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 I 

Executive Summary  
The aim of this report has been to determine a fair value per share for the Swedish 

construction and building company Peab AB, as of May 2
nd

 2011, taking an individual 

investors’ perspective.  

The recent financial crisis, deeply rooted within the real estate market, brings forth debate on 

actual implications for the construction industry. Further supporting this is Peab’s recent re-

purchase of its subsidiary Peab Industry. These factors are two of the ground pillars leading to 

this report’s goal, as they have severe implications on the value of Peab.  

In order to make a complete and accurate valuation, a strategic analysis has been made, 

focusing on macro-, micro- and internal factors. The analysis displays a rather bright future 

for Peab primarily due to expected strong economic growth and a continued housing shortage.  

Further strengthening the arguments is a financial analysis covering important underlying 

value drivers’ historical development. The analysis showed that the Company has achieved 

relatively stable growth but with decreasing profitability, which to a high extent could 

explained by dilution of the asset turnover without a corresponding increase of the profit 

margin.   

The findings from these two chapters are used to make budgets and forecasts necessary for 

the valuation. Once these have been executed, the actual valuation has been made through the 

two well-known models Discounted Cash Flow model and Economic Value Added model. 

The models resulted in a value per share of SEK 64.84, which is compared to the actual 

market price on the second of May 2011 of SEK 56.00. The initial analysis to be made on this 

result is that the market price is undervalued, offering investors an interesting investment 

opportunity. However, as the derived share value does not differ substantially from the actual 

market price, the report concludes with a hold recommendation. 

In order to critically assess this result, both a sensitivity analysis and a multiples comparison 

have been conducted. Interesting to note is that Peab’s share value is very sensitive to 

fluctuations in the profit margin as well as the WACC (and its underlying components). From 

the peer multiples comparison it could be drawn that Peab is fairly aligned to its closest rivals.  
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1. Chapter I – Introduction  
 

Figure 1.1: Structure of Introduction 

 
Source: Own creation 

1.1 Problem Identification 
To a large extent, one can say that the financial crisis had roots tied deeply within the real 

estate market. Consumer’s desire to purchase a house, investors’ interest in financial returns 

from the real estate and governments encouraging more construction projects sparked the 

growth leading to the crisis.  

Purchasing a house is usually the largest investment private consumers make over their 

lifetimes, which is why this industry has such an important influence over the economy. 

Today, several countries are suffering from an economy in downturn due to the effects of this 

industry, with maximized debt levels and an increasing number of abandoned houses. For 

example, economic development in Ireland and Spain was to a large extent driven by real 

estate and underlying financial instruments based on this industry, affecting their economy 

substantially.  

Agency problems often arise between a company’s management and its owners. It is virtually 

impossible for investors to control the managers at all times, ensuring that decisions are solely 

based on the best outcome for the owners (Thomsen, 2008). A company valuation is a way a 

potential investor can conclude whether or not the current stock price of a company reflects its 

real value. However, a valuation is unmistakably a subjective and difficult task, as it rests on 

making estimations on future growth rates, costs and revenues. Taking into account the 

description of the construction industry, it can clearly be understood that valuing a segment of 

this industry is truly complex, adding further strains on calculating a fair value.  

This thesis aims to determine the fair value of the Swedish building and construction 

company Peab AB, onward referred to as “the Company” or “Peab”. Thereby, the thesis 

determines if Peab’s stock is an attractive investment for a private investor given the stock 

value at May 2
nd

 2011. As a consequence of being publically traded the valuation will be 

based solely on external information available.  
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The reasons for valuing Peab are the authors’ genuine interest for valuations in combination 

with a desire to acquire more knowledge about the construction industry. Furthermore, it is 

highly topical to value a construction company, as this industry is one of the most affected by 

the recent financial crisis.  

Peab’s position as one of the largest construction companies in Sweden and its high growth 

makes the Company an appropriate candidate for this kind of thesis. Furthermore, the 

Company has recently experienced great changes with the acquisition of the former spin-off 

Peab Industry AB. This further argues for a valuation of the Company as the complexity 

increases.   

Figure 1.2: Structure of Introduction 

 
Source: Own creation 

1.2 Problem Statement 
Taking into account the introduction given in the previous sub-chapter, one clearly 

understands the complexity ruling in the real estate and construction market. Therefore, the 

problem statement this thesis endeavors to tackle is presented as: 

What is the fair value per share of Peab AB as of May 2
nd

 2011? 

The problem statement will further be supported by the following sub-questions, which will 

be answered indirectly throughout the report: 

 What are the strategic factors influencing Peab and what implications do they have for 

future growth? 

 Has the Company been able to create growth and profitability? 

 What is the fair share value using a Discounted Cash Flow model? 

 What is the fair share value using an Economic Value Added valuation? 

 How sensitive is the Company’s share value to changes in growth, risk and 

profitability? 

 Is Peab an attractive investment for individual investors? 
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Figure 1.3: Structure of Introduction 

 
Source: Own creation 

1.3 Structure of the Project  
This report has been separated into eight chapters in order to cover all the necessary angles in 

a structured manner. The first two chapters introduce the reader to the subject and give 

background information about the Company. Analysis is the main focus in chapters three and 

four, strategic and financial, respectively. 

Using the findings from the analysis, chapter five makes important forecasts necessary for the 

valuation in chapter six. The report is wrapped together in a conclusion in chapter seven, 

followed by a perspectives discussion in the chapter eight. Figure 1.4 gives a graphic display 

of the layout. More detailed information about the chapters follows below.  

Figure 1.4: Layout of Report 

 

 

Source: Own creation 
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1.3.1 Chapter II – Peab at a Glance  
This chapter gives an overview of Peab. The chapter outlines the Company’s history, 

organizational structure, business areas, corporate governance and recent important events. 

This presentation gives comprehensive insights about the Company, an understanding of how 

the Company has developed and how this impacts the future ability to create value for 

investors.   

1.3.2 Chapter III – Strategic Analysis 

 The overall objective with strategic analysis is to determine Peab’s potential for future value 

creation. In turn, this is dependent on the Company’s external environment and business 

strategy. As a result, the strategic analysis aims to identify which factors impact the 

Company’s ability to create value and how these different factors might change in the near 

future. The analysis takes starting point in four different models; Real Estate Model, PEST, 

Porter’s Five Forces, and Porter’s Value Chain analysis concluding with a SWOT analysis.  

1.3.3 Chapter IV – Financial Analysis     
With a focus on the investor, the financial analysis aims to reveal the Company’s true 

performance. The financial analysis strives to reveal the statements’ deficiencies and 

determines what has been driving the Company’s performance during the five-year period 

2006-2010.  

The performance is measured in terms of profitability and growth but also different risks that 

can be identified in the financial statements. Furthermore, enlightens the Company’s historical 

ability to create cash flow and identifies the Company´s level of investments.     

1.3.4 Chapter V – Forecasts and Budgeting 

Based on the strategic and financial analysis, this chapter forecasts the most likely scenario 

for Peab’s future performance. The forecast period in this paper is set to ten years divided into 

two periods; a detailed five-year forecast with as many links to real variables as possible and a 

simplified forecast for the remaining five years focusing on a few important factors.  

1.3.5 Chapter VI – Valuation  
The valuation is going to be based on two different models, namely, Discounted Cash Flow 

model (DCF), Economic Value Added (EVA). These valuations are further complemented by 

a sensitivity analysis as well as a multiples comparison. 
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1.3.6 Chapter VII – Conclusion 
Once all the valuations and comparisons are made, the report enters a concluding stage. 

Providing the reader with a brief summarizing discussion on what has been presented, 

aligning everything towards the explicit aim of finding a fair value for Peab. The conclusion 

ends with a final recommendation on whether or not to invest in Peab. 

1.3.7 Chapter VIII – Perspectives 
Seeing that this report has been written over a long period of time, it has been necessary to set 

a limiting deadline from where new information is disregarded. However, current 

developments have still been followed, which will be brought up in this chapter and related to 

discussions taken in the report.  

Figure 1.5: Structure of Introduction 

 
Source: Own creation 

1.4 Methodology 
The thesis is written from an investor’s point of view and exclusively uses external available 

information. The choice of only using secondary data builds on the purpose of the thesis in 

taking the individual investor’s point of view, which can be assumed to only have access to 

this type of information. Naturally, primary data could have provided internal information 

beneficial for the valuation, but this would not have reflected an individual investor’s position. 

Various theories are applied in order to gain overview of Peab and market, so in turn all 

information concerning the value of the Company can be structured and assessed. 

Quantitative and qualitative analysis are employed to answer the overall objective of the 

thesis.  

The financial analysis and valuation models are mainly based on a combination of the 

frameworks presented in the McKinsey book by Koller, Goedhart & Wessels (2010) 

“Valuation: Measuring and Managing the Value of Companies”, Penman’s (2010) “Financial 

Statement Analysis and Security Valuation” and Sørensen & Elling’s (2005) 

“Regnskabsanalyse og værdiansættelse”. The three frameworks have different approaches to 

valuation and financial statement analysis and it is suggested that they work as appropriate 

complements to each other throughout this thesis.     
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The layout of an analysis can follow three main approaches; static, dynamic or case study 

(Yin, 2009). This report follows a case study approach, that is, takes an in depth focus of a 

specific company in order to deduct as much information as possible to make an adequate 

valuation.  

 

Figure 1.6: Structure of Introduction 

 
Source: Own creation 

1.5 Delimitation 
There are several approaches that can be taken when writing a report like this. Naturally, there 

are several factors that limit the possible breadth and scope of such a report. Most importantly, 

the limited amount of time and resources set the major constraints on this thesis.  

The underlying aim of this thesis has been to take a practical case study approach on Peab. 

Focus has been laid on factors and drivers that directly affect the final valuation, hence, 

limiting the discussion on the validity of the different theories used. The report does 

acknowledge that these theories and models have faults, but as they have been utilized and 

supported for decades, they have been assumed to be solid tools for a valuation of this sort.  

The Peab Group builds on a number of subsidiaries within a diverse number of industries, 

ranging from golf to transportation, as well as different geographical markets. However, 

taking mentioned constraints into account, this thesis has mainly focused analysis on Peab as 

one company on the Swedish market. In a group perspective the effect of these businesses is 

however rather small. As a result, this paper only focuses on the Company’s potential within 

the main areas of business. 

The valuation will be based as of May 2
nd

 2011. Therefore only annual reports and other 

official releases presented before this date will be used. Assumptions have been made in order 

to estimate the current market values of certain figures on the 2
nd

 of May 2011.    
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Figure 1.7: Structure of Introduction 

 
Source: Own creation 

1.6 Source Criticism  
The arguments and assumptions in this report have been based on several different sources, 

where this subchapter presents the critical discussion on their validity, ensuring that the 

valuation rests on fair sources. 

In this thesis a practical approach has been applied. Consequently, the focus of this thesis has 

not been to review and criticize written literature, but rather to focus on issues concerning 

models and theories. A number of sources create the basis of the analysis, such as information 

from companies’ websites, annual reports, books, analyst reports and articles from 

newspapers.  

The validity and relevancy of the information and the sources are thoroughly considered 

before applying them. For example, information derived from companies’ annual reports 

takes into account the fact that since it is the companies that produce the reports, they will 

naturally try to focus and highlight positive aspects. On the other hand, reports taken from 

official analysts, such as Bloomberg and Datamonitor, have a reputation to maintain, 

implying that their publications can be considered written objectively.  

The two valuation models have been developed and used for several years, encouraging the 

validity of their results. Naturally these models do have their flaws, which will be presented 

further on in the report.  
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2. Chapter II – Peab at a Glance  
The following chapter seeks to outline an overview of Peab as a company. The chapter 

presents the Company’s history, organization and strategy. The chapter is structured as 

follows in figure 2.1: 

Figure 2.1: Structure of Peab at a Glance 

 
Source: Own creation 

2.1 The History of Peab 
1959 sets the initial date for the foundation of what today is known as Peab AB. Established 

by the brothers Erik and Mats Paulsson, aged 16 and 14 respectively, their initial plan was to 

help farmers on the Bjäre peninsula with refuse collection and disposal. It wasn’t until 1967 

when the name Peab was seen for the first time, when the brothers officially created Bröderna 

Paulsson Peab AB, shifting focus towards larger construction projects.  

The 60s and 70s saw a great expansion for the Company as they broadened their business 

scope. Two important investments were made in 1979 within Arthur Andersson AB that 

would become one of their production companies and AB Frits Johansson expanding their 

transportation company Örkeljunga Åkeri into Höganäs. 

An important milestone laying the ground for sustained expansion was the takeover of 

Wihlborgbyggen AB in 1985. As business continued growing, it was necessary to reformulate 

into three main categories, Construction, Transportation & Environment and Property. In June 

1987 Peab entered the stock market through an initial public offering (IPO), even though 

majority of the ownership remained in the hands of the Paulsson family.  

The year when Peab reached national coverage was in 1991 when they merged with 

Hallströms and Nisses AB. The underlying push for this merger was increased demand from 

clients that required a partner capable of building on large scale but still possessing local roots 

throughout the country.  

The first international expansion was seen in 1994 when Peab acquired Fagbygg A/S in 

Norway. A year later, the investment together with Siab into Swerock gave them 51% 

ownership of 340 stone and gravel pits. This same year Peab’s Norwegian subsidiary merged 

with NOR Gruppen A/S making it the fourth largest construction company in Norway.  
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Towards the end of the 90s Peab expanded into financial services with the creation of Peab 

Finans AB, initiated with support from the Swedish Postgirot Bank. 2001 saw continued 

expansion on the Norwegian market as well as into new business areas with the acquisition of 

the asphalt companies KPK Entreprenader AB and Asfaltbeläggningar i Boden AB. In 2003 

the Company entered a new geographic market when they took over the Finnish construction 

company Seicon. 

2.1.1 Recent Developments  

2.1.1.1 Year 2007-2008: Distribution and repurchase of Peab Industry 
During 2007 and 2008 Peab’s top management and Board of Directors focused much energy 

and effort into taking a decision on the future of Peab Industry. In May 2007 it was decided to 

distribute Peab Industry AB’s shares to current shareholders as well as float the company on 

the OMX Nordic exchange in Stockholm during September/October 2007. The Board argued 

that the distribution would create better preconditions to facilitate specialization, development 

and growth as well as profitability for both Peab and Peab Industry (Peab Annual Report, 

2007).  

After the listing Peab and Peab Industry operated as two separate companies for nearly two 

years. However, after the drastic change in the market during the autumn of 2008, the 

conditions rapidly shifted. As a result, on October 15
th

 2008, the owners in Peab AB, 

representing approximately 71% of all the votes, requested Peab’s Board to hold an extra 

general meeting to decide on making a public offer for Peab Industry AB.  

In December 2008, Peab Industry once again became a subsidiary of Peab AB and has been 

consolidated into the Peab Group balance sheet from December 31
st
 2008. However, Peab 

Industry was not integrated into the income statement for 2008 seeing that only a few 

weekdays remained of the fiscal year after acquisition. (Peab Annual Report, 2008) The 

subsidiary, as a separate unit, experienced high growth both through acquisitions and organic 

growth, with annual sales of approximately SEK 8.5 billion in 2008 compared to SEK 6 

billion in 2006. 
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2.1.1.2 Year 2009: The Financial Crisis 
In the wake of the financial crisis, the Swedish construction market suffered downturns across 

all sections during 2009, with an average decrease of 6% (Peab Annual Report, 2009). 

Despite this downturn, Peab experienced a positive financial development. A major 

acquisition during the year included the takeover of Annehem Fastigheter AB, who develops 

projects and real estate in the region around Öresund.  

2.1.1.3 Year 2010: Developing a Vision  
Six strategies were developed in order to achieve the desired vision of Peab – The Nordic 

Community Builder – where one of them was to invest in profitable growth in the Nordic 

region. To fulfill this, a range of investments and several acquisitions were completed 

throughout the year; Telemark Vestfold Entreprenör AB, A-Frakt AB, Cramo Entreprenad, 

Yttre Miljö and Ångström & Mellgren AB.  

2.1.1.4 Year 2011: CEO Steps Down 
Peab has continued growing and strengthening its position in the sectors it operates within. In 

Norway the Company is in the process of acquiring 90% of K. Nordang A/S, where they are 

awaiting the approval from the Norwegian Competition Authority.  

In Sweden they have successfully acquired 50% of Balder Fjorton AB, gaining access to a 

broad property portfolio of strategic positions within Sweden that have great opportunities in 

terms of exploitation and development. As can be seen, Peab has a long history and desire of 

acquiring companies as a method of continued growth. This has become part of the culture 

and should continue being part of their growth strategy in the future.  

Mats Paulsson has decided to step down as CEO, moving into the position of Vice Chairman 

of the Board. Jan Johansson, previous Deputy CEO responsible for operations, has been 

appointed President and CEO of Peab officially taking over in May 2011.  
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Figure 2.2: Structure of Peab at a Glance 

 
Source: Own creation 

2.2 Organizational Structure 
Peab’s organizational structure was changed in 2009 aiming to build a broader Nordic 

organization. The Company believed that this would facilitate growth on a larger market and 

the use of potential synergies. Peab’s current organizational structure is displayed below in 

figure 2.3.  

The Company is structured around ten divisions that all have their own management, 

reporting directly up to Peab’s Executive Management and Advisory Board. Assisting these 

divisions are three group staffs responsible for different areas ranging from business 

development to HR & communications as well as Finance & Treasury.  

As can be seen, the structure is clearly based on the three business segments where Peab 

operates within; Construction, Civil Engineering and Industry, that all have their sub-

divisions.    

 

Figure 2.3: Organizational Structure 

 

 
Source: Own creation based on Peab Annual Report 2010 
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Figure 2.4: Structure of Peab at a Glance 

 
Source: Own creation 

2.3 Corporate Governance at Peab  
Corporate governance analyzes the control mechanisms that a company has set in place to 

ensure they are moving in the desired direction by the shareholder majority, in terms of 

ownership structure, boards, incentives, company law and other mechanisms (Thomsen, 

2008). Taking an individual investor’s point of view, this section focuses on the relation 

between the Company and the individual shareholder. Accordingly, in the following 

subchapters the ownership structure, board composition, and management is presented.  

Peab follows the rules and regulations set up by several regulators within the Swedish market 

in terms of corporate governance. Most importantly actions are based on the Swedish 

Companies Act, in combination with other relevant legislations. Furthermore, as it is listed on 

the Nasdaq OMX Stockholm they also comply with the listing agreements and specific 

recommendations from the Swedish Industry and Commerce Stock Exchange Committee 

(Peab Website – Financial Information, May 2011).   

2.3.1 Ownership Structure 
Table 2.1 below lists the top ten shareholders within Peab. From the table the Paulsson 

family’s great influence on the Company becomes apparent. Since the public listening in 1987 

the Paulsson family has remained in control of Peab by deviating from the proportionality 

principle; hence, a dual class share structure (Thomsen, 2008). As a result, the Paulsson 

brothers own 23% of the capital but around 44% of the voting rights. Together with other 

family members, the Paulsson family controls over 50% of Peab’s voting rights. This 

ownership structure might have important implications to the shareholder value and in 

Thomsen (2008) both potential benefits and issues, from an investor’s point of view, are 

debated. 

It may be argued that such a large owner is a solution to a corporate governance problem as 

the large owners have both the incentives and the power to influence the management of the 

company. However, there is a risk that large owners may exploit the minority investors and 

follow idiosyncratic preferences that do not maximize shareholder value.  
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From a theoretical point of view, up to a certain point of ownership share the advantages 

exceed the drawbacks and beyond this point the entrenchment effect kicks in (Thomsen, 

2008). Due to the family’s very high influence of Peab, it may be suggested that the current 

ownership concentration has exceeded this point.  

Table 2.1: Peab’s Ownership Structure 

Top Ten Largest Shareholders in Peab 2011 

 
Source: Peab Website – About Peab (May 2011) 

2.3.2 Management  
In May 2011 Mats Paulsson’s responsibility as CEO came to an end when former Deputy 

CEO Jan Johansson took control of the top position. Even though Mr. Johansson has been 

working within Peab for 25 years, he has some big shoes to fill taking over from one of the 

founding brothers, especially seeing that Mr. Paulsson has held the CEO position for several 

years. There should however not be any major problems as he has been working alongside Mr. 

Paulsson for several years, and further strengthened by the fact that Mr. Paulsson will still 

remain in the company as Vice Chairman of the Board.  

  

Owner Proportion of Capital (%) Proportion of Votes (%)

Mats Paulsson with Companies 14.00 21.80

Erik Paulsson with Family & Co 8.10 22.20

Karl-Axel Granlund with Family & Co 6.00 3.00

Anita Paulsson with Companies 3.50 8.00

Fredrik Paulsson with Family & Co 3.50 8.00

Lannebo Fonder 2.90 1.40

Folksam Fonder 2.30 1.10

Peab’s Profit Sharing Foundation 1.90 0.90

Swedbank Robur Funds 1.70 0.80

Danica Pension 1.40 0.70

Sum 45.30 67.90
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2.3.3 Board Composition 
In table 2.2 below Peab’s Board of Directors can be viewed The prior presented ownership 

structure is highly reflected in the board composition with Mats Paulsson as Vice Chairman 

and two other family members included on the board.  It can also be seen that the Company’s 

third largest owner, Karl-Axel Granlund, holds a position on the board. Furthermore, the 

board includes five employee representatives a requirement that is regulated by Swedish law.   

Table 2.2: Peab’s Board of Directors 

Board members, position, age, year of appointment and holdings in Peab 

Source: Peab Website – Corporate Governance (May 2011) 

2.3.4 Nominating Committee 
In May 2011 four new members were elected onto the Nominating committee, namely 

Chairman Malte Åkerström, Leif Franzon, Göran Grosskopf and Erik Paulsson. To be noted 

is that Göran Grosskopf has also held the position as Chairman of the Board of Directors.  

Figure 2.5: Structure of Peab at a Glance 

 
Source: Own creation 

2.4 Peab’s Business Model 
Peab´s business model is based on three different operations; Construction, Civil Engineering 

and Industry (see appendix 2A), together aiming to create a complete offer to the market. 

Peab’s vision is formulated as; “Peab builds sustainable communities for the future”, “Peab 

is a Nordic company” and “Peab attracts talented people” 

  

Name Position Age Appointed Holdings

Göran Grosskopf Chairmen 66 2004 460,000 B shares

Mats Paulsson Vice Chairmen 67 1992 9,754,910 A shares, 34,398,610 B shares 

Karl-Axel Granlund Board member 56 2000 17,852,000 B shares

Annette Brodin Rampe Board member 49 2000 50,000 B shares

Svante Paulsson Board member 39 2003 1,720,908 A shares, 
1,343,580 B shares

Lars Sköld Board member 61 2007 12,000 B shares

Fredrik Paulsson Board member 39 2009 4,261,430 A shares, 6,002,154 B shares

Anne-Marie Pålsson Board member 60 2010 None

Patrik Svensson Employee rep. 42 2007 1,800 convertibles

David Karlsson Employee rep. 43 2008 1,000 convertibles

Lars Bergman Employee rep. 60 2008 None

Kim Thomsen Employee rep. 46 2008 None

Lars Modin Employee rep. 57 2010 None
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Peab plans to realize the vision and financial goals based on the Company’s business concept 

and six Group strategies. The Company’s stated business concept is; 

“Peab is a construction and civil engineering company that puts total quality in every step of 

the construction process first. Through innovation combined with solid professional skills we 

make the customer’s interest our own and thereby build for the future.” 

Peab has developed six underlying strategies to realize the vision.  First of all, the Company 

aims to achieve a more “Cost-efficient business” by coordinating the entire Group’s structure 

and thereby identifying synergies.  

Furthermore, Peab strives to develop a process-oriented mindset and worked for some time to 

rationalize and industrialize the construction process combined with efficient logistic 

solutions. Peab constantly reduces the number of material suppliers & subcontractors and 

strengthens cooperation with their existing ones.  

Second, Peab strives to “Invest in profitable growth in the Nordic region”. Peab sees good 

potential for growth both organically and through acquisitions throughout the Nordic region, 

particularly in Norway and Finland.   

The third strategy, “Be seen and heard in the Nordic region” refers to making Peab a 

household name as the Nordic community builder through advertising and other means of 

communication such as the Peab Journal and website.  

Fourth, the Company aims to become “Pioneers in sustainable community building” which 

should be realized through their created definition: “All our plans and undertakings must 

conform to our ethical guidelines, and everything we do must be fashioned responsibly with a 

far reaching perspective in order to satisfy all the environmental, financial and social aspects 

involved in our work”.  

Peab prioritizes long-term relationships and builds them on trust and strives to nurture 

customer relations, formulated in their fifth strategy; “Strengthen and develop Peab’s 

customer satisfaction”.  

The next few years many of Peab’s employees will retire, which brings forth a necessity to 

hire new co-workers to be able to accelerate growth rate whilst maintaining profitably. The 

Company has identified this issue and through the last stated strategy “Best Nordic Working 

Place”, Peab aims to attract and retain new workers. 
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2.4.1 Peab’s Three Business Areas  
As mentioned above, Peab’s operations consist of three different business areas; Construction, 

Civil Engineering and Industry. Construction is the core of the Company representing more 

than half of the Group’s sales, stated in figure 2.6. The two other areas, Civil Engineering and 

Industry, account for 24% and 20% respectively.  

Figure 2.7 differentiates between the types of products sold, where housing accounts for 28%, 

roads & civil engineering for 35% and other building & construction for the remaining 37%.  

Public clients account for 32% of sales, private 57% and other 11%, which can be seen in 

figure 2.8. More information on the three business areas will follow.  

The Company operates primarily in Sweden where 85% of the total sales are generated. Peab 

is however steadily increasing its presence in Norway and Finland, which currently account 

for 8% and 7% respectively, seen in figure 2.9 below.  

Figure 2.6 – 2.9: Group Sales per Business area, Product type, Customer type and per 

Country 

 

 

                   

Source: Own creations based on Peab Annual Report 2010 
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2.4.1.1 Construction 
Peab’s largest business area in terms of Group sales is Construction accounting for 56%, 

corresponding to SEK 24 billion in 2010. Construction performs contract work for external 

customers and for Peab’s own development projects. Operations comprise everything from 

new construction to renovation and construction maintenance. The business is run across five 

geographic divisions in Sweden, one division in Norway and one in Finland and together 

employs approximately 7,600 people.  

As can be viewed in figure 2.10 private customers account for 63% where public institutions 

further account for a substantial part as well, namely 22% of net sales. Moreover, figure 2.11 

displays what products the different business areas consist of, namely Housing and other 

building constructions. The major part of the construction sales goes to external customers, as 

seen in figure 2.12.  

Figure 2.10 – 2.12: Net Sales per Customer Type, Product Type and Sales Distribution 

  

 

                                

Source: Own creations based on Peab’s Annual Report 2010 

2.4.1.2 Civil Engineering 
The business area Civil Engineering accounts for around 24% of Peab’s Group sales, 

corresponding to SEK 11 billion in 2010. The business area is active on the local civil 

engineering market as well as in infrastructure projects such as bridges and roads. 

Furthermore, engages actively within operations and maintenance, working with road 

maintenance and municipal services such as park management and street maintenance.  

2010 was the first year Civil Engineering operations in Norway and Finland were fully 

integrated into the business area and are now run in one Nordic division presently employing 

around 3,200 people.  
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It can be viewed below in figure 2.13 that the majority of sales within Civil Engineering are to 

the public sector. This includes clients such as the Swedish Transport Administration and 

municipalities.   

Furthermore, the division’s strong focus within roads and civil engineering can be clearly 

seen in figure 2.14 accounting for 95% of the sales. Finally, it can be visualized in figure 2.15 

that most of the sales are generated by demand from external customers.  

Figure 2.13 – 2.15: Net Sales per Customer Type, Product Type and Sales Distribution 

 

 

                                                     

Source: Own creations based on Peab’s Annual Report 2010 

2.4.1.3 Industry  
The industrial operations are run in business area Industry and account for 20% of Group 

sales amounting to SEK 8.5 billion in 2010.  The operations are divided into two divisions, 

Industry and Construction Systems. The division Industry is comprised of companies and 

brands that supply gravel and rock, ready-mixed concrete, manufacturing & laying of asphalt, 

foundation work, and transportation & machine services.  

The division Construction Systems is comprised of the companies and brands that engage in 

constructions systems and construction related services such as cranes, machinery and 

electricity. Furthermore, the business develops industrial products such as prefabricated 

concrete elements. These divisions are situated in Sweden, Norway and Finland and employ a 

workforce of 2,700.  

Figure 2.16 below shows that the business area Industry supplies mainly private customers as 

the public sector only accounts for a minor part of the sales. It can be viewed in figure 2.17 

that Industry is highly involved in supplying all product types.  
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Highly distinguishing for this business is the high share of internal sales. Accordingly, it can 

be argued that this business units’ function acts as a safeguard for Peab’s industrial processes. 

Figure 2.16 – 2.18: Net Sales per Customer Type, Product Type and Sales Distribution 

  

 

                                                    

Source: Own creations based on Peab’s Annual Report 2010 

Figure 2.19: Structure of Peab at a Glance 

 
Source: Own creation 

2.5 Overview of Peab’s Financial Development 
An overview of Peab’s financial development is displayed in the figure below. Since the year 

2000, the Company has experienced a compound annual growth rate (CAGR) of 9% in net 

sales and reached SEK 38 billion in 2010. The Company’s operating margin has varied a bit 

more than the net sales with an average of 3.6%.      

Figure 2.20: Net Sales & Operating Margin 2000-2010 

 
Source: Own creation based on Peab Annual Reports 2000-2010 
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2.5.1 Recent Developments of Segmented Financial Performance  
The recent developments in key ratios within respective business area are presented below. 

This gives further insight of Peab’s net sales and operating margin. This segmentation shows 

that all three business areas contributed to the increase of the Company’s net sales.  

Furthermore, the table reveals that the decrease in operating profit margin is, to a high extent, 

due to a significant fall in the operating profit margin within the business of Civil Engineering.     

Table 2.3: Developments within Respective Business Areas 2009-2010 

 
Source: Own creation based on Peab Annual Report 2010 

2.5.1.1 Development within Construction 

Peab’s largest business area Construction has experienced an approximate 8% increase 

primarily due to an increase in housing sales. Operating profit margin was affected negatively 

in part by lower margin projects booked in 2009 and due to the severe winter in the beginning 

and end of the year. Order backlog increased by more than 9% as a result of more housing 

construction and an upturn in the economy. 

2.5.1.2 Development within Civil Engineering 
Net sales increased by approximately 14% as a result of stable demand in infrastructure 

projects, new work in operations and maintenance. However, the operating profit experienced 

a significant fall corresponding to around 20%. Similar to Construction operating profit was 

negatively affected by the severe winter but also due to increased competition on the civil 

engineering market. The margin was positively affected by higher productivity. Order backlog 

increased by approximately 13% as a result of continued high market activity. 

2.4.1.3 Development within Industry  
For Industry net sales increased with more than 12%. Adjusted for acquired and divested units, 

net sales rose by 17%. The increase is partly due to the recovery in construction and civil 

engineering markets. As for the other business areas operating margin shrunk during 2010.  

