a significant proportion of its revenue from a Preferred 
Supplier Agreement (“PSA”) with the Ministry.  The Ministry has announced its intention to 
terminate the PSA in FY12 and appoint a panel of service providers.  While Learning Media 
Management envisages that the Company will be on the panel of service providers, the impact to 
revenue from having to contest for business in the future is uncertain.  In the short term, the 
Company will need to diversify its products and customer base to replace revenue that may be lost 
to other service providers on the panel. 

In the longer term, the Company will need to adapt its business operations as the educational 
publishing industry transitions from print to digital publication over time. 

Assumptions 

We have prepared a Discounted Cash Flow (“DCF”) valuation using a cash flow forecast prepared 
from Management’s guidance for FY12 and the following scenarios: 

Maintain Case Scenario  

Consistent with the Company’s FY12 Budget, we assume that Learning Media is able to replace 
revenue that may be lost following termination of the PSA with the Ministry with revenue from 
other customers.  Thereafter revenue is assumed to grow at a nominal rate of 2.5% per year during 
the forecast period and the EBITDA margin remains constant.   

We also assume that the remaining balance of contingent consideration for the CWA acquisition 
(approximately $1.5 million) is paid out in full over the four year period to FY15. 

Downside Scenario  

We assume that the Company is not able to fully replace revenue that is lost from the PSA with 
Ministry, but the Company is able to reduce its cost base as revenue declines.  In this scenario we 
assume that the balance of contingent consideration for the CWA acquisition is reduced as earnings 
targets are not met (we assume the earnings shortfall is across the Company’s operations). 

We have relied on guidance provided by Management for FY12 capital expenditure.  We assume 
that capital expenditure is normalised after FY12.  In the Downside Scenario we assume that the 
level of capital expenditure declines as revenue declines. 
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Valuation 

Table 1 below presents the DCF valuation for the Maintain Case and the Downside Scenario 
assuming a discount rate of 8.9% for the Company and the implied multiple of FY12 EBITDA.   

Table 1: DCF Valuation 

$m Downside Scenario Maintain Case 

Enterprise Value 11.0 14.1 

Debt - - 

Equity Value 11.0 14.1 

Implied Multiple of FY12 EBITDA 6.8x 8.8x 

 

As Learning Media has no debt, the DCF valuation is the value of the Company’s equity.  The FY12 
EV/EBITDA multiple implied from the DCF valuation is broadly similar to multiples observed for 
comparable listed publishing companies. 

Based on the analysis above we assess the value of the equity of the Company held by the Crown to 
be within the range of $11.0 million to $14.1 million, with a point estimate of $11.7 million. 

Sensitivity Analysis 

The DCF valuation is sensitive to changes in the assumptions for revenue growth, Weighted 
Average Cost of Capital (“WACC”) and terminal value growth rate.  By way of example, a 0.5% 
change in the assumed WACC of 8.9% p.a. over the forecast period has an approximate 6% impact 
on the DCF valuation.  The DCF valuation is relatively less sensitive to changes in the revenue 
growth rate and terminal growth rate.   
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2 Company 

Background 

Learning Media Limited (“Learning Media” or “the Company”) is a State Owned Enterprise that 
provides educational material and professional development programmes primarily in the 
education sector in New Zealand.  The Company publishes print and online content for the Ministry 
of Education (“MoE” or “the Ministry”) which is used by teachers and students in the classroom.  
The Company also develops educational material for the Ministry of Health (“MoH”) and other 
clients both domestically and internationally.  

In April 2011 the Company acquired the business operations of CWA New Media (“CWA”).  CWA 
provides online education and digital media services to the education sector in New Zealand.  
Management view the CWA acquisition as a foundation for migrating Learning Media’s operations 
from a predominantly print focused business to being strong in digital media as well. 

In addition to its responsibilities under the State Owned Enterprise Act 1986, Learning Media has 
obligations under the Education Act 1989 to provide the basic materials and services necessary to 
support the national education guidelines. 

In 2006 Learning Media’s relationship with the Ministry was formalised with a Preferred Supplier 
Agreement (“PSA”), which has provided a steady revenue stream (see Table 2 below).  In 2009 the 
Ministry announced that the PSA for materials development will be terminated in 2012 as the 
Ministry transitions to a more contestable approach to procurement. The Ministry is expected to 
form a panel of service providers (Learning Media expects to be one of the suppliers).  

As a result of this change the Company felt the need to refocus the business within the new 
environment (post PSA) and undertook a restructure of its operations. The Company is now made 
up of market facing teams each servicing a different client sector.  

Table 2 presents a summary of the historical financial performance of Learning Media. 

