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Market Cap (USD Mil) 44,860

52-Week High (USD) 55.86

52-Week Low (USD) 38.90

52-Week Total Return % 28.3

YTD Total Return % 0.7

Last Fiscal Year End 31 Dec 2014

5-Yr Forward Revenue CAGR % 4.8

5-Yr Forward EPS CAGR % —

Price/Fair Value 1.26

2013 2014 2015(E) 2016(E)

Price/Earnings NM NM 59.5 25.5
EV/EBITDA 9.1 10.9 9.5 9.1
EV/EBIT 27.1 32.5 22.7 19.2
Free Cash Flow Yield % 8.9 6.3 3.3 4.5
Dividend Yield % — — — —

2013 2014 2015(E) 2016(E)

Revenue 14,474 18,248 20,307 20,943

Revenue YoY % 45.8 26.1 11.3 3.1

EBIT 2,164 2,765 3,960 4,691

EBIT YoY % 5.1 27.8 43.2 18.5

Net Income, Adjusted -687 -530 -162 498

Net Income YoY % 22.4 -22.9 -69.5 -407.8

Diluted EPS -3.05 -3.05 0.85 1.98

Diluted EPS YoY % — — -127.8 133.6

Free Cash Flow 162 6,040 4,631 5,082

Free Cash Flow YoY % -97.1 NM -23.3 9.7

Liberty Global and Telenet Agree to Strategic Purchase of
BASE from KPN; No Change to Our Valuations
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Senior Analyst
allan.nichols@morningstar.com
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Analyst Note 20 Apr 2015

Liberty Global owns cable networks and a couple of small satellite
operations in the U.K., the Netherlands, Switzerland, Austria, Belgium,
Germany, Ireland, Hungary, Romania, Poland, the Czech Republic, Slovakia,
Chile, and Puerto Rico. It also offers high-speed Internet access and
fixed-line telephony in most of these markets. In total, it has 24.3 million
television customers, 17.3 million Internet access customers, and 14.3
million fixed-line telephony customers.

Profile

Vital Statistics

Valuation Summary and Forecasts

Financial Summary and Forecasts

The primary analyst covering this company
does not own its stock.

Currency amounts expressed with "$" are in
U.S. dollars (USD) unless otherwise denoted.

Historical/forecast data sources are Morningstar Estimates and may reflect adjustments.

(USD Mil)
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Liberty Global, and its Belgian subsidiary, Telenet, have
agreed to acquire BASE from KPN. BASE is Belgium's third-
largest wireless operator, and KPN has been trying to
jettison it for a couple of years. We think this is a good
strategic move for all involved. However, there are no
changes to our fair value estimates or economic moat
ratings for Liberty Global, or KPN.

Telenet will pay EUR 1.325 billion (USD 1.43 billion) in cash
for BASE, or 7.7 times 2014 EBITDA. The deal will turn
Telenet into a full wireless network operator rather than
operating as an MVNO in addition to its cable TV business.
Telenet expects significant cost savings, primarily from
moving its MVNO base of 895,000 customers onto BASE's
network. Doing so will remove its wholesale costs and add
scale when combined with BASE's 3.3 million subscribers,
allowing fixed costs to be spread over more people. Based
on expected synergies and additional capital spending of
EUR 240 million to improve the network, Telenet estimates
the cost at a reasonable 5 times adjusted EBITDA.

We think these synergies are likely, as in-country mergers
are usually highly accretive. This will be the first time any
of Liberty Global's wireless operations have moved to a full
network operator model, and it could be a test to see if it is
worth acquiring other wireless operators in other countries.
However, we think Belgium was fairly unique, as Telenet
had a decent sized MVNO base, and there was a willing
seller. We don't see these conditions in Liberty Global's
other markets.