Construction Civil Engineering Industry

Net sales (mSEK) 24,186 10,664 8,508

Change in Net sales (%) 8.2 14.2 12.2

Operating profit (mSEK) 835 356 544

Change in Operating profit  (%) 2.6 -20.2 5.8

Operating margin  (%) 3.5 3.3 6.4

Change in Operating margin  (%) -5.2 -30.1 -5.7

Order backlog on 31 December (mSEK) 18,316 8,747

Change in order backlog 9.3 13.1
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This can to some extent be explained by increased competition and lower capacity utilization 

at the beginning of the year. An increase in capacity utilization and better profitability was 

perceptible in the fourth quarter. Important to note that even though Industry’s margin has 

reduced, it still has a significantly higher margin than the other two business areas (Peab 

Annual Report, 2010).   

2.5.2 Peab B Stock 
Peab’s B-share has been publicly listed since 1987. The stock is currently listed on NASDAQ 

OMX Stockholm Large Cap. In figure 2.21 the development of Peab’s B-share and OMX 

Stockholm Index since year 2000 is displayed.  

Peab’s share price has continuously kept rising from 2000 until the peak in June 2007. The 

share dropped consecutively until December 2008, thereafter recovering to the current share 

price of SEK 56.00, corresponding to a market cap of approximately SEK 16.06 billion.    

 

Figure 2.21: Peab B & OMX Stockholm 30 Index – Year 2000 – May 2
nd

 2011 

 
Source: Nasdaq OMX Nordic Website, June 2011 
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3. Chapter III – Strategic Analysis  
 

Figure 3.1:  Structure of Strategic Analysis 

 

 

Source: Own creation 

In broad terms strategy can be defined as the means by which individuals or companies 

achieve their objectives, being used as the link between the firm and the external environment. 

Successful strategies usually have four underlying features: simple, consistent, long-term 

goals; a profound understanding of the competitive environment; objective appraisal of 

resources and an effective implementation (Grant, 2010).  

The third chapter in this report focuses on a strategic analysis of Peab, separated into three 

subchapters; Macro analysis, Industry analysis and Internal analysis (figure 3.1). The purpose 

of this chapter is to show all the factors that influence Peab, both internal and external, to 

understand the environment Peab is operating within. These findings are finally summarized 

in a SWOT analysis, to be used as a base for the final valuation of Peab.  

The chapter begins with a description of DiPasquale & Wheaton’s Real Estate model, as it 

presents important factors affecting the construction industry. This model will be used to 

support the arguments in the macro and industry analysis. It will not be used as a method to 

structure the report, but more to identify important factors affecting to a high extent the 

construction industry.  

Critics argue that it is difficult to conclude with a fair overview, as market conditions are too 

complex and dynamic, where any intent of purposeful analysis does not exist (Andersen & 

Knudsen, 2006). These critics are supported by financial literature that state that the sole 

purpose of a strategic analysis is to estimate parameters, such as growth rate and volatility, 

and should not have a deeper focus than this (Bromiley & James-Wade, 2003).  

However, in this report it is argued that to make reasonable estimates for the final valuation it 

is crucial to make a thorough strategic analysis, as there are a number of factors influencing 

the value, even though some of them are out Peab’s direct control. 
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The emphasized time horizon chosen for this analysis is set to five years ahead, as this 

horizon takes into account two important factors; first of all it ensures that cyclical 

happenings are viewed in conjunction over a yearly basis and secondly to have a time horizon 

where realistic projections can be estimated.  

Moreover, most of the focus of the report will be based on Sweden, seeing that Peab has 85% 

of its operations there (Peab Annual Report, 2010). The chapter analyzes Peab as one entity, 

only mentioning particular issues that affect the specific business areas, i.e. Construction, 

Civil Engineering and Industry, where necessary to do so. 

3.1 Property & Asset Market Model 
Intent was made to create a model that could define how the different elements affecting the 

housing market would interact and influence the supply and demand, resulting in the creation 

of DiPasquale & Wheaton’s Real Estate model. As can be seen in figure 3.2 the model has 

been divided into four quadrants, where the two on the right deal with the property market 

(how space is used) and the two on the left that focus on the buying and selling of buildings in 

the asset market.  

The first quadrant (NE) identifies the demand for property, arising at the equilibrium between 

the availability of buildings and their rental price. This is the starting point of the model, as 

the demand will influence the remaining quadrants. The rent level leads into the second 

quadrant (NW), as higher rents lead to higher building prices, represented in the figure 

through the price-to-rent ratio, i.e. capitalization rate. 

The creation of new buildings (new assets) is represented in the third quadrant (SW), where 

the curve tries to display the replacement cost of real estate, assuming that this cost increases 

with more building activity. Equilibrium is found where replacement costs equal asset prices.  

The fourth quadrant (SE) shows how the stock of real estate space is shifted by new 

construction, also taking into account depreciation losses. This quadrant assumes a certain 

level of construction and determines the level of stock that would result if that construction 

continued forever. 
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Figure 3.2: Real Estate: Property and Asset Markets Model 

 
Source: Own creation based on DiPasquale & Wheaton (1996) 

D = demand, S = space, P = price, R = rent, i = capitalization rate, C = construction, d = depreciation 

3.1.1 Tobin’s Q 
The Real Estate model can furthermore be linked to the theory behind Tobin’s Q expression, 

as they both discuss when new construction will take place. Tobin’s Q will be used as an extra 

strengthening factor to the Real Estate model in this industry analysis.  

Theoretically, in the long run, the current price of houses should converge towards their 

replacement costs. This can be described through Tobin’s Q formulation, which states that a 

constructor will only build when the price of construction is lower than the current sales price 

of similar buildings, as this is the only way to make a profit.  

It is calculated with the following formula, where construction will only occur when market 

prices are lower than construction costs, i.e. a ratio of more than one. (Deichmann Haagerup) 
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Figure 3.3: Structure of Strategic Analysis 

 
 
 

Source: Own creation 

3.2 Macro Analysis – PEST  
A company is dependent on several elements, both internal and external ones. In order to fully 

understand the surrounding environment and macroeconomic situation, this chapter begins 

with an analysis on Political, Economic, Social and Technological factors, a so-called PEST 

analysis.  

This model focuses on the external forces that are out of the direct control of Peab. Many of 

the factors that are discussed can also be found in DiPasquale & Wheaton’s model, for 

example how asset valuation, interest rates or other economic factors influence the demand 

and supply of buildings. A more detailed and explicit link to the model will be brought up 

further on.  

3.2.1 Political 
The political environment a company is surrounded by greatly influences operations and the 

chosen strategic direction; particularly in the construction industry as political decisions are 

an important influence of demand and governmental support. Moreover, a country’s labor- 

and tax laws have a vast impact on businesses (Elling & Sørensen, 2005).   

A common characteristic throughout the Nordic region is the stable political environment. 

Scandinavian countries have always strived towards welfare states, where the government is 

actively involved in decision-making and supportive of future developments. The level of 

corruption is very low, almost non-existing, creating a sustainable environment for 

entrepreneurial behavior.  

A large share of the budget is based on tax income, for example tax revenue in Sweden 

amounts to 46.4% of GDP (Ekonomifakta, 2011). The three countries were Peab operates 

have a similar corporate tax rate, currently set to around 26-28% (Skatteverket, Skatteetaten & 

Vero, 2011).  
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According to the World Economic Forum’s (WEF) Global Competitiveness Report 2010 – 

2011, the most problematic factors for doing business in the three countries touch upon the 

same reasons, namely restrictive labor regulations, tax rates and tax regulations.  

This derives from the great support unions have within this region, as well as the importance 

of the tax policy for the countries’ budgets. Unions have regulated the type of assignments 

different kinds of workers are allowed to do, for example it takes five different types of 

workers to construct a bathroom, ranging from electricians to plumbers (McKinsey, 2006). 

A particular regulation set in place in Sweden was when the government reinstated the so-

called ROT deduction (renovation, reconstruction, extension) in 2008, to stimulate the 

construction industry by giving homeowners the right to tax deductions when they renovated 

their homes.  These tax reductions can maximum amount to 50% of the construction costs, up 

to SEK 100,000 per year (Rotavdrag, 2011)  

Previously individuals could borrow 100% to buy a house, but in October 2010, the Swedish 

Financial Authority raised the percentage requirement for the down payment to minimum 

15% of the final price. Arguing that this would reduce the risk for banks by ensuring that only 

capable and conscious consumers purchased a house, but more importantly as a way to cool 

down the housing market and not have the same issues as the housing markets in USA, Great 

Britain and Spain (Richards (2010) & Nikolas (2010)).  

Swedish politicians have developed the current regulatory issues for the construction industry 

into a fairly complex and inefficient market with complicated zoning laws. These laws 

regulate how land is supposed to be used, i.e. what types of buildings are allowed to be 

constructed, their design, sufficient green areas etc. (McKinsey, 2006)  

Furthermore, new housing construction and housing rehabilitation is increasingly being 

subjected to higher demands in terms of energy efficiency and environmental considerations. 

A differentiating factor for Norway is that the main industries are still under governmental 

control (Datamonitor – Norway, 2010). In Norway there is no official requirement of a 

mortgage down payment, even though the local Financial Authority has recommended banks 

to require 10% of the purchase price as down payment (Siste, 2010). 

Finland differs in that they have chosen to become part of the European Monetary Union , and 

thereby also come under control and regulations from Europe (ECB, 2011).  
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3.2.2 Economic 
The current economic situation and projected future is vital information for a company’s 

management to analyze in order to take the necessary adaptive requirements. In case they 

foresee a positive outlook they can start increasing production to meet the estimated demand 

increase, or vice versa in case of a negative outlook (Elling & Sørensen, 2005). The 

importance of the economic situation for the construction industry is clearly supported in the 

real estate model previously presented. In the following pages analysis of the historical 

movement of key factors will be discussed.  

3.2.2.1 Gross Domestic Product 
The figure below presents the past decades of real Gross Domestic Product (GDP) growth 

within Sweden, Norway and Finland, as well as projections for the coming years. This figure 

was chosen since it is the key indicator for understanding the current economic situation of a 

country, as well as giving indications for the near future. Having an understanding of where a 

country is headed is crucial in order to take correct strategic and financial decisions shaping a 

company for the future.  

Moreover, the GDP growth rate can be seen as an underlying factor in DiPasquale & 

Wheaton’s model as it sets the base for all the factors. For example, if GDP is growing 

steadily there is usually a positive economic outlook, which will increase individuals demand 

for housing shifting the curve in the first quadrant outwards increasing the scope of the entire 

model.   

Figure 3.4: Gross Domestic Product – Real Growth Rate  

 

Source: Own creation based on Index Mundi, 2011 
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A first remark one draws when analyzing this graph is the extreme drop in 2008 – 2009. The 

implications of the financial crisis are severe and clearly visible. Sweden seems to have 

recovered from the financial crisis steadily and is now expecting positive years ahead.  

To quantify this statement, the Swedish state forecasts a budget surplus of SEK 99 billion for 

2011 and SEK 68 billion in 2012 (Riksgälden, 2011). Furthermore, it is also expected that 

national debt will reduce to 30% of GDP. Compare this to countries such as the USA or the 

UK were the same figure is nearing 100%, not to mention Greece with almost 150%.  

Sweden has the third strongest growth rate within Europe, only beaten by Estonia and 

Lithuania (Finfacts Team, 2011). GDP grew 6.4% during the first quarter of 2011 and 

foresees a continued growing trend. Sweden’s exports increased by 20% in Q1, as a measure 

of volume and calculated on an annual basis. This shapes a positive outlook for Peab, 

especially seeing as they have 85% of their operations in the Sweden. 

The increased global recovery can be felt within Norway that predicts the economy to grow at 

around 2-3% the forthcoming years. The construction sector has had a stable growth rate the 

past years, which is estimated to expand at a higher rate the coming years, where the greatest 

increase has been within housing and public building construction. For Norway however, the 

sector that will experience most growth is the oil industry, both due to higher investments and 

rising oil prices.  

This will benefit Norway’s overall economic situation, as much of the state budget is derived 

from the petroleum industry. It is important to be aware of the risks from such a dependency, 

as the US and European economies are still suffering from the inflationary pressure and the 

debt crisis, which could potentially lead to a reduction in demand for oil. (Gunnar, 2011)  

As described in the GDP graph above, it is projected that Finnish GDP will grow by 4% 

during 2011 to then slow down reaching an annual average of 2.5%. This trend can be 

quantified through individual consumers, since the growth in private consumption grew by 

3% in 2010 with notable increase in car and home purchasing.  

All in all the positive outlook for the three countries push the demand curve in the first 

quadrant of DiPasquale & Wheaton’s model further out, boosting the overall demand and 

thereby also the construction industry as a whole in the third quadrant.  
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3.2.2.2 Interest Rate 
The interest rate chosen is each country’s prime lending rate, as this is the base rate 

commonly used by banks and other lending institutions, giving a fair view of the current 

economic situation. Furthermore, this is one of the main resources a country’s central bank 

can use to either stimulate or cool down the economy (Skagen Funds, 2011).  

The interest rate directly affects DiPasquale & Wheaton’s model, either increasing or 

decreasing the demand depending on if the rate is low or high, respectively, as well as the 

capitalization rate used for the asset valuation.  

Figure 3.5: Interest Rate Development 

Source: Own creation based on Sveriges Riksbank, Norges Bank, Suomen Pankki, 2011 

The graph above clearly illustrates the different paths the interest rates have taken in the 

respective countries. They appear to follow similar trends, as might be expected due to the 

closeness and interdependence of the countries. All three interest rates indicate the effect of 

the financial crisis, which can be seen when comparing the interest rate graph to the GDP 

growth rate graph.  

When GDP decreases so do interest rates, as central banks are trying to stimulate the economy 

by making it easier to borrow money, kick-starting consumption. As soon as GDP starts 

growing so do interest rate hikes as countries try to balance GDP growth with a maintained 

inflation level (Skagen Funds, 2011). 

However, Norway, as can clearly be visualized, has a higher interest rate than the other two 

countries. They have historically always had a high interest rate, strengthening their 

Norwegian Krone compared to other currencies, making the exporting industries suffer. This 

is particularly worrisome for a country like Norway that is so dependent on exports, i.e. oil 

and fish industry. (Maxwell, Jablonski & Kabo)  
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Interesting to note that Sweden and Finland follow each other so closely, seeing as Finland is 

part of the EMU whilst Sweden has chosen to remain with the Swedish Krona (Söderström, 

2008). Sweden has the ability to regulate their interest rate to suit the current economic 

environment, i.e. increase the rate when the economy is booming and vice versa, whilst 

Finland does not have this freedom. 

3.2.2.3 Inflation  
The graph below shows the development of the inflation rate in the three countries. The 

inflation rate is yet another important market condition influencer. Central banks continuously 

track this rate, adjusting the interest rate to either boost or reduce the development of the 

interest rate as this affects consumers’ purchasing power.  

DiPasquale & Wheaton’s model is deeply influenced by the inflation rate, as individuals’ 

consumption desire and power is directly linked to inflationary pressures.  

Figure 3.6: Inflation Development – Average Consumer Price Index 

 
Source: Index Mundi, Affärsvärlden, SSB, Suomen Pankki (2011) 
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Finland trailed Sweden and Norway on their disinflation track until the end of 2010 when the 

inflation rate began to increase rapidly due to the accelerated price increase of energy, food 

and other commodities (Suomen Pankki, 2011). Even though it is sharply surging, the Bank 

of Finland believes this is only a short-term incident, as can be seen in their projections for the 

future inflation rate. 

3.2.2.4 Construction Market 
As for most countries, the construction market is of great importance for Sweden. The 

industry has a yearly turnover of SEK 500 billion and the value of the real estate stock is 

estimated to SEK 5,000 billion. The industry employs some 300,000 people and in 2010 the 

gross fixed capital formation in buildings and construction correspond to 8% of Swedish GDP 

(Sveriges Byggindustrier, 2008 & SCB, 2011). 

3.2.2.4.1 House Prices and Construction Costs 

An interesting analysis reviews the development of house prices and their construction costs. 

The analysis is presented in the figure 3.7 below, showing how they have developed over the 

past half decade. For the house price development, numbers have been taken from each 

country’s Statistic Center, whilst the construction cost development has been based on the 

progression in Sweden. It has further been assumed that the average development has been 

similar in the respective countries. 

The figure below displays a positive trend for construction companies as they are earning 

higher margins for every construction project, but less beneficial for consumers since they are 

the ones paying the price.  

Figure 3.7: House Prices and Construction Costs Development 

 
Source: SCB, SSB, Statistikcentralen, (2011) 
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A factor for the difference in the growth rate is that the supply of dwellings has not been able 

to meet the actual demand, pushing the prices higher. Analysts have recently begun arguing 

that the experienced price growth on the Swedish housing market relative to the GDP growth 

has set the base for a potential housing bubble burst (Swedbank, 2010).  

Where in order for this the actual burst to take place, an external factor such as the world 

economy turning back into recession, needs to take place. 

When comparing the numbers for Sweden and Norway it can clearly be seen that average 

house prices have been exposed to a greater increase compared to the actual construction 

costs.  This is indicates that Tobin’s Q ratio should have increased, which is supported by 

Bloomberg’s calculations showing that this ratio has been increasing from 0.99 in 2008 to 

1.34 in 2010 (Bloomberg, 2011). 

Analyzing this through DiPasquale & Wheaton’s model, it can be seen in the first quadrant 

where the available space is too low pushing up rents and asset prices, which in the long run 

should increase construction companies’ desire to increase the number of projects they take.   

3.2.2.4.1 Gross Fixed Capital Formation 

The graph in figure 3.8 shows the development in fixed capital formation and the distribution 

between investments in dwellings and other buildings & construction. Other buildings and 

construction account for the 45% and refer to projects undertaken by companies and 

institutions, such as power plants, water- and treatment plants, transports, telecommunication 

and roads, streets & railroads (SCB, 2011).  

In 2010, the gross fixed capital formation in buildings and construction amounted to SEK 266 

billion, corresponding to a CAGR of approximately 6% during the period 2000-2010. It can 

be viewed in figure 3.8 that the development in investment experienced a relatively stable 

increase from year 2000 until the top year in 2008, where the total investment amounted to 

SEK 274 billion.  

In year 2009, the investment fell 10% followed by a recovery in 2010. The relationship 

between investments in dwelling and other building and construction has been fairly constant, 

where dwellings account for around 40%. The public sector accounts for approximately 55% 

whereas the private sector holds the remaining investments in other building and construction. 

Furthermore, the investments in dwellings are comprised of new construction and 

reconstruction accounting for 55% and 45%, respectively.  
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Figure 3.8: Gross Fixed Capital Formations in Buildings & Construction 

 
Source: SCB (2011) 

3.2.2.4.2 Construction Project Start-ups in Relation to Population Growth 

An additional noteworthy parameter to examine is the relation between dwelling start-ups and 

population growth. The most apparent feature of figure 3.9 is the dramatic increase in the 

population growth. The current high number of births, immigration and the increasing average 

age can to a large extent explain this development.  According to SCB, these effects are going 

to be positive until year 2030 (SCB, 2011).  

Peab further states in the Annual Report of 2010, that during the past years they have not been 

able to meet the housing demand, actually only covering around half of the annual demand. 

This means that for them to satisfy the current demand, they would need to construct around 

40,000 new homes per year.  

Figure 3.9: Start-Ups and Population Growth (2000-2014) 

 

Source: Own creation based on SCB and National Board of Housing, Building and Planning 

(2011) 

0

50

100

150

200

250

300

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

S
E

K
b

il
li
o

n

Investment in dwellings Investments excl dwelling

-

30    

60    

90    

2000 2002 2004 2006 2008 2010 2012 2014

T
h

o
u

sn
d

s

Start-ups Population growth 



Valuation of Peab 

Fredrik Ahlberg & Victor Widerberg 

 34 

3.2.3 Social 
Current social trends impact businesses as they may change the demand from consumers and 

affect the current/potential workforce that a company needs. Other trends that influence are 

cultural aspects, career attitudes and emphasis on safety to name a few. (Elling & Sørensen, 

2005) Following is an outline of the social settings in the Nordic countries.  

Major cities throughout the Nordic region all face the same issue of apartment shortages 

(Peab Annual Report, 2010). Job opportunities in these cities are the pull factor increasing the 

urbanization effect leading to this shortage. Trade unions are a decisive factor for the 

advancement of several industries. This is also true for the construction industry, where Peab 

explicitly support and encourage the existence of unions.  

A shortage that is becoming more incumbent is the fact that students increasingly prefer other 

careers than within the industry sector (Jansson, 2011), which can be noted in the high school 

programs orientating teenagers towards these sectors. Furthermore, there is an increasing 

number of teenagers who choose to pursue higher university studies (Holmborg, 2011), 

suggesting that they are interested in pursuing a career within the corporate sector, instead of 

the construction industry for example.  

There are also some trends and cultures within Scandinavia that offer a more optimistic view 

on the future for Peab. It is very common to move away from home at an early stage, creating 

a high demand for apartments in cities.  

With modern technology and medicine, people are able to live longer, changing the 

demographics of the country and the demand for elderly people’s home. Peab states in their 

annual report (2010) that they are experiencing this increased demand in “niche” housing, and 

are developing projects to cover this demand.  

3.2.4 Technological 
The fourth pillar in the PEST analysis deals with technological aspects. The technological 

advancement of a country can assist a company in becoming more efficient, improve the 

quality of their products or services as well as lead to increased innovation. (Gillespie, 2011) 

In Scandinavia, there is an environment of solid protection of intellectual property rights and 

patents, making it easy and desirable to commit resources to innovation. Aiding this is the 

great collaboration between industries, research institutes and government bodies 

(Datamonitor, 2010).  
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Scandinavian countries’ IT and other similar technological aspects are also in the forefront of 

the development, and greatly embedded throughout both society and businesses. These 

advancements ease production through high levels of automation processes and IT 

developments create software programs to add a modern structure to administrative tasks. 

Sweden has a leading position within R&D and innovation, where the private sector is 

responsible for more than 70% of R&D investments and around 20 companies represent more 

than 60% of total business R&D investment (Datamonitor – Sweden, 2010).  

3.2.5 Summary of Macro Analysis 
The PEST analysis has touched upon macro economic factors that influence Peab, where they 

as a whole conclude with a positive outlook for Peab. The current political environment is 

majorly supportive in terms of ease of doing business, but limits progress through tax 

regulations and labor laws.  

The analysis additionally shows the effects of the financial crisis, suffering downturns across 

all regions and business areas. However, present economic factors incur future growth 

opportunities.  

Both GDP and interest rates are increasing in all three countries, strengthening the fact that 

the economy is in an improving state. Construction costs have developed at a slower rate than 

housing prices, giving constructors higher margins for their projects.  

Gross fixed capital investments in all types of buildings decreased during the crisis, but now 

portray higher investments for the near future. Further strengthening the fact of increased 

demand is the combination of a growing population with the existing housing shortage.   

Social trends bring forth Peab’s toughest issues namely dealing with their employees. 

However the subsection highlights the underlying trend leading to the current ruling housing 

shortage. The existing workforce is relatively old, approaching retirement age. Once they 

enter into pension, there will be difficulty in replacing them with new workers, especially 

seeing that to an increasing extent, teenagers are pursuing university studies targeting careers 

in other industries. Luckily, the population is living longer and more child births are occurring, 

which ensures a steady continued demand. 
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Figure 3.10: Structure of Strategic Analysis 

 

 
 

Source: Own creation 

3.3 Industry Analysis – Porter’s Five Forces 
The first part of this chapter has focused on outlining the macro-economical factors that 

influence the construction industry in general. Moving ahead, the following subchapter 

concentrates on identifying the micro-economical aspects through Porter’s Five Forces 

Industry Analysis model (Porter, 1979).  

An important objective of such a model is to understand the competition and the underlying 

profitability factors. It is central to keep in mind an adequate time horizon, in order to ensure 

that the analysis can distinguish between cyclical and structural changes.  

Figure 3.11: Industry Analysis Model – Porter’s Five Forces 

Source: Porter (1979) 
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In terms of entry barriers, it is necessary to differ between Peab’s business segments; 

Construction and Civil Engineering are not as capital-intensive as Industry is. The first two 

are not because they do not require investments into heavy machinery, making it easier for 

new entrants to go into this market. Industry on the other hand, requires heavy machinery and 

economies of scale to cover the demand from clients making this more capital-intensive with 

higher entry barriers.  

New entrants are limited by the fact that larger projects, often with higher margins, are offered 

by the government or other larger institutions, who are quite demanding when seeking a 

constructor. Peab has an advantageous position as they have proven themselves over the years, 

and already collaborate closely with these types of customers. If these clients find Peab to be a 

successful partner, it will almost be impossible for a new company to enter the competition, 

especially seeing that these larger institutions not only work with Peab, but also with the 

larger construction companies in Scandinavia.  

Furthermore, construction companies are offering more services through the value chain, all 

from design and architecture down to service and maintenance, where each aspect along the 

value chain has different entry barriers. Overall, the construction industry can be classified as 

having low entry barriers, which can be seen as it is a very competitive industry with low 

margins. 

3.3.2 Bargaining Power of Customers 
Operating within the Nordic construction industry implies facing several different types of 

customers, ranging from individuals to large institutions and governments. Different kinds of 

clients have different bargaining power based in part on the proposed duration of the 

relationship.  

The size of the project is also a deciding factor on how much bargaining power a party has, 

larger projects bring forth a greater bargaining position. As different types of customers have 

different amounts of bargaining power, it is necessary to distinguish between them.  

Overall, 32% of Peab’s customers are from the public sector whilst 57% are private investors 

(the remaining 11% are classified as other). One can further separate the kind of customer 

depending on Peab’s business segments, which is presented in the table below: 
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Table 3.1: Customer Type Distribution by Business Area 

 
Source: Peab Annual Report 2010 

Public customers have strong bargaining power towards Peab as they offer large-scale 

projects on a continuous basis, and it is known that being selected for a project like this is of 

great importance and value for a construction company. A constructor is willing to lower their 

price just to be selected for a prestigious project, which will bear their name on it for several 

years to come, a way to show-off the company’s competence and capacity.  

For example, Peab is the second most important supplier to the Swedish “Trafikverket” 

(governmental organization responsible for road development in Sweden), where in 2009 the 

total invoiced value totaled to more than SEK 2 billion. Comparing this to Peab’s overall sales 

that year of almost SEK 35 billion, this client stands for 5% of total sales (Trafikverket, 2010).  

These types of customers have a unique relationship towards a constructor, as they are not 

negotiating on their own behalf. This is the reason why these types of projects are sold 

through government procurement processes and are greatly regulated. Further strengthening 

this statement is the fact that the individuals holding these positions have very limited 

incentives to find the cheapest constructor, as their salaries/benefits will not be affected at all.  

Up until now, the outcome of public procurement processes has been to find the most 

economically beneficial constructor and limit fraud, waste and corruption. As environmental 

issues become more important for both public and private investors, this will become more of 

a decisive factor in a governmental procurement process.  

Not only will a company be chosen because they are the cheapest, they might be chosen due 

to their abilities and focus to build sustainably. Energy questions in general will gain in 

importance, as the desire of reducing the energy consumption will only strengthen. 

(Industrifakta, 2011)  

Peab seems to have understood and accepted this movement, as can clearly be read in their 

annual reports where they mention the importance of contributing to a sustainable society 

(Peab Annual Report, 2010). As these facts show, public customers have and will continue to 

have a beneficial situation in negotiating with a construction company.  

Public Private Other

Construction 22% 63% 15%

Civil Engineering 66% 24% 10%

Industry 19% 81% 0%
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On the other hand, nearly two thirds of Peab’s customers come from the private sector, yet not 

many of these are individual consumers. However, as will be seen in the Value Chain analysis 

further on, there is a growing trend within the construction industry to expand across the value 

chain activities, especially towards the extremes, as this is where firms can earn higher 

margins. This trend can already be seen within Peab that is constructing more and more 

buildings on their own behalf, which later is sold to companies or individuals (Peab Annual 

Report, 2010).  

Private individuals that approach Peab do not have as much power in the bargaining process. 

Firstly, since it is a onetime project Peab can be more short-sighted in their negotiation 

without feeling the need to offer any particular discounts in order to ensure the client will 

return to Peab for future projects.  

Secondly, these kinds of projects are smaller both size wise and financially, limiting the 

clients’ bargaining strength. Nevertheless, a strength that these types of clients have is that 

they have low switching costs between constructors. For them it does not matter if constructor 

A or B builds their house, as both of them are fairly similar, the customer is seeking for the 

lowest price.  

An indirect factor altering a customer’s bargaining power is the current economic situation. If 

the economy is blossoming, customers are more willing to take on construction projects since 

they are more optimistic and it is easier to negotiate loans with the bank etc.  

3.3.3 Bargaining Power of Suppliers 
The majority of Peab’s suppliers are producers of construction material. In general, due to the 

size of the Company, Peab has relatively high bargaining power against many of their 

material suppliers. The suppliers represent around 30 different industries, where timber, 

concrete and paint are the largest (Byggmaterial Industrierna, 2008). This material is either 

distributed directly from producers or through wholesalers.  

Except for a few large players, the supplier industry in Scandinavia is a truly fragmented 

market with a number of smaller firms, meaning that they as a whole have limited bargaining 

power (McKinsey, 2006). There are approximately 3,700 wholesalers trading with 

construction material, with turnover amounting to SEK 73 billion.  
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The four largest companies account for 20% of total sales. The wholesale market has a few 

large firms such as Tibnor AB, Beijer Byggmaterial AB and Ahlsell Sverige AB. However, 

there are a vast amount of small companies; accordingly 80% of the 3,700 have only one to 

four employees. Furthermore, only 1% had more than 50 employees and merely 3% had more 

than SEK 100 million in turnover (Konkurrensverket, 2009). 

Naturally, a producer’s bargaining power is greatly dependent on the type of product they are 

supplying. The widespread discount system between suppliers and buyers reduces the price 

transparency and limits buyers’ switching possibilities.  

Supplier bargaining power has further increased due to the fact that the different materials 

need to complement each other as well as high entry- and exit barriers within different 

segments of the industry (Konkurrensverket, 2009).  

It can be viewed that Peab’s strategy of sourcing materials and how they manage their 

bargaining power involves backward integration, using a vast number of suppliers, long-term 

relationships and increased international purchases.  

An example of Peab’s integration backwards is their acquisition of leading concrete 

manufacturers like Swerock AB and Finnish Vasa Betong AB (Peab Annual Report, 2010). 

The Company has thereby, to a high extent, secured their supply of concrete, a material that is 

hard to import as it becomes obsolete after a few hours.  Other material such as wood, steel, 

paint and equipment is purchased from a total of 29.360 suppliers, where 210 companies 

stood for 50% of the total invoice volume and 2,300 for 80% (Hessel Bjurgren & Larsson, 

2009). 

It can be suggested that the Company’s high number of suppliers limits the dependency on an 

individual company, which ought to increase Peab’s strength in a negotiation process. Peab’s 

strategy to focus on using the same supplier/wholesaler in the long-term creates 

interdependence between Peab and the individual supplier. The underlying rationale for this 

strategy is the importance of receiving the right quality and quick delivery.  

Finally, Peab forefronts the growing industry trend of international purchases, as this 

increases the product range, strengthens bargaining power and lowers costs.  

All in all, it can be argued that due to the large size and procurement strategy, Peab has 

relatively high bargaining power against the majority of their suppliers.  
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However, it can also be argued that the bargaining power varies depending on the economic 

situation and type of product. Accordingly, it is critical for Peab to receive the right quantity 

and quality at the right time and as there are only a few large players the Company’s 

bargaining power might be limited during the negotiation.    