Table 2: Summary Financial Performance 

  

Statement of Financial Performance FY07(A) FY08(A) FY09(A) FY10(A) FY11(A)
$000 $000 $000 $000 $000

T otal Revenue 25,092        24,258        24,056     24,019        23,47 4        

Expenditure
Personnel Costs 8,7 12             8,623            7 ,453          8,027           9,020            
Printing & Origination 4,868             3,515            3,295          3,857           3,7 39            
Total Other Expenses 9,652             10,417         10,426       9,7 04           9,496             
T otal Expenditure 23,232        22,555        21,17 4        21,588        22,255        

EBIT DA 1,860            1,7 03           2,882         2,431           1,219             
EBITDAF margin 7.4% 7.0% 12.0% 10.1% 5.2%

Depreciation & Amorisation Expense 1,251             1 ,511             548              47 5               460                

EBIT 609               192                2,334         1,956           7 59                
EBITF m argin 2.4% 0.8% 9.7% 8.1% 3.2%

Impairment losses and writedowns 205 4,822            463              -                -                 

Interest expense (income) (118) 120                (338) (204) (152)
Tax 347                (1 ,460) 7 12              620               351                 
NPAT 17 5                 (3,290) 1,497          1,540           560               
NPAT m argin 0.7% -13.6% 6.2% 6.4% 2.4%
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Historical revenue has been relatively stable with a modest decline over the last 5 years.  The 
Company is highly dependent on the MoE for the majority of its annual revenue. 

In FY11 the Company acquired CWA.  Management expects total revenue to increase by 
approximately $7.0 million in FY12 as a result of the CWA acquisition.  

Personnel costs make up approximately 40% of total expenditure.  Learning Media currently has 
105 permanent staff members and also employs a number of contractors where the staff base needs 
to be increased for a fixed length of time or where specialist expertise is required. 

The $4.8 million impairment expense in FY08 (comprised of $2.6 million in development costs and 
$1.7 million of inventory) relates to the write off of material developed by the Company for sale in 
the US market.  After the impairment of capitalised development expenditure in FY08, the 
Company restructured its operations to focus on contractual relationships with customers (as 
opposed to developing material itself).  The reorganisation of the Company resulted in the number 
of full time equivalents (“FTEs”) falling from 110 in FY08 to 94 in FY09. 

Industry Outlook 

New Zealand has a long history in educational publishing.  New Zealand publishers such as 
Whitcombe & Tombs Ltd, Price Milburn, Marie Clay and Wendy Pye have been publishing, printing 
and selling educational material to international markets including Australia, the United Kingdom 
(“UK”) and the United States (“US”). 

The results of a survey undertaken by the Publishers Association of New Zealand (“PANZ”) suggests 
that the value of the New Zealand publishing market is $210 million1.  Of the approximately 2,000 
titles published in 2008, the greatest number of titles was from the education sector. 

The New Zealand education publishing industry is highly competitive.  Low barriers of entry mean 
that divisions of large multinational companies (Pearson, APN) compete with small companies or 
individuals (Essential Resources, Wendy Pye) for a share of the educational publishing market. 
PANZ report that 28 companies account for approximately 92% of the total value of the New 
Zealand market. 

The broader publishing industry is currently going through a transition from print publishing to 
digital media.  This transition is forcing media companies to reconsider their existing business 
models and opens the way for competition from new market entrants.  The structure of the industry 
in the future is uncertain.  However, the following factors may influence the outcome: 

• The technology or technologies that will support the delivery of educational material;   

• Who will own and develop content that is delivered to students; and 

• The revenue model for companies that publish educational material (i.e. subscription, pay 
per use, etc). 

The transition from print to digital publishing will occur over a period of time and, for the 
foreseeable future, titles will continue to be published in both print and electronic form.  An 
important development in the New Zealand context is the government programme to roll out ultra 
fast broadband throughout the country.  This is intended to provide high speed internet access to 
97% of schools over the next 5 years, which is expected to facilitate the uptake of ‘new media’ 
approaches to educational materials and learning. 

                                                             
1 Introduction to New Zealand Publishing, PANZ, 2008 



 

Company 6 

With transition comes opportunity.  The broad reach, scalability and relatively low cost of digital 
media provide the potential for significant returns for educational publishers that are able to 
successfully adapt their business model. 

Company Outlook 

Current Mix of Products 

Learning Media’s core products are educational materials and professional development. 

The Company’s publishing arm focuses on literacy, numeracy, Maori education, Pasifika education, 
digital learning, curriculum development, health and research. These products are either developed 
under contract for a client or internally with the aim of marketing the product to prospective clients 
after development.  

Learning Media acknowledge the business has an ageing range of products that variously need re-
positioning, re-packaging, retiring or replacing.  

The Company also has a professional development practice which offers support in leadership 
literacy assessment and e-learning for the New Zealand education system. The professional 
development team offers support to school leaders and teachers with the aim of improving the 
outcomes for students.  

