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Foreword

This analysis is based mainly on data obtained
from InformacGo Empresarial Simplificada - IES
(Simplified Corporate Information) and held in
the Central Balance Sheet Database of Banco
de Portugal. Through /ES, enterprises are able
to meet their obligation to report their annual
accounts simultaneously to the Ministries of
Finance and Justice, Banco de Portugal and
Instituto Nacional de Estatistica — INE (Statistics
Portugal).

IES is usually reported within six and a half
months from the financial year end, which,
for most enterprises resident in Portugal, cor-
responds to 15 July of the year following the
reference year. For this analysis, /ES data for
2012, the latest available, were used.

Data reported by enterprises through /ES are
subject to a quality control process by Banco
de Portugal mainly to ensure the coherence
and integrity of accounting information for the
economic year and consistency in the main
aggregates throughout the years. That analysis
also involves matching the reported informa-
tion with data obtained from other statistical
systems available within Banco de Portugal.

In addition to information obtained through
IES, this Study is complemented with data on
the financial debt of Portuguese enterprises
available in other databases of Banco de Por-
tugal's Statistics Department, namely Central
de Responsabilidades de Crédito - CRC (Cen-
tral Credit Register) and Sistema Integrado de
Estatisticas de Titulos - SIET (Securities Statistics
Integrated System).

For purposes of comparison with other coun-
tries, data are taken from the European data-
base Bank for the Accounts of Companies
Harmonised (BACH), which is managed by the
European Committee of Central Balance Sheet
Data Offices (ECCBSO). This information makes
it possible to compare the enterprises’ situa-
tion in nine European countries: Germany,
Austria, Belgium, Spain, France, Italy, Poland,
Portugal and the Czech Republic.






Summary

According to data available in the Central Bal-
ance Sheet Database of Banco de Portugal,
in 2012 the Information and Communication
Activities sector accounted for around 2% of
enterprises, 3% of the number of employees
and 4% of turnover in the non-financial corpo-
rations (NFC) institutional sector.

With regard to activities comprising the Infor-
mation and Communication Activities sector
(Media, Telecommunications and Information
technologies), Telecommunications were the
most relevant in terms of turnover (55%) in
2012. Conversely, Information technologies
were predominant in terms of number of
enterprises (59%) and number of employees
(56%). Turning to size classes, the Informa-
tion and Communication Activities sector was
mostly comprised of microenterprises (90%),
although large enterprises made the largest
contribution in terms of turnover (69%).

In 2012 turnover in Information and Commu-
nication Activities declined further (6%), but at
a slower pace than in 2011 (11%). Operating
costs declined in tandem with turnover, influ-
enced by all of its components. Despite a fall in
activity, the sector’s return on equity grew by
2 p.p.in 2012, to 2%, thus exceeding profitabil-
ity in the NFC aggregate (-0.5%). This improve-
ment was broad-based across all economic
activity segments comprising the Information
and Communication Activities sector.

Turning to the financial component, the sector
had average equity levels higher than those of
NFCs during the entire period under review. In
2012 the average capital ratio was 45%, com-
pared with 30% in NFCs. However, individual
data show that this average indicator is highly
influenced by a sub-set of enterprises with high
equity levels. Overall, enterprises in this sector
had a capital ratio in line with the remaining
activities in Portugal, with the sector's median
standing at 26% (24% in NFCs), which means
that, at least in half of the sector's enterprises,
74% of assets were financed by debt.

Net borrowing of the sector's enterprises in
2012 was mostly met through financial debt

and trade credits (68% and 13% respectively
of the sector’s liabilities). In terms of financial
debt, bank loans had a low relative weight,
accounting for only 8% of the aggregate (48%
in NFCs). In turn, there is greater recourse
to intra-group financing and debt securities
issues (52% and 35% of financial debt respec-
tively). Turning to financial pressure (as meas-
ured by the weight of interest in EBITDA), the
sector compares favourably with the NFC
aggregate, with the indicator for 2012 falling
by 18 p.p. (19% and 37% respectively).

Concerning trade credits, in the Information
and Communication Activities sector, average
days sales outstanding (91) were lower than
average days payable outstanding (106). How-
ever, in absolute terms (balance between sup-
pliers and customers), trade credits were not a
net source of financing for the sector.

With regard to data available for 2013, Banco
de Portugal's Central Credit Register shows
that funding granted to the Information and
Communication Activities sector by resident
credit institutions, despite their low weight,
declined by 14% from 2012 (7% in NFCs).
The sector's non-performing loans ratio
increased by 2 p.p., to 7%, i.e. considerably
below that in NFCs (13%), which was a constant
throughout the entire 2009-13 period. Trade
credit financing, which was over €4 billion at
the end of 2013, declined by 3% from 2012.
Debt securities issues were almost exclusively
due to large enterprises and the Telecommu-
nications segment. Holders of these securities
are mostly non-resident entities.

The international comparison made on the
basis of information available at the Bank
for the Accounts of Companies Harmonised
(BACH) database shows that the Information
and Communication Activities sector has lower
profitability levels than most of the remaining
countries under review. In terms of financing
structure, a specific feature of this sector in
Portugal is the low weight of bank loans.
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1. Introduction

The Study “Analysis of the Information and
Communication Activities sector” assesses the
economic and financial situation of enter-
prises within the /nformation and Communica-
tion Activities sector (Section J of CAE-Rev.3), on
the basis of information compiled by Banco de
Portugal's Central Balance Sheet Database.!
For the purposes of this analysis, the Infor-
mation and Communication Activities sector
includes activities related to Media, Telecom-
munications and Information technologies.

The results presented in this publication com-
plement aggregate data on non-financial cor-
porations (NFCs),2 also found in the Central
Balance Sheet Database and issued among
other statistical publications by Banco de Por-
tugal.® The analysis focuses mainly on 2008-12
period, on the basis of Simplified Corporate
Information (InformagGo Empresarial Simpli-
ficada - IES) data, with 2013 being analysed
where additional detail is available, more spe-
cifically as regards bank loans and debt securi-
ties issues.

This Study characterises the Information and
Communication Activities sector, as regards the
dispersion of results obtained by its enter-
prises,* for a number of selected indicators.
For this purpose, results are shown on the
distribution of aggregate enterprises’ data (i.e.
quartiles), which allow for an alternative analy-
sis to that provided by the summary indicator
on the sector’s average and provide measures
not biased by extreme values. Furthermore,
the analysis covers the contributions from the
various economic activity segments and enter-
prise size classes in order to determine the
sector's aggregate results.

This publication also compares the situation
in the Information and Communication Activi-
ties sector and the NFC aggregate in Portugal.
For further details on the results for the NFC
sector, please see Banco de Portugal's Central
Balance Sheet Studies Structure and dynamics
of non-financial corporations in Portugal 2006-
2012 and Sectoral analysis of non-financial cor-

porations in Portugal 2012/2013 (numbers 12
and 13, both released in November 2013).

The analysis begins with a characterisation of
the Information and Communication Activities
sector, particularly as regards its composition
in terms of economic activity, size, geographi-
cal location, maturity and legal nature of the
enterprises comprising it. It also presents data
on market concentration and business dynam-
ics. Afterwards, it reviews recent develop-
ments in turnover to determine the extent to
which these are reflected in enterprise profit-
ability. This involves a breakdown of the effects
that influence profitability into operational and
financial components of enterprises’ activity,
while also aiming to provide some information
on the sector’s solvency standing.

Finally, for international comparison purposes,
data from the international database Bank
for the Accounts of Companies Harmonised
(BACH) are used to compare the situation of
Information and Communication Activities enter-
prises across nine European countries, namely
in terms of profitability and indebtedness.

The Annex provides a summary table with the
main indicators and a methodological sum-
mary, including the definition of the main con-
cepts used throughout the Study. The statisti-
cal series (in Excel format) under analysis can
also be found on Banco de Portugal's website.
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2. Structure and dynamics

2.1. Structure

The Information and Communication Activities
sector analysed in this Study corresponds to
Section ] - Information and Communication
Activities of CAE-Rev.3, which includes the pro-
duction and distribution of information and
cultural products, the provision of the means
to transmit or distribute these products, as
well as data or communications, information
technology activities and the processing of
data and other information service activities.

The sector under review includes the follow-
ing CAE-Rev.3 Divisions: 58-Publishing activi-
ties; 59-Motion picture, video and television pro-
gramme production, sound recording and music
publishing activities; 60-Radio and television
activities; 61-Telecommunications; 62-Computer
programming, consultancy and related activities;
and 63-Information service activities.

For the sake of simplicity and clarity of data
presented in this Study, Divisions 58, 59 and 60
are aggregated and shortened to Media, Divi-
sion 61 is presented as Telecommunications
and Divisions 62 and 63 are aggregated and
shortened to Information technologies. This
distribution takes into account the similarities
in terms of economic activity between the vari-
ous aggregated Divisions.

In 2012 the Information and Communication
Activities sector comprised approximately
9,000 enterprises, accounting for over 2% of
enterprises, 4% of turnover and 3% of the
number of employees in NFCs (Table 1). Over

the past ten years, the weight of Information
and Communication Activities in NFCs declined
somewhat in terms of turnover (0.3 p.p.), albeit
increasing in terms of number of enterprises
(0.8 p.p.) and number of employees (0.6 p.p.).

By economic activity segment, and as regards
the distribution of the sector’s turnover, Telecom-
munications are particularly relevant (55% of the
sector’s total in 2012), despite their low weight in
terms of number of enterprises (6%). Information
technologies are more relevant in terms of num-
ber of employees and number of enterprises
(56% and 59% respectively) (Chart 1).