3.3.4 Threat of Substitutes  
A country’s infrastructure and industrial development is truly dependent on the construction 

industry, as it includes houses, offices, schools and urban infrastructure amongst other 

buildings (Planning Commission, 2002). Therefore it is hard to define direct substitutes to the 

industry as a whole, there are however some areas within the industry that are subject to 

substitutes, which will be described in the following paragraphs.  

Individual consumers have two options, either they build a home from scratch or they 

purchase/rent existing property. The substitute in this case would be going for the 

used/renting option, as this would reduce potential business for Peab.  

This can be linked to DiPasquale & Wheaton’s Real Estate model as well as Tobin’s Q 

concept, as construction will only take place when replacement costs equal or are below asset 

prices. 

A further aspect to be considered as a substitute is the concept of prefabricated or modular 

buildings. A consumer can contact these producers and import a building ready to be set up 

instantly, that way surpassing the necessity to have a local constructor. It is important to be 

aware that Peab Industry is actively working within this segment and can be considered as 

direct competition (Peab Annual Report, 2010).  

3.3.5 Rivalry among Existing Competitors  
The competitive landscape can be characterized as fragmented but to high extent dominated 

by a few firms, where Peab is one of them.  As can be visualized in figure 3.12, the Swedish 

construction industry is divided amongst almost 80,000 companies corresponding to 8% of 

the total number of companies in Sweden. However, only 22 firms have more than 500 

employees, which implies a certain degree of concentration.  

The number of international firms is continuously increasing in line with globalization, where 

presently 30% of the companies have foreign investors controlling more than half of their 

voting rights (Sveriges Byggindustrier, 2008). 

  



Valuation of Peab 

Fredrik Ahlberg & Victor Widerberg 

 42 

Figure 3.12: Construction Companies and Employees in Sweden (2008) 

Source: SCB (2011) 

The division of market shares between companies within an industry gives a good overview 

of the competitive environment that Peab operates in. It can viewed in figure 3.13 that the 

four largest firms – Peab, Skanska, NCC and JM – have held around 70% of the total market 

share for several years.  

An analysis of the industry’s Herfindahl-Hirschman Index (HHI), a measure of market 

concentration that takes into account the number of firms and their respective market shares, 

gives a value of 1,483. The relatively low value is a consequence of the model failing to take 

into account the actual markets where the firms operate, i.e. local, regional or national. This 

setback, in combination with the large number of smaller firms leads to a lower HHI. 

(Konkurrensverket, 2009)  

The Swedish construction market is highly dominated by four companies, why an anlaysis of 

these companies’ dominance has been made. Peab has maintained a positive annual growth, 

continuing to gain market shares within Sweden becoming market leader in year 2009. The 

corresponding data for 2010 is not available but in terms of sales Peab was the company that 

experienced the largest increase, with a growth of 7%. It can therefore be argued that Peab has 

increased their market share further in 2010.  

NCC follows Peab’s upward trend, possessing a similar market share every year until 2009 

when they suffer an 8% sales drop in 2010. Contrarily, both Skanska’s and JM’s market share 

have been diminishing every year. However, both these firms experienced a 3% rise in sales 

during 2010.  
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Figure 3.13: Top Constructors’ Market Share – Sweden 

Source: Konkurrensverket, 2009 and Annual Reports 

Expanding the perspective to a Nordic scope the construction industry is truly fragmented 

consisting of a number of different constructors where the leading companies have a market 

share around 5% (McKinsey, 2006 & NCC Annual Reports 2005-2010). For example Norway 

has 100 construction companies that have net sales of over NOK 100 million. (NCC Annual 

Report, 2010)  

Even on the overall Nordic market Peab has been able to increase its market share from 3% to 

5% during the period 2005-2010. Nevertheless, the two competitors Skanska and NCC seem 

to have larger positions internationally, as they possess greater market share corresponding to 

6% each.  

Looking at the switching costs for consumers, it is necessary to split it up into two phases. 

Initially focusing on pre-construction, where a client practically has zero switching costs as 

they are searching for the constructor who can fulfill their requirements to the best price.  

Once construction is under way, and/or completed, the client will have more switching costs 

as client loyalty should have increased. In case a reparation or extension is needed in the 

future they will hopefully first contact the original constructor. 

The global construction industry suffered a downturn in 2009, where the majority of the 

construction companies focused their operations to their native countries. During 2010, this 

trend changed direction as companies increased engagement in cross-border projects.  

Sweden experienced a steady increase in demand from foreign companies that wanted to take 

advantage of the growing economy, particularly in infrastructure projects (Peab Annual 

Report, 2009). An example of this is “Norra Länken” project in Stockholm, which was given 

to the Norwegian Veidekke Group.  
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3.3.6 Summary of Industry Analysis 
Analyzing Peab and the construction industry has provided interesting results which will now 

be summarized. Peab has been an active construction company for several decades, gaining 

important experience and know-how. This knowledge is a crucial factor as the construction 

industry in general is not so capital intensive, easing the entry for new competitors. These new 

entrants are however limited by the fact that big projects, usually offered by large institutions, 

prefer well-know companies like Peab, that have both the capacity and the capability for such 

projects.  

It is necessary to distinguish between the types of customers Peab has when reviewing their 

bargaining power. Large institutions, i.e. governmental institutions, have relatively quite high 

bargaining power as they offer projects on a continued basis with higher margins, and 

constructors enjoy the prestige from such projects, giving the customer the upper hand in 

negotiations. Private customers, have less bargaining power, as these projects are much 

smaller in scale and only a onetime event.  

The most important suppliers are those providing different kinds of material. Except for a few 

large companies, the industry is greatly fragmented, where suppliers as a whole have limited 

negotiation power. Peab is increasingly integrating backwards as a way of ensuring supply 

and augmenting their bargaining power. Peab works with over 29,000 suppliers, where the 

210 most important ones stand for 50% of invoiced volume, even though conclusions show 

that Peab has a beneficial position in these negotiations 

It is hard to state that the construction industry has direct substitutes, as the industry is very 

necessary for society’s development. However, there are some segments that have substitutes. 

For example clients have the option of buying an existing house or renting a house. They can 

also purchase prefabricated houses.  

The competitive environment is greatly fragmented, except for a few large leading companies. 

The top four constructors, Peab included, control 70% of the market shares in Sweden, and 

have done so for a while. It can now be seen that more and more international firms are 

entering the Nordic region trying to take advantage of the growth expectations. 
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Figure 3.14: Structure of Strategic Analysis 

 
 
 

Source: Own creation 

3.4 Internal Analysis – Value Chain 
A company’s value chain describes what processes the company takes care of in-house and 

which ones are outsourced. Naturally a company can specialize within one area, or try to 

cover as many parts as possible.  

A trend that has been seen, and will only continue to grow within the construction industry, is 

the increased integration across the value chain. The projects at the end of the value chain 

offer greater margins, leading companies to offer more products and services covering the 

entire chain. Hence, the shift towards Facility Management is understandable as a way to 

increase margins and gain competitive advantages (McKinsey, 2006).  

Furthermore, construction companies are trying to surpass the negative cyclical effects of the 

industry by establishing long-term relationships with their clients. This way they ensure future 

business and hope that clients are willing to spread positive news about them to other business 

partners, which all in all should boost demand. 

The outline of the following section takes insights from Porter’s value chain analysis as well 

as from Peab’s Annual Report 2010 in order to develop a suitable framework for this analysis, 

which can be seen in figure 3.15 below. The model is separated into two parts; the first deals 

with the primary value adding activities and the second touches upon overhead activities that 

have more of a supporting role.  
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Figure 3.15: Peab’s Value Chain  

 

 

 

Source: Own creation based on Peab Annual Report 2010 & Porter Value Chain (1985) 

3.4.1 Primary Activities 
As can be seen in figure 3.15 above, Peab’s value chain differs depending on business areas. 

The value chain for Construction and Civil Engineering begins when they see a need that is 

not fulfilled, where an assessment is launched to better understand how to tackle this 

unforeseen need.  

The assessment is made either in combination with a customer, or individually by Peab. Once 

the assessment is ready and a decision is made to proceed with the project Peab enters the 

planning process where they outline all the necessities of the project, both operational and 

financial.  

Moving along into more detailed planning touching upon issues such as building permits, 

drawing zoning plans and making cost estimates in the Construction business segment. The 

actual construction process follows this and once this is finalized the building is either handed 

over to the customer or sold when market conditions are suitable. Even though the building is 

handed over to a client, Peab still remains in close connection for any maintenance-, 

renovation- and/or extension projects that arise in the future.  

Industry has a slightly different value chain due to the varied business scope of this segment. 

The Industry division produces different material used in construction, for example asphalt, 

gravel, rock and concrete. This material is used to produce prefabricated buildings that are 

delivered further on.  
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Furthermore, Peab Industry’s Construction Systems engages in providing machinery and 

equipment to clients, to be used in different kinds of civil engineering projects. Finally, 

handling and maintenance tasks are also done. 

As mentioned previously in the report, Peab collaborates with a broad range of suppliers from 

nearby regions. Only a small number of the total suppliers, more exact 0.7% of the total 

number, account for around 50% of the invoiced volume. As can be understood, a minority of 

the suppliers account for a vast majority of the products bought. These products are used 

throughout all the business lines and construction projects. The remaining suppliers offer 

more specific products that are used in particular occasions.  

Peab offers a complete service within the construction industry. Once a building is completed, 

they offer all types of post-completion services such as renovation and expansion projects, 

basically any type of maintenance to the building.  

This shows that they take a long-term view in all their projects, where they consider that there 

is just as much business to be made before, during and after the construction process, where 

this also allows them to maintain contact with their clients for future projects. 

3.4.2 Support Activities 
The support activities are those that are not directly linked to Peab’s core business of 

construction, but nevertheless are just as important for the Company as a whole to function. 

As can be seen in the figure above, these are Firm Infrastructure, HR management, 

Technology and Procurement.  

Peab has been operational since 1959, where they have had the time to develop and optimize 

the supporting infrastructure, ranging from financial and legal to quality management.  

The Paulsson brothers have had an active role in the development of Peab and the internal 

corporate culture, where a lot of focus is put on giving employees the possibilities of training 

and development. Naturally, striving to offer competitive compensations and opportunities to 

advance within the Company.  

An innovative way of gaining access to future talented employees began with the launch of 

Peab School in 2006. Today Peab boasts of having four schools in different regions in 

Sweden, where they take in on average 100 students per school, covering the last years of 

high school.  
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Peab currently uses a couple of different software programs to assist them in their everyday 

business. The intranet, named Planket, is used to share information and experiences as well as 

to update the entire workforce from HQ. It is the primary source project managers turn to 

when they want to communicate with other managers. Through Planket project managers 

have access to a couple other programs, such as PIA, INKA and Plocket, aiding Peab in the 

process of purchasing, ordering and creation of databases. (Ericsson & Levén, 2011). 

3.4.3 Summary of Internal Analysis 
A common trend for the construction industry as a whole is the integration across the value 

chain. Companies are following the shift towards facility management, as this offers higher 

margins.  

The value chains across Peab’s business areas differ slightly depending on which area is 

focused upon. Construction and civil engineering are similar, covering the more traditional 

construction value chain. Industry differs in that this area deals more with supply of material 

and equipment, not as much actual construction. 

Supporting activities are those not directly linked to Peab’s core business, yet equally as 

important for the functioning of the company. The decades of operational status has allowed 

Peab to develop a strong firm infrastructure, adapted and supportive to the Company’s 

structure.  

The most important resource for Peab is the workforce, where innovative solutions, such as 

the Peab School, have been developed to target potential employees. Peab has acknowledged 

the importance of technology, and have embedded technological solutions throughout both 

operative and administrative tasks.  
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Figure 3.16: Structure of Strategic Analysis 

 

 
 

Source: Own creation 

 

3.5 SWOT Analysis  
To further complete this strategic analysis, the forthcoming chapter focuses on an internal 

analysis of Peab identifying strengths, weaknesses, opportunities and threats, a so-called 

SWOT analysis (Porter, 1979).  

The intention of this section is to structure and conclude the findings from previous chapters 

(Lægaard & Vest, 2010). The main findings are summarized in figure 3.17 below.  

Figure 3.17: Summary of SWOT Analysis 

Source: Own creation  

3.5.1 Strengths 
Peab has been operational for several decades, gaining experience and skills as well as 

developing a strong brand. They possess a strong market position within the industry, 

particularly within Sweden, where they boast a nationwide network ensuring they are always 

considered for new projects.  
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Additionally, Peab has been able to develop a deepened and conceptualized know-how for 

construction, creating specific routines and processes allowing them to rationalize production. 

Especially beneficial is the relationship Peab has with these larger institutions, as they 

demand large projects on a continuous basis, stabilizing Peab’s business (McKinsey, 2006). 

Moreover, the construction industry is boosted by the strong public support from the 

government, for example by offering grants to individuals who do not have enough financial 

stability to cover their housing costs.  

Further reassuring is the fact that Peab has 85% of its operations within Sweden, as Sweden is 

the country that expects to have the highest future GDP growth. Peab should find a growing 

demand from all kinds of customers be they individual consumers or institutions. Even though 

Sweden is expecting the highest future growth, the other two countries are also forecasting 

growth giving a positive picture for Peab’s future at all locations.  

In 2010 Peab launched a combined marketing strategy in all three countries, with a purpose of 

trying to communicate Peab’s vision as well as branding the Company. This was also done in 

order to reach out to new potential employees trying to attract them towards Peab. Peab 

strives to become the best workplace overall within the Nordic region, where they actively try 

to find solutions in reaching this goal. The launch of the Peab School is a great example of 

this. 

Peab’s long-term relationship focus is grounded in being a family owned company, where the 

owners continuously seek to invest in enduring profitable projects and relationships. This is a 

great strength for the Company as this ensures that they cooperate with their clients in order to 

gain their trust for forthcoming projects.  

A good example of this is the recent launched collaboration with IKEA during 2010, where it 

was decided that Peab would be involved in designing and building IKEA’s forthcoming 

warehouses throughout Sweden, Norway and Finland. (The Swedish Wire, 2010).  

Recent years have brought forth an increased trend in CSR focus. Peab has acknowledged this 

and actively tries to come up with innovative solutions helping their business and the 

environment. For example Peab’s focus on improving the usage of dangerous products and 

materials through their BASTA program (Peab Website – About Peab, 2011).  
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3.5.2 Weaknesses  
The construction industry sets an interesting competitive environment, as there are only a few 

competitors on a national level, whilst on a local level Peab competes against thousands of 

companies. The ever-increasing globalization saturates the market even more, as more 

companies are now competing for the same projects, questioning whether Peab’s long-term 

national relationships will be strong enough to compete against cheaper prices from foreign 

companies.  

Peab’s financial development is greatly dependent on the ruling economic environment. If 

GDP and other economic measures show a negative outlook, the construction industry 

experiences a reduced demand, as consumers are less willing to invest property development. 

Furthermore, the cyclicality of the industry is another restrictive factor out of Peab’s direct 

control.  

Scandinavian governments have developed tough policies and regulations, which Peab is 

forced to abide by. Examples of these are zoning laws or processes of receiving building 

permits. Furthermore, tax laws and labor policies limit the potential business gains, as 

companies are forced to abide by these regulations.  

The majority of the Peab shares are owned by the Paulsson brothers which could have 

potential setbacks, since they have had free hands to steer the Company in any direction. Has 

this been the most rewarding situation for minority shareholders? For example, acquiring a 

golf course in southern Sweden in 2008 might not be an optimal investment in terms of 

financial return.  

Now that Mats Paulsson has stepped down from the Presidential position, Jan Johansson has 

taken over and has some big shoes to fill. Even though he has been in the company for many 

years, it is always a difficult process before one feels comfortable and completely in control.  

Peab’s current workforce is on average quite old, approaching retirement age. This will bring 

problems when they are obliged to take on new personnel without the experience and know-

how that the older generation had. It is crucial that there is a smooth knowledge transition 

period.  
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Personnel issues brings forth another weakness limiting potential growth, as it is currently 

very difficult to recruit new employees due to the fact that more individuals pursue university 

studies and seek careers within other sectors. Furthermore, the strong union power reduces 

Peab’s flexibility in terms of labor regulation.  

As a high part of Peab’s turnover is reliant on projects from governments or larger institutions, 

they are very dependent on this continued collaboration. Effort needs to be put in place to 

ensure that these relationships do not change in the future. Peab is thereby also very 

dependent and influenced by any political decisions and regulations.   

3.5.3 Opportunities 
The three markets where Peab is currently active have surpassed the effects from the crisis 

and are projecting sturdy growth the coming years. This is truly beneficial for Peab as they 

can expect to receive a greater demand. As GDP grows and the economy returns to an 

expansionary state demand for new construction projects will increase. 

Even though Norway and Finland do not foresee the same high growth rate as Sweden, they 

are still projecting GDP growth, which should give Peab a boost to increase operations within 

these countries. Combine this with the fact that Peab are not as big in the two countries, they 

will have room to expand business, either through organic growth or acquisitions.  

The Nordic construction markets are highly fragmented. The combination of the fragmented 

markets with Peab’s growth strategy through acquisitions gives opportunities for growth in 

these countries.  

There are other macro figures that support the optimistic view on Peab’s potential future 

development possibilities. Gross fixed capital formation investments in buildings & 

construction have been on an increasing trend since 2000, only falling in 2010, with a CAGR 

of 6%. Furthermore, Scandinavian population is growing, both due to citizens living longer 

and greater number of child births. The increased population will make sure demand remains 

at a high level in the coming years. 

According to Peab’s Annual Report (2010) they have seen an opportunity to become more 

active in community planning projects. For example, participating in the development of 

communities such as Arenastaden in Solna or Västra Hamnen in Malmö. Surely, if the 

projects are successful more will follow. 
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The Company states that in order to meet the current housing demand they would need to 

build approximately 40,000 new homes annually. However, production has only been around 

half of that per year, implying that every year the demand has been accumulating. This can be 

seen in larger cities where there is a constant shortage of dwellings.  

Peab is increasingly having more opportunities to purchase material and equipment abroad. 

Foreign suppliers can offer the same quality to lower prices, and since Peab is expanding its 

reach, they can gain access to a wider product range.  

3.5.4 Threats 
Foreseeing potential threats will ensure that Peab adapts its strategic decisions correctly. Even 

though general economic outlook is positive, the heightened interest rates will bring setbacks 

in terms of higher borrowing costs affecting the total budget of Peab’s projects. As mentioned 

earlier in Chapter III, there are currently discussions whether or not a bubble exists on the 

Swedish housing market, where a downturn in the global economy could trigger a potential 

burst.  

The difficulty to find competent and willing personnel in combination with a high number of 

retirements will most likely affect Peab’s future growth. A common trait within the Swedish 

construction industry is that there is an old workforce, where around a third is more than 50 

years old and 7% over 60 (McKinsey, 2006). The fact that more people are choosing 

university education and moving into a corporate career further worsens the issue of finding 

employees.  

Before 2007 there did not exist common construction codes within the European region. This 

made it difficult for constructors to enter into foreign countries. However, from 2007 onwards 

Europe-wide construction codes have been in place making the industry more competitive 

across the European market. (McKinsey, 2006). For example, Veidekke’s entry into the 

Swedish market expanding rapidly and taking market shares. 

Moreover, human factors lead to potential threats through unions and cheap labor from CEE. 

Unions have been a powerful and influential source within the Nordic business world. Peab 

has already acknowledged this threat by explicitly stating they support unions and collaborate 

with them to ensure that this close dialogue continues in the future.  
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Secondly, the inhabitants from CEE approaching Scandinavia that can offer their products and 

services at a lower cost since they do not follow the regulations set up by the Swedish 

government. (McKinsey Report, 2006) 

3.6 Chapter Conclusion – Strategic Analysis 
Reviewing the findings of the strategic analysis, it can be concluded that Peab is in a strong 

position for the near future. The overall economic factors project a positive outlook for the 

future, implying growth possibilities for Peab.  

The current housing shortage ruling in Scandinavia will continue increasing as the population 

growth rate expands further, suggesting that demand for construction services follows a 

similar path.  

The recent years have been truly beneficial for Peab, where they have managed to become 

market leaders in Sweden, as well as increased their scope and market share in other 

Scandinavian countries.  

The competitive landscape brings forth interesting debates, as Peab presently competes 

majorly with three firms throughout the Swedish market, but also with hundreds of smaller 

companies on a local level. The industry is currently experiencing increased international 

competition, as seen with the entrance of the Veidekke Group.  

Other important issues Peab needs to face deal with their employees. First of all, many of 

them are approaching retirement age, which will affect the internal know-how and experience 

once they retire. Further adding importance to this issue is the fact that it is difficult to find 

skilled labor. Teenagers are to a greater extent pursuing university studies seeking careers 

outside of the construction industry.  

All in all, Peab seems to be in a positive situation for the future. Business is escalating and 

will be further boosted by growth in the economies. Since they are truly aware of the major 

difficulties they will be facing, they have time to prepare and manage these issues to be able 

to deal with the appropriately once they arrive. 
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4. Chapter IV – Financial Analysis  
Financial statements contain information helping to infer fundamental value (Penman, 2010). 

Accordingly, the purpose of this financial statement analysis is to give an overview of Peab’s 

performance in the five-year period 2006 - 2010.  

As the value of a company is highly driven by profitability and growth, the following section 

aims to analyze these items historically (Koller et al, 2010). Moreover, since the final 

valuation is going to be based on the Company’s ability to create cash flow, the financial 

analysis proceeds with an analysis of the historical cash flow. The section ends with an 

identification of different risk components revealed in the financial statements.  

Figure 4.1: Structure of Financial Analysis 

 
Source: Own creation 

4.1 Choice of Comparable   
To better be able to evaluate Peab’s performance, an analysis of the Company’s closest peers 

has been conducted. This ought to facilitate an identification of firm specific conditions for 

Peab’s performance. The analysis to support the decision of comparable peers takes starting 

point in differences in operations, size and geographical presence.  

Five companies have been identified as having similar operations as Peab: NCC, Skanska, JM, 

Veidekke and YIT. However, some of these companies differ greatly in size compared to 

Peab and have been excluded as an appropriate comparable.   

Even though the profitability analysis is built on ratios, the size has a large impact on the 

profitability due to economies of scale and differences such as the capability of accepting 

large size of projects. Furthermore, country specific conditions affect construction companies’ 

profitability significantly, why companies with most of their sales outside Sweden also are 

excluded.  

The size requirement in terms of sales, excluded the four times smaller JM and three times 

bigger Skanska (see appendix 4A). Moreover, the country requirement excluded the 

Norwegian Veidekke and Finnish based YIT.  

The appropriate peer to use as a benchmark for Peab’s performance is NCC, as it has a similar 

level of sales and exposure to the same geographical markets. 
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Figure 4.2: Structure of Financial Analysis 

 
Source: Own creation 

4.2 Preparing the Financial Statements for Analytical Purposes 

To prepare the financial statements for analysis of economic performance a reformulation of 

the shareholders’ equity, balance sheet, income statement, and statement of cash flow has 

been conducted. The items are organized into three categories of components: operating, non-

operating, and sources of financing (Koller et al, 2010).   

The reformulated versions are more detailed than the statements reported in each company’s 

respective annual reports, since the footnotes have been analyzed for information to enable 

disaggregation of any accounts that mix operating and non-operating items (See appendix 4B-

G & 4M). The following section presents the most important considerations necessary to take 

into account to better be able to understand the reformulated statements. 

4.2.1 Accounting Policies 
Both Peab’s and NCC’s consolidated accounts have been drawn up in accordance with the 

International Financial Reporting Standards (IFRS) issued by the International Accounting 

Standards Board (IASB) and interpretations from International Financial Reporting 

Interpretations Committee (IFRIC). Furthermore, the Swedish Financial Reporting Board 

recommendation RFR1 has been adopted. (Peab & NCC Annual Reports) 

4.2.1.1 Changed Accounting Principles for Housing 
As of January 1

st
 2010 both companies apply IFRIC 15, Agreements for the Construction of 

Real Estate, in the reporting of net sales. In accordance with IAS 18 revenue from housing 

projects will be recognized first when the home is handed over to the buyer. This means that 

revenue and profit are postponed.  

For Peab the effect has insignificant impact as the adjustments in housing reporting affected 

net sales by a mere SEK -139 and -272 million in 2009 and 2010, respectively. The negative 

impact stems from the fact that there are more housing start-ups in relation to projects that 

have been completed and delivered. In accordance with IAS 18, expenses in the housing 

projects reported are recognized as work-in progress.  

The accounting changes boosts NCC revenues SEK 4 billion and their net profit by almost 

SEK 400 million in year 2009. (NCC Annual Report, 2010) 
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The significant difference between the accounting changes impact on revenues, stems mainly 

from differences in the agreed contracts with customers. NCC is significantly more affected 

by the changes as the company engages more in the sale of properties then Peab. (Henriksson 

& Karlsson, 2010)  

4.2.2 Reformulation of the Statement of Shareholders’ Equity 

A reformulation of the statement of shareholders’ equity is necessary to distinguish creation 

of value from the distribution of value to shareholders, through net dividends. The 

reformulation identifies dirty-surplus items in the statement and yield comprehensive income 

and return on equity (ROE). (Penman, 2010) Accordingly, analyzing shareholders’ equity 

ensures that all aspects concerning shareholders’ interest are taken into account (Elling & 

Sørensen, 2005). Both Peab’s and NCC’s reformulated statements of shareholders’ equity are 

shown in appendix 4B-C.  

4.2.3 Reformulation of the Balance Sheets  

To reveal companies’ ability to generate profits, a reformulation of the balance sheets into 

operating and financing assets and liabilities is conducted. The primary objective is to 

compute the invested capital, which represents the capital that stockholders have invested 

(Koller et al, 2010).  The reformulated balance sheets can be found in appendix 4D-E. In the 

appendix a reconciliation of the total funds invested, uses and sources, is presented to give 

further insight of the companies’ funds. In the following subchapters the most important 

issues regarding the reformulation of the balance sheets are addressed.  

4.2.3.1 Capitalization of Operating Leases 
Both Peab and NCC have a significant use of operating leases, which allows the companies to 

keep assets and their corresponding debt “off balance sheet”. As a result, both companies 

reveal in their annual reports that assets, which are rented under operational leasing 

agreements, have not been recognized as assets in the balance sheets.  

Furthermore, the annual reports only record the rental fees in the income statement. From an 

economic perspective, operating leases are no different from traditional asset ownership and 

debt (Koller et al, 2010). Without appropriate adjustments, off balance items can bias return 

on invested capital (ROIC) dramatically upward, which would make competitive 

benchmarking unreliable.  
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The adjustment implies a capitalization of the value of the leased assets on the balance sheet 

and a corresponding adjustment to long-term debt. The operating profit is accordingly 

adjusted upward by removing the implicit interest in rental expense (Koller et al, 2010). The 

asset value of the leased asset is estimated in accordance with Koller et al (2010) as:  

               
               

    
 

          

 

An application of the formula above requires determination of asset life and interest costs. 

Peab reveals in their annual reports that most part of the operational leasing implies real estate, 

why the asset life is assumed to be rather high, equal to 20 years.  

On the other hand, NCC’s operational leasing consists of a mix of property, plant and 

equipment. As a result, asset life is assumed to be 10.9 years, which was the median asset life 

in a research of 7,000 firms over 20 years (Koller et al, 2010).  

To estimate the lease interest cost we use cost for real estate as, unlike companies’ general 

obligation debt, physical assets typically collateralize leases. To be consistent this balance 

sheet adjustment requires a distribution of the implied interest cost in the income statement. 

Accordingly, the interest cost embedded in the rental expense is eliminated from the operating 

profits (Koller et al, 2010).  

Important to note is that the choice of accounting treatment for leases will not affect intrinsic 

value as long as it is incorporated correctly in free cash flow, the cost of capital and debt 

equivalents (Koller et al, 2010). 

4.2.3.2 Liquid Funds & Excess Cash  
Failing to separate excess cash from core operations will incorrectly depress the companies’ 

apparent ROIC. According to Koller et al (2010) and Elling & Sørensen (2005) a good proxy 

for working cash is 2% of sales, where any cash above this should be considered as excess. As 

there is no reason why these companies should have more or less than this estimate, the 

approximation is applied in the reformulation of both companies’ liquid funds (see appendix 

4D1 & 4E1). 
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4.2.4 Reformulation of the Income Statements 

The main objective with the reformulation of the income statements is to compute net 

operating profit after taxes; NOPAT (Penman, 2010). Again, the reformulation groups the 

items in the statement into operating and financing activities. Accordingly, this analysis 

implies an examination of the notes to reveal possible activities that may mix financing and 

operating items.  

Furthermore, the reformulated statement is on comprehensive basis, so it also includes items 

reported within the equity statement. To be able to understand the profitability of trading with 

customers, NOPAT is further divided into core operating income from sales, core other 

operating income and unusual items.  

Last but not least, an allocation of taxes is carried out so that income in each part of the 

statement is net of taxes it attracts (Penman, 2010). Below the most critical issues are 

discussed and the reformulated income statements are presented in appendix 4F-G.       

4.2.4.1 Pensions  
The adjustment made for pension distinguishes between core income from sales and non-core 

income. In Peab’s and NCC’s annual reports, the expected return on plan assets as a part of 

the pension expense is embedded in the cost of production. These earnings on pension plan 

assets reduce companies’ obligation to support employees in retirement, so they are a 

legitimate part of the income.  

However, they are not earnings from the core business and for this reason they are identified 

outside the core income from sales in the reformulated income statement (Penman, 2010). To 

note is that sometimes also the interest cost on pension obligations is included in the operating 

profit. However, in both companies’ annual reports these costs are recognized correctly in 

financial expenses, why an adjustment is not necessary.    
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4.2.4.2 Taxes 
The components of income, operating, non-operating and financing, all have tax 

consequences. As only one income tax is reported in the income statement, a tax allocation 

has been conducted to derive respective tax amounts from different income sources.  

The effective tax is significantly lower for both companies primarily due to non-deductable 

expenses and tax-exempt income. The annual reports do not identify these items and no 

connection with income from sales can be inferred, why these items are placed as unusual 

items.  

The same adjustments are done for unusual items such as tax income through acquisitions of 

companies with tax loss carry-forwards, which were acquired at a price under nominal value. 

The allocation of the tax can be viewed in the reformulated income statements in appendix 

4F-G. Furthermore, the reconciliation of the effective tax is presented in appendix 4H-I.  
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Figure 4.3: Structure of Financial Analysis 

 

Source: Own creation 

4.3 Analysis of Profitability - The Extended DuPont Model  

Return on equity (ROE) measures the profitability of shareholders’ investments. Accordingly, 

ROE is affected both by operating activities and financing activities. The analysis takes 

starting point in the extended DuPont model’s decomposition of the main drivers behind ROE 

(Elling & Sørensen, 2005).  

First, the effects of the companies’ financial activities are computed and an analysis of the 

underlying drivers is presented. Second, the returns from the companies’ operating activities 

are disclosed and the effects of the underlying drivers are identified. The framework of the 

analysis can be viewed in figure 4.4 below.  