Following a recent restructure, the Company formed a consultancy practice to support its other 
product offerings. The consulting practice aims to be flexible in regard to the services it offers to 
schools and teachers.  

CWA provides educational and training services to government and private sector clients. The 
acquisition of CWA will complement the operations of Learning Media and provide the Company 
with a platform to convert its traditional Ministry print materials into digital offerings.    

Future Challenges  

The Company faces a number of challenges in the short term. As part of a wider government shift 
towards greater contestability and value for money in procurement, the Ministry  announced in 
2009 that it intends to terminate Learning Media’s PSA for materials in the English medium in 
September 2012. It is likely that Learning Media will then be appointed to a panel of preferred 
suppliers for the Ministry. This will put an element of the education revenue stream at risk. 

Management have been aware of this for some time and their response has been as follows: 

• Focus on increasing brand awareness through more active marketing of Ministry materials 
and Professional Development services. This included the development of marketing 
materials that demonstrate Learning Media’s capability;  

• Refreshed strategy that aims to rebuild and consolidate the revenue base and defend the 
Company’s market share;  

• The restructuring has focused the service delivery of the new lines of business. The addition 
of a dedicated sales and marketing team as well as performance targets is also expected to 
improve the commercial focus of each line of business; and   

• With the acquisition of CWA the Company plans to leverage its Ministry content and 
diversify its product offering.  
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The Company has a limited back-catalogue of materials. The Ministry owns the rights to all 
materials Learning Media has developed for the Ministry.  

In the medium term, the Company’s biggest challenge is the transition from print to a ‘new media’ 
world. The acquisition of CWA will support the roll out of the traditional print publications to 
digital format. CWA is currently run as an autonomous business unit but Learning Media does have 
plans to fully integrate the two businesses. The key challenge with the integration will be ensuring 
the revenue streams of the two businesses are maintained after the consolidation.   
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3 Assumptions 

Economic Assumptions 

Table 3 presents the key economic assumptions used in our forecast. 

Table 3: Economic Assumptions 

 FY08(A) FY09(A) FY10(A) FY11(A) FY12(F) FY13(F) FY14(F) FY15(F) 

GDP  3.1% (1.6%) 1.1% 1.7% 1.2% 2.9% 2.5% 2.1% 

CPI  3.4% 3.0% 2.0% 4.5% 2.4% 2.3% 2.3% 2.3% 

Source: NZIER Quarterly Predictions September 2011.  

Company Specific Assumptions 

Management’s Forecast Earnings 

Our calculation of earnings forecast for FY12 is based on discussions with Management and review 
of their business plan. The key assumptions in the FY12 forecast year are as follows: 

• Forecast revenue is comprised of Management’s view of achievable revenue (core) as well a 
component termed by Management as “stretch” revenue. 

• Personnel costs include the full year impact of additional staff added to the sales and 
marketing teams in FY11. 

• A full year of CWA’s revenue and expenses are included.  

• We have assumed nominal growth in revenue of 2.5% per annum and growth in expenses 
reducing from 2.9% in FY13 to 2% per annum by 2016.  

• The Maintain Case earnings forecast is prepared on the assumption that Learning Media is 
able to replace any revenue lost after the PSA with the Ministry terminates with revenue 
from other customers. 

Downside Scenario 

In the short term, the Company faces a number of challenges as it looks to diversify its product 
offering following termination of the PSA with the Ministry.   In the longer term, the Company will 
need to successfully transition its business from print to digital publication.  This is not without 
challenge and there is a high degree of uncertainty with regard to the Company’s future revenue. 

We have prepared a Downside scenario which reflects a decline in revenue over the next five years. 
This scenario takes into account the risk that the Company is not able to fully replace revenue lost 
after the PSA with the Ministry terminates.  Our assumptions for the FY12 forecast year under the 
Downside scenario are as follows: 

• We assume that the Company will meet its core revenue targets and 50% of its stretch 
revenue targets in FY12. 

• The outstanding balance of the contingent consideration payable on the CWA acquisition 
has been adjusted down to reflect an assumed reduction in the level of CWA earnings. 

• The level of capital expenditure is assumed to decrease as revenue falls. 
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From FY13 to FY17 we have incrementally reduced the Company’s earnings to account for the loss 
of revenue from the Ministry contract. Thereafter, we assume earnings increase at the rate of 
inflation.  
 
Figure 1 and Figure 2 below present Revenue and EBITDA for the Maintain case and Downside 
scenario 

Figure 1: Forecast Revenue 

 
Figure 2: Forecast EBITDA 

 
Working Capital 

Management have advised they expect a reduction in the debtors balance of $2.7 million in FY12 as 
this balance is largely due to a one off contract. This will cause a significant release in working 
capital in the first forecasting period. From FY13 onwards the movement in working capital has 
been normalised.  