By enterprise size class® large enterprises
had a greater relative weight in the Informa-
tion and Communication Activities sector than
in total NFCs, in all of the three indicators
under review: number of enterprises (0.3 p.p.),
turnover (24 p.p.) and number of employees
(11 p.p.). In 2012 large enterprises aggregated
0.5% of the enterprises, 40% of the number
of employees and 69% of turnover in the
sector under review (Table 2). Although large
enterprises accounted for the largest share of
turnover, small and medium-sized enterprises
(SMEs) were more relevant in terms of employ-
ment, while microenterprises were predomi-
nant as regards the number of enterprises.

Chart 2 shows the sectoral composition of
each enterprise size class, based on turnover
generated in 2012 by Information and Commu-
nication Activities.

Table 1 » Weight of the Information and Communication Activities sector in NFCs (2012)

Number of Turnover Number of

enterprises employees
Information and Communication Activities 2.5% 3.9% 2.8%
Media 0.8% 0.7% 0.7%
Telecommunications 0.2% 2.1% 0.6%
1.5% 1.1% 1.6%

Information technologies
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Table 2 « Structures | By enterprise size class (2012)

Information and Commu-

Indicator Size class NFCs nication Activities
Microenterprises 88.8% 89.8%
Number of enterprises small and medlum—sued 10.9% 9.6%
enterprises
Large enterprises 0.3% 0.5%
Microenterprises 14.4% 6.6%
Turnover Small and medium—sized 40.6% 24.8%
enterprises
Large enterprises 45.0% 68.6%
Microenterprises 26.8% 19.5%
Number of employees smalland medwum—gzed 43.9% 40.6%
enterprises
Large enterprises 29.3% 39.9%
Note: Shaded cells identify the most relevant enterprise size class in each sector/indicator.
Number of enterprises Turnover
Information Media
technologies Chart1-
e 2% Structures |
By economic
activity segment
(2012)

Information

technologies Telecommunications
59% 6%

Number of employees

Media

Information
technologies
56% Telecommunications

20%

Telecommunications
55%
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The weight of Telecommunications is more sig-
nificant in larger size classes, as opposed to
Media. In fact, Telecommunications were more
relevant particularly for large enterprises,
where they account for three quarters of total
turnover. Conversely, Information and Commu-
nication Activities were particularly relevant for
SMEs (60%) and microenterprises (54%). Media
had a greater weight in the microenterprises
class (39%), compared with SMEs (27%) and
large enterprises (12%).

This difference in enterprise sizes is also notice-
able when looking at employment and turno-
ver generated by the average enterprise in
each economic activity segment. The Telecom-
munications segment stands out amongst the
remaining activities due to the greater average
size of its enterprises. Indeed, in 2012, on aver-
age, Telecommunications enterprises generated
13.8 times more turnover and 3.5 times more
employment than the average enterprise in
Portugal. In Media, the opposite was true, with
the average enterprise in this segment creating
less jobs and generating lower turnover than

Microenterprises

54%

Telecommunications
6%

the average NFC in Portugal. Information tech-
nologies, in turn, were in an intermediate posi-
tion, comparing favourably in terms of employ-
ment and unfavourably in terms of turnover
(Table 3).

Concerning geographical location® (Table 4),
the country’s main metropolitan areas, Lisbon
and Porto, were predominant. Indeed, around
64% of enterprises, 90% of turnover and 83%
of the number of employees in the sector were
associated with enterprises with their head
office in one of these two districts. However,
although their weight has declined over the
past decade as regards the three indicators,
Lisbon was the district that made the largest
contribution to the concentration observed
(48% of the sector's number of enterprises,
77% of turnover and 69% of the number of
employees).

This sector's concentration shown in the Lis-
bon and Porto districts considerably exceeds
the NFC aggregate: +18 p.p. in the number of
enterprises; +30 p.p. in the number of employ-
ees; and +31 p.p. in turnover.

Small and medium-sized enterprises

Media
27%

Information
technologies
60%

Large enterprises

Information
technologies

Media

Telecommunications
75%

Telecommunications

13%



Analysis of the Information and Communication Activities Sector ¢ 4]2014 \)

Table 3 « Average turnover and average number of employees (2012) | NFCs=1

Information and . I Information
A - Media Telecommunications -
Communication Activities technologies
Average number of employees 1.14 0.81 3.54 1.08
Average turnover 1.60 0.83 13.77 0.74

Centralisation in Information and Communica-
tion Activities is also noticeable in all of the three
economic activity segments that comprise
it, with both districts always accounting for
the largest share in all of the variables under
review.

With regard to enterprise maturity,” 43% of
turnover in 2012 in the Information and Com-
munication Activities sector was generated by
enterprises established for more than 20 years
(47% in NFCs). The second most relevant cat-
egory was that of enterprises established for
ten to 20 years, which accounted for 39% of
the sector’s total turnover, ie. 10 p.p. higher
than in the NFC aggregate (Chart 3).

By economic activity segment, Media and Tele-
communications had similar structures to those
in Information and Communication Activities as

a whole. In turn, in Information technologies,
enterprises established for less than five years
are more predominant, accounting for 14%
of the corresponding turnover in 2012. Con-
versely, enterprises established for more than
20 years were responsible for 30% of this seg-
ment's turnover.

Turning to legal nature? turnover in the sec-
tor under preview is dominated by public lim-
ited companies (77%), markedly exceeding
the weight in NFCs (52%). The predominance
of public limited companies is even more sig-
nificant in Telecommunications, where they
account for 92% in turnover, as opposed to
private limited companies (8%). The remaining
legal natures are less relevant, with private lim-
ited companies generating 20% of the sector’s
turnover, while in NFCs they accounted for a
41% share (Chart 4).

Table 4 » Geographical location | By economic activity segment (2012)

Number of Number of
. Turnover
enterprises employees
Lisbon 28.2% 42.9% 35.1%
NFCs
Porto 17.6% 15.7% 18.5%
Lisbon 48.0% 76.5% 68.9%
Information and Com-
munication Activities
Porto 15.7% 13.4% 14.5%
Lisbon 51.8% 78.2% 64.6%
Media
Porto 13.7% 13.6% 17.6%
Lisbon 41.9% 77.1% 81.0%
Telecommunications
Porto 13.9% 13.3% 9.5%
Lisbon 46.4% 74.3% 66.5%
Information
technologies
Porto 17.1% 13.5% 14.9%




Chart3-
Structure |

By maturity class
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2.2. Concentration

To assess enterprise concentration in the /nfor-
mation and Communication Activities sector, the
Herfindahl-Hirschman Index (HHI)® was used,
weighing the market share of each enterprise
in its economic activity segment.

In 2012 Telecommunications were the eco-
nomic activity segment with the highest con-
centration indices (HHI of 0.16), which points
to some concentration. The highest concentra-
tion in this economic activity segment can be
explained by the small number of enterprises
operating in this market. The results of the
Information and Communication Activities sec-
tor do not show any evidence of concentration
(HHI of 0.05) (Chart 5).

Indeed, the largest enterprises in terms of mar-
ket shares (10% of enterprises) accounted for
99% of Telecommunications' turnover in 2012.
Narrowing the analysis to 1% of enterprises
with the largest market shares, this value falls
to 87%, thus remaining rather high. In turn,

NFCs

Upto5years
9%

More than 20 years
4%

NFCs

Other legal natures,
7%

Private limited
companies
41%

From5 to 10 years
15%

From 10 to 20 years

Publiclimited
companies 3%
52%

in the remaining economic activity segments,
10% of enterprises with the largest market
shares were responsible for 91% and 88% of
turnover in Media and Information technolo-
gles respectively. Looking to 1% of the largest
enterprises, these values fall to 62% in Media
and 54% in Information technologies (Table 5).

2.3. Dynamics

In 2012 the number of enterprises operating
in the sector under review grew by 5%, increas-
ing for the sixth consecutive year. In the NFC
aggregate, in turn, the number of enterprises
contracted by 0.2% (Chart 6).

However, this sector's dynamics compare
favourably with the NFC aggregate in Portugal
in the period under review. As a consequence,
the relative importance of the Information and
Communication Activities sector in the NFC sec-
toral structure has increased.

By economic activity segment, the number
of enterprises associated with Telecommu-

Information and Communication Activities

Upto5years

6% From5 to 10years

12%

More than 20 years
43%

29%

Information and Communication Activities

Other legal natures

Private limited
companies
20%
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nications and Information technologies has
increased. Conversely, Media have lost some
relative weight, with growth rates being recur-
rently lower than the remaining segments and
only marginally positive. In 2012, for each enter-
prise that ceased its activities in the Media seg-
ment, only 1.11 new enterprises were created.
In turn, in the remaining segments comprising
the Information and Communication Activities
sector, the number of enterprises established
was more than twice the number of enter-
prises that ceased their activity (Chart 7).

Strong growth in a substantial share of Infor-
mation and Communication Activities enter-
prises certainly helps to explain the increase
in the number of enterprises operating in this
sector. In 2012 approximately 11% of Informa-
tion and Communication Activities enterprises
were high-growth enterprises (HGEs), i.e. had
average annual growth higher than 20% for
a period of three consecutive years (Chart 8).

Table 5 * Distribution of turnover (2012)

Information and

By comparison, in the NFC aggregate the share
of HGEs was 7%.