Figure 4.4: The Analysis of Profitability  

Breakdown of Return on Equity into its Drivers 

 

Source: Own creation based on Elling & Sørensen (2005) and Penman (2010) 
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4.3.1 Return on Equity  

ROE can be derived in many different ways. The most intuitive and straightforward definition 

is through the following equation:  

    
                    

 
                     

 

As for all profitability ratios the denominator is the average starting and ending book value for 

the year. Accordingly, earnings are earned throughout the period and will adapt with changes 

in book values through share issues, stock purchases, or dividends but book value is measured 

at a point in time (Penman, 2010). 

Figure 4.5: Return on Equity  

Peab & NCC (2006-2010)  

Source: Own creation based on Peab’s and NCC’s Annual Reports 2005-2010 

In figure 4.5 it can be viewed that Peab’s ROE has, except for year 2009, been decreasing 

since 2006. This has led to a return in 2010 of 14%, which is lower than half of the return in 

year 2006 of 30%.  

Furthermore, the figure reveals that Peab has, since 2007, been underperforming in terms of 

ROE compared to NCC.  However, it should be noted that NCC follows the decreasing 

pattern of returns in the examined period.  
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In the subsequent section a decomposition of ROE is conducted to identify and explain the 

development of ROE. Hence, however, as could be viewed in figure 4.5 above, ROE is driven 

by the return from operating activities and financing activities.  

This relationship can be clearly viewed by the following expression:  

      Return from Financing Activities        Return from Operations  

                                           +                             

4.3.2 Return from Financing Activities 

4.3.2.1 Financial Leverage 
Financial leverage measures the extent to which invested capital is financed by borrowing 

with net financial obligations (NFO) or by equity (Eq). Both companies have minority 

interests (Min) on their balance sheet, which unlike debt holder interests’ does not affect 

overall profitability of equity (Penman, 2010).  

The presence of minority interest requires a slight revision of the effect of financial leverage 

(See appendix 4J for details concerning consolidation with ROE). The financial leverage 

(FLEV) with minority interest is captured through the following expression:  

     
 

             

 
                     

 

Figure 4.6: Financial Leverage  

Peab & NCC (2006-2010) 

 

Source: Own creation based on Peab’s and NCC’s Annual Reports 2005-2010 
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It can be inferred from figure 4.6 that Peab has held a relatively steady level of financial 

leverage; around 1.1, although slightly increasing since year 2007. Moreover, when 

comparing the two companies, it can be viewed that the companies have similar levels of 

leverage.  

Furthermore, during most of the period both companies’ net financial obligations exceed the 

amount of equity, as the FLEV is more than one. This level of leverage seems to be relatively 

high. For example, according to Penman (2010) the median FLEV for building and 

construction amounted to 0.4 in the period 1963-1996. The same level is indicated by Elling 

and Sørensen (2005) in a research conducted on the Danish market from year 1985 to 2001.  

4.3.2.2 Operating Spread and Net Borrowing Cost 
The figure below shows that the high level of FLEV has been favorable for both companies’ 

ROE as return on invested capital (ROIC) has been greater than net borrowing cost (NBC) 

during the whole period; hence, a positive operating spread.  

Figure 4.7: Operating Spread 

Peab & NCC (2006-2010) 

Source: Own creation based on Peab’s and NCC’s Annual Reports 2005-2010 

The operating spread naturally depends on the variation of the ROIC (which will be analyzed 

in the next subchapter) but also the companies’ financing component, namely net borrowing 

costs, which requires an analysis of the latter.  
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To be able to distinguish the Companies’ cost for taking debt, the net finance expense has 

been broken into core expense, operating lease and one-time effects. The breakdown yields 

core net borrowing cost, the number to apply in forecasting future borrowing costs: (Penman, 

2010)  

    
                           

 
             

 
                        

 
             

 
                       

 
             

 

 

Table 4.1: Net Borrowing Cost 

Peab & NCC (2006-2010) 

Source: Own creation based on Peab’s and NCC’s Annual Reports 2005-2010 

The table above shows that both companies’ net borrowing costs have varied highly and no 

correlation with the general interest level can be distinguished. Furthermore, the 

decomposition of NBC shows that unusual items have major impact on the NBC. The 

variation in the Company’s unusual items stems mostly from value changes of the 

shareholdings in Brinova Fastigheter AB in which Peab’s holdings amounted to SEK 572 

million ultimo 2010.  

In year 2007, Peab achieved negative core net finance expense (net financial income), which 

is rather remarkable as NFO amount to approximately SEK 4 billion. The Company does not 

give further information but the explanation may be that the Company has over the years held 

more interest bearing assets than obligations between the balance dates.   

  

(%) 2006 2007 2008 2009 2010

NBC -1.3 6.0 7.0 0.5 0.8

Core net finance expenses 1.0 -0.5 0.7 1.6 1.4

Operating lease interest 1.5 2.4 2.2 0.9 0.9

Unusual items -3.8 4.1 4.1 -2.1 -1.5

NBC 3.2 4.0 0.7 5.2 4.7

Core net finance expenses 1.3 1.8 2.3 3.7 3.0

Operating lease interest 1.8 2.2 1.9 1.1 1.3

Unusual items 0.1 0.1 -3.5 0.4 0.4

Peab

NCC
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4.3.3 Return from Operating Activities 

4.3.3.1 Return on Invested Capital   
The return from operating activities is expressed through the return on invested capital 

(ROIC). ROIC is calculated by dividing NOPAT with the average invested capital (IC) 

(Penman, 2010).   

Thus, as both measures exclude all financial activities they are independent of the capital 

structure. ROIC is defined as:  

     
     

 
             

 

Figure 4.8: Return on Invested Capital  

Peab & NCC (2006-2010) 

Source: Own creation based on Peab’s and NCC’s Annual Reports 2005-2010 

Figure 4.8 above clearly displays the strong relationship between ROIC and previously 

analyzed ROE. However, compared to the ROE there is a distinct correlation between the two 

companies’ development in ROIC. As the figure displays, both companies had the highest 

ROIC in 2007, where Peab experienced a gradual decrease every year since.  

Peab has had lower ROIC than NCC during the whole period with an average ROIC of 12% 

compared to NCC’s 14%. To be able to identify what drives ROIC a decomposition of the 

ratio into the underlying drivers is presented next, namely; operating liability leverage, profit 

margin and asset turnover.   
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4.3.3.2 Effect of Operating Liability Leverage  
Similarly as financial liabilities can lever up the ROE, operating liabilities can lever up the 

ROIC. As operating liabilities reduces the invested capital that is employed, it levers up the 

ROIC (Penman, 2010).  

ROIC is driven by the rate of return on operating assets as if there were no operating liability 

leverage, ROOA, plus a leverage premium that is determined by the amount of operating 

liability leverage, OLLEV, and the operating liability leverage spread, OLSPREAD (Penman, 

2010).  ROIC is driven by ROOA and the leverage premium:  

            Leverage Premium 

                            

 

Figure 4.9: Effect of Operating Liability Leverage on ROIC 

Peab & NCC (2006-2010) 

Source: Own creation based on Peab’s and NCC’s Annual Reports 2005-2010 

Figure 4.9 displays the extent to which operating liabilities lever up the ROIC. First to notice 

is that the effect of operating liabilities is favorable for both companies as ROOA is greater 

than the short-term borrowing rate (3 month STIBOR) during the whole period. (see appendix 

4K for details) 

Moreover, the figure shows that the effect of Peab’s operating liability leverage has gradually 

been decreasing since 2007. This is to a certain extent due to the lower OLSPREAD as a 

consequence of primarily a lower ROOA.  However, the lower effect is mainly because the 

Company has reduced its OLLEV. 
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Furthermore, it can clearly be viewed that Peab’s use of operating liability leverage is 

significantly lower than NCC’s. As a result, it can be concluded that a large part of the NCC’s 

higher ROIC can be explained by their higher operating liability leverage.  

As will be discussed later, it is important to recognize that increasing ROIC by a higher usage 

of operating liability is not free as this might increase the operational risk (Elling & Sørensen, 

2005)  

4.3.3.3 Decomposition of Profit Margin 
Profit margin reveals the profitability of each dollar of sales (Penman, 2010). Net operating 

profit after tax consists primarily of operating income generated from sales. However, 

NOPAT also includes other operating income such as profit from participation in joint 

ventures and unusual items such as competition damages charge, profit from sales of fixed 

assets and other non-recurring items.  

Accordingly, to be able to identify profit that is generated by sales and the companies’ value 

creation, decomposition is conducted of the profit margin. The following formula displays 

how to calculate the profit margin (Penman, 2010): 

               
      

     

 
                      

     
 

                           

     
 

             

     
 

 

Table 4.2: Decomposition of Profit Margin  

Peab & NCC (2006-2010) 

Source: Own creation based on Peab’s and NCC’s Annual Reports 2005-2010 

  

(%) 2006 2007 2008 2009 2010

Profit Margin 3.1 3.4 4.0 4.5 3.0

Core sales profit margin 3.2 3.2 3.1 3.3 2.9

Core other operating margin 0.0 0.1 0.0 0.0 0.2

Unusual items margin -0.1 0.2 0.9 1.2 0.0

Profit Margin 3.3 4.5 3.5 3.8 3.1

Core sales profit margin 3.0 3.5 3.6 3.6 3.3

Core other operating margin 0.1 0.0 0.0 0.0 0.0

Unusual items margin 0.2 0.9 -0.3 0.2 -0.1

Peab

NCC
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Table 4.2 shows that Peab has during the period 2006-2009 been able to gradually increase its 

profit margin. However, when examining the underlying drivers one can conclude that this 

margin expansion mainly stems from unusual items while the core sales profit margin has 

been nearly constant at around 3.2%.  

The main factors that contribute to the increase in unusual items has been tax items such as 

tax income through acquisition of companies with tax loss carry-forwards, which were 

acquired at a price under nominal value, non-deductible expenses and tax exempt income (see 

appendix 4F).  

Furthermore, the decomposition also displays that NCC obtains slightly higher profit margins 

on core sales. Both companies explain the experienced decrease in year 2010 due to the rough 

winter weather and orders taken during the bottom of the recession in year 2009.  

4.3.3.3.1 Decomposition of the Core Sales Profit Margin 

The core sale profit margin is what Peab earns from trading with customers and thereby 

considered as the most important ratio. In the annual reports both Peab’s and NCC’s income 

statements are classified according to function; hence, production, sales and administrative 

expenses.  

However, in the notes Peab also reveals the type of costs these items includes. This enables 

further analysis of development in the core sales profit margin. In table 4.3 a chart of Peab’s 

costs as percentage of sales is presented. The table shows no distinctive pattern of the 

development in Peab’s costs. While personnel expenses are fairly stable during the period; 

material, other productions costs and depreciation have in general been increasing. It can be 

viewed that the higher costs are however mitigated by lower cost for subcontractors.  

It may be argued that this development can to some extent be explained by the repurchase of 

Peab Industry, besides that the Company is taking larger part of the orders in-house during the 

recession 2009 and 2010.  

Moreover, it can be viewed that the Company is able to decrease its personnel expense during 

the middle of the recession year 2009, by reducing the number of employees by 850, which 

corresponds to approximately 6% of the total workforce (Peab Annual Report, 2009). 

Presumably, the reduction was fairly inexpensive due to the high natural attrition rate within 

the Company. The development and general increase of cost in the form of depreciation is due 

to the fact that the majority of depreciation is attributed to Peab Industry (see appendix 4L).  



Valuation of Peab 

Fredrik Ahlberg & Victor Widerberg 

 70 

Table 4.3: Costs as Percentage of Sales  

Peab (2005-2010) 

 
Source: Own creation based on Peab’s Annual Reports 2005-2010 

4.3.3.4 Asset Turnover 
The asset turnover reveals the sales revenue per dollar of invested capital put in place, thus 

measures the ability of the invested capital to generate sales (Penman, 2010). In general, 

capital-intensive companies ought to have a higher profit margin in order to attract capital 

(Elling & Sørensen, 2005). Asset turnover is computed through the following expression:  

               
     

 
             

 

Figure 4.10: Asset Turnover 

Peab & NCC (2006-2010) 

Source: Own creation based on Peab’s and NCC’s Annual Reports 2005-2010 

Peab’s asset turnover decreased significantly in 2008 and continues to decrease in 2009 to 

remain at the same level in 2010. After a decomposition of the individual asset turnover 

reveals that the decrease stems mainly from higher investments in project and development 

properties, tangible assets and goodwill (see appendix 5C).  
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The increase in tangible assets and goodwill can primarily be traced to the acquisition of Peab 

Industry, which has been consolidated into the Peab Group balance sheet from December 31
st
 

2008.  

Furthermore, the diluting effect on the asset turnover is amplified by the fact that Peab 

Industry has not been integrated into the income statement for 2008 and thereby not 

accounted for in sales (Peab Annual Report 2008). Accordingly, the Company’s investments 

have not lead to a corresponding increase in sales.  

The increase in the project and development reflects the Company’s strategy to expand its 

operation within project development. By doing this Peab argues that this will increase the 

Company’s understanding about their customers’ needs but also secure future land and 

investment opportunities. Important to note is that the prior analyzed operating liability 

leverage increases the asset turnover, which can to a high extent explain NCC’s higher levels 

in year 2009-2010.  

 

Figure 4.11: Structure of Financial Analysis 

 

Source: Own creation 

4.4 Growth Analysis 
As mentioned in the introduction of this chapter growth is one of the main drivers of value. 

As a result, the objective of the following subchapter is to analyze the Company’s ability to 

grow.  

The analysis starts by examining aggregate levels and trends of corporate growth. Proceeded 

by examining the growth within the Company’s respective business areas and to which extent 

this is attributed to organic growth.  

The subchapter ends with an analysis of business areas revenue growth within Peab’s three 

geographical markets; hence, Sweden, Norway and Finland.  
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4.4.1 Corporate Growth 
The analysis of Peab’s corporate growth aims to reveal how the development would be if 

Peab had owned the business area Industry during the years 2008-2009. 

Figure 4.12: Corporate Revenue Growth  

Peab (2000-2010)  

Source: Own creation based on Peab’s Annual Reports 2000-2010 

In the figure 4.12 Peab’s total revenue at Group level is displayed. Since the year 2000 Peab 

has been able to more than double its revenue corresponding to a CAGR of approximately 9%. 

Between years 2000 and 2008 the Company experienced a steady revenue increase on yearly 

basis corresponding to CAGR of 10% (12% including Industry).  

In year 2009, taking into account the business area Industry, the revenue plunged 

corresponding to a drop of over 12%. In 2010 the Company is able to recover some of the 

precedent drop reaching a revenue level of SEK 38 billion.   
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4.4.2 Development of External Sales Divided by Business Area 
The two figures 4.13 and 4.14 below show the distribution and development of the operative 

sales within each respective business area since 2006, as this is the year the reorganization to 

the current structure was executed.  

Figure 4.13 reflects Peab’s history as a construction company, as this area is still the main 

component of the revenue. It can be viewed that the Construction division has suffered the 

most during the recession and experienced a lower growth during the boom years 2006 and 

2007. Accordingly, the growth in sales has during the period been driven by the strong 

expansion within civil engineering with a CAGR corresponding to 14%.  

Within Industry the Company achieved strong growth until 2008 but similarly to Construction 

this business area suffered severely during 2009, followed by slight improvement in the 

coming year.     

Figure 4.13 – 14: Development of Operative Sales Divided by Business Area  

Peab (2006-2010) 

 

Source: Own creation based on Peab’s Annual Reports 2006-2010 

  

69% 67% 65% 61% 61%

13% 13% 14% 14% 14%

19% 20% 21% 24% 25%

0%

25%

50%

75%

100%

2006 2007 2008 2009 2010

Construction Industry Civil engineering

75

100

125

150

175

2006 2007 2008 2009 2010

In
d

e
x

 2
0

0
6

=
1

0
0

Construction Industry

Civil engineering Total operative sales



Valuation of Peab 

Fredrik Ahlberg & Victor Widerberg 

 74 

4.4.3 Development of Organic Operative Sales Divided by Business Area 
As mentioned earlier Peab has annually acquired several companies, amounting to around 60 

transactions between the years 2005-2010 (Peab Annual Reports, 2005-2010). This creates 

inorganic growth, which Peab achieves when it buys and sells revenue through acquisitions or 

divestments. (Koller et al, 2010)  

The information about M&A activities’ impact on the revenues is not clearly revealed in their 

annual reports. As a result, the analysis of the organic and inorganic growth requires some 

degree of estimations and assumptions.  

 

Figure 4.15: Development of Organic Operative Sales Divided by Business Area  

Peab (2006-2010) 

 

Source: Own creation based on Peab’s Annual Reports 2006-2010 & Peab Industry Annual 

Report 2007 

Figure 4.15 shows that the Company’s acquisitions has had a significant impact on the growth 

within each respective business area, especially during the period 2007-2008.  

During the period as an independent company Peab Industry acquired nine companies with 

revenues exceeding SEK 700 million (Peab Industry Annual Report, 2007). However, in 2010 

the Company divested two subsidiaries within Industry leading to higher organic growth this 

year.   
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4.4.4 Development of Operative Sales Divided by Geographical Area 
Below, Peab’s geographical distribution and its development are illustrated. The Company’s 

high concentration within the Swedish market is clearly visible in left figure. However, in 

figure 4.17 it can be viewed that the Company has experienced significantly higher growth in 

Norway especially during the period 2006-2008. This expansion within Norway has largely 

been created through a number of acquisitions.  

As mentioned above the Company’s information about the acquisition’s impact on revenue is 

scarce, why it is impossible to distinguish the exact amount of acquired revenues. It is 

however revealed that in 2007 over SEK 800 million can be traced to acquisitions. 

Furthermore, in 2008 the Company bought Senter Bygg Entreprenör AS, whose sales 

amounted to NOK 180 million in 2007.   

Figure 4.16 – 17: Development of Operative Sales Divided by Geographical Area 

Peab (2006-2010) 

 

 
Source: Own creation based on Peab’s Annual Reports 2006-2010 
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Figure 4.18: Structure of Financial Analysis 

 

Source: Own creation 

4.5 Free Cash Flow Analysis 
The valuation of Peab will to a high extent be based on forecasts of the free cash flow, why an 

analysis of the development of Peab’s historical cash flow is appropriate to gain insight in for 

example how profitability drives cash flow. The reformulation of the cash flow statement is 

built on the reformulated statements in accordance with Koller et al (2010).  

The reformulation computes the gross cash flow, which is the cash flow generated by the 

Company’s operations that are available for investments and investor payout, without the 

Company having to sell non-operating assets or raise additional capital (Koller et al, 2010).  

The reformulation is most important for an analytical purpose as it distinguish free cash flow 

(cash flow from operating activities) from financing activities (Koller et al, 2010). Free cash 

flow, net cash generated by operations, determines the ability of the firm to pay of its debt and 

equity claims (Penman, 2010). Appendix 4M displays the free cash flow calculation and 

reconciles free cash flow available to investors in Peab. 

Figure 4.19: Gross Cash Flow and Free Cash Flow 

Peab (2006-2010)

Source: Own creation based on Peab’s Annual Reports 2005-2010 
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In figure 4.19 Peab’s gross cash flow and free cash flow is presented. In general, gross cash 

flow has on average been SEK 1.6 billion and shows an increasing trend with its record year 

in 2009 of SEK 2.1 billion.  

The Company’s free cash flow shows a significantly more volatile pattern and with bottom 

year in 2008 with negative free cash flows of SEK 6.3 billion. The negative cash flow in 2008 

can primarily be traced to the acquisition of Peab Industry, which has been consolidated into 

the Peab Group’s balance sheet as of December 31
st
 2008. This increases both the net capital 

expenditures and operating working capital substantially.  

The negative effect is amplified by the fact that Peab Industry has not been integrated into the 

income statement for 2008, which affects the NOPAT. (Peab Annual Report, 2008) 

The major difference between the gross cash flow and free cash flow in 2009 is mainly due to 

the acquisition of Annehem Fastigheter for SEK 419 million and high investments in project 

and development properties (Peab Annual Report, 2009).  

Another issue to note is that the Company has during the whole period, except for 2006, had 

investments in operating working capital as a result of higher investments in project and 

development properties. It can be argued that Peab’s high investments indicate that the 

Company’s long-term view is rather positive.  

Figure 4.20: Structure of Financial Analysis 

 

Source: Own creation 

4.6 Risk Analysis 
The following section reveals potential risks that have been illuminated in the financial 

analysis. The section starts with discussing operating risk factors which is followed by an 

analysis of the Company’s financing risk.   

4.6.1 Operating Risk 
The potential variation in ROIC generates operating risk (Penman, 2010). In turn, the 

volatility in ROIC is driven by variation in profit margin and asset turnover which thereby 

induces profit margin and asset turnover risk. Moreover, as described above, ROIC is driven 

by the operating liability leverage creating operating liability leverage risk. Additional 

operational risk components appear due to the uncertainty concerning the Company’s 

investment opportunities, thus growth risk (Elling & Sørensen, 2005). 
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Profit margin risk is the risk of profit margins changing for a given level of sales and therefore 

driven by expense risk (Penman, 2010). It can be argued that Peab’s profit margin risk is 

relatively low as the Company’s costs are to a high extent variable such as material, 

employees and subcontractors. Accordingly, the Company is able to on a short-term reduce 

these costs if sales fall. Moreover, the relatively low profit margin risk is reflected in the fact 

that the Company’s profit margin did not decrease significantly during the recession (see 

subchapter 4.3.3.3).  

Asset turnover risk recognizes that sales will fall if demand from customers changes or 

competitors erode market shares. If invested capital is inflexible, asset turnover falls with a 

drop in sales (Penman, 2010).  

In subchapter 4.3.3.4 it could be viewed that Peab’s asset turnover had decreased significantly 

and can to a high extent explain the dilution of ROIC since 2007. The lower asset turnover 

could be traced mainly to project and development properties, tangible assets and goodwill. 

All these can be characterized as fixed investments, which therefore have increased the 

Company’s asset turnover risk.   

Operating liability leverage risk refers to the risk that operating liabilities will fall as a 

percentage of invested capital (Penman, 2010). Earlier in subchapter 4.3.3.2 it was presented 

that Peab’s ROIC was to some extent driven by operating liability leverage and had been 

decreasing since 2007. When comparing this figure to NCC’s it can be seen that Peab has a 

significantly lower number. 

Accordingly, as the Company’s business is built on long-term relationships the risk that 

suppliers may not grant credit or the ability to collect cash ahead is perceived to be reduced.  

Growth risk is driven by the risk of sales not growing as expected and is viewed as foremost 

business risk and is certainly the most critical risk factor for Peab. However, the risk is 

reduced by the present and future housing shortage, and the great opportunities to acquire 

companies on the vastly fragmented construction market. 
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4.6.2 Financing Risk  
It is often stated that the key benefits of leverage arrive in the form of reduction in taxes and 

avoidance of overinvestment. However, leverage is also associated with costs arising from 

financial distress and conflicts among investors (Koller et al, 2010).  

Financing risk is driven by the amount of financial leverage and the variation in the operating 

spread. The operating spread varies as ROIC varies, but the financing component of the 

spread is the NBC. Accordingly, to determine the financing risk the two components; (FLEV) 

risk and NBC risk (Penman, 2010).  

It could be viewed in subchapter 4.3.2 that Peab had a relatively high and increasing FLEV, 

which intensifies the financial risk as a negative operating spread would affect the Company’s 

ROIC more. As discussed previously the development of NBC was mainly dependent on 

interest rates and value changes in financial holdings and could mainly be explained by 

unusual items.  

A crucial factor affecting interest rate risk is the fixed interest period. The Company’s 

financial policy dictates that the average fixed interest period on total borrowing may not 

exceed 24 months and therefore chosen short fixed interest periods for outstanding credits 

(Peab Annual Report, 2010). This is reflected in that 82% of the total debt with fixed rate 

matures within one year, making Peab’s results directly susceptible to changes in market 

interest rates.     

4.7 Chapter Conclusion – Financial Analysis 
The aim of the financial analysis was to give a historical overview and insight of the 

Company’s financial performance in terms of profitability, growth and cash flow. During the 

analyzed period, the Company has experienced a ROE that has been decreasing and 

underperforming compared to its closest peer NCC. The decomposition of ROE illuminated 

that it has been highly driven by a ROIC following the same pattern.  

Furthermore, a breakdown of ROIC revealed that all the underlying drivers; profit margin, 

asset turnover and operating liability leverage have to a varied extent contributed to the down 

sloping pattern. It could be viewed that Peab’s decreasing profitability mainly stems from a 

dilution of the asset turnover and the interconnected operating liability leverage, without a 

corresponding increase in profit margin.  
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A breakdown of the individual asset turnover revealed that the explanation could mainly be 

found in high investments in tangible assets, project & development properties and goodwill. 

In turn, both tangible assets and goodwill could be traced to the repurchase of Peab Industry, 

which during its independent year from the Peab Group experienced high growth.  

The profitability analysis was followed by an analysis of the Company’s growth. It could be 

viewed that the Company has experienced a high growth rate with a CAGR corresponding to 

9% during the period 2000-2010. However, when examining the same period as the 

profitability analysis (2006-2010) the CAGR corresponded to a mere 6%.  

Furthermore, the analysis showed that the growth in a group perspective was mainly created 

through organic growth. An examination of the individual business areas showed that the 

business areas Civil Engineering and Industry were the main drivers of the Company’s 

growth, with CAGRs corresponding to 14% and 9% respectively.  

A breakdown of the revenue into its different geographical areas showed the high 

concentration to the Swedish market. However, it could be seen that the Company has 

achieved double-digit growth in Norway with CAGR of 10%. To note is that a significant 

extent of this growth can be attributed to several large acquisitions of Norwegian construction 

companies.  

The financial analysis proceeded by computing an analysis of the Company’s gross and free 

cash flow during the period 2006-2010. The gross cash flow had had an increasing trend 

yielding on average cash flow of SEK 1.6 billion.  

The Company achieved strong free cash flow between years 2006 to. 2007 This was followed 

by a substantial fall to a negative cash flow of SEK 6.3 billion in 2008 caused mainly due to 

the repurchase of Peab Industry. The free cash flow has since been improving and in 2010 it 

was slightly positive. 

The financial analysis is completed with an analysis of the operating and financial risk. It was 

argued that the profit margin risk was relatively low due to the high proportion of variable 

cost.  

However, the Company’s returns from operations were more exposed to asset turnover risk. 

Furthermore, the recent high investments in tangible assets, project & development properties 

and goodwill have further increased the Company’s asset turnover risk.  
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5. Chapter V – Budget and Forecast 
This chapter aims to forecast the future development in the Company’s key value drivers such 

as profitability and growth. The forecast is structured by anchoring on the historical financial 

analysis in Chapter IV combined with the findings from the strategic analysis in Chapter III. 

The forecasts provide the necessary information to compute crucial future NOPAT, ROIC and 

FCF. (Koller et al, 2010)  

Figure 5.1: Structure of Budget and Forecast  

Source: Own creation 

5.1 Forecast Period Determined 
The first thing to determine is how long the forecast horizon should be. The explicit forecast 

period should be long enough so that the company’s growth rate is less than or equal to that of 

the economy. It is recommended using an explicit forecast period of 10 to 15 years seeing that 

a short explicit forecast period typically results in an undervaluation of the company. (Koller 

et al, 2010) 

The forecast period chosen in this paper is set to ten years. Accordingly, it is here appreciated 

that Peab will be able to obtain its competitive advantage some ten years. However, a long 

explicit forecast period raises the difficulty of forecasting individual line items ten years into 

the future.   

In accordance with Koller et al (2010), this paper therefore simplifies the model by splitting 

the explicit forecast period into two periods. Hence, a detailed five-year forecast and a 

simplified forecast for the remaining five years focusing on a few important variables. 

After the ten-year period Peab will reach the so-called steady state and grow at a constant rate. 

The steady-state growth is set 2% corresponding to the long-term expected inflation target in 

Sweden (Riksbanken, 2011).  
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Figure 5.2: Structure of Budget and Forecast  

Source: Own creation 

5.2 Forecast of the Income Statement  

5.2.1 Revenue  
The forecast of the income statement starts by building revenue expectations. As almost every 

item in the forecast will either directly or indirectly be driven by revenues, extra emphasis is 

given to ensure arriving at accurate forecasts.  

As could be viewed in Chapter IV, Peab’s historic growth rate within the three business areas 

has differed significantly. Furthermore, the strategic analysis illustrated that these three areas’ 

potential for future growth varies substantially. As a result, the projection of the Company’s 

future revenue growth will be a result of the forecasted individual business areas’ growth.  

This paper chooses not to model potential acquisitions explicitly, setting revenue growth from 

acquisitions equal to zero, as it is impossible to estimate the Company’s future acquisitions. 

This is further supported by empirical literature documenting how acquisitions typically fail 

to create value, especially for the acquirer (Weston, Mitchell & Mullherin, 2004). Hence, 

since adding a zero-NPV investment will not increase Peab’s value, forecasting acquisitions is 

unnecessary (Koller et al, 2010).  

The forecast also includes a projection of the revenue generated by Peab’s group function. It 

is assumed that this function will develop as a percentage of the operative revenue.  However, 

as this item only accounts for 0.1% it is not presented here. (See appendix 5A for details) 

Table 5.1: Forecasted Percentage Organic Growth within Respective Business Areas      

 
Source: Own creation    
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The historical and projected operative revenue growth, within respective business areas, can 

be viewed in table 5.1. The historical growth is adjusted for acquired and divested units; 

hence, representing the organic growth. The determined steady state growth rate can be seen 

in the terminal period.  

It is projected that the business area Construction will achieve a strong growth in 2011E of 

9.0% as a result of strong market growth and through higher market shares. Thus, the area is 

largely influenced by sturdy GDP growth, but most of all the exceptionally high increase in 

fixed capital formation, which was projected to grow by 8%. In 2012E the growth is still 

relatively strong due to the high level of fixed capital formation and is projected to 5%.  

Between 2013-2015E the growth is expected to follow the GDP development in Peab’s 

markets, namely Sweden, Norway and Finland. By weighting the Company’s sales in their 

respective markets and their respective GDP growth this corresponds to revenue growth of 

approximately 3.6%, 2.8% and 2.7% for 2013-2015E. After 2015, the business areas growth 

will level out and develop in line with inflation growth, corresponding to 2%.  

As could be viewed in the Chapter IV the business area Civil Engineering has historically 

experienced a relatively high organic growth with a CAGR of 14%. It is here forecasted that 

this business area will enjoy the beneficial economic climate and expand with a growth rate of 

12% in 2011E followed by a growth rate of 10% of 2012E.  

As the business area becomes bigger the high growth will be harder to obtain and will as a 

result consecutively decrease in the period 2013-2015E from 9.5% to 4.0%. During the period 

2016-2020E it is suggested that Civil Engineering will exceed the long-term inflation growth 

by 1%, hence a growth rate of 3%, based on the findings from the Strategic Analysis arguing 

for continued growth within this segment of the construction industry.   

Industry has historically experienced high growth corresponding to a CAGR of 9%. As the 

business area, to a high extent, supplies the construction market it is projected that this 

business area will follow the development of business area Construction.  

However, Industry has been able to obtain significantly higher growth due to ability to capture 

market shares and its strong market position. As a result, this business area is projected to 

grow by 10% in 2011E and then decrease consecutively. As Civil Engineering, it is suggested 

that this business area will be able to grow stronger than the market during the period 2016E-

2020E, corresponding to 3%.   
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5.2.2 Cost of Sales  
When forecasting Peab’s expenses to generate sales the paper anchors on the development of 

the type of cost, not by expense function. It can be argued that this provides a better starting 

point when assessing the future development of individual cost items, compared to function 

based costs since it is more detailed. Furthermore, all the generated forecasts of the operating 

expenses are based on revenues.  