Capital Expenditure 

We have relied on guidance received from Management for forecast FY12 capital expenditure.  FY12 
capital expenditure includes non-recurring capital expenditure of $226,000 for the redevelopment 
of the Willeston Street premises to accommodate CWA.  For subsequent years we assume a 
normalised level of capital expenditure will occur based on the Company’s fixed asset base, historic 
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level of capital expenditure, depreciation and an estimate of the asset base the Company may 
require going forward. Capital expenditure in the forecast period includes expenditure related to 
CWA.  

Table 4 presents the capital expenditure assumptions used in our forecast. 

Table 4: Historical and Forecast Capital Expenditure 

$000 FY10 (A) FY11(A) FY12(F) FY13(F) FY14(F) FY15(F) FY16(F) 

Capital expenditure 163 195 747 385 396 406 415 

 

Capital Structure 

At this stage the Board does not consider long term debt is appropriate for the Company. We have 
assumed that Learning Media will not take on long term debt in the future.  

Taxation 

We assume the Company will pay tax at the corporate tax rate of 28%.  

Dividends 

The Company’s dividend policy is to pay out 65% of its annual net profit after tax. We have relied 
on Management’s forecast dividend payments for FY12 and FY13, which reflect a slightly lower level 
of dividend payment, as the Company seeks to consolidate its position and build sustainable 
profits. From FY14 we assume dividend payments will follow Company policy.   

Contingent Consideration 

Learning Media acquired the business operations of CWA in April 2011.  The acquisition price of 
$2.5 million comprised $1.0 million in cash (funded from cash reserves) and $1.5 million of 
contingent consideration.  The contingent consideration is based on CWA achieving agreed 
earnings targets over a four year period from the date of acquisition.  We have approximated the 
level of earn out commensurate with the earnings forecasts for the legacy CWA business operations.  
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4 Financial Statements 

The forecast financial statements for the Maintain Case are presented over the following pages. 
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Financial Performance 

 

 

 

 

 

 

 

Statement of Financial Performance FY11(A) FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21
$000 $000 $000 $000 $000 $000 $000 $000 $000 $000 $000

Revenue 23,474 30,528 31,291 32,073 32,875 33,697 34,540 35,403 36,288 37,195 38,125

Operating Expenses
Labour 9,020 10,705 10,973 11,247 11,528 11,816 12,112 12,415 12,725 13,043 13,369
Materials 3,739 8,883 9,105 9,332 9,566 9,805 10,050 10,301 10,559 10,823 11,093
Other 9,496 531 545 558 572 587 601 616 632 647 664

Total Operating Expenses 22,255 20,119 20,622 21,138 21,666 22,208 22,763 23,332 23,915 24,513 25,126

Gross Profit 10,409 10,669 10,936 11,209 11,490 11,777 12,071 12,373 12,682 12,999
GP Margin 34.1% 34.1% 34.1% 34.1% 34.1% 34.1% 34.1% 34.1% 34.1% 34.1%

Indirect Costs 8,794 9,014 9,239 9,470 9,707 9,949 10,198 10,453 10,714 10,982

EBITDA 1,219 1,615 1,656 1,697 1,740 1,783 1,828 1,873 1,920 1,968 2,017

EBITDA Margin 5.2% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3%

Depreciation 460 841 362 320 325 347 361 369 388 407 426

EBIT 759 774 1,294 1,377 1,414 1,436 1,466 1,504 1,532 1,562 1,592
EBIT Margin 3.2% 2.5% 4.1% 4.3% 4.3% 4.3% 4.2% 4.2% 4.2% 4.2% 4.2%

Interest (expense) income 152 108 146 144 142 146 158 170 182 196 209

Profit Before Tax 911 883 1,439 1,521 1,556 1,583 1,624 1,674 1,715 1,757 1,801

Income Tax Expense/ (Benefit) 351 402 411 423 433 445 459 472 486 500 515
Movement in Deferred Tax (155) (8) 3 2 (2) (4) (3) (6) (8) (11)

Net Profit After Tax 560 636 1,036 1,095 1,121 1,139 1,169 1,205 1,235 1,265 1,297
Net Profit Margin 2.4% 2.1% 3.3% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4%
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Financial Position 

 

 

 

 

Statement of Financial Position FY11(A) FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21
$000 $000 $000 $000 $000 $000 $000 $000 $000 $000 $000

Current Assets
Cash on Hand 1,984 4,365 4,268 4,186 4,085 4,453 4,825 5,216 5,625 6,061 6,503
Inventory 150 150 150 150 150 150 150 150 150 150 150
Work in Progress 630 819 840 861 882 904 927 950 974 998 1,023
Debtors 8,466 6,756 6,944 7,118 7,296 7,458 7,665 7,857 8,053 8,232 8,461
Total Current Assets 11,230 12,090 12,202 12,314 12,413 12,965 13,567 14,173 14,802 15,441 16,137