By economic activity segment, in 2012 Telecom-
munications had the largest share of HGEs in
the Information and Communication Activities
sector (17%), compared with 14% in Informa-
tion technologies and 6% in Media. The Telecom-
munications segment was amongst the ten
activities (in terms of CAE-Rev.3 Divisions) with
the largest share of HGEs in Portugal.'®

In the period under review, in parallel to a dete-
rioration in the economic situation in Portugal,
the share of HGEs had clearly fallen across all
economic activity segments. In 2008 this share
accounted for 24% in Telecommunications, 18%
in Information technologies and 8% in Media.
However, in 2012 there was some evidence of
a reversal in this trend, with an increase in the
share of HGEs in Telecommunications (+7 p.p.)
and Information technologies (+3 p.p.).

Telecommunica- Information

Communication Media tions technologies
Activities g
Percentage of turnover held 95% 91% 99% 88%
by 10% of enterprises
Percoentage of turnover held 78% 62% 87% 54%
by 1% of enterprises
Without concentration Some concentration
Il 1 1 1 1 1 1 J
Information and Communication Activities
Media
Telecommunications
Information technologies
NFCs
0.00 002 0.04 006 008 010 012 014 0316 018

Chart5h -
Herfindahl-
Hirschman Index
(2012)
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150 4
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— Informationand Communication Activities === Media
---Telecommunications —Information technologies

—NFGs



Analysis of the Information and Communication Activities Sector ¢ 4]2014

3. Economic and financial analysis

3.1. Economic environment

2012 was characterised by an unfavourable
external environment, marked by a recession
in the euro area and a slowdown in global eco-
nomic growth. At domestic level, gross domes-
tic product fell by 3.2%, after declining by 1.3%
in 2011, while unemployment increased. Pri-
vate consumption and investment fell more
markedly, compared with 2011, while public
consumption declined slightly less than in the
same period one year earlier.

Although fiscal policy remained tight, restric-
tions were less marked in terms of monetary
and financial conditions. Progress was made in
terms of the adjustment process in the Portu-
guese economy, namely as regards rebalanc-
ing the combined current and capital account
balance and reducing the primary and struc-
tural deficits. External trade transactions con-
tinued to make positive contributions to GDP

developments, with exports growing, albeit at
a slower pace than 2011, and imports declin-
ing more markedly (Table 6).

As regards 2013, the latest data released by
INE point to a 1.4% fall in GDP. Exports grew
more than in 2012, while public consumption,
private consumption and investment recorded
smaller declines."

3.2. Activity and profitability

3.2.1. Turnover

Turnover in Information and Communication
Activities decreased in 2012 (6%) for the fourth
year in a row, albeit at a slower pace than in
2011 (11%). After two consecutive years with
declines in activity higher than in the NFC
aggregate, the sector under review had a less
unfavourable performance in 2012 (9% con-
traction in NFCs) (Chart 9).

Table 6 « GDP and key components | Annual growth rate

2009 2010 2011 2012 2013
GDP -2.9% 1.9% -1.3% -3.2% -1.4%
Private consumption -2.3% 2.5% -3.3% -5.3% -1.7%
Public consumption 4.7% 0.1% -5.0% -4.7% -1.7%
Gross fixed capital formation -8.6% -3.1% -10.5% -14.4% -6.6%
Exports -10.9% 10.2% 6.9% 3.2% 6.1%
Imports -10.0% 8.0% -5.3% -6.6% 2.8%

Sources: /NE and Banco de Portugal.

By enterprise size class

3
4-\
S
.

2008

' Microenterprises
Large enterprises
~==NFCs (annual growthrate)

2009 2010 2011 2012

s Small and medium-sized enterprises
—Inf. and Com. Act. (annual growth rate)

By economic activity segment

AN
/ ~
/
/
7

2008
I \Vedia
Information technologies
=== NFCs (annual growth rate)

2009

2010

201
[ Telecommunications

2012

—Inf.and Com. Act. (annual growth rate)

Chart9 -

Turnover |
Annual

growth rate (%)
and
contributions

(P-p)
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Negative developments in the Information and
Communication Activities sector’'s turnover were
broad-based across all enterprise size classes.
SMEs recorded the largest decline (9%),
while large enterprises and microenterprises
declined at a lower, similar level (5%). Growth
rates in turnover had already been negative
across all size classes in 2011 (particularly large
enterprises, with a 13% contraction).

By economic activity segment, the largest fall in
turnover compared with 2011 was recorded in
Media (13%), but given its lower relative weight
in Information and Communication Activities,
its contribution to negative developments in
the aggregate was only 2 p.p. Telecommunica-
tions and Information technologies declined by
5% and 4% respectively, with 3 p.p. and 1 p.p.
contributions to a contraction in the sector's
turnover.

The analysis of individual data for 2012 shows
that the smaller decline in the Information and
Communication Activities sector's turnover com-
pared with 2011, as evidenced by the average
indicator, was supported by most enterprises.
In fact, albeit a slight deterioration in the value
for the first quartile (1 p.p.) compared with
2011, the median (1 p.p.) and the third quar-
tile (5 p.p.) increased in 2012, pointing to a
less negative situation for most enterprises.
Moreover, the average growth rate in turnover
in Information and Communication Activities was
only 1 p.p. below the distribution’s median in
2012 (Chart 10).

The smaller decline in turnover compared
with 2011 is also noticeable in the sector's
economic activity segments. Nonetheless,
more than half of the enterprises in each seg-
ment saw its turnover drop from 2011. Finally,
results in Telecommunications were highly dis-
persed, with turnover in more than one-fourth
of enterprises increasing over 50% in 2012,
while a similar share of enterprises posted
declines of more than 34%.

3.2.2. Operating costs'?

Operating costs in the Information and Com-
munication Activities sector followed the same
path as turnover in 2012, with a similar decline (6 %).

By cost component, albeit with varying inten-
sity, negative developments were a common
factor. The Cost of Goods Sold and Materials
Consumed (CoGS) component recorded the
highest fall (8%), followed by employee costs
(7%). However, the behaviour of this sector’s
operating costs is chiefly determined by devel-
opments in Supplies and External Services
(SES), which declined by 6% (Chart 11).

Breaking down operating costs in Information
and Communication Activities shows the impact
of SES on the aggregate’s developments. In
2012 this component accounted for approxi-
mately 63% of the sector's operating costs,
while employee costs represented 24% and
CoGS only 13% (Table 7). Compared with NFCs,
the sector under review had a considerably
lower weight in terms of CoGS (-46 p.p.), offset
by the greater relevance of both SES (+38 p.p.)
and employee costs (+9 p.p.).

All enterprise size classes had a nearly identi-
cal operating cost structure, although smaller
enterprises (microenterprises and SMEs) had
allocated smaller shares to employee costs.

Concerning economic activity segments, the
cost structure was also dominated by SES, fol-
lowed by employee costs. However, SES are pre-
dominant in Telecommunications (77%), while
employee costs had a greater relative weight in
Information technologies (38%).

Turning to operating cost developments, all
components declined across all size classes
and economic activity segments. By enterprise
size class, the fall in operating costs was more
marked in SMEs (10%) than in microenter-
prises (7%) and large enterprises (4%). By eco-
nomic activity segment, the greatest decline
was recorded in Media (13%), compared with
declines of more than 4% in Telecommunica-
tions and Information technologies.



Table 7  Operating costs | Structure and annual growth rate (2012)
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By enterprise size class

By economic activity

Inf. and segment
Analysis Item NFCs Com.
Act. . . Inf.
Micro SMEs Large Media  Telecom.
tech.
CoGS 58.8% 12.7% 14.5% 14.5% 11.7% 17.0% 9.2% 15.1%
Structure SES 257%  63.2%  56.2%  52.4%  69.1% | 57.2% = 773%  46.9%
E”Zglsoéee 155%  24.0%  293%  33.1%  19.2% | 25.8%  13.5%  38.0%
CoGS -7.6% -8.0% 9.3% -13.9% -4.1% -17.0% -5.2% -3.2%
SES -12.3% -5.7% -7.1% -10.1% -3.9% -12.5% -3.7% -4.8%
Annual —
growth rate ”;ngoéee 86%  -67%  -3.8%  -83%  -6.0% | -10.0%  7.8%  -4.6%
OPCe;:tts'"g 9.0%  -62%  -65%  -10.1%  -43% | -12.6%  -4.4%  -4.5%
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Box 1 | External market importance for the operating activity of Information and

Communication Activities enterprises

This Box assesses the importance of the exter-
nal market for the operating activity of Informa-
tion and Communication Activities enterprises in
Portugal, on the basis of /ES data.”

In 2012 the external market accounted for 11%
of the Information and Communication Activities
sector's turnover (21% in NFCs). This reflects
a 1 p.p. increase from 2011, which resulted
from both a fall in the domestic market and an
acceleration in the external market.

In this sector, as opposed to the aggregate of
Portuguese enterprises, the large enterprises
class had the lowest weight as regards exports
in total turnover (7%). In SMEs and microen-
terprises, the weight of the external market in
total turnover is close to 22% and 16% respec-
tively (Chart 12). Compared with 2011, these
figures correspond to 3 p.p. increases for SMEs,
2 p.p. for microenterprises and 1 p.p. for large
enterprises.

By economic activity segment, Information tech-
nologies exported a more substantial share of
the corresponding turnover (21%), compared
with Media and Telecommunications (12% and
6% respectively).

Turning to imports, the weight of the external
market in purchases of goods and services by
Information and Communication Activities enter-
prises was 22% in 2012 (21% in 2011). In the
aggregate of Portuguese enterprises, it stood
at 27% (28% in 2011).