Table 5.2: Forecasted Cost of Sales as Percent of Revenues      

 
Source: Own creation 

 

It is projected that the cost of material will during the period 2011E-2014E fall consecutively. 

One of the underlying arguments for the lower material cost is that Peab Industry, operating 

with higher margins, expects high future growth.  

Furthermore, it is believed that Peab will be able to utilize the opportunities of sourcing 

internationally to lower their material costs. In 2015E these costs will stabilize as a 

consequence of the higher demand for raw material from developing countries, combined 

with a stabilization of world economic growth. 

The cost for subcontractors is expected to increase significantly from the levels in 2009 and 

2010. It can be argued that as the economy now turns, the Company’s demand for using 

subcontractors will rise as the there will be more occasions when Peab does not have enough 

resources to cover the increased demand.  

It will not be favorable for Peab to take on new employees, as the demand is not as constant 

throughout the year, implying that they would have excess workforce during different periods 

of the year. However, subcontractor costs are forecasted to be at a lower level than during the 

boom years 2006-2007.  
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Personnel expenses are expected to increase in the near future. As could be viewed in Chapter 

III there is a strong shortage of workforce in the industry, driving up the salaries and thereby 

personnel expenses. Accordingly, the cost as a percentage of sales will increase through 

2011E-2014E stabilizing at 23% of sales, compared to an average of 21% between 2006-2010. 

Depreciation is expected to maintain the stable level from years 2009 and 2010, 

corresponding to 2% of revenue. The higher depreciation during these years is a result of the 

integration of the more capital-intensive business area Industry.  

Other cost includes items such as other operating costs, other production costs and write-

downs. This item is projected to be 20.8% of sales throughout the forecast period, 

corresponding to the historical average.  

5.2.3 Core Other Operating Income  
The majority of Peab’s core other operating income consist of profit from joint ventures. In 

2010, the Company had committed to 33 different joint ventures where most of the 

collaborations were within real estate and exploitation projects. The impact from these 

relationships on Peab’s performance is nearly negligible and there is limited disclosure of the 

joint ventures’ operations.  

As a result, the forecast is based on percentage of revenue. The applied ratio is the one found 

in year 2010 amounting to 0.18%. The underlying logic for using 2010’s ratio is the 

significantly higher investment in participation in joint venture that year. (See appendix 5A)   

5.2.4 Unusual Items      

Unusual items consist of many different, rather small, incomes and expenses. To name a few; 

income such as competition damage charges, translation differences when converting foreign 

operations and unusual tax aspects of income tax expense such as one-time loss carry 

forwards. The expected value of unusual items is naturally zero in the forecasted period. (See 

appendix 5A) 

5.2.5 Tax Rate 
To determine the future level of tax, the Swedish statutory rate is used, namely 26.3%. It may 

be argued that this assumption does not take geographical differences into account. However, 

this is supported by the fact that Peab has 85% of its operations within Sweden and tax 

regulations in Norway and Finland are fairly similar. As a result, it can be argued that the 

Swedish statutory rate is a good approximation when deciding future tax levels. (See appendix 

5A)  
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5.2.6 Net Operating Profit after Taxes 
After forecasting all items in the income statement (except financial items), the forecasted 

NOPAT and profit margin can be computed. This measure reflects what the company earns if 

it did not have any debt.  

In the figure below the forecasted NOPAT is presented along with the historical NOPAT 

excluding unusual items. Furthermore, the figure displays the development in the historical 

and forecasted profit margin; i.e. NOPAT divided by the revenue.   

Figure 5.3: Net Operating Profit after Taxes and Profit Margin  

 
Source: Own creation 

The figure clearly shows that Peab is expected to have a strong development in 2011E and 

2012E. This can to a high extent be explained by the strong projected revenue growth, driven 

by the high demand and the Company’s proven ability to maintain market shares.  

The development is furthermore a result of a marginal expansion, which to some extent, can 

be explained by the Company’s strategy of expanding across the value chain; hence, higher 

marginal segments. The marginal expansion can also be justified by the higher growth within 

the higher margin business area Peab Industry.  
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Figure 5.4: Structure of Budget and Forecast  

 

Source: Own creation 

5.3 Forecast of the Balance Sheet 
The main objective with the following section is to determine the future development in the 

Company’s invested capital.  

To a high extent the invested capital is driven by the growth in revenue. In accordance with 

Elling & Sørensen (2005), the projections are based on forecasts of individual inversed asset 

turnover through the following equation:  

                                        
 

               
 

  

5.3.1 Operating Working Capital  
The forecast of the individual drivers of the operating working capital are estimated as a 

percentage of revenues.  

Peab’s operating working capital is highly driven by: net of accounts receivable & payable, 

the net of recognized but not invoiced income and invoiced income not yet recognized. The 

net of these items, as a percentage of revenue, have been stable, which is why it is projected 

that the historical relationship will continue. (See appendix 5E) 

Moreover, it could be viewed in the financial analysis that investments in project & 

development properties have been increasing significantly more than revenue development 

the past five years. As discussed in the financial analysis the increase reflects the Company’s 

strategy to be more involved in from the start of a project and securing future investment 

opportunities.  

It is expected that during 2011E the items will increase with the same growth rate as in 2010, 

however as the Company is forecasted to achieve a strong revenue growth the asset turnover 

actually increases slightly. Afterwards, it is forecasted that Peab will hold a rather stable 

investment level in properties and development. (See appendix 5C for details) 
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Table 5.3: Forecasted Operating Working Capital as a Percentage of Revenue 

 
Source: Own creation 

Due to the higher investment in project & development property and the higher level of work-

in progress, the operating working capital is expected to be higher in the forecast period. 

5.3.2 Net Long-Term Operating Fixed Assets 
The majority of Peab’s net long-term operating fixed assets consist of tangible assets, 

goodwill and the prior estimated capitalized operating leases.  

As could be viewed in Chapter IV, the increase in the item tangible asset had reduced the 

Company’s asset turnover during the past three years. It was suggested that the development 

could be traced to the integration and growth of the more capital-intensive business area 

Industry, but also the economic recession.  

Looking into the future, the business area Industry is estimated to increasingly account for a 

greater share of revenue. Accordingly, it can be argued that tangible assets will account for a 

higher share of revenues in the forecast period but not as high as during the economic 

recession. (See appendix 5C)  

The estimated capitalized operating leases as a percentage of revenues have been stable 

during the last five years and this relationship is expected to continue during the forecast 

period amounting to approximately 9% of revenues. (See appendix 5C) 

The development in the goodwill account has to be treated differently. It has previously been 

argued that it is impossible to estimate revenue growth from acquisitions whereby this 

number was set equal to zero. As a result, goodwill remains constant to its current level 

throughout the forecast period. (See appendix 5C) 

Table 5.4: Net Long-Term Operating Assets as a Percentage of Revenue 

 
Source: Own creation 
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The forecast of the net long-term operating assets as percentage of revenue is displayed in the 

figure above. It is apparent that the Company is projected to have higher investments in long-

term assets than historically. The underlying logic behind this is the high growth in the more 

capital-intensive business area Industry.   

However, it is expected that Peab will be able to increase its capital efficiency in 2013E, 

based on a complete integration of Peab Industry. This will result in a slight decrease in 

inversed asset turnover, stabilizing at 0.253 .  

Figure: 5.5: Structure of Budget and Forecast  

Source: Own creation 

5.4 Forecasted Return on Invested Capital and Free Cash Flow 
From the forecasted income statements and balance sheets it is possible to compute future 

ROIC and FCF. The following subchapters display the two measures alongside historical 

development, which ought to facilitate a better picture of earlier projections’ implications.   

5.4.1 Return on Invested Capital  
Similarly to the historical ROIC, the forecasted ROIC is calculated by dividing NOPAT with 

the average invested capital.  

Figure 5.6: Historic and Forecasted ROIC  

 
Source: Own creation 

Generally, the future development of ROIC reflects the earlier suggested marginal expansion 

combined with a generally lower asset turnover level until 2016E.  
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5.4.2 Free Cash Flow 
Together with the forecasted NOPAT, depreciation & amortization, operating working capital 

and net long-term operating assets, it is possible to calculate the FCF.  

Figure 5.7: Historic and Forecasted Free Cash Flow 

Source: Own creation 

The pattern in the figure above reflects the previously computed ROIC and prior forecasted 

revenue growth. In the terminal period FCF will grow 2% alongside revenue growth.  

As ROIC is projected to be constant after 2015E the development from 2016E and onwards 

solely reflects revenue growth.   
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5.4 Chapter Conclusion – Budget and Forecast 
Taking starting point in the financial analysis in Chapter IV, combined with the findings from 

the strategic analysis in Chapter III, Chapter V forecasts Peab’s key financial value drivers. In 

line with financial literature, this report has set the forecast period to ten years.  

The ten-year forecast is further split into two five-year periods to simplify the valuation, 

projecting as realistic expectations as possible. The first five-year period is a detailed 

description of how all underlying drivers will develop, whilst the second five-year period is a 

simplified version of the first five-year period.      

Peab is projected to achieve strong growth the coming years, due to the sturdy economic 

expansion and the strong development in the fixed capital formation. Furthermore, the 

business areas Civil Engineering and Industry are expected to grow significantly more than 

Construction. In turn these areas will account for a greater share of future revenue and thereby 

affect future profitability.  

The Company’s cost of sales have been calculated as a percentage of the year’s sales, where 

projections display a slight decrease in the cost of material, but a significant increase in 

personnel expenses.   

Once the detailed forecast period has been concluded, the projection enters the so called 

terminal value, which according to financial literature is usually set equal to a country’s target 

inflation rate, in this case equal to Sweden’s goal of 2%. 

The forecasts provide the necessary information to compute crucial future NOPAT, ROIC and 

FCF. Due to the development of the underlying drivers the ROIC has been estimated to 

stabilize around 11% whilst FCF is predicted to grow in line with the 2% inflation target rate.  
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6. Chapter VI – Valuation 
Figure 6.1: Structure of Valuation  

 
Source: Own creation 

Previous chapters in this report have focused on developing supporting arguments for the 

final valuation of Peab. In turn, this chapter endeavors to combine these arguments to estimate 

a fair value for Peab as of May 2
nd

 2011.  

Starting off by explaining the different valuation models used, followed by an explanation and 

calculation of the required rate of return for these models. Once these have been discussed, an 

estimation of Peab’s fair share value will be calculated through the two models, which 

thereafter will be further supported by a sensitivity analysis and a multiples comparison. 

Figure 6.2: Structure of Valuation  

 
Source: Own creation 

6.1 Valuation Models 
There are a variety of methods and models to follow in order to value a company. This thesis 

has focused on two of the more important and commonly used ones. Namely, through the 

Discounted Cash Flow (DCF) model and the Economic Value Added (EVA) model (Koller et 

al, 2010). A brief introduction to the models follows, as well as a discussion on the respective 

models’ benefits and disadvantages. 

6.1.1 Discounted Cash Flow  
The DCF model discounts a company’s future FCF; i.e. cash available for equity holders, debt 

holders and other non-equity investors, at the weighted average cost of capital (WACC). This 

rate of return is difficult to estimate and truly influential in the valuation, more detailed 

discussion on the WACC will be presented in the next subchapter.  
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The following equation gives an overview of how to the model is calculated in practice 

(Brealey, Myers & Allen, 2008): 

      
    

         

 

   

 
       

         
  

 

        
 

NPV = Net Present Value, FCF = Free Cash Flow, WACC = Weighted Average Cost of Capital,  

g = Terminal Growth rate 

As can be noted in the equation, the sum of the discounted FCFs provides the net present 

value (NPV) of the company, also known as enterprise value. In order to deduct the final 

equity value it is necessary to subtract debt holders’ cash flow claims on the company. Once 

the equity value is calculated, it is divided by the number of outstanding shares to conclude a 

company’s final value per share.  

6.1.1.1 Discounted Cash Flow Model – Key Strengths & Weaknesses  
One of the most important strengths with the DCF model is that it uses the WACC as the 

discount rate, taking into account the fact that equity and debt have different required returns. 

Furthermore, the WACC ensures that the discount rate is correctly adjusted to represent 

accurate risk factors (Brealey et al, 2008). 

The DCF is a favorite amongst practitioners and academics because it relies solely on free 

cash flow rather than on accounting-based earnings, providing a fairer result as companies’ 

accounting policies do not interfere with the valuation. As it is hard to estimate future FCFs, 

the DCF deals with this issue in a clever manner as it derives future FCFs from projected 

income statements and balance sheets, which are easier to forecast (Brealey et al, 2008).  

However, the model is obviously very influenced by the inserted numbers, which in turn are 

estimations often based on assumptions. If these estimations and underlying assumptions are 

wrong the final valuation will be biased, finalizing in an incorrect value for the firm (Penman, 

2010).  

An additional shortage of this model is that a large share of the final value derives from the 

terminal value, where any miscalculations of this term will have a severe impact on the final 

stock value. The model further has difficulties when the projected period only has negative 

cash flows, as these cannot be used to calculate a net present value (Penman, 2010). 
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6.1.2 Economic Value Added  
The Economic Value Added (EVA) measure was developed by Stern Stewart & Co., an 

American consultancy, and is an estimate of a company’s economic profit (Bennet Stewart III, 

1994). Simply put, it is the profit earned minus the cost of financing the capital used.  

The model rests on the idea that value is created when the return on the firm’s invested capital 

is greater than its cost of capital. As can be visualized in the equation below, the measurement 

is dependent on three factors: the NOPAT, the WACC, the terminal growth rate and the 

amount of IC. 

            
                 

         

 

   

 
                   

        
 

 

         
 

IC = Invested Capital, NOPAT = Net Operating Profits After Tax  

6.1.2.1 Economic Value Added – Key Strengths & Weaknesses 
EVA shares many of the strengths of the DCF, such as relating earnings to respective risk 

factors, but also some of the same faults, for example difficulties in making accurate 

estimations. A major setback with the EVA model is that it is influenced by a company’s 

accounting policy, making it hard to compare EVAs based on distinct accounting policies. 

6.1.3 Assumptions 
In order to estimate the value of Peab a set of assumptions have been undertaken. First of all, 

it has been assumed that Peab is a going concern, i.e. business will continue in perpetuity. If 

this assumption were not true it would not be possible to calculate the terminal value in the 

same way as this report has done.  

Secondly, accounting practices are assumed to pursue clean surplus accounting, where 

transactions with shareholders (dividends, share repurchases, share offerings) are not included 

when calculating the firm’s return.  

Thirdly, important to recognize is the date of valuation is set to 2
nd

 May 2011, which calls for 

an adjustment of the periods’ discounting. Accordingly, the first year’s cash flow is 

discounted by 7/12, the second by one plus 7/12 years, and so on. 

Finally, it is assumed that cash flow is generated throughout the year, not as a lump sum, 

therefore discounting in full-year increments would understate the appropriate discount factor. 

As a result, the present value of cash flows is adjusted upward by half a year (Koller et al, 

2010).    
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Figure 6.3: Structure of Valuation  

 
Source: Own creation 

6.2 Weighted Average Cost of Capital 
When valuing a company it is of crucial importance to have the correct rate of return, 

remembering to take into account that equity and debt have different rates of return. A model 

taking this into account is the weighted average cost of capital (WACC).  

In other words, the WACC is the minimum return a company needs to earn on is current 

capital structure to ensure investor satisfaction. It is calculated as the average weighted cost of 

debt after-tax and cost of equity, using the following formula (Brealey et al, 2008): 

     
 

   
     

 

   
           

E = Equity, ke = Cost of Equity, D=Debt, kd = Cost of Debt, Tm = Swedish Corporate Tax     

From the equation, it is clearly visible that the WACC is dependent on three main factors; the, 

capital structure, cost of equity and the after-tax cost of debt.  

An important issue to clear up deals with operative leases. As suggested in Chapter IV, this 

report has acknowledged Koller et al’s (2010) discussion on procedures for operative leases; 

by first of all capitalizing them to be able to add them as assets on the balance and then 

adjusting the long-term debt accordingly. As a result, this paper applies an adjusted debt-to-

enterprise value that includes capitalized leases.  

The WACC calculation that reflects the adjusted debt-to-enterprise value is computed as 

follows (Koller et al, 2010):   

    

 
 

       
    

 

       
           

   

       
             

COL = Capitalized Operating Leases, kCOL= Implied Interest of Operating Leases  

From the expression above it can be viewed that the computation of the adjusted debt-to-value 

requires additionally two measures; namely, value of capitalized operating leases and after-

tax interest cost of leases that will be discussed further on.   

Valuation Models WACC Valuation
Sensitivity 
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Comparison
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6.2.1 Capital Asset Pricing Model  
Cost of equity is dependent on three main factors; the risk-free rate, the market risk premium 

and the Company’s systematic risk. There are various numbers of ways to calculate this, but 

most commonly used is the capital asset pricing model CAPM as it is simple to use and takes 

into account all three factors.  

The equation used to calculate the CAPM is the following (Brealey et al, 2008): 

                    

Rf = Risk-free rate, βi = Beta,  [E(Rm) - Rf ] = Market Risk Premium 

The three factors will now be discussed and computed individually.  

6.2.1.1 Risk-Free Rate 
The risk-free rate is generally calculated by reviewing government default-free bonds. Ideally, 

each valuation should be done with a matching maturity. As this might be difficult, common 

practice is to use a 10-year government bond.  

Since the majority of Peab’s operations are based in Sweden, a Swedish governmental 10-

year bond has been chosen as the risk-free rate.  

The Swedish governmental 10-year bond equaled 3.22% on May 2
nd

 2011.  

6.2.1.2 Market Risk Premium 
Estimating the market risk premium, the difference between market return and the risk-free 

rate, is one of the most debated issues in finance. It is hard to calculate how stocks/companies 

will outperform “default free” bonds over the long run, and especially the implications this 

brings when valuing such a company.  

The most complicated issue deals with projecting the expected return of the market, where 

investors have two options, either basing this on historical returns or future expectations. This 

report has analyzed different sources, presented in the table below.   
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Table 6.1: Market Risk Premium Estimations 

 
Sources: 1. Dimson,Marsh & Staunton (2003), 2. Reuters Ecowin, 3. PWC (2011),  

4. Fernandez, Aguirreamalloa & Corres (2011), 5. Damodaran (2011) 

With the data at hand, it has been decided to use the most recent sources as these show the 

fairest picture for the future and are most reliable. Taking this into account the risk premium 

used in this thesis concludes at 5.13%, the average of the three latest figures.  

6.2.1.3 Beta 
Beta (β) measures how much a company’s stock value shifts in relation to the overall 

market’s movement, in this case the OMX Stockholm 30 index. As beta cannot be visualized 

it needs to be calculated. There are different methods to calculate a stock’s beta, where this 

report has chosen to analyze Peab’s historical monthly stock return.  

Monthly returns provide the most realistic conclusion as more frequent periods lead to 

systematic biases (Koller et al, 2010). Once the monthly returns have been calculated they can 

be used to find beta in two different methods. The first uses the widely accepted formula 

(Bodie, Kane & Marcus 2009): 

   
      

    
 

COVi,m = Covariance between stock and market, VARm = Market Variance 

This formula states that beta is calculated by dividing a stocks covariance to the market by the 

market’s variance. The results from this are presented in the first row in table 6.2 below. The 

second method to calculate a beta is to make a regression analysis of the individual and 

market index stock returns, which can be visualized in the second row in table 6.2.  

  

Source Period Premium

1. Dimson et al 2002-2003 4.85%

2. Reuters 2008-2009 4.80%

3. PWC 2005-2011 4.50%

4. IESE 2011 5.90%

5. Damodaran 2011 5.00%
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Table 6.2: Historical Beta Estimations  

 
Source: Nasdaq OMX Nordic, accessed July 2011 

As can be noted in the table, the two estimation methods provide slightly different results; the 

reason for this is that the regression analysis assumes that this is the entire population whilst 

the formula method acknowledges that it is only a sample. Therefore this report will use the 

beta calculated with the formula previously displayed. Koller et al discuss that using 60 

observations, i.e. five years of data, gives the most realistic estimation for beta as this was 

found during early tests of the CAPM. Bearing these arguments in mind, the beta used in this 

report is 1.32. 

6.2.1.4 Calculating Cost of Equity with CAPM 
With the discussions presented, the cost of equity is calculated as follows: 

                                               

6.2.2 After-Tax Cost of Debt 
When calculating a company’s average after-tax cost of debt there are usually two different 

methods used. The first method applies a company’s long-term option-free bond’s yield to 

maturity as the cost of debt. The second uses a company’s debt rating as a method of 

calculating its debt cost. Unfortunately, Peab does not have any of these measures, whereby it 

is impossible to calculate the Company’s cost of debt through the proposed methods.  

A third, simpler, way of finding the cost of debt is to review the Company’s effective interest 

rate on debt stated in the annual report. However, considering how low current interest rates 

are and their expected significant increase, this method is believed to result in a misleading 

estimate of the Company’s future cost of debt.  

With these arguments in mind, this thesis has developed a different approach supported by 

statements in Elling & Sørensen (2005), taking into account both short-term and long-term 

debt. Peab’s yearly short-term and long-term debt was derived from the annual reports, as 

well as their respective cost of debt.  

  

Beta 1 Year 5 Years 11 Years

COV/VAR 1.73 1.32 0.74

Regression 1.87 1.34 0.74

Observations 12 60 132
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The short-term debt cost was compared to its respective annual STIBOR (short-term 

borrowing rate) rates, whilst the long-term compared to Swedish 10-year government bond 

rates. To project Peab’s annual borrowing costs in 2011E-2014E, the spread found when 

comparing current rates, was added to the expected STIBOR and 10-year government bond 

for the respective years.  

The four annual rates were used to calculate a yearly average, which was then multiplied by 

the average weights of short-term/long-term debt respectively; hence, thereby it is assumed 

that Peab has the same relation between long- and short-term in during the forecast period.  

Finally, these two estimates were added to conclude Peab’s average after-tax borrowing cost, 

resulting at 3.32%. See appendix 6A for more detailed information on the calculations.  

Table 6.3: Debt Calculations 

Source: Peab Annual Reports 2006-2010 & Riksbanken (2011) 

6.2.3 After-Tax Interest Cost of Operating Leases 
It has been argued earlier that a five-year real estate bond is an appropriate estimation of the 

Company’s lease interest cost. Hence, unlike the companies’ general obligation debt, physical 

assets typically collateralize the leases. As of the 2
nd

 of May 2011 the five-year real estate 

bond corresponded to 4.21%, resulting in an after-tax interest cost of leases of 3.10%.   

6.2.4 Capital Structure 
The missing figure in order to calculate the WACC is the Company’s capital structure, where 

according to Koller et al (2010) market values should be used. This brings forth an interesting 

paradox since to make the final valuation (i.e. value of equity) it is necessary to calculate the 

WACC, but in order to calculate the WACC, estimations on the value of equity need to be 

made. The assumption behind this is that in order to project the future value of equity, it is 

fundamental to estimate today’s equity value in order to create the starting frame for the 

valuation (Koller et al, 2010) 

Estimations on the present market value of equity are deducted by multiplying the number of 

shares outstanding by the current share price on the 2
nd

 of May 2011, which gives an equity 

value of SEK 16.06 billion. 

Average Interest Average Weight Cost of Debt

Short Term Debt 4.13% 0.82 3.40%

Long Term Debt 4.94% 0.22 1.10%

Cost of Debt (before tax) 4.50%

Cost of Debt (after tax) 3.32%
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As Peab’s debt is not traded publically, there is not a decisive method of calculating its actual 

market value; therefore common practice is to use the book value of debt as proxy for the 

market value (Koller et al, 2010). Furthermore, the date of the valuation brings forth another 

implication as there is no public information about the level of debt as of the 2
nd

 of May 2011.  

It has therefore been assessed that the market value of debt on the 2
nd

 of May 2011 is 

equivalent to book value the 31
st
 of December 2010. As the market capitalization is 

approximately the same at the two dates, this assumes that the Company has the same capital 

structure on the 2
nd

 of May 2011 as on the 31
st
 of December 2010.  

The approach is supported by the analysis made on Peab’s historical capital structure which 

has approximately remained the same during the past two years, only differing earlier on due 

to the sale and re-purchase of Peab Industry. This analysis is further strengthened by Koller et 

al (2010), who argue that the capital structure weights that should be used in a valuation are 

the Company’s target weights. Accordingly, book value of debt is equal to SEK 5.77 billion. 

See appendix 6B for calculations. 

The value of operating leases is computed through the formula and assumptions presented in 

4.2.3.1: Capitalization of Operating Leases. The estimated value of Peab’s operating leases 

amounted to SEK 3.59 billion as of 31
st
 of December 2010, which is assumed to be the same 

on the 2
nd

 of May 2011. 

Enterprise value, the sum of these three drivers, amounts to SEK 25.42 billion. 

6.2.4 Calculating Weighted Average Cost of Capital 
The individual factors of the WACC have now been deducted and ready to be put into the 

formula for the final calculation of the WACC, presented below: 
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Figure 6.4: Structure of Valuation  

Source: Own creation 

6.3 Discounted Cash Flow Valuation 
The table below provides the calculations of FCF, terminal value and thereby the derivation of 

Peab’s share value, finalizing at SEK 64.84 that can be compared to the actual market price of 

SEK 56.00.  

Table 6.4: Discounted Cash Flow Valuation 

Source: Own creation based on analysis in previous chapters 

  

Valuation Models WACC Valuations
Sensitivity 
Analysis

Multiples 
Comparison

2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E T

Free Cash Flow 1,514  1,076 1,373  1,569  1,786  1,527  1,564  1,601  1,640  1,768   1,804 

WACC (%) 7.54    7.54   7.54    7.54    7.54    7.54    7.54    7.54    7.54    7.54     7.54   

Discount factor 0.96 0.89 0.83 0.77 0.72 0.67 0.62 0.58 0.54 0.50

PV of FCF 1,451  959    1,138  1,209  1,280  1,018  969     923     879     881      

  Terminal Value 32,568  

PV of TV 16,229  

PV of Cash Flow 26,937  

Midyear factor¹ 1.038

Enterprise Value 27,953 

  NFO² 9,361    

Equity Value³ 18,592 

Share Value 64.84   

Sum of PV of FCF  

(2011E-2020E)

Million Shares 

Outstanding  

(May 2nd 2011) 

10,708  

       287 

¹ Midyear adjustment corrsponds to (1+(WACC/2))

² NFO is computed as interest bearing debt plus the value 

of capitalized leasing less financial assets as of 31 

December 2010

³ Peab did not have Minority Interests as of 31 December 

2010; thus, an adjustment of equity is not necessary . 
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6.4 Economic Value Added Valuation 
Table 6.5 below display the calculations for the underlying factors of the EVA model, as 

expected resulting in the same value per share for Peab’s stock, which further strengthens the 

validity of the calculations.  

Table 6.5: Economic Value Added Valuation 

Source: Own creation based on analysis in previous chapters 

 

  

2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E T

NOPAT 1,504   1,704   1,762   1,833   1,928   1,975   2,023   2,072   2,123   2,175   2,218   

Invested Capital 17,023 17,651 18,040 18,304 18,446 18,894 19,353 19,824 20,307 20,713 21,127 

WACC (%) 7.54 7.54 7.54 7.54 7.54 7.54 7.54 7.54 7.54 7.54 7.54

Cost of Capital 1,284   1,283   1,331   1,360   1,380   1,391   1,424   1,459   1,494   1,531   1,561   

EVA 220 420 432 473 549 585 599 613 628 644 657

Discount factor 0.96 0.89 0.83 0.77 0.72 0.67 0.62 0.58 0.54 0.50

PV of EVA 211 375 358 364 393 390 371 354 337 321

  Terminal Value 11,855  

PV of TV 5,907    

PV of IC¹ 17,557  

Midyear factor 1.038

Enterprise Value 27,953 

  NFO² 9,361    

Equity Value³ 18,592 

Share Value 64.84   

Sum PV of  EVA 

(2011E-2020E) 3,473    

Million Shares 

Outstanding  

(May 2nd 2011)        287 

 PV of IC plus PV 

of TV and EVA  26,937  

¹ PV of IC is calculated as IC2010 * (1+ WACC)5/12

² NFO is computed as interest bearing debt plus the    

value of capitalized leasing less excess cash as of per 

31 December 2010

³ The Company did not have any Minority Interests 

as of 31 December 2010; thus, an adjustment of 

equity is not necessary. 
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Figure 6.5: Structure of Valuation  

Source: Own creation 

6.5 Sensitivity Analysis 
Now that the valuation is executed, it is important to test the validity of the results, as any 

model can have mechanical errors or flaws in the economic logic. A sensitivity analysis is 

realized in order to test how the results vary with changes of the key inputs.  

The results from such an analysis can help investors identify what inputs they need to monitor 

more closely.  Hence, a sensitivity analysis shows which drivers have the most/least impact 

on value, ensuring focus is directed towards the correct driving factors. 

However, individual drivers usually do not change in isolation; rather they are interlinked 

with other factors. Therefore it is hard to compare a one percentage change in one factor with 

a similar change in another factor; a deeper analysis must be made to see how they are linked 

to one another. Therefore, this study will make us of a two-dimensional matrix in order to see 

how two factors influence the value simultaneously (Penman, 2010). 

Instead of making a traditional scenario analysis, this thesis has focused on expanding the 

sensitivity analysis as this was found to give a more interesting and realistic analysis of 

possible future fluctuations.  

This chapter has been split up in two parts, the first touching upon factors influencing future 

cash flow and profitability; such as revenue growth, profit margin development and asset 

turnover progression. This will be followed by a more traditional sensitivity analysis, 

covering drivers that affect the discounting of cash flows such as the WACC. 

Following, the results from the sensitivity analysis will be presented. These results will be 

compared to Peab’s stock price as of May 2
nd

 of SEK 56.00, in order to conclude whether or 

not the stock is a rewarding investment, where the red numbers imply the stock is overvalued.  

  

Valuation Models WACC Valuations
Sensitivity 
Analysis

Multiples 
Comparison
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6.5.1 Stock Sensitivity to Changes in Profitability and Revenue Growth 
Table 6.6: Stock Value with Changes in Revenue Growth (2011E-2020E) and PM 

 
Source: Own creation 

Table 6.6 displays how the stock value fluctuates in respect to alterations of the profit margin 

(PM) and revenue growth during the forecast period, i.e. 2011E-2020E. Maintaining the PM 

constant and reducing/increasing the revenue growth by 2% leads to a respective 10% drop 

and a 12% rise in the stock value. On the other hand, reducing/increasing the PM by 0.5% 

reduces/increases the stock value by 24% respectively.  

This clearly shows that Peab’s stock value is much more sensitive to changes in PM than 

revenue growth. If PM were to drop 0.5% revenue growth needs to increase by 2% for the 

stock to be a good investment. Anything above this will further ensure that the stock value 

interesting to buy.  

Table 6.7: Estimated Stock Value with Changes in Revenue Growth and Inversed ATO 

 
Source: Own creation 

In the table above the relation of changes in revenue growth and inversed asset turnover with 

the stock value is presented. All else equal, alterations in the revenue growth provide the same 

results as in table 6.6. Analyzing the inversed turnover driver, it can be seen that an 

increase/decrease of 0.05 drops/boosts the stock value by 18% respectively.  