Virgin Media has a large MVNO base in the U.K., but the
willing sellers have already agreed to sell, and these are
much larger businesses than BASE. However, if regulators
don't approve the merger of 3 U.K. and Telefonica's O2, then
Liberty Global could potentially be a fall-back buyer of O2.
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For KPN, the deal strengthens its balance sheet at a good
price, and removes the risk of the business struggling
without a converged product offering.
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Growth (% YoY)
3-Year

Hist. CAGR 2012 2013 2014 2015 2016
5-Year

Proj. CAGR

Revenue 24.3 4.4 45.8 26.1 11.3 3.1 4.8
EBIT 13.4 8.7 5.1 27.8 43.2 18.5 22.0
EBITDA 23.9 8.5 36.4 28.3 14.3 5.1 6.7
Net Income — -30.2 22.4 -22.9 -69.5 -407.8 —
Diluted EPS — — — — -127.8 133.6 —
Earnings Before Interest, after Tax -5.6 3.5 -2.5 -16.5 -12.2 18.9 10.6
Free Cash Flow 42.3 162.1 -97.1 NM -23.3 9.7 -0.9

Profitability
3-Year

Hist. Avg 2012 2013 2014 2015 2016
5-Year

Proj. Avg

Operating Margin % 17.0 20.7 15.0 15.2 19.5 22.4 26.7
EBITDA Margin % 45.8 47.5 44.5 45.3 46.5 47.4 48.1
Net Margin % -4.4 -5.7 -4.7 -2.9 -0.8 2.4 6.5
Free Cash Flow Margin % 29.9 55.3 1.1 33.1 22.8 24.3 24.3
ROIC % — — — — — — —
Adjusted ROIC % 9.9 14.0 9.0 6.6 11.0 13.6 17.5
Return on Assets % -0.7 0.9 -1.8 -1.0 -0.2 0.7 2.0
Return on Equity % -2.0 12.9 -13.6 -5.2 -1.2 4.1 11.4

Leverage
3-Year

Hist. Avg 2012 2013 2014 2015 2016
5-Year

Proj. Avg

Debt/Capital 0.82 0.93 0.79 0.76 0.78 0.80 0.79
Total Debt/EBITDA 6.12 5.83 6.94 5.58 4.97 4.73 4.54
EBITDA/Interest Expense 2.96 2.82 2.82 3.25 2.51 2.64 2.77

2013 2014 2015(E) 2016(E)

Price/Fair Value 1.31 1.26 — —
Price/Earnings NM NM 59.5 25.5
EV/EBITDA 9.1 10.9 9.5 9.1
EV/EBIT 27.1 32.5 22.7 19.2
Free Cash Flow Yield % 8.9 6.3 3.3 4.5
Dividend Yield % — — — —

Cost of Equity % 9.0
Pre-Tax Cost of Debt % 8.0
Weighted Average Cost of Capital % 7.4
Long-Run Tax Rate % 21.0
Stage II EBI Growth Rate % 3.0
Stage II Investment Rate % 20.0
Perpetuity Year 10

USD Mil
Firm Value

(%)
Per Share

Value

Present Value Stage I 21,211 26.0 23.95
Present Value Stage II 14,350 17.6 16.20
Present Value Stage III 45,903 56.4 51.83
Total Firm Value 81,464 100.0 91.98

Cash and Equivalents 1,159 — 1.31
Debt -46,159 — -52.12
Preferred Stock — — —
Other Adjustments -1,599 — -1.81
Equity Value 34,864 — 39.37

Projected Diluted Shares 886

Fair Value per Share —

Morningstar Analyst Forecasts

ForecastFiscal Year Ends in December

Financial Summary and Forecasts

Valuation Summary and Forecasts

Key Valuation Drivers

Discounted Cash Flow Valuation

Additional estimates and scenarios available for download at http://select.morningstar.com.

      The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
    

(USD)
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2012 2013 2014 2015 2016
Revenue 9,931 14,474 18,248 20,307 20,943

Cost of Goods Sold 3,350 5,418 6,810 7,473 7,561
Gross Profit 6,581 9,057 11,438 12,834 13,383

Selling, General & Administrative Expenses 1,860 2,617 3,173 3,391 3,456
Other Operating Expense (Income) — — — — —
Other Operating Expense (Income) — — — — —
Depreciation & Amortization (if reported separately) 2,662 4,276 5,500 5,483 5,236
Operating Income (ex charges) 2,059 2,164 2,765 3,960 4,691

Restructuring & Other Cash Charges 76 298 537 — —
Impairment Charges (if reported separately) — — — — —
Other Non-Cash (Income)/Charges — -146 — — —
Operating Income (incl charges) 1,983 2,012 2,228 3,960 4,691

Interest Expense 1,674 2,287 2,545 3,757 3,757
Interest Income -818 -252 -739 -300 -200
Pre-Tax Income -509 -527 -1,056 -97 734