Large enterprises and SMEs obtained 24% and
21% respectively of their purchases and sup-
plies and external services from non-resident
entities. This share was smaller for microenter-
prises, given that only 11% of their purchases
and SES came from abroad.

With regard to Information and Communica-
tion Activities segments, Telecommunications
and Information technologies had the highest
shares of purchases and SES associated with
imports (24% and 23% respectively).

Both in 2011 and 2012 balances of transac-
tions with the external market in the /nforma-
tion and Communication Activities sector were
more negative, compared with the NFC aggre-
gate. However, this indicator evolved favour-
ably, both in this sector (albeit slightly) and in
NFCs (Chart 13).

Chart 12 » Exports and imports of goods and services (2012)

M Exports (% of turnover)
30% -

25%
20%
15%
10%
5%
0%

Inf. and Com.
Act.

By enterprise size dass

W Imports (% of purchases and SES)

By economic activity segment



Analysis of the Information and Communication Activities Sector ¢ 4]2014

The balance of goods and services transactions
with the external market, as a percentage of
turnover, reflects the fact that, in 2012, exports
in the Information and Communication Activities
sector exceeded imports by 3% of turnover,
compared with 1% in the NFC aggregate.

Microenterprises were particularly relevant
in the sector under review, invariably posting
positive balances in terms of transactions with
the external market during the entire period
under review. That was also the case of the
sector's SMEs over the past three years, with
exports exceeding imports by 9% in 2012,
which corresponds to a 9 p.p. increase from
2009. In turn, large enterprises in the sector
had a negative balance in their transactions
with the external market during the period
under review, with imports exceeding exports
by 8% of their turnover in 2012 (3 p.p. increase
from 2008).

By economic activity segment, activities asso-
ciated with Telecommunications and Media had
negative balances in their transactions of
goods and services with the external market
over the entire period under review, with the
first segment accounting for the most negative
balances (8% in Telecommunications and 1% in
Media in 2012). In turn, Information technologies

were more open to trade, with growing posi-
tive balances since 2010 (8% balance in 2012,
which corresponds to a 6 p.p. increase from
2009).

Chart 13 « Goods and services transactions with external markets (balance in 2011

and 2012)
m2011 2012
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3.2.3. EBITDA™

Developments in the Information and Commu-
nication Activities sector's operating activity in
2012 were reflected in a 1% decline in EBITDA,
compared with 2011. Such developments,
albeit negative, compare favourably with the
NFC aggregate, whose EBITDA fell by 25% over
the same period (Chart 14).

To developments in Information and Commu-
nication Activities' EBITDA largely contributed
the sector’s large enterprises, with an annual
growth rate of -4%. As regards economic
activity segments in the sector under review,
EBITDA developments were mixed. Telecom-
munications declined by 2% (2 p.p. contribu-
tion to the sector's EBITDA reduction), while
in Media EBITDA increased by 3% (positive
contribution of 0.2 p.p. to the sector's EBITDA
developments). In turn, EBITDA in Information
technologies remained unchanged.

Individual data show that 35% of /nformation
and Communication Activities enterprises had
a negative EBITDA in 2012, which compares
with 39% in total NFCs. However, in the sector
under review, this indicator remained at essen-
tially the same level as in 2011, while growing
by approximately 3 p.p. in NFCs (Table 8).

The share of enterprises with negative EBITDA
levels in the sector under review is lower
amongst larger enterprises. In 2012 approxi-
mately 37% of microenterprises had a negative
EBITDA, while in large enterprises this share was
a little under 11%. Furthermore, the share of
enterprises with negative EBITDA levels declined
for SMEs and large enterprises, compared with
2011 (0.4 p.p. and 1.9 p.p. respectively), while
increasing for microenterprises (0.6 p.p.).

Considering the various economic activity
segments, over 42% of Telecommunications
enterprises had a negative EBITDA, a share

Table 8 « EBITDA | Weight of enterprises with negative EBITDA

Information and By enterprise size class By economic activity segment
NFCs Communication Inf
Activities Micro SMEs Large Media Telecom. tecr.1
2011 36.4% 34.8% 36.3% 22.2% 12.8% 38.4% 39.5% 32.0%
2012 39.1% 35.3% 36.9% 21.8% 10.9% 38.2% 42.5% 32.9%
5% -
0% - T 1 | T T - T - T | T 1
5% 4
-10%
-15%
-20%
-25%
-30%
SMEs Media Telecom. | Information
enterprises technologies
NFCs Inf. and Com. Byenterprise size class By economic activity segment
Adt.

Note: This indicator was not shown for the microenterprises aggregate in 2012, given that this class had negative EBITDAin 2011.
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that amounted to 38% in Media and 33% in
Information technologies. Telecommunications
recorded the highest increase in the share of
enterprises with negative EBITDA compared
with 2011 3 p.p.).

3.24. Return on equity'®

Return on equity in the /nformation and Com-
munication Activities sector in 2012 stood at
2 %, which corresponds to a 2 p.p. increase
from the previous year. Such positive develop-
ments contrast with the NFC aggregate, which
saw a 3 p.p. decline (-0.5% in 2012).

The improvement in this profitability indica-
tor in the sector under review was broad-
based across all economic activity segments.
In 2012 return on equity in Telecommunications
stood at 2% (2 p.p. increase from 2011) while
amounting to 9% in Information technologies
(1 p.p. increase from 2011). Only Media had
negative return on equity (-1%), but still 3 p.p.
above the 2011 level (Chart 15).

By enterprise size class, in 2012 average profit-
ability of microenterprises was negative, at 9%,
while in SMEs and large enterprises this indi-
cator was positive, amounting to 4% and 2%
respectively. Negative profitability in microen-
terprises was a constant throughout the entire
period under review.

10% -

5% +

The quartile distribution of return on equity'®
of the sector under review shows the sector'’s
favourable standing compared with the NFC
aggregate (better standing of the various dis-
tribution points, both in 2011 and 2012). The
difference between the distribution’s central
value (median) (4%) and the average (2%)
dropped to 2 p.p. in 2012, after standing above
5 p.p. in 2011 (Chart 16). This shows that in
2012 the sector's average profitability was
less biased by extreme values, which makes it
more representative of the situation in most of
the sector's enterprises.

Regardless of the enterprise size class, in the
sector under review, more than half of the
enterprises had positive profitability levels,
although average profitability in microenter-
prises stood in negative territory (9%). In large
enterprises, average profitability (2%) resulted
from the impact of a small group of enter-
prises, given that half of the enterprises in this
size class had profitability levels of over 11%.

By economic activity segment, more than half
of the enterprises in Telecommunications and
Information technologies had profitability levels
higher than 5% in 2012, while the median in
Media stood at 2%. One-fourth of Telecommu-
nications enterprises had return on equity lev-
els above 33% (26% in Information technologies
and 19% in Media).
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3.3. Financial situation

3.3.1. Financial structure

According to Central Balance Sheet Database
data, the Information and Communication Activi-
ties sector’s capital ratio stood at 45% in 2012,
i.e. higher than 30% in the NFC aggregate.
Compared with 2008, the capital ratio of the
sector under review grew by 12 p.p., while in
NFCs it declined by approximately 4 p.p..

data show that the differential
between both aggregates, in terms of the aver-
age capital ratio, does not reflect the overall

Individual

situation in their corresponding enterprises.
The quartile distribution shown in Chart 17
illustrates this situation, while both distribu-
tions are rather similar. The relatively higher
average indicator in Information and Commu-
nication Activities is very influenced by a sub-set
of highly capitalised enterprises, with a greater
weight in the sector. As such, this indicator’s
average in 2012 was nearly 20 p.p. above the
median, while in NFCs the differential was only
6 p.p. In that year, the median in Information
and Communication Activities was 26%, which
shows that, in at least half of the enterprises,
74% of assets were financed by debt.

Chart 16 « 40% - .
" x 1stQuartile
Return on 30% 4 .
equity | Quartile x x x X ¢ Median
distribution and 20% 1 x x .
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Comparing 2012 with 2008, the capital ratio of
Information and Communication Activities enter-
prises was more heterogeneous. This was
reflected by both an increase of this value for
the third quartile (6 p.p.) and a decline in the
value for the first quartile (3 p.p.). As such, the
interquartile range moved from 60 p.p. in 2008
to 68 p.p. in 2012.

The analysis by economic activity segment
shows that the positive bias of the average
indicator in Information and Communication
Activities mainly arose from Telecommunica-
tions, where the average of the capital ratio
(49%) was 32 p.p. above the median. Further-
more, although in average terms this activity
recorded the highest values, all of its quartiles
were lower than those in Media and Informa-
tion technologies.

Among enterprises with a low capital ratio,
those with a negative capital ratio are particu-
larly vulnerable (negative equity), as is the case
of over 28% of Information and Communication
Activities enterprises (approximately the same
share as in NFCs). This indicator increased by
1 p.p. from 2011 (2 p.p. in NFCs) (Table 9).

Turning to the economic activity segment, 38%
of enterprises in Telecommunications and 31%
of those associated with Media had negative
equity in 2012, while in Information technolo-

gles it stood at 26%. Compared with 2011, this
share increased by 3 p.p. in Telecommunica-
tions, 1 p.p. in Information technologies and
0.3 p.p. in Media.

Similarly to most economic activity segments
in Portugal, recourse to debt is how the sec-
tor under review chiefly obtains funding,
which warrants a more detailed analysis of the
sources of financing used.