  

64.84 -4.0% -2.0% 0.0% 2.0% 4.0%

-1.0% 30.15 31.51 33.15 35.14 37.53

-0.5% 41.34 44.82 49.00 54.00 59.98

0.0% 52.52 58.12 64.84 72.86 82.43

0.5% 63.70 71.43 80.68 91.72 104.88

1.0% 74.88 84.74 96.53 110.59 127.33
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0.1 36.67 39.12 42.05 45.57 49.77

0.05 44.60 48.62 53.44 59.21 66.10

0.00 52.52 58.12 64.84 72.86 82.43
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-0.10 68.36 77.13 87.63 100.16 115.09
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Fluctuations in inversed asset turnover have a greater impact on the stock value than changes 

in the revenue growth. In order for the stock to be a suitable investment the inversed asset 

turnover cannot increase by more than 0.05 combined with a 2% reduction in the revenue 

growth rate, everything above is positive, as long as the revenue is not reduced by 4%.  

It is further interesting to analyze whether the PM or the inversed asset turnover fluctuations 

have a greater impact on the stock value. The two tables show that the PM development 

seems to be the more influential factor of the two, as it leads to greater variation in the stock 

value, although it is difficult to make a fair comparison between the two.  

6.5.2 Stock Sensitivity to Changes in WACC and g  
The following section presents how sensitive the stock value is to alterations to the 

discounting factor and terminal growth. Similarly to the previous section, the results will be 

compared to the stock price of SEK 56.00 as of 2
nd

 of May 2011. 

The terminal growth rate used to calculate the terminal value is virtually impossible to project, 

where in this report it has been assumed to be equal to the target inflation rate, supported by 

financial theory. However, fluctuations in this growth rate have a great impact in the valuation, 

increasing the importance of completing a sensitivity analysis on this driver. 

Additionally, the valuation has been based on the WACC, which in turn is dependent on 

several factors. These underlying factors have additionally been based on assumptions and 

future expectations, where errors can occur. This sensitivity analysis will therefore deepen the 

study of the WACC, to see how its drivers affect the value. 

Table 6.8: Estimated Stock Value with Changes in WACC and g 

 
Source: Own creation 

As can clearly be seen, the combination of increased terminal growth with a reduction in the 

WACC increases the value of the stock. When analyzing the two factors individually, it can 

be understood that they influence the stock value in opposite manners.  

64.84 1.0% 1.5% 2.0% 2.5% 3.0%

5.5% 93.49 104.38 118.34 136.89 162.76

6.5% 70.97 77.60 85.68 95.77 108.71

7.5% 55.37 59.71 64.84 70.98 78.48

8.5% 43.93 46.93 50.39 54.42 59.18

9.5% 35.19 37.34 39.78 42.57 45.78

Terminal Growth (g) 

W
A

C
C
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Increasing terminal growth by 0.5% increases the stock value with more than  9%, whilst a 

0.5% reduction drops the stock by 8%. Contrarily, a 1% higher WACC reduces stock value 

with 22%, whereas the stock value increases by 32% if the WACC is diminished with 1%.  

These results bring forth the importance of the WACC, as it seems to influence the stock 

value to a greater extent than the terminal growth. This might be fairly easy to understand as 

the WACC influences all future cash flows whilst terminal growth only affects the terminal 

value, therefore this sensitivity continues by analyzing the WACC’s underlying components 

to see which has the greatest impact.  

Table 6.9: Estimated Stock Value and WACC with Changes in Beta and g 

 
Source: Own creation 

Reducing the beta by 0.2 (15%) the WACC is reduced by nearly 9%, which in turn increases 

the stock value by almost 20% finalizing at SEK 77.49. A similar enlargement of the beta and 

WACC brings the stock value down by 15%.  

Maintaining the beta at the proposed rate of 1.32, Peab stock will be a good investment 

independent of any terminal growth rate above 1%. Only when beta increases to 1.5, will the 

stock become closer to being overvalued, as for all growth rates below 2.5% the stock is 

overvalued.  

Table 6.10: Estimated Stock Value and WACC with Changes in MRP and g 

 
Source: Own creation 

Beta WACC 1.0% 1.5% 2.0% 2.5% 3.0%

0.92 6.2% 76.96 84.61 94.06 106.04 121.73

1.12 6.9% 64.96 70.64 77.49 85.90 96.47

1.32 7.5% 55.37 59.71 64.84 70.98 78.48

1.52 8.2% 47.53 50.93 54.87 59.50 65.03

1.72 8.8% 41.01 43.71 46.80 50.38 54.58

Terminal Growth (g) 

MRP WACC 1.0% 1.5% 2.0% 2.5% 3.0%

3.1% 5.9% 85.30 94.50 106.09 121.13 141.42

4.1% 6.7% 68.12 74.28 81.76 91.03 102.80

5.1% 7.5% 55.37 59.71 64.84 70.98 78.48

6.1% 8.4% 45.54 48.72 52.39 56.68 61.77

7.1% 9.2% 37.74 40.13 42.84 45.96 49.58

Terminal Growth (g) 
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Table 6.10 above shows how the WACC changes in line with alterations in the market risk 

premium. Decreasing MRP by one percentage reduces the WACC by 11% heightening the 

stock value by 26%. Contrarily, 1% increase in MRP boosts WACC by 11% and reduces the 

stock value with 19%. 

As long as the estimated risk premium remains constant, Peab’s stock will be a suitable 

investment opportunity as long as the terminal growth rate is above 1%. Increasing the market 

risk premium changes the attractiveness of the investment; augmenting by 1% (absolute 

number) the stock will become unattractive for any terminal growth value below the estimated 

2%. Increasing the market risk premium even more will result in a negative investment 

recommendation, as the stock will become overvalued regardless of the terminal growth rate.  

Table 6.11: Estimated Stock Value with Changes in Cost of Debt and Implied Operating 

Lease Interest (after tax)  

 
Source: Own creation 

In table 6.11 the impact on the estimated stock value due to a change in cost of debt after tax 

and/or a change in the implied operating lease interest after tax. It can be viewed that these 

two components have relatively small impact on the WACC and thereby the stock value.  

Increasing/decreasing the implied operating lease interest by 1% increases/decreases the 

WACC by 1.8% respectively, which further increases/decreases the share value by 4%. A 1% 

boost/drop in CoD leads to a respective 3% upward/downward shift in the WACC and a 

further increase/decrease in share value of 6%. 

This can be explained by the two components’ small weights in the capital structure, where 

debt accounts for approximately 23% and the corresponding figure for operating leases is 

14%. 

The table shows that for the stock to turn into a disadvantageous investment at least one of the 

two interests have to increase by 2%.       

1.1% 2.1% 3.1% 4.1% 5.1%

CoD WACC 7.3% 7.4% 7.5% 7.7% 7.8%

1.3% 7.1% 79.11 76.05 73.16 70.42 67.83

2.3% 7.3% 74.27 71.47 68.82 66.31 63.92

3.3% 7.5% 69.84 67.28 64.84 62.52 60.32

4.3% 7.8% 65.78 63.41 61.16 59.02 56.98

5.3% 8.0% 62.03 59.85 57.77 55.78 53.88

Implied Operating Lease Interest
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6.5.1 Summary of Sensitivity Analysis 
The sensitivity analysis discussed in this chapter has presented how different drivers affect the 

value of Peab’s stock and which drivers have a greater impact. The analysis began by 

investigating how revenue growth rate, profit margin and inversed asset turnover influenced 

Peab’s stock value.  

The conclusion to draw from this study is that the stock value is greatly influenced by changes 

in the PM and to a lesser degree by the inversed asset turnover and revenue growth.  

This was followed by a comparison of two important factors, the WACC and the terminal 

growth g, where it was found that the WACC had the greatest influence over the stock value 

development. The lower the WACC combined with higher terminal growth augments the 

value of the stock.  

Moving into the WACC’s individual factors, the conclusion to be drawn is that the stock 

value is boosted by reducing the beta, market risk premium, cost of debt and implied 

operating lease interest.  

Changing the beta by 0.2 (i.e. 15%) increased/decreased the stock by 20% and 15% 

respectively.   

Variations in the market risk premium had great impact on the stock’s value development, 

further supporting this driver’s importance. A 1% decrease in market risk premium increased 

stock value by 26% and a 1% increase led to a share value drops of 19%.  

Changes in cost of debt and implied operating lease interest displayed a relatively small 

impact on the share value. The analysis shows that for the stock to be unattractive at least one 

of the two interest rates has to increase by 2%.  

This clearly shows that Peab is greatly dependent on the market, both through changes in the 

market risk premium but also through the beta. Relating this to the equations for CAPM and 

WACC, it might not come as such a surprise seeing that the WACC is greatly dependent on 

the product of these two factors.   
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Figure 6.6: Structure of Valuation 

 
Source: Own creation 

6.6 Multiples Comparison 
One of the most flexible models for a valuation is the DCF model, but as any model, it is only 

as accurate as the forecasts it relies on. In order to support/challenge the final valuation, a 

multiples comparison has been conducted and will be presented in this subchapter. 

A multiples comparison builds on evaluating key ratios with similar companies in the industry, 

as these should follow similar trends and exposed to comparable risk factors. As has been 

discussed earlier, this section will focus on comparing Peab’s key ratios to its nearest rivals.  

The chosen peer group is the same that has been used throughout the report, with focus on the 

Swedish industry, as this is the most influential market for Peab. Concentrating on firms 

within Sweden also diminishes differences due to accounting principles or tax regulations.  

However, YIT has not been included in the multiples comparison, because it was believed 

that YIT's distinct business focus would lead to a biased comparison. Throughout Sweden and 

Norway, YIT only offers building and industrial services. Their construction business is 

restricted to Finland and other CEE countries, which have different political and economical 

environments. 

Multiples analysis does however have its flaws, which are important to be aware off. It is 

critical that the firms being studied have equivalent growth potential in the future and that 

they follow the same accounting standards.  

Moreover, since the valuation has been based on expectations of future values, so should the 

multiples. A further supporting argument for using forward-looking multiples is that they are 

usually normalized values, reducing any impact from past one-time charges. (Koller et al, 

2010)  

The numbers used in the calculations have been taken from Bloomberg as well as from 

projected values used for the actual valuation in this report. Bloomberg has been used as it is a 

well-respected source of information. These estimations are based on analysis from an 

average of ten analysts, who continuously follow the respective stocks (never less than six 

analysts).  

Valuation Models WACC Valuations
Sensitivity 
Analysis

Multiples 
Comparison
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6.6.1 EV/Sales 
The first multiple presented analyzes how big of a portion enterprise value is of total sales. 

The multiple gives an idea of how much it costs to buy the company’s sales. It needs to be 

acknowledged that the report’s estimations on sales growth is based on organic growth, whilst 

Bloomberg estimates total sales growth, which could bias the comparison.  

Table 6.12: EV/Sales Multiple and Sales Growth 

 
Source: Bloomberg (2011) and own calculations 

As can be seen, the report’s estimations on EV/Sales do not differ too much to those of 

professional analysts. Peab follows the average development, continuously remaining a 

couple of points below.  

JM remains significantly above its peers throughout all years raising the average ratio, 

whereas the other three firms have similar ratios falling below the average. When overlooking 

JM’s figures, Peab comes out as considerably more expensive than its peers.  

Shifting focus towards the sales growth projection, it can be seen that this report is much 

more optimistic of future sales growth than analysts’ expectations, but is more aligned with 

the industry average.  

Bloomberg analysts expect Peab to have lesser sales growth than its remaining peers on all 

years except for Skanska 2011-2012E and NCC 2011E. The lower expectations will have 

implications for the forthcoming multiples, using Sales in the denominator. 

  

2011E 2012E 2013E 2011E 2012E 2013E

Peab 0.56x     0.54x     0.54x     11.65% 3.44% 1.11%

Skanska 0.48x     0.47x     0.45x     -1.47% 2.56% 3.90%

NCC 0.40x     0.37x     0.36x     0.85% 7.53% 3.87%

JM 1.12x     0.99x     0.92x     28.45% 13.45% 7.80%

Veidekke 0.45x     0.41x     0.39x     22.05% 8.72% 4.52%

Average 0.60x    0.56x    0.53x    12.31% 7.14% 4.24%

Peab (Report's estimations) 0.57x     0.53x     0.51x     10.33% 6.70% 5.50%

EV/Sales Sales Growth
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6.6.2 EV/EBITDA 
According to Koller et al (2010), this multiple should always be used in a multiples 

comparison, as it tells more about the value and is therefore not dependent on the capital 

structure and since it is calculated early on in the income statement.  

Table 6.13: EV/EBITDA Multiple and EBITDA Margin 

 
Source: Bloomberg (2011) and own calculations 

The EV/EBITDA multiple has been presented along with the EBITDA margin. The report’s 

estimated values on this multiple are in line with those of Bloomberg. Bloomberg projects 

above average multiples for all years for Peab, where Skanska shows the most similar figures 

but is larger in each period. NCC, JM and Veidekke are significantly lower, drawing down the 

average values.  

Regarding the EBITDA margin Peab follows the average development fairly closely, but 

differs slightly from Skanska. As Skanska is a much larger company than Peab, it could be 

considered that they have less risk due to their larger size and spread over different markets.  

  

2011E 2012E 2013E 2011E 2012E 2013E

Peab 10.25x   9.03x     8.48x     5.49% 6.02% 6.34%

Skanska 10.46x   9.48x     8.88x     4.61% 4.96% 5.09%

NCC 8.43x     6.69x     6.35x     4.74% 5.56% 5.64%

JM 8.89x     7.16x     6.42x     12.60% 13.79% 14.27%

Veidekke 7.63x     6.18x     5.56x     5.86% 6.66% 7.08%

Average 9.13x    7.71x    7.14x    6.66% 7.40% 7.69%

Peab (Report's estimations) 10.20x   9.19x     8.83x     5.52% 5.92% 6.09%

EV/EBITDA EBITDA Margin
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6.6.3 EV/EBIT 
This multiple is similar to the EV/EBITDA just presented, differing in taking into account 

depreciation and amortization posts. Although not as commonly used, it is still an interesting 

figure to compare peers within an industry.   

Table 6.14: EV/EBIT Multiple and EBIT Margin 

 
Source: Bloomberg (2011) and own calculations 

As can be seen the report’s estimations on Peab’s EV/EBIT are marginally higher than 

Bloomberg’s, suggesting the report has prognosticated larger depreciation posts, which 

further supports the lower EBIT margin prognosticated in the report. Comparing Bloomberg’s 

estimations of Peab to its peers, it can be seen that Peab is significantly above average, most 

comparable towards Skanska.  

As for the EBIT margin, all companies except JM are developing in a similar conventional 

manner. This can be understood as JM has a lower EV/EBIT multiple they have a higher 

EBIT margin based on higher projections on EBIT growth, which thereby increases the 

industry’s average margin. Removing JM’s margin from the industry average calculation, 

Peab’s margin will then become higher than the average based on the remaining four. 

Generally, all stocks show stable relation between multiple and margin. 

6.6.4 P/E  
The price-to-earnings ratio is a classic ratio used by many, as it is easy to use and provides a 

base to understand if a stock is priced correctly. Basically, this ratio shows how many times 

an investor is paying for the company’s earnings, where higher values imply optimistic 

expectations on the firm’s future earnings. Unfortunately, this figure is distorted by a firm’s 

capital structure as well as non-operating gains & losses, which is necessary to bear in mind 

during the analysis.  

 

 

2011E 2012E 2013E 2011E 2012E 2013E

Peab 13.38x   11.37x   10.53x   4.20% 4.78% 5.11%

Skanska 11.14x   12.01x   11.09x   4.33% 3.91% 4.08%

NCC 10.18x   7.84x     7.37x     3.93% 4.74% 4.86%

JM 9.04x     7.31x     6.47x     12.39% 13.50% 14.16%

Veidekke 11.58x   8.39x     7.34x     3.86% 4.91% 5.36%

Average 11.07x  9.39x    8.56x    5.74% 6.37% 6.71%

Peab (Report's estimations) 15.89x   14.03x   13.56x   3.54% 3.88% 3.97%

EBIT MarginEV/EBIT
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Table 6.15: P/E Multiple and Net Income Margin  

 
Source: Bloomberg (2011) and own calculations 

The report’s calculations are slightly lower than Bloomberg’s throughout the forecast period 

(See appendix 5F for details on Net Income calculations). Peab maintains a P/E ratio position 

above the average level during the projected period and above all rivals except for Skanska, 

but simultaneously has a lower net income margin.  

6.6.5 Summary of Multiples Comparison 
A first review to be made on the multiples analysis is that the report’s estimations were in line 

with the projections developed by Bloomberg. This strengthens the credibility of the report’s 

estimations as Bloomberg is a well respected and renowned for its analysis and reporting on 

the business world, combined with the fact that on average ten analysts followed each stock.   

When consolidating the analysis on the individual multiples, it can be said that Peab usually 

has higher values than its peers only falling behind Skanska on a couple occasions and JM on 

the EV/Sales multiple.  

Bloomberg always expects higher multiples values, except for the EV/Sales multiple (where 

the average is skewed by JM’s high expectations). On the other hand, when comparing the 

margin ratios, Peab’s values fall below the average in all years except for net income margin 

2011.  

As has been mentioned earlier in the report, Peab’s closest competitor is NCC. When focusing 

analysis on the values between Peab and NCC, Peab has higher multiples ratios and margins 

in every single year, except for net income margin 2012.  

  

2011E 2012E 2013E 2011E 2012E 2013E

Peab 14.30x   12.13x   11.16x   2.77% 3.15% 3.39%

Skanska 13.25x   15.73x   14.62x   3.44% 2.82% 2.92%

NCC 13.95x   10.40x   9.83x     2.56% 3.20% 3.26%

JM 14.21x   11.28x   10.02x   8.62% 9.58% 10.00%

Veidekke 12.23x   9.74x     8.44x     3.29% 3.80% 4.20%

Average 13.59x  11.86x  10.81x  4.14% 4.51% 4.75%

Peab (Report's estimations) 13.81x   11.91x   11.46x   2.90% 3.15% 3.11%

Net Income MarginP/E
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6.7 Chapter Conclusion - Valuation 
This chapter has used the analysis and calculations made throughout the report to calculate the 

fair share value of Peab as of May 2
nd

 2011.  

The valuation has been conducted through the two proposed models; DCF and EVA, where 

the results have been re-analyzed through a sensitivity analysis and multiples comparison. The 

DCF and EVA valuations finalized with the same value per share of SEK 64.84. 

The sensitivity analysis brought fourth what drivers have the greatest impact on the share 

value. Fluctuations in the PM had more influence in the stock’s development than growth in 

revenue and inversed asset turnover, even though a completely fair comparison is difficult to 

conduct.  

Furthermore, variations in the WACC also had a substantial impact, where the WACC was in 

turn mostly affected by change in the beta as well as the market risk premium. It is therefore 

crucial for Peab to follow and manage these drivers to ensure the future success of the 

company.    

Figure 6.7 Value Range from Different Valuation Methods 

Source: Own creation based on Bloomberg(2011) and previous chapters 

The figure above presents a summary of the different value estimates from the two models 

and results from the multiples comparison. The enterprise values deducted from the different 

models have been used to find a share value, where the figure displays a negative/positive 

10% spread. The light blue box represents the actual market stock value of SEK 56.00 on 

May 2
nd

 2011, necessary to compare against the report’s results.  
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The different share value estimations can be seen in respective grey boxes. DCF, EVA and 

EV/Sales valuations estimate higher share values than the other three multiples. Moreover, 

EV/Sales is not the most reliable multiple in analysis, as the drivers used do not show how 

value is created, especially since two companies can have equal revenue but differ 

substantially in margins.  

All models, except for EV/EBITDA and EV/EBIT, have a range suggesting that the actual 

market price is undervalued. This report estimates that a fair value for Peab stock should be 

SEK 64.84. Hence, the valuation shows that the stock is undervalued.    
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7. Chapter VII – Conclusion  
This thesis has endeavored to deduct the fair value per share of the Swedish building and 

construction company Peab AB, as of May 2
nd

 2011. The recent financial crisis; linked to the 

real estate market, and Peab’s re-purchase of its subsidiary Peab Industry, brought forth 

debate on Peab’s future development.  

In order to gain an extensive understanding of Peab’s historic and future development, a 

strategic and financial analysis was undertaken. The results from this enlightened interesting 

growth opportunities in Peab’s three geographic markets, both organic and through 

acquisitions, supported by expected strong GDP growth and current favorable economic 

drivers. Yet another common characteristic amongst Peab’s markets is the ruling housing 

shortage, ensuring both a maintained demand level and high selling prices.  

One of the greatest threats in the near future comes in the form of workforce. The average age 

of Peab employees is fairly high, where many of them are nearing retirement age. This fact, 

combined with the trend of more and more teenagers pursuing university studies and business 

careers, will make it tough for Peab to attract a qualified workforce. Moreover, other threats 

arise from increased international competition as well as the risk of bursting house bubbles in 

Scandinavia. 

The financial analysis displayed that Peab had been growing during the past decade whilst the 

profitability, return on invested capital, had followed the opposite path. The decreasing 

profitability was due to declining asset turnover and operating liability leverage, even though 

profit margin maintained a steady development.  

Furthermore, cash flow creation experienced great variations in its development, primarily 

due to the sale and re-purchase of Peab Industry, but overall lead to an increase from 2006 

levels. The financial analysis revealed that the most significant operating risk derived from 

asset turnover risk, where profit margin risk was relatively lower.  

Taking the two analyses into account, growth and forecast calculations were made for the 

coming ten years. Splitting the ten-year forecast into two five-year forecasts, a first detailed 

one and a second simplified projection.  
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Estimations strengthened that the two business areas; Civil Engineering and Industry, would 

experience higher growth than Construction. Projections enter the so-called terminal growth 

rate after this ten year forecast period, where growth is assumed to be equal to Sweden’s 

target inflation rate of 2%.  

The actual valuation was done through two commonly used models; the DCF and the EVA. 

Both models resulted in equal share values, namely of SEK 64.84. To ensure the reliability of 

these results, a sensitivity analysis was conducted to study how the valuation fluctuates in line 

with changes in the main underlying drivers. The outcome of this analysis showed that the 

share value was mostly sensitive to variations in profit margin and the WACC, i.e. the beta 

and the market risk premium.  

This statement is quantified as 0.5% rise/drop in the profit margin leads to a respective 

reduction/increase in the stock value of 24%. Analysis on the WACC’s underlying factors; 

market risk premium and beta deducted in a 26% decrease in share value due to 1% deduction 

of the market risk premium, and a increasing the beta by 0.2 diminishes the stock by 15%. 

A multiples comparison presented how Peab differed to its nearest competitors. In general, the 

report’s estimations were in line with consensus estimates, strengthening the report’s results. 

Peab’s multiples were usually higher than its peers, falling behind Skanska on some occasions 

but always higher than the closest competitor NCC implying that Peab’s creates more value 

towards shareholders.  

Relating these analyses and the deduced value of SEK 64.84 to Peab’s actual market price of 

SEK 56.00 on the 2
nd

 of May, it can be concluded that the stock is undervalued.  

The market does not seem to acknowledge the future growth potential Peab expects and the 

solid financial development having taken place to date. However, the final recommendation 

this thesis draws is to hold the stock, as the derived share value does not differ substantially 

from the stock’s market price on May 2nd 2011 and is very sensitive to its underlying drivers.  
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8. Chapter VIII – Perspectives 
The aim of this chapter is to propose and discuss other perspectives that have not been taken 

into account throughout the report. Since the report has been written over an extended period 

of time, it has been a “work-in-progress” paper, where it has been necessary to set a deadline 

from where new information is disregarded (2
nd

 of May 2011). However, many interesting 

developments have occurred since early May and the time when this is written; August 4
th

 

2011.   

Naturally, as the aim of the report has been to deduct a fair value per share from an individual 

investor’s point of view, Peab’s actual market price has been followed continuously. Today’s 

(August 4
th

 2011) current stock price of SEK 38.00 corresponds to more than 32% reduction 

in value compared to the closing price on May 2
nd 

and 41% lower than the report’s estimated 

share value of SEK 64.84. Comparing this to the report’s derived share value of SEK 64.84, 

and the recommendation to hold, these estimations appear to be significantly erroneous.  

The great discrepancy between the report’s valuation and the current stock price is due to 

several reasons. An initial distinct observation has been the great volatility observed 

throughout the world’s markets, which in turn is dependent on other factors.  

Investors’ skepticism has been increasing during the last couple of months, seeing as the 

Euro-zone’s debt crisis has been escalating and spreading throughout the union’s nations. 

Similar doubts have been witnessed in the US, sparked by the never ending debate on the 

American debt level, where leading Democrats and Republicans only managed to coincide in 

the last hour.  

Global financial markets display investors’ worries, bringing more instability to the current 

environment. The unresolved problems in two of the world’s largest economies have had 

substantial impact on the export dependent country Sweden. Stockholm OMX 30 index has 

suffered a 20% drop during the past three months. Seeing that Peab is highly exposed to 

systematic risk with a beta of 1.32, it is expected that Peab’s share price fall more than index. 

Furthermore, the unsettled global problems have spurred debate on a potential burst of the 

existing housing bubble in Sweden. Swedish housing prices have increased substantially 

during the past years, leading into the potential latent housing bubble. If a bubble burst were 

to occur, it would have severe impact on the construction industry and on investors’ 

credibility towards the financial markets.  
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It might be argued that recent developments are due to overly pessimistic investors that do not 

rely on fundamental analysis; hence, implying an inefficient market. However, since the 2
nd

 of 

May, developments in Europe and the US might correctly worry investors requiring higher 

rates of return for the higher imposed risk, i.e. higher market risk premiums.  

Relating this to the report’s sensitivity analysis, fluctuations in the market risk premium have 

severe impacts on the Company’s value. Therefore, as the market risk premium heightens it 

comes as no surprise that the share value diminishes.  

The conclusion to draw from this discussion is that there have been global activities that have 

had a substantial impact on the Peab’s actual stock price development, which have been 

impossible to take into account when writing this report. Had the global markets been stable 

without any major disruptions, the report’s deducted value per share would not have differed 

as much as it currently does.  
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Appendix 

Appendix 2A: Peab’s Business Model 2010 

 

Source: Peab’s Annual Report 2010  
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Appendix 4 
 

Appendix 4A: Six Construction Companies Revenue year 2010 

 
*   Exchange rate applied corresponds to NOK/SEK 1.19 (2010-12-31)  

** Exchange rate applied corresponds to EUR/SEK 9.54 (2010-12-31) 

Source: Peab, NCC, Skanska, JM, Veidekke, YIT’s Annual Reports year 2010 and Riksbanken 

(2011-07-24) 
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Appendix 4B: Peab’s Reformulated Statements of Shareholders’ Equity 2005-2010 
Reformulation based on Penman (2010)  

 
Source: Own creation based on Peab’s Annual Reports 2005-2010 

  

MSEK 2005 2006 2007 2008 2009 2010

Beginning Book Value of Equity 2,620 3,348   3,277 3,600 6,370 7,563 

Ajustment for retroactive application/change -      -        -      -      -84      -      

Adjusted equity 2,620 3,348   3,277 3,600 6,286 7,563 

Transactions with Shareholders
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Distribution of shares Peab industri -639    

Acquisition of own shares -822      -129    -282    -11      -177    

Sales of own shares 9         20         252     4         

Other transactions with shareholders 19       469     41       

Net Cash Contribution -184   -1,057 -579   1,768 -263   -901   

Effect of Operations and Nonequity Financing

Profit for the year 856     1,047    811     1,093  1,294  1,187  

Translation difference from foreign operations 56       -61        94       78       61       -167    

Profit/loss from exchange risk in foreign operations -      -51      65       

 Translation difference transferred to profit for the year -227    -      -3        

Change in fair value to cash flow hedges -      283     33       

Changes in fair value of hedges recognized this year's profit -3        -      3         -      

Tax attributable to other comprehensive income 58       -50      -47      

Comprehensive Income 912    986      902    1,002 1,540 1,068 

Acquisition of non-controlling interest -      -57      

Common Shareholders' Equity 3,348 3,277   3,600 6,370 7,563 7,673 

Minority Interest 0 1 6 92 43 0

Total Equity 3,348 3,278   3,606 6,462 7,606 7,673 
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Appendix 4C: NCC’s Reformulated Statements of Shareholders’ Equity 2005-2010 

Reformulation based on Penman (2010)  

 
Source: Own creation based on NCC’s Annual Reports 2005-2010 

  

MSEK 2005 2006 2007 2008 2009 2010

Beginning book value of common equity 6,715  6,785  6,796  7,207  6,841 7,468 

Ajustment for retroactive application/change -31       -       -598    

Adjusted equity 6,684  6,785  6,796  7,207  6,243 7,468 

Transactions with common shareholders

Dividends -1,552  -1,675  -1,951  -2,277  -434    -650    

Sales of own shares 352       59        22         

Other transactions with shareholders 57         

Net cash contribution -1,143 -1,616 -1,929 -2,277 -434   -650   

Effect of operations and nonequity financing

Net profit for the year 1,178    1,706   2,247    1,809   1,654  1,524  

Translation diff.  when translating foreign operations 6           -33       13         481      -58      -415    

Profit/loss from exchange risk hedging in foreign operations -       -       27         -521     118     230     

Translation differences transferred to profit for the year -       -       -       3          -3        -      

Change in the year in fair value to cash flow hedges 5           -1         -       -57       -33      10       

Changes in fair value of cash flow hedges recognized 17         -1         -       -       4         8         

Tax attributable to cash flow hedges -       -       -       7          8         -5        

Tax attributable to exchange risk in foreign operations 41         -46       53         146      -31      -60      

Fair value changes in available-for-sale financial assets -       -       -       1          -      -      

Other -       -       -       42        -      -      

Comprehensive income to common 1,247  1,625  2,340  1,911  1,659 1,292 

Common shareholders' equity 6,788  6,794  7,207  6,841  7,468 8,110 

Non-controlling interest 94         75        30         25        18       21       

Total Equity 6,882  6,869  7,237  6,866  7,486 8,131 
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Appendix 4D: Peab’s Reformulated Balance Sheets 2005-2010 
Reformulation based on Koller (2010) 

Uses of Funds 

 
Source: Own creation based on Peab’s Annual Reports 2005-2010 

  

