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Executive Summary 

The master thesis at hand is a study of the Danish retail store chain Tiger and EQT’s 

decision to acquire a 70% stake in the company. The aim in this thesis is twofold. 

Firstly, a valuation of Zebra per June 30, 2015, will be conducted. Secondly, an analysis 

of the value creation during EQT’s ownership period is performed.  

The main objective in this thesis is to estimate the fair Enterprise Value per June 30, 

2015, through a DCF-analysis. Based on Zebra’s strategic position and its historical 

financial performance, the expected future earnings and cash flow generations were 

forecasted and resulted in an Enterprise Value of DKK 8,864 million from which the 

Group accounted for DKK 8,350 million and the Japanese Joint Venture for DKK 515 

million. Based on these figures, Zebra’s fair value of equity comprises DKK 7,789 

million. Of this figure, EQT’s share of the equity amounts to DKK 5,219 million and 

DKK 2,874 million when correcting for the 50/50 owned subsidiaries. At EQT’s entry 

in the beginning of 2013, the purchase price for its stake was DKK 1,600 million, 

according to different sources, resulting in an IRR for EQT on 26.48% per year. This 

IRR is satisfying since it is above the expected return for Private Equity investments 

which historically has a threshold for an IRR on over 20% per year, and in more recent 

time a threshold between 12-17% per year.  

The objective in the second part of this thesis is to analyze how EQT has created or 

destroyed value during its ownership period based on an IRR for Zebra, excluding the 

Japanese Joint Venture. The value created is almost solely driven by EBITDA-growth 

which represents 122% of the value creation. However, the EBITDA-growth is only 

driven by sales growth. As opposed to LBO-cases in general, EQT has not been able to 

improve the operational performance in Zebra as expressed in a lower EBITDA margin 

during its ownership period. Zebra as a LBO-case also differs considerably from other 

cases when it comes to the degree of leverage as it only accounted for 8% of the overall 

value creation.  
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Introduction and Motivation 

Zebra A/S (Zebra) is the incredible story about the Danish retail company founded by Lennart 

Lajboschitz that went from one small store selling umbrellas and socks to an international 

success. It is all driven by a founder that only talks about ideas and values instead of talking 

about money. He ones said that “To you who only think it is the money that counts, Fuck you! 

You haven’t understood a damn thing”
1
. His goal has always been to spread joy and surprise 

people with quirky products, music and art, and not to think about money or possessions
2
. 

Ironically, this goal has made him one of the wealthiest men in Denmark.  

In the end of 2012, EQT, the largest Nordic Private Equity Fund, acquired 70% of the shares in 

Zebra for a price around DKK 1.6 billion
2
. It bought a stake in a company that had grown 

almost every year from 1995 and not only in Denmark, but in all markets it had entered. After 

15 years, Lennart Lajboschitz had to admit that in order to continue growing, other capabilities 

were needed in the organization as it mainly was built up of family members and friends of the 

founder.  

Today, Zebra is a global chain which has gone from being a Danish discount store to a stylish 

international fun shopping concept. It employs more than 3,000 people worldwide and in 2014 

it generated revenue of DKK 2,462 million and an EBITDA of DKK 364 million
3
. At June 30, 

2015, it operated 472 stores in 28 countries spread around Europe and Japan together with one 

in New York.   

The motivation for writing a thesis about Zebra is based on the interest in determining the fair 

value of Zebra, as it is likely to go public in the near future according to banking sources 

specializing in retail companies and statements from EQT
4
, and how EQT has created or 

destroyed value in the company. Furthermore, it is interesting to determine how a small Danish 

retail chain has become an international success. Zebra’s entire journey from being a small 

family business to a professional PE owned company and presumably soon a public company is 

very fascinating to examine.  

Problem Statement  

The description above indicates that Zebra is a highly interesting company and not least a LBO 

case which creates a great potential for further analysis. Furthermore, as speculations from 

trustworthy sources indicate that the company is soon to be listed, this thesis attempts to 

estimate a fair Enterprise Value of Zebra per 30/06-2015. This fair Enterprise Value is measured 

against an estimated Enterprise Value as from when EQT acquired 70% of the shares with the 
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aim of assessing the return a sale of all the shares could have given EQT per June 30, 2015. 

Additionally, the estimated Enterprise Value and the corresponding return it has created for 

EQT are analyzed in order to assess which components of the LBO that has been the focal point 

of the value creation. This results in the following problem statement:   

What was the fair Enterprise Value of Zebra at June 30, 2015, and how has EQT created or 

destroyed value in Zebra during its ownership period from January 1, 2013, to June 30, 2015.  

The overall problem statement will be answered through the following sub-questions: 

 What are private equity funds and how do they create value?  

 What have been the key drivers behind Zebra’s success and what are the risks 

associated with these drivers? 

 How are the future prospects for Zebra from a strategic perspective? 

 How has Zebra performed financially both historically and during EQT’s ownership?  

 Which required rate of return is appropriate when investing in Zebra?   

 Which return will EQT be able to realize assuming it sells its stake to the estimated fair 

value?  

Delimitations 

The official price EQT paid for its 70% stake in Zebra has never been published, but different 

sources confirms that the price is around DKK 1.6 billion which therefore is used as the price in 

this thesis
2
.  

There are several different models and theories which can be applied in the valuation of Zebra 

and it is acknowledged that other models might have been suitable for this thesis. However, due 

to the limited size of the thesis, the models found to be best applicable have been used. The 

chosen models are not flawless and have certain limitations, but are widely used and accepted as 

valuation tools. The thesis will not spend time and space on investigating and analyzing the 

applied models, but use them as tools to gain the necessary insight and information needed for 

the valuation of Zebra. The aim of the thesis is to estimate the fair Enterprise Value of Zebra as 

of June 30, 2015 why all information from beyond this date is excluded from the thesis unless it 

relates to events that has occurred before the date. The valuation is based on the assumption that 

Zebra goes public in the beginning of 2017 and as a stand-alone firm why synergies realized in 

potential acquisitions are not included.  
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In order to estimate the fair Enterprise Value a reformulation of Zebra’s financials is conducted. 

However, a reformulation of Zebra’s financial statements before 2012 has not been conducted 

due to a change in the accounting policy in 2013 from the Danish Financial Statement Act to 

IFRS. Zebra has transformed its 2012 financials into IFRS figures, making these applicable. 

Making a reformulation of the figures before 2012 would be comprehensive and is beyond the 

scope of this thesis. Furthermore, the financial information regarding Zebra’s Japanese joint 

venture (JV) is not fully consolidated in the financial statements. Therefore, a reformulation of 

Zebra including the JV has not been possible. Instead a separate valuation of the JV has been 

conducted in order to find the total Enterprise Value of Zebra.    

When benchmarking Zebra against the peer group, the most correct thing to do is to adjust the 

different companies’ financial figures so that they all reflect the exact same period as of Zebra’s 

financial figures. However, as this will require an extensive amount of work and only provide a 

small amount of value to the thesis, no corrections have been made to the peer group’s financial 

figures.  

Finally, the value creation section will analyze Zebra, excluding the JV. The financial figures 

for the Japanese business were consolidated until June 1, 2013 where the ownership structure 

were changed to a joint venture and thereby excluded from the consolidated financials. As the 

exclusion has resulted in separately published financials for the JV that only includes a small 

amount of information, it is not possible to include the JV when analyzing how EQT has created 

value since its entry.  

Methodology 

This thesis will be based on a balanced pluralism view on research
5
. It acknowledges that no 

single theoretical approach is capable to encompass all the relevant aspects in order to answer 

our problem statement. The theoretical approaches presented do not compete with each other, 

but can supplement each other in trying to create an understanding of the issues regarding 

determining the accurate weighted average cost of capital (WACC) and the right valuation 

approach. Therefore, different respected academicians are included in order to supplement each 

other and to avoid tunnel vision.  

To answer the problem statement, data based on qualitative, quantitative, primary and secondary 

data is used. The primary data refers to the conducted survey in the thesis. To support the 

analysis further this thesis uses external information from sources such as annual reports, 

industry reports, scientific articles, etc. Unfortunately, neither Zebra nor EQT were interested in 
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contributing to this thesis. However, due to very detailed annual reports and easy access to other 

relevant information there has been a sufficient level of information to write this thesis.  

This thesis will start out with a theoretical section, examining the theory of private equity 

together with a special focus on how private equity funds create value in their acquired 

companies. The objective of this section is to lay the foundation for the Analysis of the Value 

Creation that will be conducted later in the thesis.   

Zebra’s status as a high growth company has made the approach to the Strategic Analysis more 

unconventional. Instead of applying traditional analysis models, such as PEST and Porter’s Five 

Forces, which assesses the external environment, focus has been more internal. This clear 

choice is based on the assumption that the demand is present as the Danish competitor, Søstrene 

Grene, also is experiencing high growth
6
. Furthermore, the number of stores in the UK has 

amounted to nearly 1,000 pound shops over the past five years while the same is the case in the 

US
7
. Accordingly, the external environment is favorable as the demand for these kinds of 

variety stores is growing rapidly. Therefore, the internal focus is chosen in order to determine 

whether Zebra as a company has what it takes to be successful in this growing market. This 

assessment will primarily be based on an analysis of the business concept’s durability, the 

internal competences and the chosen strategy. The Strategic Analysis will be followed by an in-

depth financial statement analysis which will analyze the financial figures and form the basis of 

the future budget.  

When conducting a valuation of Zebra, several adjustments have to be made. First of all, based 

on different statements from reliable sources, it is assumed that Zebra goes public within the 

near future. More precisely, it is assumed that Zebra goes public at January 2, 2017, based on a 

statement from Reuters. Banking sources specializing in retail companies informed Reuters in 

June, 2015, that the company has plans to go public via a stock market listing in the next 12-18 

months
8
. Thus, the estimated Enterprise Value has been adjusted for both fixed as well as 

onetime costs associated with being a public company. Secondly, when Zebra establishes new 

stores, it is generally achieved through 50/50 owned subsidiaries with a local partner. However, 

some of the markets are operated through wholly owned subsidiaries. The valuation of Zebra 

will be based on the consolidated company meaning that the different partnerships will be fully 

consolidated in the valuation. However, EQT’s 70% share in Zebra is related to the parent 

company which consists of the wholly owned subsidiaries and its 50% share of the 50/50 owned 

subsidiaries. Due to strange cost allocations, it has not been possible to make a valuation of the 

parent company exclusively. Thus, to calculate EQT’s IRR in order to conduct the value 
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creation analysis, it is necessary to make corrections based on assumptions for the parent 

company and the 50/50 owned subsidiaries. 

Ultimately, a worst-case scenario is conducted in the valuation section, but not a best case as a 

more critical approach to the company has been chosen. Zebra has experienced significant 

growth rates and has become an international success why it is more interesting to examine the 

potential risks and threats instead of focusing on a scenario where it performs even better than it 

already has. 

Primary Data  

Primary data, as the name states, are primary to the research. This also means that the empirical 

evidence has been collected for the purpose of this thesis only. In order to strengthen the quality 

of the Strategic Analysis a survey has been conducted.  

The Survey  

The conducted survey is a shortly structured questionnaire including multiple choice and closed 

questions (see Appendix 1). This form was chosen in order to get a sufficient number of 

responses as customers are more likely to respond if time and efforts in doing so are minimized. 

Thus, the questions were designed so that they could contribute with valuable information to 

strengthen the Strategic Analysis while being short and easy to understand for respondents as 

well as being easy to transform into comparable data.  

The Aim of the Survey  

The aim of the survey was to clarify why the consumers visit the Tiger stores. Hence, the survey 

was conducted outside two Tiger stores. The purpose was not to focus on how much the 

customers buy, what they buy and how often they visit the Tiger stores as the financial figures 

already illustrate that the stores are running successfully. Accordingly, focus was solely on 

understanding the customers’ motives for shopping in the stores and how they evaluate the 

concept compared to the domestic and international competitor Søstrene Grene which is 

assessed to be the competitor with a concept closest to the one of Zebra. The survey was drafted 

in Danish since many foreigners most likely do not know Søstrene Grene.   