Liabilities in Information and Communication
Activities contracted by approximately 5% in
2012, following a 8% fall in 2011 (Table 10).
Excluding debt securities, which grew by 39%
(6 p.p. contribution to the aggregate), and
trade credits, which remained unchanged, the
remaining liabilities’ components declined in
2012, compared with the previous year.

In terms of structure, in 2012 the combined
weight of financial debt and trade credits in
Information and Communication Activities was
5 p.p. higher than in the NFC aggregate (Chart
18). These components accounted for 81%
and 76% respectively of total liabilities in the
sector and NFCs.

The composition of financial debt also shows
some significant differences between both
aggregates. The sector under review stands
out given that bank loans are less relevant as
its source of financing: in 2012 they accounted

Table 9 » Capital ratio | Weight of enterprises with negative results

Information By economic activity segment
Year NFCs and Communi- . N
X . . Telecommunica- Information
cation Activities Media . X
tions technologies
2011 27.3% 27.5% 31.0% 34.8% 24.5%
2012 29.2% 28.5% 31.3% 37.5% 26.0%

Table 10 « Liabilities | Annual growth rate (%) and contributions from components (p.p.)

Components (contributions in p.p.)

NFCs Inf. and Intra-
Com. Act. Debt Bank —erou Other Trade Other
securities loans group financing credits liabilities
loans
2011 -0.4% -8.0% -2.5 -0.7 -2.5 -0.9 -1.6 0.1
2012 -7.2% -4.5% 6.3 -1.7 -1.4 -2.0 0.0 -5.8
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for only 8% of financial debt (48% in NFCs).
This has been a growing trend, given that in
2008 and 2010 the weight of bank loans in
the sector’s financial debt was 18% and 11%
respectively. The lower recourse to bank loans
is offset by a greater volume of debt securi-
ties issues and intra-group financing. These
two instruments accounted for 35% and 52%
respectively of the Information and Communi-
cation Activities sector’s financial debt in 2012
(11% and 33% respectively in NFCs).

Therelativeimportance of the different sources
of financing in total liabilities also varies across
enterprise size classes and economic activ-
ity segments. Bank loans17 were more rel-
evant for smaller enterprises (12% in micro-
enterprises and 17% in SMEs), given that in
large enterprises as a whole this component
accounted for only 3% of liabilities, being sub-
stantially exceeded by the share associated
with intra-group financing (40%).

Turning to trade credits, the weight of this
component in Information technologies (27 %)
was particularly relevant and exceeded that
associated with the corresponding bank loans
(18%) in the debt financing structure. Finally,
debt securities issues18 were particularly rel-
evant in Telecommunications (32%) and in the
sector’s large enterprises (30%).

100% -
80% —
I
60% < p—
A40% |
|| ||
(|
Micro SMEs Large Media Telecom. Information
technologies
NFCs Inf. and Com. By enterprise size class By economic activity segment
Act.

W Securities issued (A)
W Otherfinancial debt (D)

Bank loans (B)

Trade credits

Debt to group companies (D)
Other liabilities

(A+B+(+D)=
Financial debt

Note: Financial debt refers to the set of interest-bearing debt obtained through issuing debt securities, loans from credit institutions and
financial corporations and intra-group loans, as well as other financing. The analysis excludes liabilities’ components considered eminently
related to accounting procedures, such as deferrals and provisions. Thus, ‘Other liabilities includes debt to the Public Administration and
other public entities, debt to shareholders and other current liabilities and accounts payable.
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Box 2 | Loans from credit institutions resident in Portugal - characterisation

based on the Central Credit Register"

In 2012 bank loans from resident credit insti-
tutions (Cls)?® accounted for 8% of financial
debt and 6% of total liabilities in Information
and Communication Activities, i.e. substantially
lower than in the NFC aggregate (48% and 29%
respectively).

In the Information and Communication Activities
sector, bank loan financing was almost exclu-
sively obtained from the financial sector resi-
dent in Portugal. The share of enterprises in
the sector under review that had been granted
loans by resident Cls was 52% in 2012 (56%
in 2011), i.e. below that of the NFC aggregate
(61%).

On the basis of information available at Banco
de Portugal's Central Credit Register (CCR),
this Box provides a more detailed analysis of
the financial debt component related to loans
from resident Cls in Portugal, focusing on the
latest information, for the end of 2013.

In total bank loans granted by resident Cls to
enterprises in Portugal, credit granted to Infor-
mation and Communication Activities accounted
for around 1%. This weight remained relatively
constant over the past five years.

By enterprise size class, at the end of 2013
SMEs and large enterprises were responsible
for 48% and 36% respectively of total credit
granted to the Information and Communica-
tion Activities sector, while microenterprises
accounted for the remaining 16% (Chart 19).
By economic activity, the Media segment was

Chart 19 * Credit from resident Cls
Structure by enterprise size class

Microenterprises
16%

Large enterprises
36%

Small and medium-
sized enterprises
43%

responsible for the largest share (46%) of
credit granted to the sector, followed by Infor-
mation technologies (41%) and Telecommunica-
tions (13%).

Developments in credit to the Information and
Communication Activities sector have compared
unfavourably with those in the NFC aggregate
since 2012. Following a 17% decline in 2012
(8 % decline in NFCs), credit granted to the sec-
tor under review fell by 14% over the past year
(7 % decline in NFCs).

In 2013 credit granted to all economic activity
segments in the sector under review recorded
negative developments. Telecommunications
saw the greatest contraction (33%, which cor-
responds to a -5 p.p. contribution to the aggre-
gate rate of change). Nonetheless, Media made
the greatest contribution to negative develop-
ments in credit to the sector under review,
owing to the fact that this activity holds 46%
of credit granted to /nformation and Commu-
nication Activities and its bank loans contracted
by 15%, resulting in a -7 p.p. contribution to a
14 p.p. decline in credit granted to the sector.

With regard to default indicators, the non-
performing loans ratio?' of the /nformation and
Communication Activities sector stood at 7% at
the end of 2013, which is substantially below
the NFC aggregate in Portugal (13%) (Chart 20).
In terms of developments, default in the sec-
tor has been increasing, albeit at a slower pace
than in NFCs. In 2009 the differential between

Annual growth rates (%) and contributions
(p.p) by economic activity segment

2009 2010 201 2012 2013

. \edia
Information technologies
=== NFCs (annual growthrate)

[ Telecommunications
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the two aggregates was 2 p.p., increasing to
7 p.p.in 2013,

The non-performing loans ratio varies sub-
stantially across enterprise size classes, being
greater for smaller enterprises. As such, at
the end of 2013 this indicator reached 16%
in microenterprises, 8% in SMEs and 0.8% in
large enterprises. In terms of developments,
although all segments have revealed some
growth in this indicator since 2010, it was
more substantial for microenterprises (11 p.p.
increase between 2010 and 2013).

By economic activity segment, the non-per-
forming loans ratio in Media and Information
technologies stood at 8% and 6% respectively,
while standing at 3% in Telecommunications.
Similarly to the sector as a whole, all activity
segments had consecutive increases in this
indicator since the end of 2010 (5 p.p. in Media,
2 p.p. in Telecommunications and 4 p.p. in Infor-
mation technologies).

By the end of 2013, 24% of enterprises with
loans from resident Cls had contributed to the
non-performing loans ratio of the /nformation
and Communication Activities sector, compared

with 23% at the end of 2012 and 17% at the
end of 2010 (Chart 21). In NFCs as a whole, this
share stood at 30% at the end of 2013 (29% at
the end of 2012 and 20% at the end of 2010).

During the period under review, the microen-
terprises class always had the largest share of
non-performing enterprises (25% at the end
of 2013), followed by SMEs and large enter-
prises (18% and 11% respectively at the end
of 2013). The share of non-performing enter-
prises among microenterprises and SMEs has
grown gradually since the end of 2010, while
among large enterprises this trend has been
less significant.

By economic activity segment, 40% of Telecom-
munications enterprises had credit overdue at
the end of 2013. In turn, in Media and Informa-
tion technologies this share was 29% and 19%
respectively. Developments in this ratio have
been similar across activities, while Telecom-
munications were the only economic activity
whose values ranked higher than those in the
NFC aggregate throughout the entire period
under review.

Chart 20 * Non-performing loans ratios (end-of-period figures)
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3.3.2. Financial costs and solvency

In 2012 interest paid by Information and Com-
munication Activities increased by 2% from
2011, which compares with a 1% decline in the
NFC aggregate (Chart 22). The increase was par-
ticularly marked for SMEs (10%). In large enter-
prises, growth was lower (4%), while interest
paid by microenterprises decreased signifi-
cantly (47%), owing to the substantial decline
in bank loan financing. By economic activity
segment, the increase in interest paid was only
recorded in Telecommunications (4%). In turn,
the interest burden decreased in Information
technologies (16%) and Media (4%).

However, individual data show that, similarly to
the NFC aggregate, the average interest growth
rate in interest paid by the Information and
Communication Activities sector in 2012 (2%) is
not representative of the situation in most of
the sector's enterprises. Indeed, the average
value is considerably higher than the median
(-22%), which reflects a biased result caused

by one-fourth of the sector’s enterprises with
increases in interest paid of more than 36%.

The biased average growth rate in interest paid
was broad-based across the three economic
activity segments in the sector under review.
Quartile distributions for this indicator show
that, in 2012, one-fourth of enterprises in each
economic activity segment saw declines higher
than 60% in interest paid (77% in Media, 61%
in Telecommunications and 78% in Information
technologies). Furthermore, interest paid by
half of the enterprises declined by more than
23% in Media (compared with an average of
4%), 14% in Telecommunications (compared
with average growth of 4%), and 22% in Infor-
mation technologies (compared with an average
fall of 16%).