MSEK  2005-12  2006-12  2007-12  2008-12  2009-12  2010-12

Total funds invested: Uses

Project and development properties 1,784 2,030 2,700 3,823 4,132 4,921

Inventories 345 284 86 528 492 411

Work in progress 0 0 0 1,287 1,216 1,263

Accounts receivable 3,680 5,150 4,973 5,907 5,145 5,955

Recognized but not invoiced income 2,809 2,620 3,192 3,509 2,827 3,801

Prepaid expenses and accrued income 178 206 112 420 364 342

Tax assets 63 72 56 81 97 98

Other current receivables 582 532 452 462 483 286

Operating cash (2% of sales) 130 606 640 683 697 761

Operating Current Assets 9,571 11,500 12,211 16,700 15,453 17,838

Accounts payable 2,877 3,707 3,392 4,044 3,069 4,074

Invoiced income not yet recognized 2,180 3,359 3,580 3,655 3,856 4,133

Accrued expenses and deferred income 1,865 2,219 2,086 2,634 2,330 2,590

Other short-term liabilities (adjusted) 515 821 1,290 2,070 1,267 1,287

Income tax liabilities 47 93 103 307 273 101

Other provision 0 101 78 226 258 263

Provisions 11 55 101 119 60 59

Operating Current Liabilities 7,495 10,355 10,630 13,055 11,113 12,507

Operating Working Capital 2,076 1,145 1,581 3,645 4,340 5,331

Tangible assets 2,048 2,595 642 4,335 4,904 4,847

Goodwill 381 513 335 1,781 1,749 1,720

Deferred tax recoverables 705 244 129 621 157 90

Add: Capitalized operating leases 2,313 2,342 3,093 2,763 3,441 3,441

Other long-term receivables 25 49 54 69 49 79

Participation in JV and ass. companies 248 256 247 325 668 1,273

Intangible assets 9 146 117 331 532 470

Operating fixed assets 5,729 6,145 4,617 10,225 11,500 11,920

Provisions for pensions 91 17 11 16 20 12

Deferred tax liabilities 9 0 0 0 0 326

Other long-term liabilities (adjusted) 34 78 45 75 45 25

Operating fixed liabilities 134 95 56 91 65 363

Net long-term operating assets 5,595 6,050 4,561 10,134 11,435 11,557

Invested capital 7,671 7,196 6,141 13,779 15,775 16,888

Excess cash (adjusted) 0 307 572 301 887 48

Interest-bearing current receivables 171 81 121 329 388 36

Interest-bearing long-term receivables 359 99 322 453 387 474

Other securities held as fixed assets 224 717 602 302 536 704

Short-term holdings 1 6 0 1,007 904 1

Financial assets 755 1,210 1,617 2,392 3,102 1,263

Total funds invested 8,426 8,405 7,759 16,171 18,877 18,151
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Sources of Funds 

 
Source: Own creation based on Peab’s Annual Reports 2005-2010 

Appendix 4D1: Operating Cash Calculation 

 
Source: Own creation based on Peab’s Annual Reports 2005-2010 

Appendix 4D2: Estimating Value of Operational Leasing 

 
*Real estate bond 10-year (Riksbanken)  

Source: Own creation based on Peab’s Annual Reports 2005-2010, Riksbanken 

 

  

MSEK  2005-12  2006-12  2007-12  2008-12  2009-12  2010-12

Total funds invested: Sources

Interest-bearing short-term liabilities 595 1,173 279 1,257 2,093 1,602

Interest-bearing long-term liabilities 2,167 1,443 778 5,750 5,721 5,425

Interest rate swaps 3 1 0 17 16 10

Add: Capitalized operating leases 2,313 2,342 3,093 2,763 3,441 3,441

Deduction upon acq. of own shares 0 168 3 6 0 0

Debt and debt equivalents 5,078 5,127 4,153 9,793 11,271 10,478

Share capital 872 872 933 1,557 1,584 1,584

Other contributed capital 217 217 624 2,470 2,576 2,576

Reserves 61 0 89 -2 244 125

Profit brought forward incl. profit 2,198 2,188 1,954 2,261 3,159 3,388

Equity attr. to shhldr in parent comp. 3,348 3,277 3,600 6,286 7,563 7,673

Non-controlling interest 0 1 6 92 43 0

Total equity 3,348 3,278 3,606 6,378 7,606 7,673

Total funds invested 8,426 8,405 7,759 16,171 18,877 18,151

MSEK 2005 2006 2007 2008 2009 2010

Liquid funds 130             913     1,212     984      1,584     809        

Operating cash (2% of Sales) 130             606     640       683      697       761        

Excess cash 0 306.58 572.46 301.36 886.64 48.1

MSEK 2005 2006 2007 2008 2009 2010

Leasing costs 152 186 205 295 274 295

Cost of debt (Secured 10-year Bond)* 3.0% 3.8% 4.5% 4.9% 3.6% 3.2%

Asset life 20 20 20 20 20 20

Asset value 2,313         2,342 3,093   2,763   3,441   3,441    

Lease depreciation 152             99       99         143      175       184        

Implicit interest expense -             87      106      152      99        111       
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Appendix 4E: NCC’s Reformulated Balance Sheets 2005-2010  
Uses of Funds 

 
Source: Own creation based on NCC’s Annual Reports 2005-2010 

  

MSEK  2005-12  2006-12  2007-12  2008-12  2009-12  2010-12

Total funds invested: Uses

Project and development properties 2,005       1,955      2,145       4,018       2,835       2,931      

Housing 3,884       4,905      8,553       15,060     10,137     8,745      

Materials and inventories 1,013       1,517      474          624          514          537         

Worked-up, non-invoiced revenues 2,738       2,840      2,956       841          777          804         

Accounts receivable 7,137       7,934      8,323       7,794       6,340       6,481      

Prepaid expenses and accrued income 638          852         1,048       1,119       982          988         

Tax receivables 13            51           44            164          200          41           

Other current receivables 1,348       1,481      1,935       1,438       1,547       1,384      

Adjustment 2              -          -1            -1             -1             -          

Operating cash (2% of sales) 990          1,118      1,168       1,149       1,120       988         

Operating current assets 19,768     22,653    26,645     32,206     24,451     22,899    

Accounts payable 4,520       4,874      4,974       4,356       3,536       3,414      

Invoiced income not yet recognized 4,367       4,823      4,971       4,784       4,250       4,092      

Accrued expenses and deferred income 3,271       4,592      4,822       4,112       3,623       3,327      

Other short-term liabilities 2,535       3,400      4,231       5,474       4,117       3,341      

Tax liabilities 137          170         101          140          38            449         

Other provision 1,611       2,157      3,084       3,029       2,932       2,722      

Provisions -          -          -          122          59            9             

Operating current liabilities 16,441     20,016    22,183     22,017     18,555     17,354    

Operating working capital 3,327     2,637     4,462     10,189    5,896      5,545     

Managed properties 71            65           21            12            -           -          

Machinery and equipment 1,937       1,940      1,774       1,975       1,910       1,816      

Owner-occupied properties 865          796         640          682          647          576         

Deferred tax assets 330          262         277          231          136          68           

Capitalized operating leases 4,143       4,735      5,316       3,875       3,051       3,137      

Other long-term receivables 916          2,477      1,691       1,135       1,261       1,363      

Participation in associated companies 44            47           25            10            9              7             

Intangible assets 61            113         96            122          120          115         

Goodwill 1,772       1,700      1,651       1,772       1,750       1,613      

Operating fixed assets 10,139     12,135    11,491     9,814       8,884       8,695      

Provisions for pensions 143          119         112          42            18            1             

Deferred tax liabilities 199          461         431          436          641          439         

Other long-term liabilities 392          561         816          837          558          921         

Operating fixed liabilities 734          1,141      1,359       1,315       1,217       1,361      

Invested capital 12,732   13,630   14,594   18,688    13,563    12,880  

Excess cash 929          135         517          770          1,197       1,725      

Other securities held as fixed assets 265          242         250          227          203          182         

Short-term holdings 153          173         483          215          286          741         

Financial assets 1,347     550        1,250     1,212      1,686      2,648     

Total funds invested 14,079   14,181   15,844   19,900    15,249    15,527  
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Sources of Funds 

Source: Own creation based on NCC’s Annual Reports 2005-2010 

 

Appendix 4E1: Operating Cash Calculation 

 
Source: Own creation based on NCC’s Annual Reports 2005-2010 

 

Appendix 4E2: Estimating Value of Operational Leasing 

 
*Real estate bond 10-year (Riksbanken)  

Source: Own creation based on Peab’s Annual Reports 2005-2010, Riksbanken 

 

  

MSEK  2005-12  2006-12  2007-12  2008-12  2009-12  2010-12

Total funds invested: Sources

Interest-bearing short-term liabilities 1,052       552         1,701       7,036       1,739       1,546      

Interest-bearing long-term liabilities 2,004       2,023      1,590       2,721       2,972       2,712      

Capitalized operating leases 4,143       4,735      5,316       3,875       3,051       3,051      

Debt and debt equivalents 7,199       7,310      8,607       13,632     7,762       7,309      

Share capital 867          867         867          867          867          867         

Other contributed capital 1,844       1,844      1,844       1,844       1,844       1,844      

Reserves 61            -20          73            155          157          -79          

Profit brought forward included profit for the year 4,014       4,105      4,423       3,377       4,601       5,479      

Equity attributable to shareholders in parent company6,786       6,796      7,207       6,243       7,469       8,111      

Non-controlling interest 94            75           30            25            18            21           

Total equity 6,880       6,871      7,237       6,268       7,487       8,132      

Total funds invested 14,079   14,181   15,844   19,900    15,249    15,441  

MSEK 2005 2006 2007 2008 2009 2010

Liquid funds 1,919       1,253       1,685       1,919       2,317       2,713      

Operating cash (2% of Sales) 990          1,118       1,168       1,149       1,120       988         

Excess cash 928.88 135.48 517.06 769.7 1196.9 1724.6

MSEK 2005 2006 2007 2008 2009 2010

Leasing costs 433 506 612 729 546 389

Cost of debt 3.0% 3.8% 4.5% 4.9% 3.6% 3.2%

Asset life 10.9 10.9 10.9 10.9 10.9 10.9

Asset value 4,143      4,735      5,316      3,875      3,051      3,051     

Lease depreciation 433          351          397          468          408          291         

Implicit interest expense -          155         215         261         138         98          
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Appendix 4F: Peab’s Reformulated Income Statements 2005-2010  

 
Source: Own creation based on Peab’s Annual Reports 2005-2010 

MSEK 2005 2006 2007 2008 2009 2010

Core operating revenues 25,501 30,321 31,977 34,132 34,868 38,045

Production costs -23,402 -27,444 -29,049 -31,029 -31,286 -34,533

Gross Profit 2,099 2,877 2,928 3,103 3,582 3,512

Sales and administrative expenses -1,378 -1,628 -1,621 -1,773 -2,118 -2,139

Add: Operating lease interest 0 87 106 152 99 111

Add: Expected return on plan assets 1 1 0 0 1 -1

Core Operating Income (before tax) 722 1,337 1,413 1,482 1,564 1,483

Taxes as reported 31 -363 -325 79 -318 -323

Tax on financial items 22 20 -75 -136 -14 -26

Tax on other operating income 6 -3 9 -6 5 24

Tax unusual items 1 3 -22 10 24 9

Tax adjustments due to non-deductible/tax exempt income -262 -32 17 -363 -108 -75

Tax on operating income from sales -202 -374 -396 -415 -411 -390

Core Operating Income from Sales (after tax) 520 963 1,017 1,067 1,153 1,093

Profit from participation in joint ventures and associated comps 23 -9 33 -20 18 93

Core other operating income (before tax) 23 -9 33 -20 18 93

Tax -6 3 -9 6 -5 -24

Core Other operating income (after tax) 17 -6 24 -14 13 69

Unusual Items (before tax) 

Capital gains from shares sold in group companies 0 0 0 -4 35 2

Capital gains from shares sold in joint ventures 3 11 6 29 35 2

Reduced competition damages charge 0 0 -85 0 10 0

Profit from sale of fixed assets 0 0 0 0 0 23

Exchange gains on receivables/liabilities relating to operations 0 0 0 0 0 1

Negative goodwill 0 0 0 0 3 0

Other 0 0 0 11 7 10

Loss from sale of fixed assets 0 0 0 0 0 -1

Exchange loss on receivables/liabilities relating to operations 0 0 0 0 0 -2

Remove: Expected return on plan assets -1 -1 0 0 -1 1

Tax -1 -3 22 -10 -24 -9

Unusual Items (after tax) 

Profit from discontinuing operations, net after tax 0 0 37 0 0 0

Translation difference from foreign operations 56 -61 94 78 61 -167

Profit/loss from exchange risk in foreign operations 0 0 0 0 -51 65

 Translation difference transferred to profit for the year 0 0 0 -227 0 -3

Change in fair value to cash flow hedges 0 0 0 0 283 33

Changes in fair value of hedges recognized this year's profit 0 0 -3 0 3 0

Tax attributable to other comprehensive income 0 0 0 58 -50 -47

Non-deductable expenses/tax exempt income 0 -5 -96 -119 132 32

Tax inc. through aqcuis. of comp's with tax loss carry-forw. 41 0 0 507 134 0

Other tax adjustments 221 37 79 -25 -158 43

NOPAT 856 934 1,095 1,351 1,585 1,144

Financial income 202 276 152 202 321 264

Financial expenses -125 -116 -314 -534 -274 -252

Remove: Operating lease interest expense 0 -87 -106 -152 -99 -111

Net finance 77 73 -268 -484 -52 -99

Tax effect (26.3%) -22 -20 75 136 14 26

Net Finance Expense After Tax 55 53 -193 -349 -38 -73

Comprehensive Income to Common 911 987 902 1,002 1,547 1,071

Non-controlling interest comprehensive income -1 1 0 0 7 3

Comprehensive Income to Equity 910 988 902 1,002 1,554 1,074
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Appendix 4G: NCC’s Reformulated Income Statements 2005-2010 

 Source: Own creation based on NCC’s Annual Reports 2005-2010 

 

MSEK 2005 2006 2007 2008 2009 2010

Core operating revenue 49,506   55,876   58,397   57,465   56,005   49,420   

Production costs -44,689 -50,196 -52,291 -51,513 -49,697 -43,922 

Gross Profit 4,817   5,680   6,106   5,952   6,308   5,498   

Selling and administrative expenses -2,677   -2,795   -3,059   -3,197   -3,035   -2,682   

Depreciation/amortization -563      -555      -526      -568      -573      -567      

Adjustment: Expected return on plan assets -150      -196      -179      -194      -200      -219      

Add: Operating lease interest -        155        215        261        138        98          

Adjustment: Impairment losses 225        32          257        614        200        32          

Core Operating Income from Sales (before tax) 1,652   2,321   2,814   2,868   2,838   2,160   

Taxes as reported -393      -555      -357      -565      -449      -481      

Tax on financial items -47        -80        -111      -27        -172      -91        

Tax on other operating income 19          14          8            7            2            2            

Tax on unusual items 8            49          45          -115      -25        52          

Tax adj. due to non-deductible/tax exempt income 23          -47        -329      -78        -204      -35        

Tax on operating income from sales -390      -618      -743      -778      -847      -553      

Core Operating Income from Sales (after tax) 1,262   1,703   2,071   2,090   1,991   1,608   

Profit fromjoint ventures and associated companies 49          29          11          9            -1          4            

Profit from sale of fixed assets 19          22          19          15          10          2            

Tax effect -19        -14        -8          -7          -2          -2          

Core Other Operating Income (after tax) 49         37         22         17         7           4           

Unusual Items (before tax) 

Capital gains from shares sold in group companies -5          7            415        8            5            -        

Reduced competition damages charge -        -        -175      -        -95        -        

Result from property management 17          -5          -        -        -        -        

Result from sales of managed properties 92          9            -        -        -        -        

Adjustment: Expected return on plan assets 150        196        179        194        200        219        

Adjustment: Impairment losses -225      -32        -257      -614      -200      -32        

Tax effect -8          -49        -45        115        25          -52        

Unusual Items (after tax) 

Change in the year in fair value to cash flow hedges 5            -1          -        -57        -33        10          

Changes in fair value of cash flow hedges recognized 17          -1          -        -        4            8            

Profit/loss from exchange risk in foreign operations -        -        27          -521      118        230        

Translation diff. when translating foreign operations 6            -33        13          484        -61        -415      

Tax att. to hedging of exchange risk 41          -46        53          146        -31        -60        

Tax adj. due to non-deductible/tax exempt income -23        47          329        78          204        35          

Other -        -        -        50          8            -5          

NOPAT 1,378   1,832   2,631   1,991   2,142   1,550   

Financial income 116        116        131        615        78          99          

Financial expenses -284      -245      -313      -449      -592      -345      

Remove: Operating lease interest expense -        -155      -215      -261      -138      -98        

Net finance -168     -284     -397     -95        -652     -344     

Tax effect 47          80          111        27          172        91          

Net Finance Expense After Tax -121     -205     -286     -69        -481     -254     

Comprehensive Income 1,257   1,627   2,345   1,922   1,661   1,296   

Non-controlling interest comprehensive income 9            1            4            11          1            4            

Comprehensive Income to Equity 1,266   1,628   2,349   1,933   1,662   1,300   
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Appendix 4H: Peab’s Reconciliation of Tax 2005-2010 

 
Source: Own creation based on Peab’s Annual Reports 2005-2010 

 

Appendix 4I: NCC’s Reconciliation of Tax 2005-2010 

 
Source: Own creation based on NCC’s Annual Reports 2005-2010 

  

MSEK 2005 2006 2007 2008 2009 2010

Pre-tax profit 824     1,411   1,099     1,014    1,619   1,513     

Tax with tax rate of group -231     -395      -308        -284       -426      -398        

Effect of other tax rates for foreign subsidiaries -4         -        1             1            -6          -2            

Non-deductible expenses -56       -36        -110        -191       -52        -91          

Tax exempt income 11        17         13           53          187        100         

Deductible non profit-influencing items 49        14         -          18          3            25           

Tax income through the aqcuisition of companies with 

tax loss carry-forwards, which were acquired at a price 

under nomimal value 41        -        -          507        134        -          

Revaluation of previous years reported values of deferred taxes 217      1           105         4            -163      6             

Utilized non-capitalized loss carry forwards without 

corresponding activation of deferred tax 2          39         13           17          16          14           

Tax attributable to previous years -       1           -4            -2           -9          3             

Increase in loss carry forwards without corrsponding 

activation of deferred tax -3         -        -2          -3            

Standard interest on tax allocation reserve -1         -3          -1            

Ajustment of net profit for joint ventures included in pre-tax profit6          -4          4             -5           3            24           

Change in tax -39         

Revaluation of share pen losses from previous years -39         

Effective Tax 31       -363     -325       79         -318     -323       

MSEK 2005 2006 2007 2008 2009 2010

Pre-tax profit 1581 2263 2609 2385 2105 2009

Tax with tax rate of group -445 -634 -731 -671 -554 -529

Effect of other tax rates for foreign subsidiaries 43 40 29 14 -61 -18

Non-deductible expenses -145 -165 -180 -146 -52 -45

Tax exempt income 41 185 536 240 259 103

Tax attributable to previous years 99 29 -36 -10 0 -21

Increase in loss carry forwards without corrsponding 

activation of deferred tax 32 -8 -9 -28 38 36

Tax effect resulting from non-capitalized tax loss 

carryforwards -76 -5

Impairment loss, Group goodwill -16 -1 -20

Change in tax 25 42

Other -2 -1 29 -6 -3 -2

Effective tax -393 -555 -357 -565 -449 -481
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Appendix 4J: Computing Financial Leverage and Consolidation with Minority 
Interest 
When computing a company’s financial leverage, the additional step with minority interest 

(MIN) is to distinguish ROE for all common claimants from that for the majority owners:  

                                                     

The return on the total equity (ROE before MIN) is computed as:  

                
                               

      
 

The minority interest sharing ratio as:  

                                 

                     
                               

         
 

The following expression displays the relationship between ROIC, financial leverage and 

minority interest (Sørensen & Elling, 2005):  

           
   

      
                                              

Appendix 4J1: Peab’s Financial Leverage and Consolidation with Minority Interest 

 
Source: Own creation based on Peab’s Annual Reports 2005-2010 

2006 2007 2008 2009 2010

Spread

NBC -1% 6% 7% 0% 1%

ROIC 13% 16% 14% 11% 7%

SPREAD (ROIC - NBC) 14% 10% 7% 10% 6%

ROE before MI

ROE before MI (Comp. Income to Common / Total Equity) 29.8% 26.2% 20.1% 22.1% 14.0%

Minority Interest Sharing Ratio

CSE / (CSE + MI) 1.00        1.00        0.99        0.99        1.00        

Comprehensive income / Comprehensive income before MI 1.00        1.00        1.00        1.00        1.00        

Minority Interest Sharing Ratio 1.00       1.00       1.01       1.01       1.01       

Consolidation with Financial Leverage, Minority Interest and ROIC

ROIC 13% 16% 14% 11% 7%

Financial leverage 1.2         0.9         1.0         1.1         1.1         

SPREAD (ROIC - NBC) 14% 10% 7% 10% 6%

ROE before MIN 29.8% 26.2% 20.1% 22.1% 14.0%

Minority Interest Sharing Ratio 1.00        1.00        1.01        1.01        1.01        

ROE 29.8% 26.2% 20.3% 22.4% 14.1%
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Appendix 4J2: NCC’s Financial Leverage and Consolidation with Minority Interest 

 
Source: Own creation based on NCC’s Annual Reports 2005-2010 

  

2006 2007 2008 2009 2010

Spread

NBC 3% 4% 1% 5% 5%

ROIC 14% 19% 12% 13% 12%

SPREAD 11% 15% 11% 8% 7%

ROE before MIN 

ROE before MIN 23.7% 33.2% 28.5% 24.2% 16.6%

Minority Interest Sharing Ratio

CSE / (CSE + MI) 0.99        0.99        1.00        1.00        1.00        

Comprehensive income / Comprehensive income before MI 1.00        1.00        1.01        1.00        1.00        

Minority Interest Sharing Ratio 1.01       1.01       1.01       1.00       1.01       

Consolidation with Financial Leverage, Minority Interest and ROIC

ROIC 14% 19% 12% 13% 12%

Financial leverage 0.9         1.0         1.5         1.3         0.7         

SPREAD (ROIC - NBC) 11% 15% 11% 8% 7%

ROE before MIN 23.7% 33.2% 28.5% 24.2% 16.6%

Minority Interest Sharing Ratio 1.01        1.01        1.01        1.00        1.01        

ROE 24.0% 33.5% 28.7% 24.2% 16.7%
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Appendix 4K: Computing the Effect of Operating Liability Leverage  
In accordance with Penman (2010), the relationship between ROIC and the effect of operating 

liability leverage is computed through the following expression:  

                            

Where ROOA corresponds to: 

     
                                     

 
                                         

 

Operating Liability Leverage, OLLEV, corresponds to:  

      
 

                                                   

 
                                         

 

Operating Liability Spread, OLSPREAD, corresponds to:   

                                                    

As can be viewed in the tables below, the Swedish STIBOR Fixing 3 month represents the 

short-term borrowing rate.  

Appendix 4K1: Short-term interest rate (after tax)/STIBOR Fixing 3 months 

 
Source: Thomson Reuters via www.riksbanken.se accessed (2011-07-10)  

Appendix 4K2:  Calculations of the Effect of Operating Liability Leverage for Peab’s 
ROIC 
Calculation of Implicit Interest on Operating Liabilities, Return on Operating Assets (ROOA), 

Operating Liability Leverage Spread and Leverage Premium 

 
Source: Own creation based on reformulated statement and Riksbanken 

2006 2007 2008 2009 2010

Avg. STIBOR Fixing 3 months 2.6% 3.9% 4.8% 0.9% 0.9%

Avg. STIBOR Fixing 3 months (after tax) 1.8% 2.8% 3.4% 0.7% 0.7%

2006 2007 2008 2009 2010

Avg. STIBOR Fixing 3 months (after tax) 1.8% 2.8% 3.4% 0.7% 0.7%

Average Operating Liabilities (MSEK) 9,040 10,568 11,916 12,162 12,024

Implicit Interest on Operating Liabilities (MSEK) 167 295 409 82 83

NOPAT + Implicit interest (MSEK) 1,101 1,391 1,759 1,667 1,227

Average Operating Assets (MSEK) 16,473 17,236 21,876 26,939 28,428

ROOA PEAB 6.7% 8.1% 8.0% 6.2% 4.3%

Operating Liability Leverage 1.22 1.58 1.20 0.82 0.73

Operating Liability Leverage Spread 4.8% 5.3% 4.6% 5.5% 3.6%

Leverage Premium 5.9% 8.4% 5.5% 4.5% 2.7%

ROIC PEAB 12.6% 16.4% 13.6% 10.7% 7.0%
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Appendix 4K3:  Calculations of the Effect of Operating Liability Leverage for NCC’s 
ROIC 
Calculation of Implicit Interest on Operating Liabilities, Return on Operating Assets (ROOA), 

Operating Liability Leverage Spread and Leverage Premium 

 
Source: Own creation based on reformulated statement and Riksbanken 

 

  

2006 2007 2008 2009 2010

Avg. STIBOR Fixing 3 months (after tax) 1.8% 2.8% 3.4% 0.7% 0.7%

Average Operating Liabilities (MSEK) 19,166 22,350 23,437 21,552 19,244

Implicit Interest on Operating Liabilities (MSEK) 354 625 804 145 132

NOPAT + Implicit interest 2,186 3,255 2,795 2,287 1,682

Average Operating Assets (MSEK) 32,347 36,462 40,078 37,678 32,465

ROOA NCC 6.8% 8.9% 7.0% 6.1% 5.2%

Operating Liability Leverage 1.45 1.58 1.41 1.34 1.46

Operating Liability Leverage Spread 4.9% 6.1% 3.5% 5.4% 4.5%

Leverage Premium 7.1% 9.7% 5.0% 7.2% 6.5%

ROIC NCC 13.9% 18.6% 12.0% 13.3% 11.7%
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Appendix 4L: Respective Business Areas Income  
Appendix 4L1: Construction 2006-2010

Source: Peab’s Annual Reports 2006-2010 

 

Appendix 4L2: Civil Engineering 2006-2010

 

Source: Peab’s Annual Reports 2006-2010 

 

MSEK 2006 2007 2008 2009 2010

External sales 20,736         24,687         25,737        21,431         23,206         

Internal sales 739              789             756            924              980              

Total sales 21,475        25,476       26,493      22,355        24,186        

Operating costs -20,793        -24,398       -25,443      -21,542        -23,360        

Other operating costs 16               36               -8              -1                9                 

Other operating income 33              2                 

Operating profit 698             1,114         1,075        814             835             

Non-cash items

Depreciation -35 -55 -45 -53 -39

Write-downs -45 -25 -4 -34 -17

Significant items -66 -25 115

MSEK 2006 2007 2008 2009 2010

External sales 5,649           7,230          8,376         8,590           9,590           

Internal sales 866              703             756            749              1,074           

Total sales 6,515          7,933         9,132        9,339          10,664        

Operating costs -6,354          -7,581         -8,700        -8,903          -10,308        

Other operating costs 2               

Other operating income 10               

Operating profit 161 352 434 446 356

Non-cash items

Depreciation -45 -39 -66 -77 -67

Write-downs -25 -3 -1 -8 -9

Significant items -9
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Appendix 4L3: Industry 2006-2010 

 
Source: Peab’s Annual Reports 2006-2010 

 

Appendix 4L4: Group Functions 2006-2010 

 
Source: Peab’s Annual Reports 2006-2010 

  

MSEK 2006 2007 2008 2009 2010

External sales 3,867           4,963          5,630         5,067           5,356           

Internal sales 1,647           2,451          2,951         2,514           3,152           

Total sales 5,514          7,414         8,581        7,581          8,508          

Operating costs -4,990          -6,655         -7,730        -7,165          -8,079          

Other operating costs 3                 3                4               19               78               

Other operating income 79               40               

Other -3

Operating profit 527             762            855           514             544             

Non-cash items

Depreciation -339 -603 -597

Write-downs -22 -15 -12

Significant items -71 -62

MSEK 2006 2007 2008 2009 2010

External sales 69               60               19              52               32               

Internal sales 85               64               82              128              114              

Total sales 154             124            101           180             146             

Operating costs -272            -332            -253           -352            -324            

Other operating costs -28              -3               8                 

Other operating income 11               6                -8              -1                -2                

Operating profit -135 -205 -160 -173 -172

Non-cash items

Depreciation -3 -9 -14 -597

Write-downs -2 -12

Significant items -85 -298 -62
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Appendix 4M: Reconciliation of Peab’s Cash Flow to Investors and FCF  
Reconciliation of Cash Flow Available to Investors and Total Flow of Financing in 

accordance with Koller (2010) methodology 

 
Reconciliation of Free Cash Flow uses Free Cash Flow in accordance with Elling & 

Sørensen (2005) 

 

MSEK 2006 2007 2008 2009 2010

NOPAT 934        1,095     1,351     1,585     1,144     

Depreciation/amortization 313        454        170        528        546        

Gross Cash Flow 1,247    1,549    1,521    2,113    1,690   

Change in working capital 931        -435       -2,064    -696       -991      

Net capital expenditures -768       1,036     -5,744    -1,828    -668      

Gross Investment 163       601       -7,808   -2,524   -1,659  

Free Cash Flow 1,410    2,150    -6,287   -411      31         

After-tax interest income 199        109        145        237        195        

Decrease (increase) in excess cash -307       -266       271        -585       839        

Decrease (increase) in long-term investment -148       -142       -1,046    -124       1,000     

Nonoperating cash flow -256      -298      -629      -473      2,033   

Cash Flow Available to Investors 1,154    1,851    -6,917   -884      2,064   

Reconciliation with Total Financial Flow

After-tax interest expense 84          226        384        202        186        

After-tax operating lease expense 62          77          109        73          82          

Decrease (increase) in short term debt -578       894        -978       -836       491        

Decrease (increase) in long term debt 724        665        -4,972    29          296        

Decrease (increase) in interest rate swaps 2            1            -17         1            6            

Decrease (increase) in capitalized operating leases -29         -750       329        -677       -        

Decrease (increase) in acquisition of own shares -168       165        -3           6            -        

Flow to debt holders 97          1,277    -5,147   -1,203   1,060   

Net dividends 1,057     579        -1,768    263        901        

Acquisition of non-controlling interest -         -         -         -         57          

Decrease in Minority Interest -1           -5           -86         49          43          

Profit Attributable to Minority Interest 1            -         -         7            3            

Change of Accounting -         -         84          -         -        

Flows to equity holders 1,057    574       -1,770   319       1,004   

Cash Flow Available to Investors 1,154    1,851    -6,917   -884      2,064   

MSEK 2006 2007 2008 2009 2010

Free Cash Flow Calculation II

NOPAT 934        1,095     1,351     1,585     1,144     

Change in Invested capital 476        1,055     -7,638    -1,996    -1,113   

Free Cash Flow 1,410    2,150    -6,287   -411      31         

Free Cash Flow Calculation III - Uses of Free Cash Flow 

After-tax interest expense -53         193        349        38          73          

Decrease in Net Financial Obligations 406        1,383     -4,866    -768       -1,046   

Net dividends 1,057     579        -1,768    263        901        

Profit Attributable to Minority Interest 1            -         -         7            3            

Acquisition of Minority Interest 57          

Decrease in Minority Interest -1           -5           -86         49          43          

Change of Accounting 84          

Free Cash Flow 1,410    2,150    -6,287   -411      31         
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Appendix 5 

Appendix 5A: Forecast of Growth and Ratios of the Income Statement   

 

 

2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E T

Sales growth - Contruction 12.5% 3.0% -16.0% 7.0% 9.0% 5.0% 3.6% 2.8% 2.7% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Sales growth - Civil Engineering 20.0% 10.5% 2.0% 14.0% 12.0% 10.0% 9.5% 6.0% 4.0% 3.0% 3.0% 3.0% 3.0% 3.0% 2.0%

Sales growth - Industry 10.0% 16.0% -11.0% 16.5% 10.0% 8.0% 6.0% 5.0% 3.5% 3.0% 3.0% 3.0% 3.0% 3.0% 2.0%

Total Sales growth 5.5% 6.7% 2.2% 9.1% 10.3% 6.7% 5.5% 4.0% 3.2% 2.4% 2.4% 2.4% 2.4% 2.4% 2.0%