Data Collection 

The survey was conducted in two days, at August 1 and 2, 2015 from 11 am to 4 pm with the 

help from two acquaintances. A weekend was chosen in order to get as many responses as 

possible as fast as possible. The survey was conducted in front of two different Tiger stores in 

Copenhagen, one at Kultorvet and one at Strøget, by two people at each location. These 
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locations were selected as they were assessed to be the ones with the most traffic. It resulted in 

423 respondents. However, not all questions were answered. The goal was to receive over 384 

responses in order to drop the margin of error to less than 5% and reach the 95%-confidence 

interval
9
. This target was met since the question with least valid responses had 393 valid 

responses. 

Biases in the Survey  

Even though the answer option “Do not know” was added to the survey in order to minimize 

false positive answers, ensuring more reliable results, the survey is to some degree affected by 

selection biases. The largest selection bias is based on the fact that only Danish consumers were 

surveyed why it did not examine whether the motives for visiting the Tiger stores are the same 

in other countries. However, due to a high degree of identical products, the same applied 

strategy, same décor and relatively low prices across borders, it seems reasonable to assume that 

the motives to a large degree are the same.  

Conducting a survey outside a Tiger store will also give a significant selection bias in the last 

two questions where the respondents are asked about Tiger in comparison to Søstrene Grene. To 

obtain a more unbiased result, these questions should have been answered by consumers who 

were not influenced by the fact that they just visited a Tiger store. As expected, the survey also 

showed that Tiger was preferred over Søstrene Grene, probably as a result of asking Tiger 

customers. However, it was found more important to get responses from Tiger customers than 

the general consumer, again, as the financial figures already indicate that the concept is highly 

successful why it was found more relevant to investigate the drivers behind this success.  

Finally, the survey suffers from a voluntary response bias as the respondents are self-selected 

volunteers. It was under the impression that younger people were more inclined to participate 

compared to people above 40 years old.  
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Structure 

Figure 1 – The Structure of the Thesis 

 

Theory of Private Equity 

Introduction to Private Equity  

Private Equity Funds (PEF) consist of investors and funds that invest directly into private 

companies, ranging from business start-ups to the purchases of large mature companies. Private 

Equity (PE) is used for raising finance for an unlisted company or a company that is about to be 

delisted. The main idea is that the PE investor invests capital in the company while providing 

operational support to the company’s management. The goal for the PE investor is to realize a 

profit through the sale of the stake or by listing the company on the stock exchange
10

. The PE 

firm receives a management fee of usually 1-2% of the committed capital. Additionally, it 

receives 20% of the return above a given hurdle rate which typically figures at 8%, meaning that 
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the first 8% in return is entitled to the investors, but if the return exceeds 8%, the PEF receives 

an additional 20% return of this excess return
11

. If the return is below 8%, the PEF only receives 

the management fee. The PEFs raise capital from international investors, primarily pension 

funds, insurance companies and banks, also called the limited partners due to their limited risks 

to the capital invested
12

. The most common holding period for Danish PE owned companies is 

four to five years
13

. Figure 2 below illustrates the structure of PEFs. 

Figure 2 – The structure of Private Equity Funds14
 

 

Private Equity vs. Other Investments  

A PE investment is considered relatively risky compared to an investment in publicly traded 

equity due to illiquidity and long-term commitment issues. Investing in the public market 

involves low information and low influence, but high liquidity. Thus, if you are unsatisfied with 

the strategy or the management of the business, you can sell your stocks and invest elsewhere. 

The PEFs, on the other hand, differ in structure, strategy and objective to other investment 

funds. The managers of these funds try to control the businesses they invest in and to decide an 

optimum capital structure for these companies
15

. The fact that they have the availability of 

information and ability to act on it enables them to operate a radically different model of 

corporate governance. The basis of this argument is that the PEF managers actively are involved 

in setting and monitoring the implementation of strategies in the company they have invested in. 

This is one of the essential differences between the PE ownership and many other types of 

investments. During the investment, the PEF managers will receive wide ranging commercially 

sensitive information combined with detailed monthly management reports. Additionally, they 

typically have board representation which will provide them with even more information. For 
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an equity fund it will rely only on publicly available information before and after an investment. 

Ultimately, the PEFs operate with much better information and with more control of the 

company. The PEFs are interested in investing in companies that are either undervalued by the 

market or, more commonly, doesn’t have the optimal strategy
10

.     

According to the PE expert, Robert Spliid, there are six crucial points which separates PE 

methods significantly from long-term investments
12

:  

 The focused and active ownership  

 Involvement of management in the ownership structure  

 Optimization of the financial structure  

 The limited period of ownership of the company  

 Payment of the invested capital during the purchase, the return from the invested capital 

and the return until the fund is closed, typically after 10 years 

 The performance-based fee representing 20% of the portion of the return that exceeds 

8% per annum 

The major difference is that PEF managers are active in the investment. They choose the 

optimum capital structure and strategy for their acquired companies. Hence, they have much 

better information and influence over management compared to equity funds which hold quoted 

equities.  

Criticism of PE Ownership  

The PE industry has been criticized widely and is not well perceived by the public
16

. The 

criticism concerns the use of “excessive” levels of debt, “complex” structures to reduce or 

eliminate tax, aggressive managements of the firms to reap short-term profit for the expenses of 

long-term performance and under-investments in new products and processes
10

. For PEFs to 

manage portfolio companies to boost short-term cash flows at the expense of long-term 

performance is not supported by empirical research. A very comprehensive study looks at the 

performance of Leveraged Buyout (LBO) companies after an IPO and finds a positive industry-

adjusted stock performance after the IPO
17

. Furthermore, a study examines changes in 

innovation measured by patenting after a buyout and finds that the LBO companies do not 

experience any meaningful decline in innovation or patenting
18

. Overall the empirical evidence 

shows that PE ownership is largely inconsistent with short-termism
15

. Additionally, critics state 

that PEFs do not create operational value and that they take advantage of market mispricing 

between debt and equity markets. This was also the case to a large extent in the 1980s where 

financial- and governance engineering were the most common tools for value creation, but 
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today many large PEFs have added the operational engineering part
15

. Another raised concern is 

whether the PEFs are harming the economy and the entire society in the country where the 

company is located due to the firing of a significant number of people
19

. A large study, that 

covers the period from 1980 to 2005, tracking 3,200 US PE owned firms and their 150,000 

establishments, finds that massive layoffs are not the case. Hence, in relation to the study’s 

control group, the employment at PE owned establishments decreases by 3% over two years 

post buyout and by 6% over five years. However, when adjusted for divestments, the relative 

net job loss is only 1% over the two years’ post buyout. On the other hand, the LBO companies 

also create more new jobs at new establishments. Thus, overall the net job creation exceeds that 

of the companies within the control group by 14% of employment over two years
20

.  

The Value Creation in Private Equity  

The following sections will look into the value that the PEFs create in their portfolio companies 

from the PEFs enter until they exit. First, the measuring of performance will be described. 

Afterwards, the four main techniques, governance, financial engineering, operational 

engineering and multiple expansion, which PEFs use to create value, will be reviewed
15

. 

Finally, whether PEFs create value and how they do it will be examined empirically. The 

section is based on the studies from Capital Dynamics, a global asset manager, and Center for 

Entrepreneurial and Financial Studies at the Technische Universität München (CD & CEFS) 

whom completed an inaugural research study in 2009
21

, analyzing the determinants of value 

creation across 241 PE exits. The study was updated in June, 2014, where it included 701 exits 

between 1990 and 2013
22

. The research specifies how much the different value creation factors 

contribute to the total value creation both on an overall level, but also divided into a small-cap, 

mid-cap and large-cap buyout level. A small-cap buyout is defined as a company with an 

Enterprise Value of up to EUR 100 million at the PEF’s entry  while mid-cap and a large-cap 

buyouts are companies with an Enterprise Value of EUR 100-500 million and above EUR 500 

million, respectively. In the empirical section, the overall level is described to give an overall 

perspective while the Value Creation section later in the thesis will be compared to the mid-cap 

buyout level as Zebra was within this category at the entry of EQT. 

Measuring Performance  

The Internal Rate of Return (IRR) is the discount rate which results in an equity value for an 

investment project equal to zero and is the primary measurement PEFs use to evaluate the return 

on LBO investments. IRR measures the total return on the equity investment in the investment 

horizon based on the time value of the invested capital. Thus, a long investment horizon causes, 

ceteris paribus, a lower IRR why private equity funds in general prefer a shorter investment 
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horizon
23

. Hence, in order to maintain the same IRR each year, the return must at a minimum 

compound itself. If an investment doubles over three years in order to produce an IRR of 25% 

per year, it must triple over 5 years if it shall maintain the same IRR. Accordingly, a clear 

tradeoff is found between IRR, the holding period and different valuation multiples. The 

measure is not perfect as it measures the return earned on money while it is invested in the 

project, but does not take the remaining time of the investment period into account
24

. 

Historically, PEFs have had a threshold for IRR on over 20% per year
25

. Due to the recent 

years’ financial crisis and ever-increasing competition within the PE industry, the expected 

return for PEFs has decreased why Duff & Phelps estimate a threshold for IRR between 12-17% 

per year
26

. 

How Private Equity Funds Create Value 

Governance 

As previously mentioned, the management in the PE owned company is included in the 

ownership structure. Managers, and sometimes other key employees, are expected to invest 

personally in the company. The goal is to align interests between managers and key employees 

with the PEF managers. The management is required to provide investment of a size, letting 

them feel the impact of the financial performance, good or bad. This is one of the cornerstones 

of PE ownerships. Hence, managers are transformed from agents into principals, when looking 

at a principal-agent relationship
27

. Moreover, it helps to reveal information when requiring 

managers to invest their private funds. In other words, the owners want the managers to “put 

their money where their mouths are”
28

. Thus, the equity participation for the managers is not 

only to overcome moral hazard, but also to mitigate adverse selection.  

The incentives for managers to perform are quite different in PE owned companies opposed to 

listed companies. While the managers in a PE owned company has invested an extensive 

amount of private capital in the company, managers of listed companies typically receive free 

options from the Board of Directors. The free options imply a unilateral upside since the 

managers cannot lose money along with the shareholders if the company performs poorly. 

There is a big difference in how much managers can invest in PE owned companies. The 

percentage varies from 1% in large transactions to up to 20-30% in smaller acquisitions. The 

amount the managers invest typically exceeds their own personal fortune, especially in 

Denmark, due to the high income taxes
12

. Furthermore, the management’s equity is illiquid 

since it cannot sell its equity or exercise its options until the value is verified by an exit 

transaction. This leads to a reduction in the management’s incentives to manipulate short-term 

performance
29

.  
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Another characteristic is that PE owned companies have fewer people in the boards compared to 

those of listed companies but meet more frequently
30

. The PE owned companies have twelve 

formal meetings per year and communicate with managers of the respective company on a 

regular basis. Moreover, they do not hesitate to replace poorly performing managements. In the 

first 100 days, one-third of CEO’s are replaced while two-thirds are replaced within a four-year 

period
31

.  

Almost all research on executive compensation evolve around public companies, but an 

academic paper from 2008 has examined managerial incentives in PE owned companies
27

. It 

finds that top executive incentives are much stronger in PE owned companies than in 

comparable publicly traded companies. The highest paid executive in a PE owned company 

almost own twice as large a share of the firm compared to his counterpart in a publicly traded 

company. They earn about 12% less in base salary and receive a significantly larger share of the 

salary through variable pay
10

.  

Financial Engineering 

PEFs can create value through the term called financial engineering which relates to creating 

the optimal capital structure. The optimal degree of leverage at LBO transactions is often a fine 

balance between a sufficiently high financial leverage to maximize the return on equity, but at 

the same time not so high that the acquired company’s cash flow is insufficient to maintain 

operations after debt service payments and repayment of debt. Equity is relatively more 

expensive financing compared to debt why it is beneficial to minimize the fraction of equity. 