Non-current Assets
Non-current Assets 969 876 898 975 1,056 1,124 1,185 1,248 1,300 1,342 1,374
Goodwill 2,303 2,416 2,504 2,565 2,596 2,596 2,596 2,596 2,596 2,596 2,596
Deferred Tax Asset 578 733 741 738 736 738 742 745 751 759 770

Total Non-current Assets 3,850 4,024 4,144 4,278 4,388 4,458 4,523 4,589 4,647 4,698 4,741

TOTAL ASSETS 15,080 16,115 16,346 16,592 16,801 17,423 18,090 18,762 19,450 20,139 20,877

Current Liabilities
Overdraft - - - - - - - - - - -
Creditors 4,453 4,711 4,810 4,931 5,054 5,166 5,309 5,442 5,578 5,702 5,860
Other creditors 52 52 52 52 52 52 52 52 52 52 52
Contract liabilities (deferred income) 3,058 3,977 4,076 4,178 4,283 4,390 4,500 4,612 4,727 4,846 4,967
Tax Payable 49 134 137 141 144 148 153 157 162 167 172
Total Current Liabilities 7,612 8,874 9,076 9,302 9,533 9,756 10,014 10,263 10,519 10,766 11,050

Non-current Liabilities
Debt - - - - - - - - - - -
Contingent consideration 1,489 1,157 799 414 0 - - - - - -
Deferred tax liability - - - - - - - - - - -

Total Non-current Liabilities 1,489 1,157 799 414 0 - - - - - -

TOTAL LIABILITIES 9,101 10,030 9,875 9,716 9,533 9,756 10,014 10,263 10,519 10,766 11,050

NET ASSETS 5,979 6,085 6,471 6,876 7,268 7,667 8,076 8,498 8,930 9,373 9,827

Equity
Retained Earnings ($) 4,779 4,885 5,271 5,676 6,068 6,467 6,876 7,298 7,730 8,173 8,627
Ordinary Share Capital 1,200 1,200 1,200 1,200 1,200 1,200 1,200 1,200 1,200 1,200 1,200

TOTAL EQUITY 5,979 6,085 6,471 6,876 7,268 7,667 8,076 8,498 8,930 9,373 9,827
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Cash Flow 

 

 

 

 

 

 

Statement of Cash Flows FY11(A) FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21
$000 $000 $000 $000 $000 $000 $000 $000 $000 $000 $000

Cash Flows from Operating Activities
Cash Receipts from customers 32,048 31,083 31,879 32,676 33,513 34,310 35,188 36,068 36,992 37,871
Cash Payments for Operating Expenses (27,797) (29,407) (30,155) (30,909) (31,696) (32,460) (33,286) (34,118) (34,986) (35,829)
Interest Paid on Debt Facilities - - - - - - - - - -
Interest Received / (Paid) on Cash Balance / (Overdraft) 108 146 144 142 146 158 170 182 196 209
Income Tax Paid (317) (408) (419) (430) (441) (454) (468) (481) (496) (510)

Cash Flows from Operating Activities (2,358) 4,042 1,414 1,449 1,479 1,523 1,554 1,605 1,651 1,706 1,741

Cash Flows from Investing Activities
Contingent consideration (446) (446) (446) (446) - - - - - -
Payments for Property, Plant and Equipment (686) (415) (395) (405) (414) (422) (431) (439) (448) (457)

Cash Flows from Investing Activities (70) (1,132) (860) (841) (851) (414) (422) (431) (439) (448) (457)

Cash Flows from Financing Activities
Funds from borrowings - - - - - - - - - -
Repayment of borrowings - - - - - - - - - -
Proceeds from Share Issue - - - - - - - - - -
Share Capital Redemption - - - - - - - - - -
Dividends distributed (530) (650) (690) (728) (741) (760) (783) (803) (822) (843)

Cash Flows from Financing Activities (100) (530) (650) (690) (728) (741) (760) (783) (803) (822) (843)

Net Increase/(Decrease) in Cash Held (2,528) 2,381 (97) (82) (100) 368 372 391 410 436 442

Opening Cash 5,696 1,984 4,365 4,268 4,186 4,085 4,453 4,825 5,216 5,625 6,061

Closing Cash 1,984 4,365 4,268 4,186 4,085 4,453 4,825 5,216 5,625 6,061 6,503
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5 Discounted Cash Flow Valuation 

Forecast Cash Flow 

Table 5 presents the 10 year forecast free cash flows used in the Maintain Case DCF valuation  

Table 5: Forecast Free Cash Flows 

 

Figure 3 below compares the forecast free cash flows for the Maintain Case and Downside Scenario 
after adjusting both scenarios to remove the cash impact of the contingent consideration for the 
CWA acquisition (i.e. the earn out).  