Income Tax Expense 75 356 -75 -19 147

Other After-Tax Cash Gains (Losses) — — — — —
Other After-Tax Non-Cash Gains (Losses) 971 -24 334 — —
(Minority Interest) -65 -58 -48 -84 -89
(Preferred Dividends) — — — — —
Net Income 323 -964 -695 -162 498

Weighted Average Diluted Shares Outstanding 267 393 915 900 861
Diluted Earnings Per Share 1.21 -2.45 -0.76 -0.18 0.58

Adjusted Net Income -561 -687 -530 -162 498
Diluted Earnings Per Share (Adjusted) -2.10 -1.75 -0.58 -0.18 0.58

Dividends Per Common Share — — — — —

EBITDA 4,645 6,289 7,728 9,443 9,927
Adjusted EBITDA 4,721 6,440 8,265 9,443 9,927

Morningstar Analyst Forecasts

Income Statement (USD Mil)
Fiscal Year Ends in December Forecast
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2012 2013 2014 2015 2016

Cash and Equivalents 2,039 2,702 1,159 1,852 1,787
Investments — — — — —
Accounts Receivable 1,031 1,589 1,500 1,669 1,721
Inventory — — — — —
Deferred Tax Assets (Current) — — — — —
Other Short Term Assets 656 1,192 1,263 1,263 1,263
Current Assets 3,726 5,483 3,921 4,784 4,771

Net Property Plant, and Equipment 13,438 23,975 23,841 22,216 20,750
Goodwill 13,878 23,749 29,002 29,002 29,002
Other Intangibles 2,581 5,795 9,190 9,190 9,190
Deferred Tax Assets (Long-Term) — — — — —
Other Long-Term Operating Assets 2,219 4,702 5,081 5,081 5,081
Long-Term Non-Operating Assets 2,467 4,011 1,808 1,808 1,808
Total Assets 38,308 67,714 72,842 72,081 70,602

Accounts Payable 774 1,073 1,039 1,140 1,153
Short-Term Debt 364 1,023 1,551 1,350 360
Deferred Tax Liabilities (Current) — — — — —
Other Short-Term Liabilities 3,483 5,587 6,600 6,600 6,600
Current Liabilities 4,620 7,683 9,190 9,091 8,114

Long-Term Debt 27,161 43,681 44,608 45,608 46,608
Deferred Tax Liabilities (Long-Term) — — — — —
Other Long-Term Operating Liabilities 4,441 4,789 4,928 4,928 4,928
Long-Term Non-Operating Liabilities — 20 — — —
Total Liabilities 36,223 56,173 58,726 59,626 59,649

Preferred Stock — — — — —
Common Stock 3 4 9 9 9
Additional Paid-in Capital 2,956 12,813 17,071 17,071 17,071
Retained Earnings (Deficit) -2,349 -3,313 -4,008 -4,169 -3,672
(Treasury Stock) — -8 -4 -1,504 -3,504
Other Equity 1,601 2,529 1,647 1,647 1,647
Shareholder's Equity 2,210 12,026 14,715 13,053 11,551

Minority Interest -125 -484 -599 -599 -599
Total Equity 2,085 11,541 14,116 12,454 10,952

Morningstar Analyst Forecasts

Balance Sheet  (USD Mil)
Fiscal Year Ends in December Forecast
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2012 2013 2014 2015 2016

Net Income -584 -882 -981 -77 587

Depreciation 2,662 4,276 5,500 5,483 5,236
Amortization — — — — —
Stock-Based Compensation — — — — —
Impairment of Goodwill 76 298 537 — —
Impairment of Other Intangibles — — — — —
Deferred Taxes 36 19 -351 — —
Other Non-Cash Adjustments 1,007 594 969 — —

(Increase) Decrease in Accounts Receivable 785 867 861 -170 -52
(Increase) Decrease in Inventory — — — — —
Change in Other Short-Term Assets — — — — —
Increase (Decrease) in Accounts Payable -1,172 -1,208 -1,018 101 13
Change in Other Short-Term Liabilities — — — — —
Cash From Operations 2,810 3,963 5,517 5,337 5,784

(Capital Expenditures) -1,868 -2,482 -2,684 -3,858 -3,770
Net (Acquisitions), Asset Sales, and Disposals 869 -5,424 -101 — —
Net Sales (Purchases) of Investments — — — — —
Other Investing Cash Flows -81 -60 -18 — —
Cash From Investing -1,081 -7,965 -2,803 -3,858 -3,770