Moreover, it increases the return on equity. While increased leverage results in increased risk of 

financial distress and bankruptcy, it is cheaper than equity due to tax deductions. Determining 

the optimal capital structure will maximize the value of the firm and will be a trade-off between 

the benefits and costs of debt. The typical LBO-transaction is financed with high debt where 

ratios of 10 to 1 of debt to equity are not uncommon
10

. The additional debt increases efficiency 

in the organization because it forces companies with large cash flows, but few high-return 

investment projects to give cash back to the investors. In other words, it prevents such 

companies from wasting cash on low-return projects
32

. It is a core skill of a PEF manager to be 

able to balance this risk/reward equation when deciding the optimal structure of a transaction. 

However, the optimal structure is not only found by deciding the overall proportion of debt and 

equity. The PEF managers need to blend together a series of different rights and obligations to 

create an appropriate mix of risk, reward and control. In a LBO transaction, several layers of 

debt, mezzanine and equity have different risks and rewards as illustrated in the figure below. 
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Figure 3 – Types of Financial Instruments: Risk and Reward10 

 

As mentioned, another factor in financial engineering is the tax element. Using a higher 

proportion of debt than equity reduces the tax since interests are deducted from profits before 

the tax is calculated unlike dividends. Extensive academic research has investigated whether the 

returns earned by LBO’s can be explained by the effect of interest payments on the corporation 

tax. However, most of the recent global studies find no evidence that taxation should be an 

adequate explanation for the performance gains seen in successful buy-outs
10

. That PEFs 

establish holding companies in Luxemburg, Guernsey and other places known as “tax havens” 

is actually not due to tax benefits and the rules for limited partnerships in these countries are 

almost the same in comparison to Denmark. Ultimately, these countries are more attractive for 

PEFs as they have proven that their legislation is not subject to political whims
12

.  

Financial engineering has been a big part of the PE industry. A new study from Ernst & Young 

(EY) reveals that between 2005 and 2013, companies with PE investments have increased 

financial leverage with 57% net debt in PE exits versus 19% in comparable public companies in 

accordance with other studies
27

. EY’s study shows that PE investments outperform comparable 

companies and that it is a result of the additional financial leverage. However, the benefits of 

additional leverage have declined because the holding periods have lengthened
33

.  

Operational Engineering 

Creating operational value implies industry and operating expertise brought from the PEFs into 

the company. It could be through the PE managers, board of directors, new experienced 

management or in-house teams of operational specialists. The figure below illustrates the four 

areas where the LBO companies can create operational value.  
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Figure 4 – Four Areas where LBO Companies can Create Operational Value34 

 

The PEFs also find qualified board members to their companies who either are industrial 

specialists or have experience with corporate restructuring
12

. Most of the top PE firms are now 

organized around industries and hire professionals with operating backgrounds and industry 

focus. The operating knowledge is also used to identify attractive investments, develop value 

creation plans and implement them. Furthermore, the PE firms use internal or external 

consulting groups in the value creating process
15

.   

In recent time, the PE industry has increased focus on operational value creation in order to 

increase the fundamental value of their portfolio companies. It is no longer possible to create 

value primarily through leverage or multiple arbitrage. Hence, the key source to the value 

creation is based on operational improvements both on the cost and revenue side of the 

business. The Great Recession has especially led to an enhanced focus on cutting costs. This 

means that there will be fewer “quick wins” in regard to operational improvements. The PEFs 

need to focus more on developing and growing the business as well as improving the top line 

since the ability to generate operational value through the bottom line will be more and more 

difficult
35

. According to the Boston Consulting Group’s estimates from 2012, PE owned 

companies need to deliver an average annual growth in EBITDA of 11% if the PE firm shall 

generate an IRR of 25%
35

.  

Multiple Expansion 

Multiple expansion is basically when the PE company pays an entry valuation multiple that is 

lower than the exit valuation multiple. The PE company is obviously interested in buying a 

company for, e.g., 4x EBITDA and then sell it for 5x EBITDA. It is difficult to predict these 

multiples in the future as the PEFs use different techniques to create the multiple expansion, e.g. 

by constantly monitoring valuation multiples and proactively seeking the best market timing in 

order to exit at the highest multiple
36

. The PEFs’ ability to create multiple expansion is 

supported by the study from CD & CEFS where the median entry multiple for PE deals was 

10% lower than the comparable listed companies’ while the exit multiple only was 1% lower
22

.   
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Empirical Findings  

In the sections above, a theoretical discussion regarding PE has been outlined. This section will 

shortly investigate whether PEFs in general creates value compared to other types of 

investments. Furthermore, it will examine how the value is created by looking on the 

contribution to the value creation from the different value creation methods, namely the 

Financial Engineering, the Operational Engineering and the Multiple Expansion. In the rest of 

the thesis, these will be referred to as the leverage effect, the operational effect and the multiple 

effect, respectively. 

PEFs provide little information to any external partners, making it difficult to independently 

identify where the value creation comes from. Moreover, the available data is contradicting. The 

research, conducted by the Private Equity Industry Trade Associations, shows that the PEFs 

outperform other types of investments. Nevertheless, the variation in performance between the 

top performing funds and the other types of investments is very wide. According to academic 

researches, the PEFs do not out-perform on average when adjusted for risk and fees
10

. However, 

it is worth mentioning that many of these studies also find that the best PEFs had lasting out-

performance. Furthermore, academic research in this field strongly states that governance 

creates value as the strong incentives to managers in PE owned companies have a positive effect 

on the company performance
10

. 

The study from CD & CEFS in 2014 showed that, on an overall basis, the leverage effect only 

accounted for 31%. The operational effect and multiple effect accounted for 51% and 18% of 

the total value creation, respectively. As shown in figure 5 below, the operational effect can be 

decomposed to an EBITDA effect, a Free Cash Flow (FCF) effect and a combination factor. 

Furthermore, The EBITDA component can be decomposed further into a sales growth 

component, a margin expansion component and a combination factor. The multiple effect 

account for the change in acquisition and exit multiples why it is closely linked to operational 

improvements such as gaining market share, diversification and improving asset quality. 
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Figure 5 – Value Creation Drivers22 

 

The EBITDA effect is the most significant and accounts for 37% of the operational value 

creation while the FCF effect’s contribution only accounts for 10%
22

. When decomposing the 

EBITDA growth, the sales growth component accounts for 27%, the margin expansion 

component for 9% and the combination factor for the last 1%.  

While the above contribution numbers are on an overall basis, these different effects’ 

contributions to the total value creation deviates when looking on the size of the PE owned firm, 

meaning the value of the firm’s equity when acquired by the PEF, as shown in the figure below.  

Figure 6 – The Different Effects’ Contribution to the Value Creation based on Deal Size22 

 

However, the effects’ contributions not only differ when looking on the deal size but also when 

taking the country into account. Another study from CD & CEFS in 2011 shows that the 

operational effect accounted for 66% of the value creation in Denmark compared to 50% in all 

of Europe. The effect is only driven by EBITDA growth since the effect from FCF actually 
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figures as negative in Denmark
37

. This is consistent with most of the empirical work in this area 

which shows that LBOs are associated with significant operational improvements
38

. 

Part Conclusion  

PEFs are investors and funds that invest directly into private companies, ranging from smaller 

companies to large mature companies. The major difference between PE investments and other 

investments is that the PEFs are active in their investments. The entire PE industry has been 

criticized widely for its attempt to reap short-term profit for the expenses of long-term 

performance and under-investing in new products and processes. However, the empirical 

evidence shows that a PE ownership is largely inconsistent with short-termism and does not 

lead to meaningful decline in innovation. In order for the PEFs to create value, four main 

techniques called governance, financial engineering, operational engineering and multiple 

expansion are applied. According to empirical studies, operational engineering is the primary 

value driver for PE owned companies throughout the holding period. However, historically, 

PEFs do not out-perform on average when adjusted for risk and fees.  

Introduction to Zebra A/S 

History 

The Tiger stores were founded in 1995 by Lennart Lajboschitz under the parent company Zebra 

A/S as a Danish discount store, located in Copenhagen. The idea behind the Tiger stores came 

from selling umbrellas in the beginning of the 1980s. Lajboschitz’ father was a wholesaler and 

was stuck with 40 sacks of broken umbrellas that had been returned from customers. Instead of 

throwing out the umbrellas, Lajboshcitz and his wife fixed them in order to sell them at flea 

markets. The selling of umbrellas at flea markets whetted their appetite since it was fun to do 

and profitable why the couple imported more umbrellas from Taiwan. Gradually, they extended 

the assortment to selling belts and sunglasses as well. As time went by, Lajboschitz had gained 

an extensive stock of inventory why he was in the need of a place to store the products. The 

opportunity for storage came in October 1988 when the ground floor of a building close to the 

residence of Lajboschitz was left empty. The building did not only have room for storage, but 

were obvious for the use as a store as well. So instead of going from one flea market to another 

to sell the products, Lajboschitz opened a store called Zebra. In order to attract as many 

customers as possible, Lajboschitz had placed an ad in the local newspaper, offering the first 

100 customers an umbrella for DKK 1. Even though these umbrellas were sold with a loss, the 

idea was to offset the loss by selling other products. In the summer of 1995, the idea to what 
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became the “one price for all” concept arose quite randomly. The uncle of the founder’s wife 

had an empty building in the heart of Copenhagen which Lajboschitz borrowed in order to sell 

his products. Since Lajboschitz had planned a summer vacation with his family, his sister in law 

ran the store and in order for her to easily remember the prices of each item, Lajboschitz kept it 

simple by setting it at DKK 10 per item no matter size or shape. Sales during the summer 

exploded and from here on, stores were opened in Copenhagen, on Zealand, Fyn and Jutland. 

Five years later, in 2000, 40 stores were opened in Denmark under the name “Tiger”. In 2001, it 

became a limitation that everything had to cost DKK 10 per item why Lajboschitz decided to 

introduce products for DKK 20 per item. In 2005, with a continued fixed price structure, the 

Tiger stores offered products ranging from DKK 10 per item to above DKK 100 per item with a 

wide product assortment primarily designed by the company itself 
2
.  

Today, the company has developed into a successful international retail-concept with own 

designed products to low prices
39

. Zebra has gone from 56 stores in 2007 to 472 stores in June 

30, 2015. The rapid growth is still continuing with 61 net new store openings in the first half of 

2015
40

. October 10, 2012, the founder sold 70% of the stocks in Zebra to the Private Equity 

Fund EQT. The transaction was carried out in January 2013. The value was approximately 

DKK 2 billion for the parent company which means that Lajboschitz received app. DKK 1.5 

billion
2
 and Jacob Bier DKK 0.1 billion for 70% of the company

41
. 

Strategy and Management 

Growth Strategy 

Zebra’s growth strategy is to strengthen its market position and to increase revenue and profit. 

Accordingly, the strategy can be described as a Growth Strategy within four basic levers
4
: 

 Increase comparable store sales growth 

The target is to increase the consumers’ buying frequency as well as to increase the average 

basket value by generating positive comparable store sales growth through a combination of 

levers ranging from continued development and refinement of the assortment and product 

offering to optimizing store operations. Each month Zebra introduces new products adapted to 

the season and with a common theme. This campaign structure generates a significant share of 

the revenue and is considered an important growth driver.  

 Increase store penetration in existing markets  
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Zebra has applied its partner-driven expansion model to establish stores across multiple 

countries at the same time. The Group only has limited market penetration in most countries 

outside Denmark why the potential for store expansion in existing markets is significant and one 

of the main targets for the Group. Additionally, the establishment in new markets will continue 

since the concept has proven to be well received in a large number of countries even though the 

market penetration is low in most of them. The stores are leased in order to minimize upfront 

investments and are located on main squares, busy pedestrian streets and in popular shopping 

centers
42

. 

 Increase operating margin from scale advantages 

The operating margins have decreased due to the considerable investments in the corporate 

backbone to position the company to handle future growth. As operational leverage of the cost 

structure is realized, Zebra expects the operating margins to increase in the coming years. The 

target is to capitalize on economies of scale. 