Figure 3: Comparison of Free Cash Flows (excl. Earn Out) 

 

In the Maintain Case and Downside scenarios forecast cash flows decline in FY13 due to an 
assumed release of working capital in FY12. This is due to a higher than normal debtors balance in 
June 2011, a large proportion of which has been or will be realised during the 2012 financial year.  
In the Maintain Case forecast cash flows experience modest growth after FY13.  In the Downside 
scenario forecast cash flows decline until FY17 and experience modest growth thereafter. 

Terminal Value   

Our calculation of terminal value assumes that the nominal free cash flows beyond the forecast 
period for both the Maintain Case and Downside scenarios will grow at an annual rate of 1.0%. 

Cost of Capital 

We have used an estimate of Learning Media’s Weighted Average Cost of Capital (WACC) to 
discount forecast free cash flows for the purpose of the valuation.  The WACC has been estimated 
using the following model: 

WACC = D/V * Rd* (1-Tc) + E/V * Re 

Forecast Free Cash Flows FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 TV
$000 $000 $000 $000 $000 $000 $000 $000 $000 $000 $000

EBITDA 1,615 1,656 1,697 1,740 1,783 1,828 1,873 1,920 1,968 2,017
Tax paid (317) (408) (419) (430) (441) (454) (468) (481) (496) (510)
Tax shield 20 37 40 40 41 43 46 50 54 57
Earn-out (446) (446) (446) (446) - - - - - -
Capital expenditure (747) (385) (396) (406) (415) (423) (431) (440) (449) (458)
Movement in net working capital 2,697 (9) 28 28 35 23 30 31 39 26
Forecast Free Cash Flows Maintain Case 2,823 445 504 526 1,003 1,017 1,051 1,080 1,116 1,132 1,176

Forecast Free Cash Flows Downside Scenario 2,823 404 470 493 680 631 760 780 801 808 825

-
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Where Re is the Cost of Equity derived using the Brennan Lally version of the Capital Asset Pricing 
Model (CAPM) as follows: 

Re = Rf * (1-Tc) + Be * TAMRP 

The individual components of the model are outlined in Table 6 below 

Table 6: WACC 

 

Our estimate of the risk free rate is based on yields for 10 year government bonds at 30 September 
2011.  New Zealand’s sovereign credit rating was downgraded by two rating agencies on 30 
September 2011.  We have rounded the observed yield for 10 year government bonds of 4.75% to 
5.00% to reflect the uncertainty in yields following the downgrade of the sovereign credit rating. 

We have estimated an asset beta of 0.7 based on the findings of our analysis of comparable 
companies in the educational publishing sector and reflecting the changing nature of the cash flow 
streams as the Company diversifies away from Ministry revenue. 

The findings of our analysis of comparable companies in the educational publishing sector suggest 
that companies in this sector typically have little, if any, gearing.  We assume no debt in Learning 
Media’s capital structure for the purposes of the WACC calculation. 

The Tax Adjusted Market Risk Premium is based on research undertaken by PwC into historical 
returns from the New Zealand share market and historical yields on government bonds. 

  

Weighted Average Cost of Capital

Item Value Description

D/V 0% The relative proportion of debt in the capital structure

E/V 100% The relative proportion of equity in the capital structure

Rd n/a The Company's cost of debt

Tc 28.0% The corporate tax rate

Re 8.9% The cost of equity (calcuated using CAPM)

Rf 5.0% The risk free rate based on government stock yields

Ti 28.0% Investor tax rate

Be 0.7 The equity beta, a measure of the relative riskiness of equity returns

Ba 0.7 The asset beta, the equity beta adjusted to remove the impact of gearing

TAMRP 7.5% Tax Adjusted Market Risk Premium

WACC 8.9% Weighted Average Cost of Capital

Source: PwC estimates
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DCF Valuation 

The DCF calculation generates a value for the Maintain Case of $14.1 million and a value of $11.0 
million for the Downside scenario.  As Learning Media has no debt, the DCF valuation is the value 
of the Company’s equity.  Therefore the value of the equity held in the Company by the Crown is 
within the range of $11.0 million to $14.1 million, with a point estimate of $11.7 million.  This 
implies a multiple of between 6.8x and 8.8x forecast FY12 EBITDA. 

Sensitivity Analysis 

Figure 4 presents sensitivities of the DCF valuation for the Maintain Case for low and high revenue 
growth assumptions, WACC and terminal growth assumptions.  

Figure 4: Sensitivity of DCF calculation to input assumptions 

 

(1,500) (1,000) (500) - 500 1,000 1,500

Terminal Growth Rate +/- 0.5%

Revenue Growth  +/- 0.5%

WACC +/- 0.5%

Change to Maintain Case DCF Value ($m)

Maintain Case DCF $14.1 million
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6 Alternative Valuation Approach 

We have cross checked the DCF valuation to the multiples of EBITDA, EBIT and Price to Earnings 
derived from listed companies with operations comparable to Learning Media. 

