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FIGURE 1: As per Abengoa Annual Report (Abengoa CC, 2009)

Abengoa has diversified horizontally and internationally in order to distribute risk, smooth growth, and
realize tax benefits in the interests of steady shareholder (and owner-familial) wealth creation.
International distribution of bioenergy operations includes USA, Brazil, and Europe. Pushing the
frontiers of technology is a central goal of Abengoa Bioenergy, which states: “cellulose bioethanol
technology capacities, coupled with its farming, productive and local marketing capacities, will give rise
to very important synergies enabling the company to register significant growth in the world bioethanol
market” (Abengoa CC, 2010).

Initially, Abengoa Bioenergy was established to meet EU and US benchmarks for ethanol production and
to increase the energy yield efficiency of crops. Its long-term strategy is to mass-produce high ethanol
blends from wood cellulosic biomass. Both in its short and long term strategies, Abengoa has made
abundant use of government subsidies (Tribe, 2007). For R&D, the firm engages in joint ventures and
partnerships. All current R&D programs are either partly or fully subsidized by the US Department of
Energy or the EU and involve major partners such as BP, Dow, and Cargill.
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Abengoa appears to be conservative about capitalizing R&D expenses, with the exception of 2008.
Capitalizing R&D expenses would bolster profits (by reducing expenses) and would increase Invested
Capital and Retained Earnings (as Fixed Assets would expand). However, booking R&D into Fixed Assets
would reduce ROA-associated measures, including ROIC and EVA. It is possible management ‘banks’
R&D credits for a ‘rainy day’ (profit-challenged year), as seen in 2008 when the company decided to
book outstanding R&D credits to bolster profits.

Towards the future, management must validate the trust-premium of equity investors by realizing the
capital sunk into international expansion and new technologies. ROIC can be increased by improving
core operating margins: higher volumes at higher prices and lower operating expenses. WACC (Table 5)
could be restated (‘de-risked’) based on lower global capital-risk premiums (as opposed to the high
relative Spanish premiums cited). However, the average 4-year annual AT ROIC of 2.6% is an impossible
hurdle to overcome via pure WACC optimization. The firm’s best opportunities for improvement going
forward are to improve core operational margins. Management has been focused on top-line
shareholder measures (RoE, Equity Retention, and Gross Margin), but must retrench and refocus on
value creation via core AT ROIC and EVA in 2011 to sustain equity investor and credit provision
confidence. In value management terms specific to corporate governance, the desire to grow, develop,
diversify, and expand must now give way to core operational value creation.
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APPENDIX

Table 1: Income Statement (5 years)



OneMBA class of 2011 – RSM (EU)
Corporate Finance in the Global Environment

October 3rd , 2010
S Mongeau

10 of 18

Table 2: Balance Sheet (5 years)
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Table 3: Statement of Changes of Financial Position (5 years)