 Geographical expansion into new markets  

It is also part of the growth strategy to expand into new markets as the existing markets 

gradually mature. Zebra is experiencing a huge interest in partnerships from large corporations 

and entrepreneurs. A market entry model is developed and the company establishes proof of 

concept by assessing how customers receive the first store before deciding on further expansion.  

Expansion Model 

When Zebra establishes new stores, it is generally achieved through 50/50 owned partnerships 

with a local partner. It increases the organizational capacity and reduces the risk when entering 

new markets. More specifically, a jointly owned local company is established and investments, 

costs and profits are shared with the local partner. Thus, the cooperation is a business 

partnership and not a franchise operation. Zebra supplies the products and concept while the 

local partner is responsible for day-to-day operations under specific guidelines set out by the 

Group. With the exception of the Japanese JV, the partnership arrangements give Zebra the right 

to buy and the local partners the right to sell the partners’ ownership shares in the local 

company according to pre-determined conditions. In Japan, on the other hand, the founder 

wanted to establish and run the store to avoid getting affected too much by a local partner. First 

after one year, Zebra established a joint venture with the Japanese company Sazaby League 

which is different from what it does on other markets as described above. Sazaby League is 

especially known for its partnership with the American coffee chain Starbucks
2
. Today, the 

stores in Denmark, Finland, Iceland and Scotland are wholly owned, Japan is operated through a 
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joint venture and the rest through partnerships. Currently Zebra is looking for partners in parts 

of France, Switzerland, North America and Asia-Pacific
43

.  

Management and Owners 

The CEO of Zebra is Xavier Vidal who replaced the former CEO Christian Mariager in early 

2015. Vidal comes from a position as CEO for EMEA (Europe, Middle East and Africa) in The 

Body Shop, an international brand with app. 2,500 stores in more than 60 countries
4
. Until EQT 

bought 70% of the shares in Zebra, founder Lennart Lajboschitz was CEO. When EQT became 

the main shareholder, the founder was replaced with Christian Mariager in June 2013
44

. 

Currently, Lajboschitz is no longer an employee of the company, but works as a consultant with 

the responsibility of the development of Tiger Music, art collaborations and the Tiger-café 

Game bar.  

Lajboschitz still owns approximately 29% of the shares through his fully owned company Mitco 

ApS. EQT holds approximately 67% of the shares. The remaining shares are held by members 

of the Board of Directors, the Executive Board and a small number of senior employees in 

Zebra
4
.  

Products 

Zebra’s products range widely as shown in the figure below and are marketed through the 

Group’s own stores under the brands TIGER, Flying TIGER and TGR.  

Figure 7 – Product Categories for Zebra 

 

Every month, Zebra introduces up to 300 new products. The products range from home, hobby, 

party to toys, electronics, gadgets, and food and fashion accessories often with a humorous 

twist
42

. When the company launched its first store, the price was fixed at DKK 10 for each 

product, also called a single price-point retailer. Today, the product assortment has been 

expanded widely why the prices vary between DKK 10, 20, 30, 40, 60, 100, 200 and 300 per 

item
45

, going from being a single price-point retailer to a price-point retailer. However, 80% of 

the products are sold at EUR 5 per items or less.  
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The differences between the countries are almost non-existing. It is the exact same items that are 

sold within the same décor in Copenhagen, as in London, Athens, Madrid and Warsaw. The 

most sold products every year are licorice with 8 million packs, spices with 4 million packs and 

glasses with 1.5 million pairs
46

. The meaning behind the concept and the product assortment is 

to have a fun shopping experience
42

. The products are perceived as pleasant purchases rather 

than necessities. In the beginning, the Tiger stores were resellers of products that were designed 

outhouse. Today, 90% of the products are designed in-house
47

 by Zebra’s own design 

department or in close cooperation with external designers and the goal is to increase it to 

100%
46

. As shown in figure 7 above, the store also sells music. Tiger Music is the Group’s own 

record label and was launched in 2006, primarily publishing Jazz. The vision with the record 

label is to present different music to a wider audience. Apart from Tiger Music, Tiger also offers 

art books.  

Competitive Landscape 

In the figure below, the competitive landscape has been illustrated in order to give an idea of 

where brands that are offering similar products, some to a larger degree than others, are placed 

relative to Zebra’s brand, Tiger. 

Figure 8 – The Competitive Landscape of Zebra 

 

Søstrene Grene product assortment overlaps with most of Zebra’s, but without any humorous 

twists. The product assortment deviates a bit from Zebra’s as the focus is more on interior and 

small furniture with a simple Danish design. However, it also sells hobby, party, toys and food 

and fashion accessories, exactly as Zebra, and has the same approach in many ways. It 



26 

 

continuously changes the product assortment, locate the stores at high streets and popular 

shopping centers and set prices at the same low level as Zebra, but without the price-point 

approach
48

. 

The price-point retailers overlap on all of Zebra’s products, some to a larger degree than others, 

and usually without any own-added designs. Most of these retailers focus on selling low priced 

goods that are either branded or no-branded. Furthermore, the stores are often located at high 

streets or popular shopping centers as well.  

IKEA mainly overlap the product category “Tiger home” where kitchen, candles, lamps, clocks, 

storage and stainless steel are included. All these products can be found in IKEA and usually at 

lower prices
49

. However, IKEA is located in the suburbs and not at high streets or popular 

shopping centers
50

. 

The degree of overlapping products to be found in the supermarkets varies from brand to brand. 

While the regular priced supermarkets, like Føtex, Bilka and Kvickly, almost overlap on all the 

product categories, the discount supermarkets, like Lidl and Aldi, have a little degree of 

overlapping products. The few products in the discount supermarkets that overlap with those of 

Zebra’s are presumably cheaper while the many products in the regular priced supermarkets that 

overlap are priced at the same level. However, these overlapping products are either branded or 

no-branded goods without any own-added designs. 

Finally, specialty retailers have a narrow focus why each retailer overlaps few of Zebra’s 

categories while all specialty stores combined overlap them all. The prices are relatively high as 

these retailers offer specialist product knowledge and brands or selected rare products. Such 

retailers are located at high streets and popular shopping centers, but also in the suburbs and on 

smaller city streets. 

Strategic Analysis  

The following strategic analysis will be divided into six main parts. First, an analysis will be 

conducted of the key drivers behind Zebra’s success, which constitutes the business concept. 

Secondly, the risks associated with these key drivers will be analyzed. Thirdly, the three main 

levels, Macro, Meso and Micro, which affect the business of Zebra, are examined. Macro 

investigates the future economic conditions that are assessed to influence Zebra the most. Meso 

gives a brief description of the industry, and examines the competitors that pose the biggest 

threat for Zebra. Micro gives an internal analysis of Zebra’s strategy and its internal 

competences. Finally, the concept will be analyzed exclusively in order to assess whether the 
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concept itself is durable. The main objective of the strategic analysis is to use the findings of all 

these six main parts to determine the durability of Zebra as a company and thereby the future 

performance.  

Key Drivers behind Zebra’s Success  

This section will examine the key drivers behind Zebra’s success which is divided into the 

primary and the secondary drivers. While the combination of the primary drivers are the most 

essential in order to reach the success that Zebra has experienced, the secondary drivers are 

elements that have created additional value for Zebra. The drivers combined constitute the 

business concept which has led to the overall success Zebra has experienced. Whether the 

concept is durable will then be assessed later. 

Figure 9 – Key Drivers behind Zebra’s Success 

 

Primary Drivers 

Location  

As high volume sales and thereby a high number of consumers trafficking through the stores 

each day are essential for variety retailers, this driver has been crucial in order for Zebra to 

succeed nationally as well as internationally. The Tiger stores are located on high streets or in 

popular shopping malls
4
. Locating the stores at high streets or main streets is Zebra’s main 

marketing tool. The managing director of the Tiger stores in UK, Philip Bier, points out the 

importance of the location. “We’re spending a lot of time looking at locations, it’s the critical 

decision”
51

. Moreover, according to the CEO, Zebra expands so rapidly into new markets in 

different countries why it is important to concentrate on choosing the right locations for all the 

new stores
52

.  

So far, Zebra has succeeded in choosing the right locations. In 2014, only two stores that were 

performing poorly closed. According to the CEO, the current revenue figures from 2015 

indicate that three stores will close out of probably more than 500 stores
52

. One of the reasons 

for the success in choosing locations is the close relationship with the partners in each country. 

Furthermore, the team in Copenhagen has several years of experience in hand-picking the right 
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addresses
52

. An interesting statement from the CEO of Søstrene Grene also indicates that Zebra 

does not have to be particularly concerned about the current competitors’ locations. The CEO 

reveals that the Søstrene Grene store in Oslo experienced a 20% increase in revenue in six 

months after Zebra opened a store very close to it. The same happens to be the case in other 

markets when the two competitors are located close to each other
53

. This could indicate that the 

entire demand for these products is far from saturated and that the main focus should stay on 

finding the right locations regardless of where competitors are located. A 2014 report from the 

property firm CBRE shows that the majority of the consumers believe that smaller shopping 

centers can compete with online retailing in the future
54

. According to the conducted survey, 

only 21% answered that location was one of their motives for shopping in Tiger. However, 

when they were asked to which extent their visit in Tiger was impulsive the result tells a 

different story. 44% said that the visit was impulsive and that they did not search for anything 

specific and 33% said that it was partly impulsive, meaning that they just went by and thought 

the store might had something they needed (See Appendix 2). In other words, 77% went into the 

Tiger store without having planned it why it is reasonable to conclude that the location has a 

very important role in attracting customers for Zebra.  

Location is not only important due to the traffic it might generate. As the founder says, “It is 

our raison d’être”
55

. The whole idea is to give the customers more than they expect and the 

store locations are essential for this purpose. The business concept is a paradox because the 

stores are located on the most expensive high streets or main streets around the world near all 

the expensive design stores. In these Tiger stores you can find glasses for DKK 30 which is 

unexpected for the consumers
55

.  

Affordability and Value for Money  

Most of the products that are offered in the Tiger stores are everyday needs or widely used 

products that are low priced in general. Such products need to be competitive on prices in order 

to create value for money for the customers. If Zebra did not sell its products at affordable 

prices it would never have been able to attract the high required traffic to the stores. In late 

2010, the famous management consulting company McKinsey & Company published a report 

about the subsequent decade for consumer packaged goods which stated that“The global 

financial crisis has driven consumers to value offerings, and it is a trend that is likely to stick”. 

This is in line with what former CEO, Christian Mariager, saw back in 2013. He stated that 

Zebra’s success back in Denmark was caused by the increasing demand for discount products. 

This explanation is supported by the conducted survey. 90% of the customers answered that the 

low prices were one of their motives for shopping in the Tiger store and 75% said that it was 
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their main motive (See Appendix 2). Whether these figures are representative for the consumers 

in other markets are questionable. While the Danish consumers only can find prices that are 

competitive with Tiger in IKEA, Søstrene Grene or supermarkets, other discount stores, such as 

euro stores or pound stores, are present in some of the foreign markets. Hence, it is realistic that 

the low prices may be less of a driver for the success in other markets, but is, however, still 

assessed to be a main driver.  

A large part of Zebra’s success in Spain and Italy, two of the largest markets based on revenue
4
, 

is due to the consumers’ increased focus on affordable products and value for money. In Spain, 

the disposable income per capita is under a severe pressure which has led value for money to 

become the primary concern for many Spanish consumers
56

. In Italy, Zebra has also been a huge 

success according to Marketing Director at Zebra, Tina Schwarz, which says that Italy was the 

fastest growing market back in 2012. According to an expert of Italy, Birgitte Woersaa, the 

Italian consumers are shopping in stores with lower prices than normal due to the bad 

economy
57

. While this success driver in the Italian and Spanish markets also applies for the 

Danish market, the design has a relatively higher impact on the value for money driver in the 

Japanese market. According to Zebra’s former CEO, the business concept is not seen as a 

discount concept in Japan, but as a design concept
58

. The latest report from Euromonitor, 

Consumer Lifestyle in Japan, reveals that the Japanese consumers demand high quality and 

designer-inspired and fast-moving fashion, but at a mid-range price. Furthermore, the report 

states that Japanese consumers increasingly look for value for money products rather than just 

looking for low priced goods
59

. 