Throughout the period under review, financial
pressure associated with the /nformation and
Communication Activities sector was below that
in the NFC aggregate. In 2012 approximately
19% of EBITDA generated by the sector was

Table 11 + Weight of interest paid in EBITDA | By enterprise size class and economic activity

segment
By enterprise size class By economic activity segment
Inf. and
NFCs
Com. Act. )
SMEs Large Media Telecom. Inf. tech.
2011 28.2% 18.6% 18.3% 17.4% 24.2% 19.1% 10.2%
2012 37.2% 19.2% 20.2% 18.8% 22.5% 20.3% 8.6%

Note: This indicator was not calculated for the microenterprises aggregate for 2011 and 2012, given that this class had negative EBITDA.
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used to pay interest, while in the NFC aggre-
gate that share stood at 37% (Table 11). This
reflects an increase of 9 p.p. from 2011 in the
NFC aggregate and 0.6 p.p. in Information and
Communication Activities, to which the increase
in interest paid and the decline in EBITDA
made a similar contribution.

By enterprise size class, the level of financial
pressure on SMEs and large enterprises was
similar to that of the sector as a whole (20% in
SMEs and 19% in large enterprises, compared
with 19% in the sector). By economic activity
segment, only the Information technologies seg-
ment was under lower financial pressure than
the Information and Communication Activities
sector (9%). In Media and Telecommunications,
financial pressure amounted to 23% and 20%
respectively, decreasing by 2 p.p. in the first
segment and increasing by 1 p.p. in the lat-
ter, compared with 2011 (-2 p.p. in the case of
Information technologies).
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Box 3 | Credit obtained through debt securities issues - characterisation based
on the Securities Statistics Integrated System?

Debt securities issues are a particularly rel-
evant source of financing for Information and
Communication Activities. In 2012 this type of
financing accounted for 35% of financial debt
and 24% of total liabilities of the Information
and Communication Activities sector (compared
with 11% and 7% respectively in the NFC aggre-
gate). Based on information available at Banco
de Portugal's Securities Statistics Integrated
System, this Box presents a brief description
of this source of financing, focusing on the lat-
est information, as at the date of publication,
regarding December 2013.

The total amount of debt securities financing
obtained by enterprises in the Information and
Communication Activities sector amounted to
more than €4 billion at the end of 2013, declin-
ing by 3% from the end of 2012. The reduction
in 2013 was due to large enterprises, which
accounted for over 99% of securities issued by
the sector’s enterprises, and Telecommunica-
tions, with more than 77% of the sector’s secu-
rities stock (32% of liabilities associated with
debt securities in 2012).

In terms of maturity of debt securities issued
by Information and Communication Activities
enterprises, short-term issues were predomi-
nant (86% in 2013). In smaller size classes

Chart 23 ¢ Debt securities holders (2013)
NFCs

Non-financial sector.
9%

Restof the world
45%

Otherfinancial
institutions
13%

(microenterprises and SMEs) the entire debt
securities stock comprised short-term secu-
rities, and in large enterprises its weight was
86%. Turning to economic activity segments
in the Information and Communication Activi-
ties sector, issues made by enterprises in the
Telecommunications and Information technolo-
gles segments were fully associated with short-
term securities, while long-term issues were
only made in Media (59% of total issues within
the segment).

The analysis of debt securities holders, which
offers an insight into the sectors that granted
this type of financing to Information and Com-
munication Activities enterprises, shows that, at
the end of 2013, 98% of securities issued by
the sector’s enterprises were held by non-res-
idents, while resident banking institutions held
a share of 2% (Chart 23). In total NFCs, non-
resident institutions had a lower weight (45%),
which was offset by resident banks (33%).

In the 2008-11 period the resident banking
system'’s exposure to issues by Information and
Communication Activities enterprises increased.
As at the end of 2011, 20% of debt securities
issues by these enterprises were held by the
resident banking system, compared with 1% in
2008.

Information and Communication Activities

Banks Otherfinandial
2% institutions
0.07%

Restof the world
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3.3.3. Trade credit financing

Trade credit financing accounted for 13% of
the Information and Communication Activities
sector’s liabilities in 2012 (12% in 2011). Also
in 2012, in the NFC aggregate, trade credits
accounted for 16% of the corresponding liabili-
ties (17% in 2011).

In 2012 average days sales outstanding increas-
ed in Information and Communication Activities
while decreasing in the NFC aggregate (Chart
24). The sector's average days sales outstanding
amounted to 91 (+1 from 2011), while in the NFC
aggregate they stood at 75 (-1 from 2011). Aver-
age days payable outstanding, in turn, stood at
106 in Information and Communication Activities
in 2012 (8 more than in 2011) and 82 in NFCs
(2 less than in 2011) (Chart 25). Therefore, the
sector under review has longer maturities than
NFCs, particularly as regards payments.

Microenterprises in Information and Communi-
cation Activities maintained the highest average
days sales outstanding (152 in 2012), followed
by SMEs (128), although, compared with 2011,
the latter had grown more (+6 days, compared
with +2 days in microenterprises). In turn, over
the entire period under review large enter-
prises had low average days sales outstanding
(72in 2011 and 2012).

Turning to average days payable outstanding,
large enterprises also recorded lower values
compared with the remaining size classes (98
days in 2012, 87 days in 2011), and was even
the only class where average days payable
outstanding were consistently higher than the
corresponding average days sales outstand-
ing (a differential that amounted to 25 days in
2012). In microenterprises and SMEs, average
days payable outstanding amounted to 141
and 117 respectively in 2012. Compared with
2011, there was a 5-day increase in SMEs and
a 5-day decrease in microenterprises.

By economic activity segment, in 2012 Media
and Information technologies had the highest
average days sales outstanding (116 and 120
respectively), while Telecommunications had the
lowest value (68 days). Turning to average days
payable outstanding, compared with the /nfor-
mation and Communication Activities sector as

a whole, Media recorded higher values (131
days in 2012, compared with 106 days in the
sector). In Telecommunications and Information
technologies average days payable outstand-
ing were closer to the aggregate (98 and 103
respectively).

Days sales and payable outstanding indicators
shed light on the time delay associated with
receivables and payables in the enterprises’
trade credits y. However, they do not make it
possible to gauge the enterprises’ degree of
indebtedness in this way. A net trade credit
financingindicator mustbe used to supplement
that analysis. The selected indicator relates
the differential between accounts payable and
accounts receivable with turnover (Chart 26).
A negative value in this indicator reflects the
fact that accounts receivable are higher than
accounts payable, which means that overall the
enterprise is financing its clients; by contrast,
a positive value implies that accounts payable
are higher than accounts receivable, ie. the
enterprise is being funded by its suppliers.

In Information and Communication Activities,
for the entire time horizon under review and
in line with the NFC aggregate, this indicator
was negative, which means that the sector did
not obtain funding, in net terms, through trade
credits. In 2012 the indicator stood at -7%
(-3% in NFCs), reflecting, however, an improve-
ment for the second consecutive year (2 p.p.
increase from 2010).

By enterprise size class, in 2012 the balance
was more negative for microenterprises and
SMEs (-15% in both classes). Large enterprises
had net lending of -3%, as a percentage of
turnover, being the only size class with favour-
able developments in this indicator over the
past year (2 p.p.).

By economic activity segment, Information
technologies systematically recorded the most
negative values in this indicator (-17% in 2012).
At the other end of the spectrum was the Tele-
communications segment, with net lending, still
negative, but closer to balance (-2% in 2012).
However, all economic activity segments have
been improving since 2010.



Analysis of the Information and Communication Activities Sector ¢ 4]2014 \)

By enterprise size class By economic activity segment
Chart 24 «
L 160 ~
T Days selles
............. im 4 -
e 0 outstanding
T 100 4
30 4 ——/\_—_ & |
60 60 4
40 4 40
20 20 4
0 0
2008 2009 2010 2011 2012 2008 2009 2010 201 2012
—Inf. and Com. Adt. -+~ Microenterprises ==~ Smalland medium-sized enterprises —Large enterprises ——NFCs —Inf.and Com.Ac.  ---Media ==~ Telecommunications  ——Information technologies  ——NFCs
By enterprise size class By economic activity segment
o Chart 25 «
160 -
120 - o outstanding
100 4 100 4
80 80 4
60 60 4
40 0 -
20 A 20 A
0 0
2008 2009 2010 201 2012 2008 2009 2010 2011 12
—Inf.and Com. Act. -+----Microenterprises --- Small and medium-sized enterprises —Largeenterprises ——NFCs —ifand Com.Ad.  -Media  --- Telecommunicaions  ——Information technologies NFGs
By enterprise size class By economic activity segment
Chart 26 *
0% ) X
2% Net trade credit
o financing | % of
% 4 turnover
8% 4
-10%
12%
-14% 4
-16%
18% -
2008 2009 2010 2011 2012 2008 2009 2010 201 2012
——Inf.and Com. Act. -+ Microenterprises === Small and medium-sized enterprises —Large enterprises ——NFCs —Inf.and Com. Ac. ~ -++-Media === Telecommunications  ——Information technologies ~ ——NFCs

Note: Net trade credit financing was calculated as the difference between accounts payable (net of prepayments) and accounts receivable (net of prepayments and adjust-
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4. International comparison from the BACH

database®

This Section presents a comparative analysis
of the situation in Information and Communi-
cation Activities enterprises in nine European
countries, on the basis of data for 2012, availa-
ble at the Bank for the Accounts of Companies
Harmonised (BACH) database.?*

This comparison is made for the sector’s enter-
prises operating in Germany, Austria, Belgium,
Spain, France, Italy, Poland, Portugal and the
Czech Republic, on the basis of profitability
and financing structure indicators.