Multiples Approach 

Table 7 presents a comparison of multiples derived from the Maintain Case DCF valuation 
(Enterprise Value (“EV”) of $14.1 million) for Learning Media to multiples for New Zealand and 
Australian listed companies with publishing operations.   

Table 7: Comparative Multiples 

 

 

 

We make the following observations: 

• None of the listed companies have business operations that are directly comparable to 
Learning Media.  The Australian publishing companies have large and diversified 
operations.  While educational publishing is a significant part of the business operations of 

Company Enterprise 
Value

Market 
Cap

$m $m LFY LTM t+1 t+2 LFY LTM t+1 t+2

Australia and New Zealand
Wellcom Group Limited 69 86 5.0x 5.0x 4.6x 4.3x 5.8x 5.8x 5.2x 4.9x
PMP Limited 361 218 4.3x 4.3x 3.3x 3.2x 8.7x 8.7x 5.5x 5.3x
APN News & Media Limited 1,423 529 5.8x 7.1x 6.5x 6.1x 7.0x 8.8x 8.2x 7.5x
Fairfax Media Limited 3,448 1,940 5.6x 5.6x 5.6x 5.1x 6.9x 6.9x 6.9x 6.1x

Americas
Scholastic Corporation 1 1 4.5x 4.2x na na 8.7x 7.8x na na
McGraw-Hill Ryerson 66 85 3.2x 3.0x na na 5.6x 5.2x na na

Europe
Pearson plc 11 9 10.5x 10.3x 0.0x 0.0x 13.8x 13.6x 0.0x 0.0x

Learning Media 14.1 14.1 11.6x na 8.8x 8.5x 18.6x na 18.3x 10.9x
Maintain Case 14.1 14.1 11.6x na 8.8x 8.5x 18.6x na 18.3x 10.9x
Downside Case 11.0 11.0 9.0x na 6.8x 7.1x 14.4x na 14.2x 9.3x
Point Estimate 11.7 11.7 9.6x na 7.2x 7.1x 15.4x na 15.1x 9.0x
Pt. Est. excl. working capital release 9.0 9.0 7.4x na 5.6x 5.4x 11.9x na 11.6x 7.0x

Mean (excl Learning Media) 768 410 5.6x 5.6x 4.0x 3.7x 8.1x 8.1x 5.1x 4.8x

Median (excl Learning Media) 69 86 5.0x 5.0x 4.6x 4.3x 7.0x 7.8x 5.5x 5.3x

Max (excl Learning Media) 3,448 1,940 10.5x 10.3x 6.5x 6.1x 13.8x 13.6x 8.2x 7.5x

Min (excl Learning Media) 1 1 3.2x 3.0x 0.0x 0.0x 5.6x 5.2x 0.0x 0.0x

EV/EBITDA (x) EV/EBIT (x)

Company Enterprise 
Value

Market 
Cap

ROA % ROE %

$m $m LFY LTM t+1 t+2 LTM LTM

Australia and New Zealand
Wellcom Group Limited 69 86 9.4x 9.4x 8.8x 8.3x 13% 17%
PMP Limited 361 218 8.4x 8.4x 5.5x 5.1x 5% 7%
APN News & Media Limited 1,423 529 4.2x 3.9x 7.2x 6.4x 9% 13%
Fairfax Media Limited 3,448 1,940 6.4x 6.4x 6.8x 5.9x 6% 7%

Americas
Scholastic Corporation 1 1 13.5x 11.8x na na 6% 10%
McGraw-Hill Ryerson 66 85 10.0x 9.5x na na 11% 14%

Europe
Pearson plc 11 9 17.0x 17.0x 0.0x 0.0x 6% 10%

Learning Media 14.1 14.1 25.2x na 22.2x 13.4x 4.7% 10.4%
Maintain Case 14.1 14.1 25.2x na 22.2x 13.6x 4.7% 10.4%
Downside Case 11.0 11.0 19.6x na 17.3x 11.5x 4.6% 10.4%
Point Estimate 11.7 11.7 20.9x na 18.4x 11.3x 4.6% 10.4%
Pt. Est. excl. working capital release 9.0 9.0 16.1x na 14.2x 8.7x 4.6% 10.4%

Mean (excl Learning Media) 768 410 9.9x 9.5x 5.7x 5.1x 8% 11%

Median (excl Learning Media) 69 86 9.4x 9.4x 6.8x 5.9x 6% 10%

Max (excl Learning Media) 3,448 1,940 17.0x 17.0x 8.8x 8.3x 13% 17%

Min (excl Learning Media) 1 1 4.2x 3.9x 0.0x 0.0x 5% 7%

PE (x)
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the American and European companies, they have significantly larger business operations 
than Learning Media. 