The increasing demand for value for money offerings is a perfect fit for the business concept as 

also reflected in the conducted survey. 33% strongly agreed and 48% agreed that they shop in 

Tiger because they feel that they get value for money. The consumers do not only want low 

priced products, such as those in normal dollar stores, they also want quality and design. In 

earlier times, low prices always meant low quality. This perception has changed partly due to 

strong Scandinavian brands as IKEA and H&M which have set a new bar for the quality that 

comes with low priced products
51

. This is exactly the footsteps that Zebra has followed. The 

business concept is often described as a mixture of IKEA and a 1-euro-store
60

 or how products 

would look like if IKEA and a dollar store had a baby
61

. It is a strong asset for Zebra to be 

associated with IKEA as it sends out the important message that the products are like IKEA’s, 

good quality to affordable prices. 
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Differentiated Assortment and Products 

When everyday needs and widely used products are sold at low prices at expensive locations, 

high volume sales in the stores are required in order for the business to be profitable. While the 

first mentioned elements will attract a large amount of consumers to the stores, the assortment 

and the products are also crucial in order to attract them and have them return. Zebra has 

differentiated its assortment by selling everything from everyday consumables to office 

supplies, toys and designed interior goods. Furthermore, Zebra differentiates itself from other 

retail stores by switching up its massive inventory every six to eight weeks in order to launch 

300 new products every month, exactly like the popular Spanish clothing retailer Zara
62

. 

According to the conducted survey, the majority of the visits in the Tiger stores are impulsive. 

Thus, apart from having a wide assortment, the launch of so many new products every month is 

a large part of attracting the customers and having them return. If the customers knew which 

products to find in the stores, the number of impulsive visits would be much lower. The 

extensive launch of new products each month and having approximately 2,700 different items in 

each store provokes impulsive buying because the customers can get so many different items. It 

makes it easier for the customers to find something they need and at the same time inspire them 

to create new needs.  

Zebra uses a lot of resources on continuously developing new products and new offerings. The 

differentiated products are mostly designed by Zebra’s own design department or in close 

cooperation with external designers. The in-house design and development team continuously 

optimizes the product portfolio by applying retail insight and monitoring new trends
4
. Zebra’s 

ability to design and pick products is exceptional. 99 out of 100 products become a success why 

it rarely experiences unsellable products
55

. The items that sell are repeated and Zebra uses this 

knowledge as inspiration when creating new products
55

. This acquired knowledge and know-

how has also been valuable. All the items in the stores and the added designs that follow them 

are approved by the Creative Manager, Suzanne Lajboschitz, the founder’s wife. This is one of 

the reasons behind the success of the differentiated assortment and products. It is the same pair 

of eyes that reviews and evaluates each product, resulting in the same aesthetic
60

. It is possible 

that Zebra could have become a success in Denmark without adding own designs or twists to 

the products. However, it led to a 15% increase in the profit margin immediately
46

. Furthermore, 

without this element, Zebra would not have been able to reach its current scale. If Zebra were 

selling the products without differentiating them, the price would have been all that mattered to 

the customers. When price is all that matters, scale is needed in order to compete with prices 

from other discount variety retailers. In this case, scale is often obtained on the domestic market 

before expanding and competing on foreign markets. With Denmark being an extremely small 
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market, Zebra would never have been able to obtain enough scale to compete directly with 

variety retailers on the UK or any other markets with big variety retailers who exclusively 

compete on price. Take the variety retailers in the UK market, which has become one of the 

biggest markets for Zebra measured on revenue, as an example
4
. Poundland and 99p Stores have 

reached a scale of 528 and 251 stores respectively in their domestic market and Poundland has 

only recently expanded to one other foreign market, namely Spain
63

, while 99p Store still 

operates within the UK exclusively
64

. In comparison, Zebra currently has 71 stores in Denmark, 

but expanded into other markets several years ago. Ultimately, by differentiating the products, 

scale was not needed in order to expand into other markets as the products were unique and 

incomparable to those of other big players in other markets.  

One of the principles behind Zebra’s products is to activate the consumer which is in line with 

several current trends in the world. Currently, the rental economy is growing and after the 

recession the trend has moved towards valuing experiences over possessions
65

. Furthermore, 

trends as “multiplicity” and “escape” were expected to shape consumer behavior in 2014. 

Multiplicity implies that there is a growing desire for experiences and people are craving for 

active participation. The consumers are increasingly expecting products to do more which 

involves interacting with all their senses. Escape is related to the increased desire to let go and 

indulge childlike freedom. In a serious world there is a demand for silliness and outright 

frivolity
66

. Another strong trend from 2014 and forth is called “proudly imperfect”. The quirky 

and imperfect are taking on a new appeal in a too polished world. The imperfect is becoming 

more authentic, comforting and meaningful
67

. These trends give indications for why Zebra’s 

products are so well received by the consumers around the world. Zebra is not only very 

talented when it comes to designing and picking products, its concept also fits well with the 

consumer trends in the world.  

The above mentioned is also supported by the conducted survey which showed that 58% of the 

respondents answered that funny and different products was one of their motives for shopping 

in Tiger and 35% answered that it was due to the large assortment (See Appendix 2).  

Secondary Drivers 

The Flea Market Inspired Décor  

The Tiger stores are known for a flea market inspired décor. This driver is assessed as a 

secondary driver as it is assessed to create additional value for the consumers, making it more 

appealing to visit the stores and thereby generating a relatively higher traffic through the stores. 
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Thus, Zebra would still have become successful without this flea market inspired décor, but not 

as successful.  

It all started at the flea markets where Lajboschitz got the inspiration to what later became Tiger 

stores. He describes it like “a very important time, the flea markets, you were close to reality. 

The fish must get to know the water he’s swimming in”
68

. The flea market is a place where 

people browse and where it is near to impossible to plan a specific shopping list in advance. 

When you arrive you might have an objective in mind, but the consumers are seduced in the 

sense of being led astray
69

. This is the exact same experience Zebra tries to create in its stores. 

Some of the customers enter the store to buy some of the bestsellers (glasses, licorice or spices), 

but, as in the flea market, they get inspired to buy a lot of different things they did not think they 

wanted or even knew existed.   

In the US, and in other countries, the organized flea market events are gaining momentum. The 

demand is increasing for vintage and refurbished and unique wares. Moreover, vintage markets 

with physical stores that sell these goods are growing in popularity
70

. In Denmark, there has 

been an explosion in the number of flea markets over the past few years. From 2009 to 2013, 

the number of flea markets, excluding private flea markets, has gone from around 549 to over 

2000, a 265% increase in four years
71

. According to Euromonitor, one of the biggest consumer 

trends back in 2011 was the “battle” between the mall and the traditional shopping culture. The 

fashion conscious consumers were seeking bargains in flea markets and charity shops because 

they wanted to express identity through more individual consumption
72

. The search for bargains 

also applies to the entire discount store market. Five to ten years ago, the British consumers 

shopped in the more expensive super markets. Today, the consumers are more sophisticated 

according to Philip Bier, Managing Director of the Tiger stores in the UK. Consumers achieve 

kudos from friends, family and acquaintances if they are smart buyers, meaning buying 

necessities in discount stores while products like meat in more expensive supermarkets. The 

same goes for the pound shops. Previously, there was a social stigma attached to shopping in 

such places for the middle-class. Today, this stigma is more or less gone. Thus, the consumers 

are keen to be seen in Tiger stores despite the low prices because it is a smart place to spend the 

money you have earned
73

.  

These above mentioned trends are beneficial to Zebra as the décor creates a flea market 

experience. The customers are led through a maze and the products are placed in wooden boxes 

which stand on the table at a height of 80-140 centimetres to ensure that the customers keep 

focus on the products and maintain clarity. All lights are hanging in a specific height and all 

products are placed systematically in the maze. The stores have clear lines in order to create 



33 

 

tranquillity, but also settings so that very different products can be included, e.g., toys, office 

supplies, music and food. The products are in focus and the price tags downplayed so that they 

do not interfere with the experience
55

. Furthermore, the music in the stores is handpicked by the 

founder in order to create the right dynamic
55

. However, the question in the survey regarding 

Tiger’s décor showed that the customers did not attribute it any significant value since only 6% 

stated that the stores’ décor was a motive for shopping in Tiger. From the perspective of a 

Danish consumer, Tiger’s décor may not seem like anything notable, as Søstrene Grene is found 

across the street at which the consumers find the décor more appealing (See Appendix 2). On 

the other hand, if the stores had a more classic arrangement with shelves from floor to ceiling, 

as seen in supermarkets or other variety retailers such as Poundland or 99p Stores, the Danish 

consumers would probably find it less appealing to visit the stores. Furthermore, the stores 

would not differentiate from competitors in other markets by providing a flea market 

experience. Looking at the discount stores and variety stores in Japan, US, UK and many other 

European countries, the décor is inspired by regular supermarkets. On these markets, the Tiger 

stores’ décor stands out to a larger degree and thereby constitutes as a larger driver while it in 

Denmark still makes it more appealing compared to a regular supermarket décor. All in all, the 

flea market inspired décor makes it more appealing to visit the stores and meet the increasing 

trend of going to flea markets.  

The Reputation of Scandinavian Products  

The reputation of Scandinavian products is also assessed to be a secondary driver as other 

variety retailers has shown to be successful without having the reputation of being 

Scandinavian. However, it has been important in order for Zebra to reach the scale it has today. 

Even though Zebra could have become a successful company without the reputation of 

Scandinavian products, it has created an extra value as it differentiates it from other variety 

stores and offers products that are perceived to have great design and good quality. 

When looking at the latest published Country Brand Index report 2014-2015 from FutureBrand, 

it tells a similar story. The report studies consumers’ perceptions of 118 countries around the 

world and ranks them according to strength of perception across different dimensions. The 

interesting take away from the study is that Sweden, Denmark and Norway all figures in top ten. 

When looking on the dimension “Made In”, Denmark is placed as number seven in the world. 

The research also shows that people are much more willing to buy products from the top 20 

countries than the ones ranked lower which gives these countries a competitive advantage
74

. 

That most of Zebra’s products are produced in China is not a major concern because it is the 
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perception of the products that counts. Hence, Zebra’s products are perceived as Danish 

products as they are designed by Danes which increases the attractiveness of the products.  

The fact that products from the Tiger stores are Scandinavian is one of the big reasons for 

Zebra’s success in the UK. The consumers have quickly embraced Danish and Swedish brands 

like H&M, Clas Ohlson, Endless and Cos. The Tiger products’ aesthetic has only enhanced the 

Britain’s rose-tinted view of the Scandinavian region with the minimalistic home furnishing
75

. 

Spain is the fourth largest market for Zebra, based on revenue
4
, also due to the love of 

Scandinavian design, according to the Marketing Director at Zebra, Tina Schwartz
76

. The 

brands’ popularity is rooted in the designs and the perception of quality and simplicity. In 

general, the Danish design is very appealing to consumers outside Denmark according to the 

former CEO Christian Mariager
77

. Not only does the European market find the Scandinavian 

and Danish design popular. Japan, which probably is Zebra’s most promising market, has a 

significant demand for Danish designed products
78

. The Japanese consumers find the way we 

live in Denmark very attractive. It is also the reason why Zebra has started to mark the bottom 

of their products “Tiger Copenhagen”
79

. Furthermore, their interest for design has increased 

together with the demand for products with more colours and with a fun twist to it
79

. This is 

exactly what the Tiger stores offer why Japan has shown to be a perfect fit for the concept. 

Another indicator for Japan’s interest in Danish products is seen in the great success the 

competitor, Søstrene Grene, also has experienced in this market
76

.  