Common Stock Issuance (or Repurchase) -970 -1,157 -1,585 -1,500 -2,000
Common Stock (Dividends) — — — — —
Short-Term Debt Issuance (or Retirement) — — — -201 -990
Long-Term Debt Issuance (or Retirement) 1,608 1,352 -1,744 1,000 1,000
Other Financing Cash Flows -745 -712 -933 -84 -89
Cash From Financing -108 -518 -4,261 -785 -2,080

Exchange Rates, Discontinued Ops, etc. (net) 19 85 -82 — —
Net Change in Cash 1,640 -4,435 -1,630 694 -65

Morningstar Analyst Forecasts

Cash Flow  (USD Mil)
Fiscal Year Ends in December Forecast
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© 2015 Morningstar. All Rights Reserved. Unless stated
otherwise, this report was prepared by the person(s) noted
in their capacity as Equity Analysts employed by
Morningstar, Inc., or one of its affiliates. It has not been
made available to the issuer prior to publication.

The Morningstar Rating for stocks identifies stocks trading
at a discount or premium to their intrinsic value.

Five-star stocks sell for the biggest risk-adjusted discount
whereas one-star stocks trade at premiums to their intrinsic
value. Based on a fundamentally focused methodology and
a robust, standardized set of procedures and core valuation
tools used by Morningstar's Equity Analysts, four key
components drive the Morningstar Rating: 1. Assessment
of the firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate and 4.
Current market price. Further information on Morningstar's
methodology is available from http://global.morningstar.
com/equitydisclosures.

This Research Report is current as of the date on the report
until it is replaced, updated or withdrawn. This report may
be withdrawn or changed at any time as other information
becomes available to us. This report will be updated if
events affecting the report materially change.

Conflicts of Interest:

-No material interests are held by Morningstar or the Equity
Analyst in the financial products that are the subject of the
research reports or the product.

-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.

-Equity Analysts' compensation is derived from
Morningstar's overall earning and consists of salary, bonus
and in some cases restricted stock.

-Equity Analysts do not influence Morningstar's investment
management group's business arrangements nor allow
employees from the investment management group to
participate or influence the analysis or opinion prepared by
them. Morningstar will not receive any direct benefit from
the publication of this report. Morningstar does not receive
commissions for providing research and does not charge
companies to be rated.

-Equity Analysts use publicly available information.
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-Morningstar may provide the product issuer or its related
entities with services or products for a fee and on an arms
length basis including software products and licenses,
research and consulting services, data services, licenses to
republish our ratings and research in their promotional
material, event sponsorship and website advertising.

-Further information on Morningstar's conflict of interest
policies is available from http://global.morningstar.com/
equitydisclosures.

If you wish to obtain further information regarding previous
research reports and recommendations and our services,
please contact your local Morningstar office.

Unless otherwise provided in a separate agreement, you
may use this report only in the country in which its distributor
is based.

Unless stated otherwise, the original distributor of this
document is Morningstar Inc. The information contained
herein is not represented or warranted to be accurate,
correct, complete, or timely. This report is for information
purposes only, and should not be considered a solicitation
to buy or sell any security.  Redistribution is prohibited
without permission.

For Recipients in Hong Kong:  The research is prepared and
issued by Morningstar Investment Management Asia
Limited, which is regulated by the Hong Kong Securities and
Futures Commission to provide investment research, non-
discretionary investment consulting services, and
discretionary investment management services to
professional investors only.  Neither Morningstar
Investment Management Asia Limited, nor its representatives,
are acting or will be deemed to be acting as an investment
manager or advisor to any recipients of this information
unless expressly agreed to by Morningstar Investment
Management Asia Limited.  For enquiries regarding this

information, please contact a Morningstar Investment
Management Asia Limited Licensed Representative at
http://global.morningstar.com/equitydisclosures.

For Recipients in India:  Research on securities as defined
in clause (h) of section 2 of the Securities Contracts
(Regulation) Act, 1956 (“Investment Research”) is prepared
by Morningstar Investment Adviser India Private Limited,
which is registered with the Securities and Exchange Board
of India. Investment Research is intended for educational
purposes only; it is not intended to be an offer, solicitation,
or call-to-action for the purchase or sale of a security. You
should seek the advice of a financial professional before
making an investment decision to ensure, among other
things, that the security is suitable based on your particular
needs and circumstances.
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