Group Function/Sales 0.2% 0.2% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%

Costs as a Percentage of Revenue

Material -14.7% -17.7% -16.4% -22.3% -19.9% -19.1% -18.6% -18.5% -18.2% -18.1% -18.1% -18.1% -18.1% -18.1% -18.1% -18.1%

Subcontracters -37.4% -38.1% -39.8% -28.1% -28.3% -31.6% -31.6% -31.6% -31.6% -31.6% -31.6% -31.6% -31.6% -31.6% -31.6% -31.6%

Personnel expenses -21.6% -20.6% -21.2% -19.6% -21.6% -22.3% -22.5% -22.7% -23.0% -23.0% -23.0% -23.0% -23.0% -23.0% -23.0% -23.0%

Other production costs -19.6% -17.3% -16.9% -21.1% -22.1% -19.0% -19.0% -19.0% -19.0% -19.0% -19.0% -19.0% -19.0% -19.0% -19.0% -19.0%

Other operating costs -0.9% -1.8% -1.4% -2.4% -2.4% -1.8% -1.8% -1.8% -1.8% -1.8% -1.8% -1.8% -1.8% -1.8% -1.8% -1.8%

Depreciation -1.3% -0.3% -0.4% -2.1% -1.9% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0%

Write-downs -0.3% -0.1% 0.0% -0.2% -0.1% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Add: Operating lease interest 0.3% 0.3% 0.4% 0.3% 0.3% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4%

Effective Tax -28.0% -28.0% -28.0% -26.3% -26.3% -26.3% -26.3% -26.3% -26.3% -26.3% -26.3% -26.3% -26.3% -26.3% -26.3% -26.3%

3.2% 3.2% 3.1% 3.3% 2.9% 3.4% 3.6% 3.5% 3.5% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6%

0.0% 0.1% 0.0% 0.0% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2%

Unusual Items/Sales -0.1% 0.2% 0.9% 1.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Profit Margin  (NOPAT/Sales) 3.1% 3.4% 4.0% 4.5% 3.0% 3.6% 3.8% 3.7% 3.7% 3.8% 3.8% 3.8% 3.8% 3.8% 3.8% 3.8%

HISTORICAL DETAILED FORECAST SIMPLIFIED FORECAST

Core Operating Income From Sales 

(after tax)/Sales

Core Other Operating Income (after 

tax)/Sales
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Appendix 5B: Forecast of Income Statement (MSEK) 

 

  

MSEK

2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E T

Sales Contruction 20,736  24,687  25,737  21,431 23,206  25,295  26,559  27,515  28,286  29,050  29,631  30,223  30,828  31,444  32,073  32,715  

Sales  Civil Engineering 5,649    7,230    8,376    8,590   9,590    10,741  11,815  12,937  13,714  14,262  14,690  15,131  15,585  16,052  16,534  16,864  

Sales Industry 3,867    -       -       5,067   5,356    5,892    6,363    6,745    7,082    7,330    7,550    7,776    8,009    8,250    8,497    8,667    

Group functions 69        60        19         52       32        50        53        56        58        60        62        63        65        66        68        69        

Adj. Accounting orinciples -       -       -       -272    -139     -       -       -       -       -       -       -       -       -       -       -       

Total Sales 30,321   31,977    34,132    34,868  38,045   41,977   44,790    47,254    49,140    50,702    51,932    53,193    54,486    55,812    57,172    58,315    

Costs of Sales

Subcontracters -4,471  -5,674   -5,601   -7,760 -7,586  -8,018  -8,331   -8,742   -8,943   -9,177   -9,400   -9,628   -9,862   -10,102 -10,348 -10,555 

Personnel expenses -11,336 -12,169 -13,577 -9,808 -10,751 -13,259 -14,145 -14,921 -15,515 -16,006 -16,395 -16,793 -17,201 -17,620 -18,048 -18,409 

Other production costs -6,558  -6,581   -7,250   -6,846 -8,209  -9,361  -10,078 -10,727 -11,302 -11,661 -11,944 -12,234 -12,532 -12,837 -13,150 -13,413 

Other operating costs -5,944  -5,543   -5,781   -7,355 -8,426  -7,976  -8,510   -8,978   -9,337   -9,633   -9,867   -10,107 -10,352 -10,604 -10,863 -11,080 

Depreciation -286     -578     -468      -831    -918     -749     -799     -843     -876     -904     -926     -949     -972     -995     -1,020   -1,040   

Write-downs -401     -97       -120      -747    -725     -840     -896     -945     -983     -1,014   -1,039   -1,064   -1,090   -1,116   -1,143   -1,166   

Operating lease interest -76       -28       -5         -57      -57       -       -       -       -       -       -       -       -       -       -       -       

Exp. return on plan assets 87        106       152       99       111      162      171       177       183       188       192       197       202       206       211       215       

Sum of Cost -28,985  -30,564  -32,650   -33,305 -36,561  -40,039  -42,588  -44,978  -46,773  -48,209  -49,379  -50,578  -51,808  -53,068  -54,361  -55,448  

1,337    1,413    1,482    1,564   1,483    1,938    2,202    2,276    2,367    2,493    2,553    2,615    2,679    2,744    2,811    2,867    

Tax on operating income 

from sales -374     -396     -415      -411    -390     -510     -579     -599     -622     -656     -671     -688     -705     -722     -739     -754     

963      1,017    1,067    1,153   1,093    1,428    1,623    1,677    1,744    1,837    1,882    1,927    1,974    2,022    2,072    2,113    

-9         33        -20       18       93        103      109       116       120       124       127       130       133       136       140       143       

Tax on other operating inc. 3          -9         6          -5        -24       -27       -29       -30       -32       -33       -33       -34       -35       -36       -37       -37       

-6         24        -14       13       69        76        81        85        89        91        94        96        98        101       103       105       

Unusual Items (after tax) -22       54        298       419     -17       -       -       -       -       -       -       -       -       -       -       -       

NOPAT 934      1,095    1,351    1,585   1,144    1,504    1,704    1,762    1,833    1,928    1,975    2,023    2,072    2,123    2,175    2,218    

Core other operating income 

(before tax) 

Core Other operating income 

(after tax)

HISTORICAL DETAILED FORECAST SIMPLIFIED FORECAST

Core Operating Income 

From Sales (after tax)

Core Operating Income 

(before tax) 
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Appendix 5C: Forecast of Inversed Asset Turnover Ratios 

 

2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E T

Project and development properties 0.063 0.074 0.096 0.114 0.119 0.115 0.110 0.105 0.100 0.095 0.095 0.095 0.095 0.095 0.095 0.095

Inventories 0.010 0.006 0.009 0.015 0.012 0.010 0.010 0.010 0.010 0.010 0.010 0.010 0.010 0.010 0.010 0.010

Work in progress 0.000 0.000 0.019 0.036 0.033 0.030 0.030 0.030 0.030 0.030 0.030 0.030 0.030 0.030 0.030 0.030

Accounts receivable 0.146 0.158 0.159 0.158 0.146 0.154 0.154 0.154 0.154 0.154 0.154 0.154 0.154 0.154 0.154 0.154

Recognized but not invoiced income 0.090 0.091 0.098 0.091 0.087 0.091 0.091 0.091 0.091 0.091 0.091 0.091 0.091 0.091 0.091 0.091

Prepaid expenses and accrued income 0.006 0.005 0.008 0.011 0.009 0.008 0.008 0.008 0.008 0.008 0.008 0.008 0.008 0.008 0.008 0.008

Tax assets 0.002 0.002 0.002 0.003 0.003 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002

Other current receivables 0.018 0.015 0.013 0.014 0.010 0.014 0.014 0.014 0.014 0.014 0.014 0.014 0.014 0.014 0.014 0.014

Operating cash (adjusted) 0.012 0.019 0.019 0.020 0.019 0.018 0.018 0.018 0.018 0.018 0.018 0.018 0.018 0.018 0.018 0.018

Operating current assets 0.347 0.371 0.424 0.461 0.438 0.442 0.438 0.433 0.428 0.423 0.423 0.423 0.423 0.423 0.423 0.423

Accounts payable 0.109 0.111 0.109 0.102 0.094 0.100 0.100 0.100 0.100 0.100 0.100 0.100 0.100 0.100 0.100 0.100

Invoiced income not yet recognized 0.091 0.108 0.106 0.108 0.105 0.104 0.104 0.104 0.104 0.104 0.104 0.104 0.104 0.104 0.104 0.104

Accrued expenses and deferred income 0.067 0.067 0.069 0.071 0.065 0.068 0.068 0.068 0.068 0.068 0.068 0.068 0.068 0.068 0.068 0.068

Other short-term liabilities (adjusted) 0.022 0.033 0.049 0.048 0.034 0.037 0.037 0.037 0.037 0.037 0.037 0.037 0.037 0.037 0.037 0.037

Income tax liabilities 0.002 0.003 0.006 0.008 0.005 0.005 0.005 0.005 0.005 0.005 0.005 0.005 0.005 0.005 0.005 0.005

Other provision 0.002 0.003 0.004 0.007 0.007 0.005 0.005 0.005 0.005 0.005 0.005 0.005 0.005 0.005 0.005 0.005

Provisions 0.001 0.002 0.003 0.003 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002

Operating current liabilities 0.294 0.328 0.347 0.347 0.310 0.320 0.320 0.320 0.320 0.320 0.320 0.320 0.320 0.320 0.320 0.320

Operating Working Capital 0.053 0.043 0.077 0.115 0.127 0.122 0.117 0.112 0.107 0.102 0.102 0.102 0.102 0.102 0.102 0.102

Tangible assets 0.077 0.051 0.073 0.132 0.128 0.092 0.092 0.092 0.092 0.092 0.092 0.092 0.092 0.092 0.092 0.092

Goodwill 0.015 0.013 0.031 0.051 0.046 0.038 0.036 0.035 0.034 0.033 0.032 0.032 0.031 0.030 0.029 0.029

Deferred tax recoverables 0.016 0.006 0.011 0.011 0.003 0.010 0.010 0.010 0.010 0.010 0.011 0.011 0.012 0.013 0.014 0.014

Add: Capitalized operating leases 0.077 0.085 0.086 0.089 0.092 0.086 0.086 0.086 0.086 0.086 0.086 0.086 0.086 0.086 0.086 0.086

Other long-term receivables 0.001 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002

Participation in JV and associated comp 0.008 0.008 0.008 0.014 0.026 0.026 0.026 0.026 0.026 0.026 0.026 0.026 0.026 0.026 0.026 0.026

Intangible assets 0.003 0.004 0.007 0.012 0.013 0.008 0.008 0.008 0.008 0.008 0.008 0.008 0.008 0.008 0.008 0.008

Operating fixed assets 0.196 0.168 0.217 0.312 0.310 0.262 0.260 0.258 0.257 0.256 0.256 0.256 0.256 0.256 0.256 0.256

Provisions for pensions 0.002 0.000 0.000 0.001 0.000 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001

Deferred tax liabilities 0.000 0.000 0.000 0.000 0.004 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001 0.001

Other long-term liabilities (adjusted) 0.002 0.002 0.002 0.002 0.001 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002

Operating fixed liabilities 0.004 0.002 0.002 0.002 0.006 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.003

Net Long-Term Operating Assets 0.192 0.166 0.215 0.309 0.304 0.258 0.256 0.255 0.254 0.253 0.253 0.253 0.253 0.253 0.253 0.253

INVESTED CAPITAL 0.245 0.209 0.292 0.424 0.431 0.380 0.374 0.367 0.361 0.355 0.355 0.355 0.355 0.355 0.355 0.355

HISTORICAL DETAILED FORECAST SIMPLIFIED FORECAST
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Appendix 5D: Forecast of Balance Sheet (MSEK) 

 

MSEK 2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E T

Project and development properties 2,030 2,700 3,823 4,132 4,921 5,129 5,198 5,160 5,070 4,934 5,053 5,176 5,302 5,431 5,540 5,651

Inventories 284 86 528 492 411 463 488 508 524 536 549 563 577 591 602 614

Work in progress 0 0 1,287 1,216 1,263 1,344 1,418 1,474 1,521 1,558 1,596 1,635 1,674 1,715 1,749 1,784

Accounts receivable 5,150 4,973 5,907 5,145 5,955 6,877 7,255 7,544 7,784 7,973 8,167 8,365 8,569 8,777 8,953 9,132

Recognized but not invoiced income 2,620 3,192 3,509 2,827 3,801 4,090 4,315 4,487 4,629 4,742 4,857 4,975 5,096 5,220 5,325 5,431

Prepaid expenses and accrued income 206 112 420 364 342 355 374 389 402 411 421 432 442 453 462 471

Tax assets 72 56 81 97 98 102 107 112 115 118 121 124 127 130 132 135

Other current receivables 532 452 462 483 286 634 669 696 718 735 753 772 790 810 826 842

Operating cash (adjusted) 606 640 683 697 761 806 850 884 912 934 957 980 1,004 1,029 1,049 1,070

Operating current assets 11,500 12,211 16,700 15,453 17,838 19,798 20,674 21,253 21,675 21,942 22,474 23,021 23,581 24,156 24,639 25,131

Accounts payable 3,707 3,392 4,044 3,069 4,074 4,479 4,725 4,914 5,070 5,193 5,319 5,449 5,581 5,717 5,832 5,948

Invoiced income not yet recognized 3,359 3,580 3,655 3,856 4,133 4,645 4,900 5,096 5,258 5,386 5,516 5,651 5,788 5,929 6,048 6,169

Accrued expenses and deferred income2,219 2,086 2,634 2,330 2,590 3,043 3,210 3,338 3,444 3,528 3,613 3,701 3,791 3,884 3,961 4,041

Other short-term liabilities (adjusted) 821 1,290 2,070 1,267 1,287 1,663 1,755 1,825 1,883 1,929 1,975 2,023 2,073 2,123 2,166 2,209

Income tax liabilities 93 103 307 273 101 220 233 242 250 256 262 268 275 281 287 293

Other provision 101 78 226 258 263 203 215 223 230 236 242 247 253 260 265 270

Provisions 55 101 119 60 59 97 103 107 110 113 116 119 121 124 127 129

Operating current liabilities 10,355 10,630 13,055 11,113 12,507 14,351 15,140 15,745 16,245 16,639 17,044 17,458 17,883 18,318 18,685 19,058

Operating working capital 1,145 1,581 3,645 4,340 5,331 5,446 5,533 5,508 5,430 5,302 5,431 5,563 5,698 5,837 5,954 6,073

Tangible assets 2,595 642 4,335 4,904 4,847 4,127 4,354 4,528 4,672 4,785 4,901 5,021 5,143 5,268 5,373 5,481

Goodwill 513 335 1,781 1,749 1,720 1,720 1,720 1,720 1,720 1,720 1,720 1,720 1,720 1,720 1,720 1,720

Deferred tax recoverables 244 129 621 157 90 449 472 490 504 516 570 626 683 741 791 841

Add: Capitalized operating leases 2,342 3,093 2,763 3,441 3,587 3,842 4,053 4,215 4,349 4,454 4,562 4,673 4,787 4,904 5,002 5,102

Other long-term receivables 49 54 69 49 79 72 76 79 81 83 85 87 89 92 93 95

Participation in JV and associated comp 256 247 325 668 1,273 1,165 1,229 1,278 1,318 1,350 1,383 1,417 1,451 1,486 1,516 1,547

Intangible assets 146 117 331 532 470 347 366 381 393 403 413 423 433 443 452 461

Operating fixed assets 6,145 4,617 10,225 11,500 12,066 11,721 12,270 12,690 13,038 13,311 13,635 13,966 14,306 14,655 14,948 15,247

Provisions for pensions 17 11 16 20 12 32 34 35 36 37 38 39 40 41 41 42

Deferred tax liabilities 0 0 0 0 326 40 42 44 45 46 47 48 49 51 52 53

Other long-term liabilities (adjusted) 78 45 75 45 25 73 77 80 83 85 87 89 91 93 95 97

Operating fixed liabilities 95 56 91 65 363 145 153 159 164 168 172 176 180 185 188 192

Net long-term operating assets 6,050 4,561 10,134 11,435 11,703 11,577 12,117 12,531 12,874 13,144 13,463 13,790 14,126 14,470 14,759 15,055

INVESTED CAPITAL 7,196 6,141 13,779 15,775 17,034 17,023 17,651 18,040 18,304 18,446 18,894 19,353 19,824 20,307 20,713 21,127
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Appendix 5E: Forecast of Free Cash Flow  

The forecasted FCF can be computed from the forecasted balance sheet and income statements. In the table the computation can be viewed. 

Hence, adjustment for non cash items includes depreciation and amortization posts. The change in operating working capital is calculated by 

taking the operating working capital at time t minus the operating working capital at time t-1. The net capital expenditures are computed by 

taking the Net Long-Term Operating Assets at time t less Net Long-Term Operating Assets at time t-1. Together, the change in operating working 

capital and net capital expenditures at time t corresponds to the total change in the Company’s invested capital at time t.  

 Table 5E1: Free Cash Flow Calculation

 

 

NOPAT = Net Operating Profit After Taxes, Adjustment non-cash itemst = Depreciation & Amortizations, Change in Operating Working 

Capitalt = Operating Working Capitalt   – Operating Working Capitalt-1, Net Capital Expenditurest = Net Long-Term Operating Assetst   – Net 

Long-Term Operating Assetst-1 

   

MSEK 2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E

NOPAT 934      1,095   1,351    1,585    1,144    1,504    1,704    1,762    1,833    1,928    1,975    2,023    2,072    2,123    2,175    2,218       

Adjustement non cash items 313      454      170       528       546       840       896       945       983       1,014    1,039    1,064    1,090    1,116    1,143    1,166       

Gross cash flow 1,247 1,549 1,521   2,113   1,690   2,343   2,599   2,708   2,816   2,942   3,014   3,087   3,162   3,239   3,318   3,384      

Change in Operating Capital 931      -435    -2,064   -696      -991      -116      -87        25         78         128       -129      -132      -135      -139      -117      -119         

Net Capital Expenditures -768    1,036   -5,744   -1,828   -814      -714      -1,436   -1,359   -1,326   -1,284   -1,358   -1,391   -1,425   -1,460   -1,433   -1,461      

Gross Investment 163     601     -7,808 -2,524 -1,805 -829     -1,523 -1,334 -1,247 -1,156 -1,487 -1,523 -1,561 -1,599 -1,550 -1,581    

Free Cash Flow 1,410 2,150 -6,287 -411     -115     1,514   1,076   1,373   1,569   1,786   1,527   1,564   1,601   1,640   1,768   1,804      

 

Terminal  

HISTORICAL SIMPLIFIED FORECASTDETAILED FORECAST
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Appendix 5F: Forecast and Calculations of the Financial Activities and 

Computation of Net Income 
The forecast of Peab’s financial activities takes starting point in an approach presented by 

Elling & Sørensen (2005). The projection is necessary to find Net Income used in the Price-

to-Earnings ratio, but also to be able to reconcile the FCF with the financing activities.    

Appendix 5F1: Forecast of Net Financial Obligations and Net Financial Expenses 

The invested capital to support the revenue growth requires an estimation of the future 

relationship between debt and equity. Thus, the capital structure that the company strives to 

obtain when financing the invested capital. In other words, this calls for a forecast of the 

expected financial leverage. As could be viewed in the Chapter IV, Peab has held a relatively 

stable financial gearing around 1.09. It is forecasted that Peab will hold its financial leverage 

at the same level. In accordance with Elling & Sørensen (2005), the net financial obligation is 

thereafter computed through the following expression:  

        
 

      
                    

Table: 5F1 – Net Financial Obligations 

 
Source: Own creation  

The value of the capitalized operating leases (COL) was estimated as percentage of revenue. 

As a result, the NFO, excluding leases, is the difference between the two results. This is 

recognized as the two debts have different interest rates. The interest cost after tax is 

presented in the table below. Total interest expense is called Net Financial Expenses (NFE).   

Table: 5F2 – Net Financial Expenses  

 Source: Own creation  

     

  

MSEK 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E Term

 NFO 8,868  9,195  9,397  9,535  9,609  9,843  10,082 10,327 10,579 10,790 11,006 

 Interest Expense Debt (after 

tax) (3.32%)  167  171  172 172 171 175 180 184 188 192 196 

 Implicit Interest COL (after tax) 

(3.10%) 119  126  131 135 138 142 145 149 152 155 158 
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Appendix 5F2: Forecast of Minority Interest  

As of the 31
st
 December 2010, Peab did not have any minority interest. The forecast period 

therefore projects zero minority interest.  

Appendix 5F3: Forecast of Net Income 

From the forecasted income statement and balance sheet the Net Income can be calculated 

through the following formula: (Elling & Sørensen, 2005)    

                                                                         

Table 5F3: Forecasted Net Income 

 
Source: Own Creation 

Appendix 5F4: Forecast of Equity 

As the invested capital, net financial obligations and minority interest is projected, the amount 

of equity is derived from the following equation: (Elling & Sørensen, 2005)    

                                                  

Table 5F4: Forecasted Equity 

 
Source: Own Creation 

Appendix 5F5: Forecast of Dividend Pay-out 

Dividend pay-out is also derived from the forecasted Net Income and the change in equity 

through the following expression:  

                                

Table 5F5: Forecasted Dividend 

Source: Own Creation 

 

MSEK 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E T

Net Income 1,218 1,407 1,460 1,526 1,619 1,658 1,699   1,740    1,782  1,827  1,864 

MSEK 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E T

Equity 8,155  8,456 8,642 8,769 8,837 9,051 9,271   9,497    9,728  9,923  10,121 

2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E Terminal

Dividend 736 1,107 1,273 1,399 1,551 1,444 1,479  1,514  1,551 1,633  1,665      
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Appendix 5F6: Historical and Forecasted Income Statement and Balance Sheet Items attributed to Peab’s Financing Activities 

The table below gives an overview of the impact the financing activities have in specific items within the income statement and balance sheet. 

Hence, items below NOPAT in the income statement and items below Invested capital in the balance sheet.     

Table 5F6: Income and Balance Sheet Items attributed to the Financing Activities 

 
Source: Own Creation

MSEK

2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E T

Income Statement Items

NOPAT 934    1,095 1,351 1,585 1,144 1,504 1,704 1,762 1,833  1,928   1,975  2,023   2,072   2,123   2,175   2,218  

53     -193   -349   -38    -73    -286  -296   -303   -307   -309    -317   -325    -332    -341     -347    -354    

Comprehensive Income 987    902    1,002 1,547 1,071 1,218 1,407 1,460 1,526  1,619   1,658  1,699   1,740   1,782   1,827   1,864  

Non- Controlling Interest 1       -    -     7       3       -    -    -    -     -      -     -      -      -       -      -      

Net Income 988    902    1,002 1,554 1,074 1,218 1,407 1,460 1,526  1,619   1,658  1,699   1,740   1,782   1,827   1,864  

Balance Sheet Items

NFO 3,918 2,535 7,401 8,169 9,361 8,868 9,195 9,397 9,535  9,609   9,843  10,082 10,327 10,579  10,790 11,006 

Minority Interest 1       6       92      43     -    -    -    -    -     -      -     -      -      -       -      -      

Equity 3,278 3,606 6,378 7,606 7,673 8,155 8,456 8,642 8,769  8,837   9,051  9,271   9,497   9,728   9,923   10,121 

Ratios

1.3% -7.6% -4.7% -0.5% -0.8% -3.2% -3.2% -3.2% -3.2% -3.2% -3.2% -3.2% -3.2% -3.2% -3.2% -3.2%

0.1% 0.0% 0.0% 0.5% 0.3% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Net Income/Sales 3.3% 2.8% 2.9% 4.5% 2.8% 2.9% 3.1% 3.1% 3.1% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2%

Minority Interest/Income 

to Equity

Net Financial Expenses 

(after tax) 

Net Financial 

Expenses/NFO

HISTORICAL DETAILED FORECAST SIMPLIFIED FORECAST
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Appendix 5F7: Reconciliation of the Financing Activities and Free Cash Flow 
In accordance with Elling & Sørensen (2005), the total debt financing is determined as:  

              

                                                    

                                                        

Together with the debt financing and dividends, reconciliation with the FCF can be computed 

as seen below in table 5F7. 

Table 5F7: Reconciliation of Financing Activities and Free Cash Flow 

 
Source: Own Creation  

MSEK 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E Termin

Free Cash Flow Calculation

NOPAT 1504 1704 1762 1833 1928 1975 2023 2072 2123 2175 2218

Non cash items 840       896       945       983       1,014    1,039    1,064    1,090    1,116    1,143    1,166      

Gross cash flow 2,343   2,599   2,708   2,816   2,942   3,014   3,087   3,162   3,239   3,318   3,384     

Change in OWC -116 -87 25 78 128 -129 -132 -135 -139 -117 -119

CAPEX -714      -1,436   -1,359   -1,326   -1,284   -1,358   -1,391   -1,425   -1,460   -1,433   -1,461     

Gross Investment -829     -1,523 -1,334 -1,247 -1,156 -1,487 -1,523 -1,561 -1,599 -1,550 -1,581   

Free cash flow 1,514   1,076   1,373   1,569   1,786   1,527   1,564   1,601   1,640   1,768   1,804     

Financing Activities

Dividend 736       1,107    1,273    1,399    1,551    1,444    1,479    1,514    1,551    1,633    1,665      

Debt Financing 779       -30        100       169       235       83         85         87         89         136       138         

Total  Funds 1,514   1,076   1,373   1,569   1,786   1,527   1,564   1,601   1,640   1,768   1,804     
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Appendix 6 

Appendix 6A – Estimated Average Borrowing Cost  
Table 6A1: Calculation of the cost of Short-term debt 

 

Table 6A2: Calculation of the cost of Long-term debt 

 

 

Table 6A3: Difference between Rates (Spread) – REPO, STIBOR and 10-year bond 

 
Source: Own creation based on information from Riksbanken (2010) 

  

Year STIBOR Peab Difference AVG Weights AVG ST Debt

2006 3.03 3.7 0.67 0.79 3.40

2007 4.22 5 0.78 1.00

2008 4.97 4.3 -0.67 0.83

2009 1.35 1.5 0.15 0.81

2010 1.42 2.2 0.78 0.74 0.68 0.82

2011 2.52 3.27

2012 3.12 3.87

2013 3.72 4.47

2014 4.20 4.94 4.13

Year 10 Y Bond Peab Diff AVG Weights AVG  LT Debt

2006 3.70 4.7 1.00 0.21 1.10

2007 4.17 0.000 -3.70 0.00

2008 3.90 5.2 1.03 0.17

2009 3.25 4.9 1.00 0.19

2010 2.88 4.1 0.85 0.97 0.32 0.22

2011 3.10 4.08

2012 3.70 4.68

2013 4.30 5.28

2014 4.78 5.75 4.94

4.50Total Average Borrowing Cost (%) 

Year Repo STIBOR Average 10Y Bond Average

2006 2.13 0.91 1.58

2007 3.50 0.72 0.67

2008 3.75 1.22 0.15

2009 0.88 0.47 2.38

2010 0.75 0.67 0.80 2.13 1.38

2011 1.73 2.52 3.10

2012 2.33 3.12 3.70

2013 2.93 3.72 4.30

2014 3.40 4.20 4.78
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Appendix 6B – Peab’s Capital Structure 2005-2011 

 
Source: Own creation based on Peab’s Annual Reports 2005-2010 and assumptions 

presented in the paper.  

Date

Shares 

(m)

Closing 

Price 

(SEK) 

Equity 

Value 

(bSEK)

Debt Value 

(bSEK) 

COL 

(bSEK)

EV 

(bSEK) E/EV D/EV COL/EV

2011-05-02 287 56 16.05 5.77 3.59 25.4 63% 23% 14%

2010-12-31 287 57 16.42 5.77 3.59 25.8 64% 22% 14%

2009-12-31 291 46 13.39 4.73 3.44 21.6 62% 22% 16%

2008-12-31 283 22 6.12 4.64 2.76 13.5 45% 34% 20%

2007-12-31 168 67 11.23 -0.56 3.09 13.8 82% -4% 22%

2006-12-31 79 163 12.98 3.92 2.34 19.2 67% 20% 12%

2005-12-31 85 102 8.68 4.32 2.31 15.3 57% 28% 15%
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List of Equations 
Chapter IV  

Equation 4.1: Capitalization of Operating Leases  

               
               

    
 

          

 

Source: Koller et al (2010)  

Equation 4.2: Return on Equity 
 

    
                    

 
                     

 

Source: Penman (2010)  

Equation 4.3: Financial Leverage with Minority Interest 

     
 

             

 
                     

 

Source: Penman (2010) 

Equation 4.4:  Return on Invested Capital 
 

     
     

 
                                         

 

 

Source: Penman (2010), Koller et al (2010)  

Equation 4.5 Decomposition of Net Borrowing Cost 

 
 

    
                           

 
             

 
                        

 
             

 
                       

 
             

 

 

Source: Penman (2010) 
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Equation 4.5: Reconciliation of ROE with Return on Operation and Return from 
Financing Activities 

                                               

 

          
 

             

 
                     

              

 

Source: Penman (2010) 

Equation 4.6: Reconciliation of ROE and Minority Interest 

 

                                                   

Where ROE before MIN:  

                
                               

      
 

Minority interest sharing ratio:  

                                 

                     
                               

         
 

Source: Penman (2010) 

Relationship between ROIC, Financial Leverage and Minority interest 

           
   

      
                                              

Source: Sørensen & Elling (2005) 
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Equation 4.7: Decomposition of Return on Invested Capital (ROIC) 

                            

ROOA: 

     
                                     

 
                                         

 

OLLEV:  

 

      
 

                                                   

 
                                         

 

OLSPREAD:  

                                                    

Source: Penman (2010)  

Equation 4.8: Decomposition of the Profit Margin 

               
      

     

 
                      

     
 

                           

     
 

             

     
 

Source: Penman (2010) 

Equation 4.9: Asset Turnover 

               
     

 
                                         

 

Source: Penman (2010) 
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Chapter V  

Equation 5.1: Forecasted Individual Balance Sheet Item  

                                        
 

               
 

Source: Sørensen & Elling (2005) 

Equation 5.2: Forecast of Net Financial Obligations 

        
 

      
                    

Source: Sørensen & Elling (2005) 

Equation 5.3: Forecast of Net Income 

                                                                         

Source: Sørensen & Elling (2005) 

Equation 5.4: Forecast of Dividend Pay-out 
                                

Source: Sørensen & Elling (2005) 

Equation 5.5: Debt Financing 
              

                                                    

                                                        

Source: Sørensen & Elling (2005) 
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Chapter VI 

Equation 6.1: Discounted Cash Flow Model 
 

      
    

         

 

   

 
       

         
  

 

        
 

Source: Brealey, Myers & Allen (2008) 

Equation 6.2: Economic Value Added 

 

            
                 

         

 

   

 
                   

        
 

 

         
 

Source: Brealey et al (2008)  

Equation 6.3: Weighted Average Cost of Capital 

     
 

   
     

 

   
           

Source: Brealey et al (2008)  

Equation 6.4: Weighted Average Cost of Capital with Operating Leases 

    

 
 

       
    

 

       
           

   

       
             

Source: Koller et al. (2010)  

 Equation 6.5: Capital Asset Pricing Model/Cost of Equity 

                    

Source: Brealey et al (2008) 

Equation 6.6: Beta  

   
      

    
 

Source: Bodie, Kane & Marcus (2009) 

 