Around the world, Danish design has a reputation for exquisite quality and a correspondingly 

hefty price tag, e.g., Arne Jacobsen’s Swan couch at a price of around DKK 41,000 or Georg 

Jensen’s sculptural silverware at a price of around DKK 100,000 for a pitcher. When products 

are designed in Denmark they are very likely to be expensive
47

. However, Zebra has placed a 

price tag on its Danish labelled products which makes them affordable for almost everyone. 

Phillip Bier, managing director of the Tiger stores in the UK, states that “Scandinavian design, 

particularly in interiors, was always considered to be desirable but expensive“
51

. The Tiger 

stores have become highly appealing and popular around the world due to the offering of 

Danish labelled and designed products wrapped in a dollar store concept.  

Potential Risks Associated with the Key Drivers 

Based on almost all articles, all company statements and most financial figures, Zebra seems 

like one big success with a remarkable growth. However, with success comes risk why this 

section provides a critical examination of the key drivers behind its success and looks into the 

potential risks in the future.  
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Primary Drivers 

Location  

The focus on locations has been important for Zebra’s success. However, having stores located 

in main streets around the world implies a high fixed rental cost which means that the Group is 

dependent on selling a large quantity of products to cover this high cost. If the demand for 

Zebra’s products suddenly falls, a significant amount of money will be tied in expensive store 

locations signed on 10-year leases. As Phillip Bier puts it; “We’re signing up to 10-year leases, 

so, if we get it wrong, we have a problem”
51

. If a location continuously performs poorly or the 

demand suddenly drops, Zebra is still required to pay expensive rent for a long period or pay an 

excessive fee to get out of the expensive leasehold. However, according to the annual report, the 

majority of non-cancelable lease commitments are between one and five years
4
.  

Furthermore, as Zebra has physical stores, it is dependent on consumers buying products in 

these stores and not online. At the moment, Zebra does not sell products through an e-commerce 

channel. The problem is found in the low prices of the products. If the Group charged delivery 

costs, or paid for them itself, it would, on average, constitute a too high percentage of the total 

price. The B2C e-commerce sales are rapidly growing, especially, in emerging markets where 

the growth is expected to be the highest in the future
80

.  Similar products to those offered in the 

Tiger stores can be bought on the internet in other designs though. However, these products are 

not directly comparable to those of Zebra. Furthermore, the majority of the purchases in Zebra 

is impulsive and not planned which lowers the threat from online shopping (See Appendix 2). 

According to different studies, the impulse buying behavior is still more prevalent in physical 

stores compared to online stores
81

. 

Affordability and Value for Money 

In the aftermath of the financial crisis and the European debt crisis, the search for value 

offerings has increased. The disposable income has decreased in many countries why value for 

money has become more important. It is difficult to say whether Zebra could have experienced a 

similar growth if the world had been in a high growth phase the last couple of years since the 

demand for value offerings presumably would have been lower. The consumers are, to a large 

extent, not shopping in the Tiger stores to substitute every day groceries. They do it to be 

surprised and find funny products or basic goods in special designs, and not only to save money. 

Even if a high growth period is assessed to affect Zebra’s sale positively, it could harm them in 

the long run if the trend of buying value offerings vanishes. It would presumably take more than 

a couple of years before every country will enter such phase, especially southern Europe which 

still suffers relatively more from the European debt crisis compared to the rest of Europe. 
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A high economic growth in Asia, especially in China, will also harm Zebra. It will result in 

higher prices from the suppliers due to high inflation, increased labour costs, etc. This will harm 

the gross margin since increasing the prices on the products will be to damaging for the concept.  

Differentiated Assortment and Products 

Zebra differentiate it by switching up its massive inventory every six to eight weeks in order to 

launch 300 new products each month. The downside is that the Tiger stores discard thousands 

of products as space is needed for the new product arrivals. At the end of 2013, a single Danish 

Tiger store discarded products to a value of almost DKK 40,000 in nine days
82

. According to a 

former store manager, it is not unusual to discard products for such an amount in the given 

number of days. On a yearly basis, it would amount to more than DKK 1.5 million in one single 

Danish store. Held up against a revenue per store in Denmark of around DKK 8.5 million in 

2014 (see Budgeting), it constitutes almost 18% of the revenue in this particular market. This 

will not only become a financial problem if revenues start to decline, but can also result in bad 

publicity due to the enormous waste of resources.   

Another issue can be found in the challenges and costs in controlling the huge amount of 

different products and new launches. Most importantly, Zebra needs to make sure that the 

products are in full legal compliance and meet international regulatory standards. Additionally, 

the products need to be safe and not detrimental to the customers’ health.  If Zebra launches 

several new products which are either unsafe or detrimental to the customers’ health, it will 

cause bad publicity. If e.g., a child swallows a tiny Tiger product which is toxic and causes 

serious sequelae or, in worst case, death, the consequences for the entire Tiger brand can be 

tremendous. It seems like Zebra is aware of this threat. According to the latest annual report, the 

Group has built in-house capacity in 2014, including strengthened quality control and 

documentation. Additionally, Zebra relies on accredited third party laboratories for mechanical 

and chemical testing of new products
4
. All the control and testing is expensive, but necessary to 

avoid safety and health issues. These costs and the corresponding risk that follows are directly 

related to the launch of 300 new products each month. If only 20 new products were launched 

each month, the risk and costs would have been significantly lower.  

Zebra has successfully differentiated the products from other price point retailers. The revenue 

is derived from products that are subjects to rapidly changing consumer demands. Today, trends 

emerge overnight and disappear almost as quickly
83

. Therefore, the success depends on Zebra’s 

ability to identify and respond promptly to evolving trends in consumer preferences and to 

translate these trends into attractive, saleable products. However, if Zebra suddenly becomes 

unable to identify and design products that are attractive to the customers, it will affect sales and 
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thereby profitability. The brain behind selecting the right products is the Creative Manger, 

Suzanne Lajboschitz, who approves all the products. She has been crucial for Zebra’s success 

and is likely to be it in the future as well. Thus, whether Suzanna Lajboschitz stays, resigns or 

loses her touch is another risk that can have an impact on the sale and the profitability. It is not 

unlikely that she resigns since she is financially covered by her husband and the founder, 

Lennart Lajboschitz, who is worth more than DKK 1 billion. With this wealth, the founder has 

recently bought a USD 9 million house in New York at which Suzanne might want to spend 

some more time
84

. Furthermore, Lennart may have a lot of new projects that she wants to be 

involved in
2
. If she resigns, the concern is whether her replacement can fill her shoes. Another 

scenario is that she stays as the Creative Manager, but loses her touch due to rapidly changing 

consumer demands or lack of motivation. As previously mentioned, the trends “multiplicity”, 

“escape” and “proudly imperfect” seems to be beneficial for Zebra. These trends might not be 

present in the long run which might force Zebra to change the assortment from containing a 

large share of funny and different products to a large share of stylish products or other sorts of 

offerings. The question is whether Zebra can make the transformation and if the costs of doing 

so will exceed the benefits.  

Secondary Drivers 

Flea Market Inspired Decor  

The Tiger stores’ décor are based on Lennart Lajboschitz’ experiences from flea markets which 

have been integrated into the setup of the Tiger stores. At the moment, flea markets are very 

popular which fits well with the Tiger concept. However, consumer habits change and people 

may evolve to wanting different experiences than the flea market experience.  

As previously mentioned, the British consumers, for example, shopped in more expensive super 

markets five or ten years ago due to a stigma for going to cheap discount stores. Today, the 

stigma for middle-class consumers to go to a pound shop is more or less gone which could be a 

result of the financial crisis. Zebra is highly dependent on the middle-class consumers. Thus, if 

the disposable income starts to grow again, the Tiger stores could be stigmatized due to its low 

priced offerings.  

The Reputation of Scandinavian Products  

That Zebra markets its products as Scandinavian gives it an edge above other variety stores. 

Scandinavian design has been highly attractive since the early 20th-century
85

.  
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The threat for Zebra is that its reputation evolves from being associated with Scandinavian 

design to being associated with cheap products sourced from Asia which is what the products 

basically are. To source the products from factories in Asia is not a major issue as long as 

consumers do not associate the products with Asia. Take for example Apple which 

manufactures most of its products in China, but is associated with American design and quality. 

In relation to the perception of Zebra’s products, the way the suppliers operate is of great 

importance. If some of Zebra’s suppliers violate labour laws such as child labour or operate 

with unreasonable working hours, it may reflect back on Zebra and result in bad publicity.  In 

this new millennium, business ethics has become a big trend. Code of conduct and principles 

within business practice are crucial nowadays
86

.  

Zebra appears to be highly aware of these risks. Each supplier must adhere to and sign the 

“Zebra Supplier Code of Conduct”. It includes criteria in respect of human and labour rights as 

well as protection of the environment and anti-corruption
4
. Furthermore, Zebra make audits of 

the suppliers after they have signed the code of conduct. It has auditors in China who are trained 

and employed on a full-time basis as well as third party independent auditors in other Asian 

countries. In 2014, Zebra conducted 122 audits and re-audits in Asia. The plan is to increase this 

number in 2015 with one more full-time auditor and a target of conducting 180 audits
4
. Even 

though Zebra makes an effort in avoiding any bad publicity related to its suppliers, it is 

impossible to have full information about the operation of the suppliers why it always will 

remain a risk. In 2014, the Group had over 500 suppliers and made 122 audits and re-audits 

which could indicate that maybe around 400 suppliers were not audited. Even though a part of 

these suppliers are European firms where the importance of auditing is lower, the risk for 

suppliers deviating from the code of conduct is far from eliminated.  

Summary  

Zebra’s key drivers behind the success are divided into primary and secondary drivers. While 

the combination of the primary drivers are the most essential in order to reach the success that 

Zebra has, the secondary drivers are elements that have created additional value for Zebra. The 

primary drivers are Location, Affordability & Value for Money and Differentiated Assortment & 

Products. Location is the main marketing tool for Zebra and is essential in order to create high 

traffic through the stores. Affordability and value for money is crucial as the products sold in 

the stores are everyday needs or widely used products that are low priced in general. 

Furthermore, it fits well with the increasing demand for value for money offerings. Finally, the 

assortment and the products are also crucial in order to provoke impulsive buying which is the 

main buying behavior for the Tiger customers, and to obtain a high scale. If Zebra were selling 
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the products without differentiating them, it would never have been able to become an 

international success. The secondary drivers are The Flea Market Inspired Décor and The 

Reputation of Scandinavian Products. The flea market inspired décor makes it more appealing 

to visit the stores and thereby generates a relatively higher traffic through the stores while the 

reputation of Scandinavian products has created an extra value as it differentiates Zebra from 

other variety stores and offers products that are perceived to have great design and good quality. 

These drivers combined constitute the business concept which has led to the overall success 

Zebra has experienced. Each of the drivers within the business concept entails certain risks such 

as long expensive leaseholds, high inflation in Asia, change in consumer trends, stigma towards 

price-point retailers and lack of control of around 400 unaudited suppliers.  

Macroeconomics 

Like most companies within the retail industry, revenue and profitability is dependent of the 

economic development in the respective markets they operate in. Thus, GDP is an important 

factor in order to estimate Zebra’s future revenue. An improvement in the general economic 

outlook on the different markets is assed to have a positive impact on the Group’s performance. 

This is in line with what the Directors from the competitor, Poundland, expect based on 

consumer surveys and its sales performances
87

. Additionally, the inflation is important for the 

profit margin and the net working capital of Zebra since products are sourced from mainly 

China and sold on other markets. A high inflation in China most likely affects the cost of sales 

and inventory to increase and thereby the profit margin and net working capital to decrease and 

increase, respectively. 

The nominal GDP growth has been forecasted by OECD to 2016. As the nominal GDP growth 

only has been projected to 2016, OECD’s long-term projections of real GDP and the GDP 

deflator has been used to estimate the nominal GDP growth from 2017 to 2025 by multiplying 

the two. The inflation has only been forecasted to 2016 by OECD why the forecasts from IMF 

have been used as these are forecasted to 2020. 

GDP and inflation will be described on the markets that have geographic revenue recognized in 

Zebra’s latest annual report which includes Denmark, Italy, England, Spain, Sweden and Japan. 