4.1. Profitability

Austria and the Czech Republic had the high-
est return on equity in the Information and
Communication Activities sector (17% in both
cases). Conversely, Italy had negative profit-
ability of approximately 5%. Portugal had the
second worst profitability within the sector
(3%), i.e. 6 p.p. below the average of the coun-
tries under review.

By breaking down return on equity into three
explanatory factors, according to the Dupont
method (return on sales, asset turnover and

financial leverage), it is possible to analyse the
various structures and specific features of all the
European countries under review (Figure 1).

As such, the higher relative profitability levels
in the Czech Republic and Austria have differ-
ent origins. Therefore, while in the first case
the high return on equity largely results from
return on sales (10%), with the Czech Repub-
lic recording the highest value; in the latter
case, high leveraging amongst enterprises is
the main explanatory factor (390%), with Aus-
tria hosting the sector’s enterprises that most
depend on debt financing. Also, both countries
have the most positive indicators as regards
asset turnover (Table 12).

Return on equity of Information and Communi-
cation Activities enterprises in Portugal is ham-
pered compared with most other European
countries, as regards all factors, particularly
asset turnover, which is the lowest amongst
the countries under review. Unlike many other
activities in Portugal, this sector has higher rel-
ative equity levels than most other European
countries.

Breakdown of
return on equity
(Dupont method)

X Financial leverage
x Total assets
Equity

. Net income
Return on equity _ x
Turnover

Turnover

e eqUity = x
-
_—

Total assets
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Table 12 + Breakdown of return on equity (2012)

Countries Return on equity Return on sales Asset turnover Financial leverage
Austria (2011) 17.2% 3.7% 118.8% 389.6%
Czech Republic (2011) 16.7% 9.7% 95.7% 179.9%
Belgium 11.1% 8.1% 54.4% 253.2%
Spain (2011) 10.8% 4.8% 80.1% 278.0%
Poland 10.6% 7.5% 70.3% 200.9%
France 10.2% 4.7% 82.9% 260.0%
Germany (2011) 8.8% 8.2% 47.5% 228.0%
Portugal 3.3% 4.3% 34.7% 219.6%
Italy -4.5% -2.5% 51.2% 354.0%

4.2. Financing structure and solvency

Given the importance of debt to finance Euro-
pean enterprises, Chart 27 illustrates the liabil-
ities structure in Information and Communica-
tion Activities enterprises in 2012. On the basis
of this information, bank loans were particu-
larly relevant in Belgium and Poland, account-
ing for 39% and 34% respectively of liabilities in
this sector's enterprises, compared with 16%,

on average, in the countries under review.
By contrast, Portugal was the country where
bank loans accounted for the lowest share of
liabilities in the sector’s enterprises (5%).

Excluding Belgium, Poland and the Czech
Republic, the largest source of financing for
the sector’s enterprises was financial debt not
associated with bank loans, i.e. debt associated
with other financial credits. In this respect,

100% - m l l
SIERRRRRRRN
60%
40%
20%
0% -
Belgium Poland  BACH  Spain  Austria  Italy Germany France  (zech Portugal
average (2011)  (2011) (2011) Republic
(2011)
M Bankloans M Otherfinandial credits Trade credits Othernon-finandial credits & Other

Note: For the complete analysis of data and differences in funding across countries, see the BACH Userguide. In the case of Austria and the Czech
Republic, other financial claims and other non-financial claims were estimated.

Chart 27 -
Liabilities
structure (2012)
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Germany was particularly relevant, as this type
of financing accounted for 60% of liabilities. In
Portugal, financial debt, excluding bank loans,
funded 35% of liabilities, which is higher than
the average in the countries under review
(29%).

Trade credit financing was more relevant
amongst Czech enterprises, accounting for
39% of liabilities, and, as such, representing
the largest source of financing for enterprises
in that country. The weight of trade credits in
Portugal (12%) was below average amongst
BACH countries (18%). Only Germany had
lower values than Portugal, with trade credits
funding 4% of enterprises’ liabilities.

The analysis of financial pressure, as measured
by the weight of interest paid in EBITDA, shows
that enterprises in ltaly, Portugal and Poland
had the highest values in this indicator (Chart
28). Conversely, the lowest financial pressure
was seen in the Czech Republic, where the
share of EBITDA used to pay interest was only
3%, owing to the low weight of financial debt in
this country’s enterprises.

Chart 28 « 20% -
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Notes

1. The Central Balance Sheet Database of Banco de Portugal is a database with economic and financial information on NFCs in Portugal. Information
used in this Study is based on annual accounting data reported within the scope of the /ES (Informagtio Empresarial Simplificada - Simplified Corporate
Information) and quarterly accounting data reported by enterprises through the Quarterly Survey of non-financial corporations. Annual data cover nearly
all NFCs and quarterly data cover around 4,000 enterprises, representing 50% of turnover in the sector. For further details on the activity of the Central
Balance Sheet Database, please refer to the Supplements to the Statistical Bulletin 1/2008 — Simplified reporting: inclusion of the Simplified Corporate Infor-
mation in the statistics on non-financial corporations from the Central Balance Sheet Database and 2/2013 - Statistics on non-financial corporations of the Central
Balance Sheet Database - Methodological notes, as well as the publication Central Balance Sheet Study | 6 — New enterprise and sector tables: ajustment (o the
Accounting Normalisation System, of December 2011,

2. The NFC sector represents one of the economy's five institutional sectors. The institutional sectorisation of economic agents is carried out in accordance
with the 1995 European System of National and Regional Accounts (ESA 95), approved by Council Regulation (EC) No 2223/96 of 25 June 1996. ESA 95
is @ harmonised reference on the compilation methodology and deadline for release of the national accounts of EU countries, including statistics under
Banco de Portugal’s responsibility. Based on this regulation, sole proprietors are included in the households’ institutional sector. Hence, all data on the
NFC sector throughout this document exclude sole proprietors (in Portugal these represent around two-thirds of the number of enterprises, but only 5%
of the respective turnover).

3. Central Balance Sheet Database statistics are published in Banco de Portugal’s Statistical Bulletin (Chapters Aand G) and in Sector Tables, both available
on Banco de Portugal’s website and BPstat | Statistics Online.

4. For the sake of simplicity, this Study refers interchangeably to the expressions ‘enterprise and ‘corporation’, which refer to NFCs as defined in footnote 2.
5. A definition of corporate size classes used in this Studyis detailed in the Annex.
6. Geographical location refers to the district where the enterprise head office is located.

7. The enterprise maturity corresponds to the age of the enterprise as at the analysis reference date. Four maturity classes are considered: up to (but
not including) five years; from five to (but not including) ten years; from ten to (but not including) 20 years; and more than 20 years (which comprises
enterprises established for 20 years).

8. Considering the numerous categories included in national regulations for the classification of enterprises by legal nature, this study highlights only
public limited companies and private limited companies, whereas the remaining legal natures were aggregated under ‘other legal natures’.

9. The market share s; was derived from individual turnover Yi while s, = v;/ 7=, v; , with HHI corresponding to To <. HHIis between 1/n and 1,
with an index between 1/n and 0.1 corresponding to unconcentrated markets, between 0.1 and 0.18 indicating moderately concentrated markets and
above 0.18 indicating high corporate concentration. The value 1 corresponds to a monopoly situation, in which one enterprise holds the entire market
share.

10. For more details on HGEs in Portugal, see Central Balance Sheet Studies | 12 — Structure and dynamics of non-financial corporations in Portugal, 2006-2012,
November 2013.

11. For more information on economic activity developments in Portugal, see Banco de Portugal’s Annual Report as well as its Economic Bulletin, which is
published on a quarterly basis. Both publications are available at http://www.bportugal.pt.

12. The “operating costs” aggregate, calculated on the basis of the sum of Cost of Goods Sold and Materials Consumed (CoGS) and Supplies and External
Services (SES) and Employee Costs, largely corresponds to the concept of “operating costs” of the Official Chart of Accounts (base accounting standard for
corporate accounts up to 2009).

13. Data reported by enterprises within the scope of /£S submissions regarding exports and imports of goods and services are subject to a quality control
by Banco de Portugal, especially through comparison with balance of payments data. Nevertheless, this control does not guarantee that final data from
each enterprise in /£S are fully coincident with international trade statistics data. This is largely due to methodological differences between the enterprises’
accounting records, which are on the basis of this analysis, and the classification of external transactions in balance of payments and international invest-
ment position statistics.

14. EBITDA stands for Earnings Before Interest, Taxes, Depreciation and Amortisation. It corresponds to profit and loss for the year plus costs related to
interest, taxes, depreciation and amortisation.

15. Return on equity is calculated as the year's total profit to equity ratio and measures return on equity invested by shareholders and /partners.

16. Return on equity is calculated, in individual terms, only for enterprises with positive equity, as described in Central Balance Sheet Studies | 6 — New
enterprise and sector tables: adjustment to the Accounting Normalisation System, of December 2011.

17. Box 2 “Loans from credit institutions resident in Portugal - characterisation based on the Central Credit Register” provides further information on this source
of financing.