• The Crown owns the entire share capital of Learning Media and has control over the 
business operations.  The DCF valuation includes the value to the Crown of control over 
Learning Media’s business operations.  On the other hand, the multiples for the 
comparable listed companies are derived from shares prices expressed from the perspective 
of a minority, non-controlling shareholder.  The multiples do not include any allowance for 
the value of a controlling shareholding in these companies.  It is reasonable to expect that 
the multiples implied for Learning Media will be higher than the multiples for the 
comparable listed companies. 

• After allowing for a control premium, the multiples implied from the listed publishing 
companies are broadly consistent with the multiples implied from the DCF valuation. 
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Appendix A: Disclaimer 

Declarations 

We have prepared this Report at the request of the Treasury.  The terms of our engagement as 
agreed with the Treasury require us to prepare a research report solely for the purpose of providing 
the Crown with an independent view on the value of the share capital of Learning Media Limited.   

This Report should not be used for any other purpose.  This Report is not an investment 
recommendation.   

We consent to this Report being placed on the Treasury’s website. 

Certain numbers included in tables throughout this report have been rounded and therefore may 
not add exactly. 

Qualifications 

This Report has been prepared by the Corporate Finance division of PricewaterhouseCoopers, 
which provides advice on mergers, acquisitions and divestments, valuations, independent expert’s 
reports and appraisals, financial investigations and strategic corporate advice.    

Independence 

We currently provide internal audit services to Learning Media Limited.  The Partners and staff 
involved in the preparation of this Report are from a separate division of PricewaterhouseCoopers 
and have not provided services to Learning Media Limited.   

Disclaimer and Restrictions on Scope of Our Work 

The statements and opinions expressed in this Report are based on information available as at the 
date of the Report.   

In preparing this Report, we have not independently verified the accuracy of information provided 
to us, and have not conducted any form of audit opinion of Learning Media Limited. 

In forming our opinion, we have relied on forecasts and assumptions about future events which by 
their nature are not able to be independently verified.  Inevitably, some assumptions may not 
materialise and unanticipated events and circumstances are likely to occur.  Therefore, actual 
results in the future will vary from the forecasts upon which we have relied.  These variations may 
be material. 

This Report has been prepared based on publicly available information and limited information 
provided by Learning Media Limited.  The valuation of Learning Media Limited share capital 
contained in this Report does not constitute an “independent business valuation” in the manner 
prescribed by the New Zealand Institute of Chartered Accountants (NZICA) Advisory Engagement 
Standard No. 2 (AES-2). 

The statements and opinions expressed in this Report have been made in good faith and on the 
basis that the information provided by Learning Media Limited for the purposes of preparing this 
Report is true and accurate in all material aspects and not misleading by reason of omission or 
otherwise.  Accordingly, neither PricewaterhouseCoopers nor its partners, employees or agents 
accept any responsibility or liability for any such information being inaccurate, incomplete, 
unreliable or not soundly based or for any errors in the analysis, statements and opinions provided 
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in this Report resulting directly or indirectly from any such circumstances or from any assumptions 
upon which this Report is based proving unjustified. 

The views expressed in this Report have been arrived at based on economic, market and other 
conditions prevailing at the date of this Report.  Such conditions may change significantly over 
relatively short periods of time.  

We reserve the right, but will be under no obligation, to review or amend our Report if any 
additional information, which was in existence on the date of this Report, was not brought to our 
attention or subsequently comes to light.  

Limitation of Liability 

This Report has been prepared under a Contract for Services with the Treasury.  Our engagement, 
and any duty of care as a result of this engagement, is solely with the Treasury.  We accept no 
responsibility or liability to any other person. 

Under the terms of our Contract for Services with the Treasury, our liability to pay damages for 
losses arising as a direct result of breach of contract or negligence on our part in respect of services 
provided in connection with, or arising out of this engagement but, to the extent permitted by law, 
any liability of PricewaterhouseCoopers, its partners and staff (whether in contract, tort, negligence 
or otherwise) shall in no circumstances exceed five times the fees paid in the aggregate in respect of 
all such services. 
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Appendix B: Glossary 

CAMP Capital Asset Pricing Model  

The Company Learning Media Limited 

CWA CWA New Media 

DCF Discounted Cash Flow 

EBIT Earnings Before Interest and Taxes 

EBITDA Earnings Before Interest Taxes Depreciation and Amortisation  

EV Enterprise Value 

FTEs Full time equivalents 

FY Financial Year 

Learning Media Learning Media Limited 

LFY Last financial year 

LTM Last twelve months 

The Ministry, MoE The Ministry of Education 

MoH The Ministry of Health 

PANZ Publishers Association of New Zealand 

PSA Preferred Supplier Agreement 

UK United Kingdom 

US United States 

WACC Weighted Average Cost of Capital 

 