As no economic outlooks have been made for England alone, outlooks for the UK will be used 

to cover this market. Accumulated, these markets’ revenue represents 70% of total revenue for 

Zebra in 2014. Furthermore, to include the rest of the countries that Zebra operates in, the Euro 

Area, excluding Denmark, Sweden and the UK, is described as well as North America and East 

Asia which is assessed to be future markets for Zebra since the company is looking for partners 
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in these markets, as previously mentioned. Notice that OECD does not provide any long term 

forecasts of the GDP in East Asia why forecasts from IMF have been used for this market.  

Apart from these mentioned markets, inflation will also be described for China. Around 80% of 

the purchase volume is sourced from Asia, primarily China
4
, why the inflation in this country 

will have a great impact on Zebra’s operating margins. 

GDP 

Table 1 – Forecasted Nominal GDP Growth for Relevant Markets for Zebra 

 

As shown in the table above, none of the markets are forecasted to be in a recessionary 

condition as many of them have experienced in past years. Except for Japan, most of the GDP 

growth rates figures around 2-3% on average during the entire period why the economies of 

Zebra’s main markets are expected to experience relatively high growth rates compared to the 

last couple of years. Japan and Italy are forecasted with the most modest GDP growth rates with 

an average growth rate during the period of 1.3% and 1.9%, respectively. However, with a GDP 

of -0.1% for Japan and -0.4% for Italy in 2014, the forecasted GDP growths are significant 

improvements compared to the 2014-level. The strongest GDP growth rates are seen for the 

economies UK and East Asia with an average growth rate during the period of 3.1% and 5.1%, 

respectively. 

Nominal GDP Growth 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 Average

Denmark 1.7% 3.2% 3.6% 2.1% 1.7% 1.7% 1.7% 1.8% 1.8% 1.9% 1.9% 2.1%

Italy 0.5% 1.1% 2.4% 2.2% 2.0% 1.9% 2.0% 2.0% 2.1% 2.1% 2.2% 1.9%

UK 4.6% 2.8% 3.5% 2.8% 2.9% 2.9% 2.9% 2.9% 2.9% 2.8% 2.7% 3.1%

Spain 0.9% 4.1% 3.6% 1.0% 1.9% 1.9% 1.9% 1.8% 2.7% 1.7% 0.0% 2.0%

Sweden 3.6% 4.3% 4.7% 1.9% 2.8% 1.8% 1.8% 1.8% 2.6% 1.7% 2.5% 2.7%

Euro Area 1.7% 2.6% 3.2% 2.4% 2.1% 2.0% 1.9% 1.9% 1.9% 1.9% 1.9% 2.1%

Japan* 1.6% 3.0% 2.5% 0.7% 0.7% 0.8% 1.0% 1.0% 1.1% 1.1% 1.2% 1.3%

East Asia (IMF) 5.3% 5.1% 4.8% 5.0% 5.2% 5.2% N/A N/A N/A N/A N/A 5.1%

North America 3.9% 3.1% 4.6% 3.0% 2.8% 2.6% 2.6% 2.5% 2.4% 2.4% 2.4% 2.9%

Sources: OECD & IMF . Nominal GDP growth from 2017-2025 has been calculated using OECD's long-term projections of Real GDP multiplied with long-term projections for GDP Deflator. As only IMF has 

projected figures for the region East Asia, these figures are calculated by multiplying Real GDP with 1+inflation from IMF  why these figures are not directly comparable to the figures for the other countries or 

regions, but still gives a fair estimate of future Nominal GDP growth.
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Inflation 

Table 2 – Forecasted Inflation for Relevant Markets for Zebra 

 

The forecasted inflation rates for China are expected to be higher than the forecasted inflation 

rates for Zebra’s biggest revenue markets. Accordingly, the profit margin will be affected in a 

negative way due to higher costs for the products. The higher costs cannot necessarily be upset 

by an increase in the products’ prices as the concept relies on its cheap products that have to be 

in whole tens in Danish crowns or in whole ones in British pounds or Euros. 

Meso 

This section will shortly outline the industry that Zebra operates in and look closer on the 

competitors. As mentioned in Methodology, the thesis will mainly have an internal focus on 

Zebra why this section only will give a brief description of the industry and shortly examine the 

competitors that are assessed to pose the largest threat for Zebra in the future. 

The industry is called “variety stores” and includes dollar stores, euro stores, pound stores or 

price point retailers and is characterized by retail stores selling inexpensive household goods. 

This characteristic is also often expressed in the store names, e.g., Poundland, Dollarstore, 

Poundworld, 99 Cents Only Stores, etc..  The business model for these variety stores is to sell 

huge amounts of goods with a small profit margin. They keep costs low by buying cheap 

products in bulks, keeping marketing and rent costs low
88

. 

The Industry 

The market size for variety stores and the competition differ substantially across countries. In 

the table below, the market size is measured in sales together with a forecasted CAGR and the 

competitors on the respective markets for Zebra.  

Inflation 2015 2016 2017 2018 2019 2020

Denmark 0.8% 1.6% 2.0% 2.0% 2.0% 2.0%

Italy 0.0% 0.8% 1.0% 1.1% 1.2% 1.3%

UK 0.1% 1.7% 2.0% 2.0% 2.0% 2.0%

Spain -0.7% 0.7% 0.8% 1.1% 1.3% 1.5%

Sweden 0.2% 1.1% 1.9% 2.2% 2.3% 2.2%

Euro Area 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%

Japan 1.0% 0.9% 1.8% 1.3% 1.2% 1.5%

China 1.2% 1.5% 2.0% 2.5% 3.0% 3.0%

East Asia 1.2% 1.5% 2.0% 2.3% 2.7% 2.7%

North America 0.5% 1.7% 2.4% 2.6% 2.4% 2.4%

Source: IMF , World Economic  Outlook (April 2015)
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Table 3 – Industry Table  

 

Almost all of these variety stores operate domestically and not internationally like Zebra. The 

product assortments vary significantly within the different brands when looking on the different 

brands’ homepages. Some of the brands’ assortment ranges from large furniture, like couches 

and closets, to food while others range from clothing to kitchen essentials. Some of the brands 

apply a single price-point approach by offering everything to one Dollar, one Pound or one 

Euro. Others use the price-point approach, such as Zebra, offering goods at fixed price levels, 

making the product assortment range from low priced goods to middle priced goods. Finally, 

some of the brands’ do not apply a fixed price-point approach, but offers everything from candy 

to televisions at varying prices. The common denominator for most of the brands is to offer a 

wide range of products to low prices relative to the good sold. 

Based on the brands’ product assortments and the size of the companies, the brands that are 

assessed to pose the biggest threat for Zebra in the future are Poundland and Søstrene Grene. In 

the following, the threat from these will be examined. 

Threat from Competitors 

Poundland 

As the largest single price-point retailer in Europe, both based on revenue and the number of 

stores, Poundland poses a threat for Zebra. Poundland sells similar products as Zebra, but 

without any funny designs or twists to them and focuses much more on food and beverages. It 

offers approximately 3,000 different products across 17 different product categories. As 

opposed to Zebra, it includes around 1,000 branded products like Colgate, Heinz, Mars, etc.,
89

 

which are sold at lower prices than regular supermarkets in fully owned stores. According to the 

latest annual report, revenue was almost GBP 1 billion while EBITDA reached GBP 54 million. 

Like Zebra, Poundland also has a strong track record of opening new stores. It has almost 

doubled its store estate from 263 stores at the end of the 2010 fiscal year to over 590 today. The 

management of Poundland believes that there is a potential for more than 1,000 stores in the 

UK
90

. Thus, Poundland plans to open approximately 60 net new stores per year in the UK. With 

Markets
 The Markets' Nominal Value 

Sales 2014 (mn EUR)
CAGR 2014-2019 Main Competitors by Brand

Denmark 298 0.4% Søstrene Grene, Normal

Spain 1,656 1.4% DIA and Søstrene Grene

Italy 895 0.1% NINEtNINE and Upim

UK 16,452 2.3% Poundland, Poundworld, 99pStores and B&M

Sweden 1,049 1.6% Ahlbergs Dollarstore

Rest of Europe* 18,388 1.8% HEMA, Nille, Søtrene Grene, TEDi and Mäc-Geiz

Japan 33,403 0.1% Seria, Daiso and Daiei

United States 38,173 3.5% Dollar Tree, Dollar General, Familly Dollar and Big Lots
* Includes Austria, Belgium, Czech Republic, Finland, France, Germany, Greece, Ireland, Netherlands, Norway, Poland, Portugal and Slovakia
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69 net new stores opened from 2012 to 2013 and 70 from 2013 to 2014
63

, the number of net new 

store openings poses the biggest threat for Zebra on the UK market when looking at the short 

term. Furthermore, in February 2015, Poundland announced plans to buy its closest competitor, 

99p Stores, for GBP 55 million. This chain operates 251 stores across the UK and generated 

sales of GBP 370 million and EBITDA of GBP 6.1 million
91

 for the fiscal year 2014 ending 

February 2015. Accordingly, the acquisition will increase the threat from Poundland on the UK 

market even more. However, the Competition and Markets Authority (CMA) needs to approve 

the acquisition and is currently of the opinion that the deal would be “a realistic prospect of a 

substantial lessening of competition”
92

. Whether Poundland acquires 99p Stores or not, the UK 

market, which is the second largest market for Zebra, is being dominated by a rival who is 

bigger, stronger and sells similar products. In an interview back in 2007, the CEO of Poundland 

said that it will consider expanding operations into Europe and East Asia once it has extended 

its UK properties to 650 stores
93

. This goal will probably be reached within 1 year if it continues 

opening 60 net new stores per year. In the beginning of 2014, Poundland announced that it 

would extend its operation to Spain
94

. In July 2015, only one store was opened under the brand 

name Dealz. The plan is to open 10 Dealz stores in Spain over a two year-period
95

. In 

comparison, Zebra has 58 stores in Spain. If the project in Spain becomes a success it is 

reasonable to assume that it will expand into other European countries in the near future. In 

comparison to Zebra, it grows at around half the pace, based on net new stores. A plausible 

explanation is the business model. Poundland owns all the stores and does not operate any 

franchises or partnerships as oppose to Zebra which has different partners in different countries, 

enabling them to grow in a much faster pace
96

. Even though Poundland does not grow within 

the same pace as Zebra it is still considered a threat, especially in the UK, and within some 

years, in the rest of Europe and maybe even East Asia. 

Søstrene Grene 

This Danish family owned variety store chain sells a wide range of products to low prices. It has 

around 90 stores in 8 different countries including Denmark, Norway, Sweden, Netherlands, 

Spain, Iceland, France and Japan
97

 and the revenue is expected to grow 30% in 2015
6
.  Based on 

the number of stores, it might not seem like a big threat for Zebra in the future as it has existed 

since 1973
98

. However, it has the potential to become a threat in the future as it has a strong 

position in Scandinavia, exactly like Zebra, combined with an overwhelming interest from 

Japanese consumers
99

. It is a Danish store implying that it has the same advantage from the 

reputation of Scandinavian products. Thus, the business is strong and profitable and has been it 

for several years. Even though it has not invested heavily in expansion, Søstrene Grene has still 

managed to improve its profit according to the latest annual report
100

. Furthermore, it applies a 
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franchise model which makes it capable of expanding into new markets in a fast pace if more 

capital is acquired. Several PEFs have already shown interest in buying the company and if it 

decides to sell, it could lead to store expansions in an even faster pace than previous years
101

.  