18. Box 3 “Credit obtained through debt securities issues — characterisation based on the Securities Statistics Integrated System" provides further information on
this source of financing.

19. The Central Credit Register is a database managed by Banco de Portugal, which gathers information provided by participating entities (credit-granting
resident institutions) regarding credit granted. For further information, see Banco de Portugal Booklet No 5, Central Credit Register.

20. These include banks, savings banks and mutual agricultural credit banks (generically called ‘banks’ in this Stud)), as well as credit financial institutions,
factoring enterprises, credit-purchase financing companies and leasing companies. Over 95% of credit granted by resident credit institutions to NFCs in
2013 came from banks.

21. The non-performing loans ratio, on the basis of Central Credit Register data, is calculated as the share of non-performing loans in total credit obtained.
Credit is deemed to be overdue, in the case of principal, once the maximum period of 30 days after maturity has elapsed without settlement; and, in the
case of interest and other expenses, once the due date for settlement has passed.
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22. The Securities Statistics Integrated System is an information system managed by Banco de Portugal relating to securities issues and portfolios, on a
‘security-by-security’ and ‘investor-by-investor’ basis. For further information, see Supplement 22008 to Banco de Portugal’s Statistical Bulletin, Securities
Statistics: Integrated System Features and Main Results.

23. All information provided in this section is available at: hifp://www.bachesd.banque-france.fr/?lang=en. Access to the BACH database is free of charge.
The Central Balance Sheet Database of Banco de Portugal reports information on Portuguese non-financial corporations and manages the BACH database,
together with the other participating entities. The values of indicators for Portugal presented in this Section may diverge slightly from the rest of the Study,
due to different data update periods and methodological questions associated with the need to ensure harmonisation within BACH countries.

24. Nine European countries participate in the BACH database. In the near future, it shall include data from Slovakia, the Netherlands, Luxembourg and
Romania.
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Methodological summary

Capital ratio: Ratio of equity to total assets.

EBITDA (Earnings Before Interest, Taxes,
Depreciation and Amortisation): The new
accounting standard (SNC - Sistema de Normalli-
zagdo Contabilistica - Accounting Normalisation
System) ended the concept of extraordinary
expenses and revenues, and also stopped
allowing unambiguous identification of finan-
cial components. Thus the decision was taken
to use the EBITDA definition as under the
Accounting Normalisation System, adjusting
the data reported under the old standard
(POC - Plano Oficial de Contabilidade - Official
Chart of Accounts) where possible, for the
2006-09 period.

Economic activity sector: The enterprises
classified in Sections O - Public administra-
tion and defence; Compulsory social security, T
- Activities of households as employers; Undiffer-
entiated goods- and services-producing activities
of households for own use and U - Activities of
extraterritorial organisations and bodies in CAE-
Rev.3, were excluded from this analysis as they
do not fall within the NFC institutional sector.
Also excluded were enterprises in Section K
- Financial and insurance activities that groups
together non-financial holding enterprises
(with the SGPS denomination) not involved in
subsidiary management, which, despite still
belonging to the NFC sector (as regulated
under ESA 95), were not analysed in this Study
due to their very specific characteristics that
set them apart from other NFCs.

Quartile distribution: In order to calculate
quartiles, the enterprise values for the indica-
tor under analysis are considered in ascend-
ing order. The first quartile corresponds to the
value of the enterprise in the position corre-
sponding to 25% of the ordered sample (i.e.
where 25% of enterprises show a lower value
for that indicator and 75% a higher value). The
second quartile (or median) corresponds to
50%, i.e. the indicator value for this enterprise
divides the breakdown into two halves, where
one half of the enterprises show a higher value
and the other half a lower value. The third

quartile corresponds to the 75% position of
the ordered sample (75% of enterprises show
a lower value for that indicator, and only 25%
show a higher value). The interquartile range
(obtained as the difference between the third
and first quartiles) provides an indication of
distribution dispersion. For further details
on the calculation of these statistical meas-
ures, please refer to the Central Balance Sheet
Study | 6, December 2011 - New Enterprise and
Sector Tables: Adjustment to the Accounting Nor-
malisation System.

Return on equity: Ratio of net income for the
year to equity. As both items (numerator and
denominator) may be positive or negative, the
indicator is only calculated at individual level in
situations where equity is positive.

Size of the enterprise: Enterprises were
grouped into three classes: microenterprises,
small and medium-sized enterprises and large
enterprises. The criteria for this classification
were taken from the European Commission
Recommendation of 6 May 2003 concerning
the definition of micro, small and medium-
sized enterprises. According to this Recom-
mendation, microenterprises are defined as
enterprises which employ fewer than ten per-
sons and whose annual turnover and/or bal-
ance sheet total does not exceed EUR 2 mil-
lion. For the purpose of this Study, small and
medium-sized enterprises (SMEs)
microenterprises, employ fewer than 250 and
more than ten people and have an annual
turnover between EUR 2 million and EUR 50
million and/or an annual balance sheet total
between EUR 2 million and EUR 43 million.
Large enterprises are any enterprises which

exclude

are not classified above.
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Acronyms

BACH Bank for the Accounts of Companies Harmonised
CAE Portuguese classification of economic activities
Cls Credit institutions
CoGS Cost of Goods Sold and Materials Consumed
EBITDA Earnings Before Interest, Taxes, Depreciation and Amortisation
ESA 95 European System of National and Regional Accounts 1995
GDP Gross domestic product
IES Simplified Corporate Information (Informacdo Empresarial Simplificada)
INE Statistics Portugal (Instituto Nacional de Estatistica)

ITENF Quarterly survey to non-financial corporations (Inquérito Trimestral as Empresas Ndo
Financeiras)

NFCs Non-financial corporations
POC Official Chart of Accounts (Plano Oficial de Contabilidade)
p.p. Percentage points
SES Supplies and External Services
SMEs Small and medium-sized enterprises (excluding microenterprises)
SNC Accounting Normalisation System (Sistema de Normaliza¢do Contabilistica)
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http://www.bportugal.pt/en-US/ServicosaoPublico/CentraldeBalancos/Tumbnails%20List%20Template/Study%20CB%206_2011_EN.pdf
https://www.bportugal.pt/en-US/Estatisticas/PublicacoesEstatisticas/Tumbnails%20List%20Template/Suplemento-2-2013-en.pdf
https://www.bportugal.pt/en-US/Estatisticas/PublicacoesEstatisticas/Tumbnails%20List%20Template/Suplemento-2-2013-en.pdf
http://www.bportugal.pt/pt-PT/ServicosaoPublico/CentraldeBalancos/Biblioteca%20de%20Tumbnails/Estudos%20da%20CB%2012_2013.pdf
http://www.bportugal.pt/pt-PT/ServicosaoPublico/CentraldeBalancos/Biblioteca%20de%20Tumbnails/Estudos%20da%20CB%2012_2013.pdf
http://www.bportugal.pt/pt-PT/ServicosaoPublico/CentraldeBalancos/Biblioteca%20de%20Tumbnails/Estudos%20da%20CB%2013_2013.pdf
http://www.bportugal.pt/pt-PT/ServicosaoPublico/CentraldeBalancos/Biblioteca%20de%20Tumbnails/Estudos%20da%20CB%2013_2013.pdf
https://www.bportugal.pt/en-US/EstabilidadeFinanceira/Publicacoes/RelatoriodeEstabilidadeFinanceira/REFAnteriores/Documents/REF_Nov_e.pdf
https://www.bportugal.pt/en-US/EstabilidadeFinanceira/Publicacoes/RelatoriodeEstabilidadeFinanceira/REFAnteriores/Documents/REF_Nov_e.pdf
http://www.bportugal.pt/en-US/EstudosEconomicos/Publicacoes/RelatorioAnual/RelAnuaisAnteriores/Documents/ra_12_e.pdf
http://www.bportugal.pt/en-US/EstudosEconomicos/Publicacoes/BoletimEconomico/BEAnteriores/Documents/Econbul_Aut2013_e.pdf
http://www.bportugal.pt/en-US/EstudosEconomicos/Publicacoes/BoletimEconomico/BEAnteriores/Documents/Econbul_Aut2013_e.pdf
http://www.bachesd.banque-france.fr/index.php%3Fpage%3DtelechargementFile%26file%3DSummary_Userguide.pdf
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| Enterprise and Sector Tables, November 2010

| Structure and Dynamics of Non-financial Corporations in Portugal, December 2010

| Sectoral Analysis of Non-financial Corporations in Portugal, September 2011

| Sectoral Analysis of Manufacture of Food Products, November 2011

| Sectoral Analysis of Accommodation and Food Service Activities, November 2011

| New Enterprise and Sector Tables: Adjustment to the Accounting Standards System, December 2011
| Sectoral Analysis of Non-financial Corporations in Portugal 2010/2011, April 2012

| Sectoral Analysis of Non-financial Corporations in Portugal 2011/2012, November 2012

| Sectoral Analysis of Manufacture of Textiles and Wearing Apparel, November 2012
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| Sectoral Analysis of Manufacture of Footwear, November 2012

11 | Analysis of the Agricultural Sector, December 2012

12 | Structure and Dynamics of Non-financial Corporations in Portugal 2006-2012, November 2013
13 | Sectoral Analysis of Non-financial Corporations in Portugal 2012/2013, November 2013

14 | Analysis of the Automobile Industry, December 2013

15 | Analysis of the Construction Sector, January 2014

16 | Analysis of the Information and Communication Activities Sector, April 2014
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