According to the conducted survey, 48% of the Tiger customers said that they preferred Tiger 

over Søstrene Grene, 21% actually preferred Søstrene Grene and 21% had no preferences (See 

Appendix 2). The parameter where the Tiger stores performed convincingly better than Søstrene 

Grene was location. 48% thought that the Tiger stores were better located than Søstrene Grene 

and only 2% thought that the Søstrene Grene stores were located better. The same goes for the 

price. 46% think that the Tiger stores have the best prices and 8% prefer the prices of Søstrene 

Grene. However, only 40% of the customers prefer the products in Tiger while 25% prefer the 

products in Søstrene Grene. Furthermore, when it comes to décor, 40% prefer the décor in 

Søstrene Grene and only 27% the décor in Tiger. All in all, Tiger is preferred within most 

parameters. However, the first mentioned, location and price, highly depends on the scale of the 

company. Zebra has the largest scale and can thereby charge the lowest prices while it has 

higher presence of stores. As mentioned in the Key Drivers behind Zebra’s Success, location 

and affordability are two of the primary drivers. Therefore, if Søstrene Grene expands more 

aggressively and reach an extensive scale it will pose a significant threat on the long run as it 

will be able to lower the prices while being on similar high streets as the Tiger stores. The 

company has been resistant to sell the business to several interested buyers
101

. However, if the 

company suddenly decides to sell, a buyer will probably push the company to expand 

aggressively in order to tap into unrealized potential. 

Micro  

While the main drivers behind the success paint the picture of the business concept, the Macro 

and Meso outlines the external factors that may have an impact on Zebra in the future in terms 

of the economic environments and the possible threat from competitors. In this section, the 

focus will be on determining the strategy that Zebra has chosen and examine the internal 

competences to assess what impact the strategy and the people behind it will have on the future 

for Zebra. 

Zebra’s Strategy 

This section will look closer into where the business concept is placed if we look on Porter’s 

Generic Strategy Framework. The purpose of this section is to describe how Zebra pursues a 

competitive advantage. Zebra can choose between two types of competitive advantages by 
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either operating with lower costs than its competitors or differentiating itself in order to charge 

higher prices.  

Figure 10 – Porter’s Generic Strategy Framework102 

 

Source of Competitive Advantage 

The Tiger stores products are sold at low prices which is a central part of the business model. 

80% of the products are sold for EUR 5 or less
46

. Moreover, the Group buys large quantities to 

obtain economies of scale. Hence, it sells the same products around the world in order to buy 

large parties. According to Lennart Lajboschitz, differences between the countries are almost 

non-existent. It is the exact same thing that is sold in Copenhagen, as in London, Athens, 

Madrid and Warsaw
103

. These similarities around the different markets make it possible to keep 

cost of sales low. High volumes of standardized products are sold, e.g., 8 million packs of 

licorice, 4 million packs of spices and 1.5 million pairs of glasses
46

. Buying large quantities of 

items and the fact that these items are readily available enhances the Group’s bargaining 

position toward suppliers and enables it to squeeze down the price. The production costs are 

also kept low as around 80% of its products are sourced from Asia, mainly China
4
.  Ultimately, 

low costs are a big part of Zebra’s competitive advantage.    

Zebra started with a strong focus on costs, but has expanded the focus to differentiation as 

described earlier. The Group has transformed from a discount store to a stylish fun shopping 

store. Every month, Zebra’s employees examine 1,000 different products of which 300 new 

products are introduced. H&M, IKEA and Zara are examples of companies which can match 

this volume of new products launches why Zebra is increasingly compared to them
103

. Around 

90% of Zebra’s products are designed in-house and the goal is to increase the number to 

100%
46

. In 2015, Zebra won a prestigious design award for its teapot “Tea Bird” which won the 

International Good Design Award. Moreover, Zebra has an increasing focus on cultural 
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products and services. In relation to the cultural aspect, Tiger Music, Tiger Stories and the 

cooperation with cultural institutions is not something that benefits Zebra financially, but 

something that contributes commercially to the total “Tiger experience” by strengthening the 

brand. According to Lennart Lajboschitz, it changes peoples’ perception of Tiger
2
. All these 

mentioned approaches and initiatives are not in line with the focus on low costs, but in line with 

a differentiation strategy.  

Scope 

The products in the stores target a broad segment and are aimed at both men and women of all 

ages. According to the conducted survey, the majority of the customers were aged 0-29 years as 

this group accounted for 81%. Furthermore, women wore more represented as they accounted 

for 62.5% of the customers. The products are affordable for people in all income classes as the 

survey showed an overweight of lower income customers, representing 71% of the customers 

while the middle and higher income classes represented 23% and 6% (see Appendix 2). The 

whole idea behind the big assortment is to target a wide audience. 

A Combined Cost and Differentiation Strategy 

Based on the above, Zebra is placed between Cost Leadership and Differentiation in Porter’s 

generic framework which is a combination competitive strategy. This positioning contradicts 

with Porter’s basic idea of the importance of making a clear choice between the Cost 

Leadership or Differentiation strategy in order to be durable
104

. However, Zebra strives for 

simultaneously to differentiate through own designed products and constantly new product 

introductions and to offer products at low prices. This position between Differentiation and Cost 

Leadership is actually not uncommon and is called having a Hybrid Strategy. IKEA, Germany’s 

Auto Industry and Tesco have been successful in practicing the Hybrid Strategy
105

. This strategy 

is, according to some studies, both profitable and viable
106

. Most consumers have high 

expectations when purchasing a good or service. In general, it seems that most consumers want 

to pay a low price for products with somewhat highly differentiated features
107

. This is exactly 

what they get in a Tiger store, namely products at low prices that are differentiated. The 

development of products in Zebra is based on the idea that the products need to be unique or 

fun. If it is not, it is all about price, according to Lennart Lajboschitz
2
. 
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Figure 11 – Zebra’s Positioning in Bowman’s Strategy Clock108 

 

The illustration above shows where the business concept is placed according to Bowman’s 

Strategy Clock
109

 with low prices and a high perceived value for the consumers. Other stores, 

such as Poundland and 99p Stores, focus on low prices and low added value for the consumers, 

pursuing a competitive advantage through Cost Leadership. 

Internal Competences 

The internal competences in Zebra are vital in order to continue growing the business in the 

same pace and with the same success as seen for the last couple of years. In 2010, Lennart 

Lajboschitz realized that if the Group’s growth should continue other qualities in the 

organization were needed. These qualities included experience within international expansion. 

At this stage, the organization mainly consisted of family members and friends of the founder. 

Even though the founder selected people based on their skills, he knew that he and his team 

neither had the ability or the desire to lead Zebra when international expansion should 

accelerate. The following will look into the development in Zebra’s internal competences and 

examine the risks associated with them. 

The Board of Directors 

The importance of the board of directors should not be neglected as they are more active and 

meet more frequently in PE owned companies, as mentioned in Theory of Private Equity. The 

figure below illustrates the change in the composition of the board of directors that the EQT 

investment led to.  
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Figure 12 – Development in the Composition of the Board of Directors in Zebra110  

 

The entry of EQT has clearly had an impact on the composition of the board of directors. 

Before, it only consisted of the founder and CEO, Lennart Lajboschitz, his good friend Jacob 

and the founder’s dad. At EQT’s entry, four new members were added to the board of directors 

and during its ownership Michael Hauge Sørensen and Nicholas Hooge have been added as 

well. The competences within the board of directors have been specified in Appendix 3.  

Chief Executives 

EQT has not only influenced the composition of the board, but also changed CEO of the 

company twice. The figure below illustrates the changes in the CEO position in Zebra. 

Figure 13 – The CEOs in Zebra until Today 

 

First, Lennart Lajboschitz was replaced with Christian Mariager nearly a half year after EQT’s 

entry. As previously mentioned, a LBO transaction typically results in a replacement of the 

CEO. Christian Mariager came from the consultant company McKinsey where he worked for 24 

years in total, first as partner in Scandinavia, secondly in Japan and lastly for 11 years in New 

York
111

. However, Christian Mariager only held the position for around one and a half year 

before he decided to focus on a more active board career. The official explanation from the 

chairman of the board, Ole Andersen, was that other skills in Zebra’s management were 
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needed
2
. In general, it is unusual, to change the CEO twice within a period of two and a half 

year, especially for a PE owned company. In any business it often takes 24 months before a new 

CEO is able to make his imprint. Hence, the PEFs need to establish the right team from the 

beginning as they usually target for a resale within five years
112

. The real reason for the 

replacement of Mariager was probably due to large problems with net working capital. Ole 

Andersen points out that when a company grows as much as Zebra, it is extra important to have 

good control of the finances
113

. Mariager did not perform when it came to generating cash from 

operation due to the significant increase in net working capital, as further described in the 

Financial Statement Analysis. Net working capital can be used to obtain a general impression of 

the ability of a company’s management to utilize assets in an efficient manner. Ultimately, 

Mariager did not utilize these assets efficiently and lacked control of the finances. As a 

response, the experienced top manager, Xavier Vidal, was hired. 

Xavier Vidal 

Xaiver is a man with an impressive resume considering an age of 40 years. He is educated from 

universities in both France and the UK together with a management education from Harvard 

Business School. The Frenchman has held management positions in some of the world’s largest 

retail companies, e.g. Sainsbury and Tesco. Before Zebra, he came from a management position 

in the cosmetic chain The Body Shop which is owned by French L´Oréal. In The Body Shop, 

which is an international brand with over 2,500 stores in more than 60 countries, he held the 

position as CEO in the EMEA group (Europe, the Middle East and Africa)
114

.   

Organizational Risks 

When a company experiences high growth it affects the entire organization. According to 

several experts, the number one issue these high growth firms face is centered on the workforce. 

More specifically, it relates to hiring and assimilating talented people who can help the 

company move forward
115

. In general, a company culture is formed at an early stage by the 

founding members and key management personnel, but can undergo changes continuously
116

. In 

the beginning, the organization in Zebra mainly consisted of family members, friends and 

acquaintances
2
, creating a very special company culture. However, during the high growth of 

the company, new personalities were needed. In 2012, the average number of employees 

amounted to 1,194 while it in 2014 amounted to 3,001. Employing this many new personalities 

have probably caused challenges in assimilating all these new individuals.  

When Lennart Lajboschitz was CEO, a consultant recommended him to stop being friends and 

familial with the employees. This comment left the CEO furious and resulted in him firing the 

consultant. This familial culture in the company must have been going through a noticeable 
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change when first Christian Mariager and later Xavier Vidal were appointed CEO. With these 

professional managers as CEOs, the culture has most likely transformed into a more corporate 

culture. Even though this may imply increased efficiency, it could damage or, in worst case, 

destroy the dynamic and creative environment which has been important for Zebra’s success. 

Competences in Zebra 

Ultimately, it seems obvious that EQT has strengthened the human resources in Zebra 

significantly after its entry. As mentioned in the Theory section, this is a common process for a 

LBO company. The competences have been lifted extensively from only having a board that, at 

first glance, looked like a small startup company with the founder, a family member and a good 

friend as members. Based on the above sections and Appendix 3, the following relevant 

competences are represented in the board and in the management: 

Figure 14 – Competences in the Group  

 

As seen in the figure above. the Group possesses a broad variety of different competencies 

which will be vital in Zebra’s strive for more success. These competences are obtained at a high 

level in firms like H&M, Tesco, Sainsbury’s and The Body Shop. Moreover, it is an 

experienced group of people who works in other boards in other big companies. Conclusively, it 

is assessed that the internal competences, in terms of the board and the CEO, is sufficiently 

strong for further successful expansion and improvement of the operation in Zebra.  

Determining the Tiger Concept’s Durability 

While the key drivers for Zebra’s success together constitute its business concept, the purpose 

of this section is to determine the concept’s durability. It is not only relevant in order to 

determine the budget and terminal period, but also determine the expected future performance in 

the different markets. First, the classic Product Life Cycle curve (PLC) is applied to analyze the 
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product categories within the Tiger stores. Secondly, the locating of stores at high streets while 

offering affordable and even low priced goods will be analyzed. Finally, the two first mentioned 

analyzes will result in an assessment of the concept’s durability.  

The Products 

The Tiger products can be divided into three categories. The first one is categorized as everyday 

needs and includes whisk, paper, adhesive tape, batteries, spices, ice cream, beverages, candy, 

etc. The second is categorized as design products and includes products like the teapot “Tea 

Bird”, wall clocks, pepper mills, glasses, storage jars, etc. The third is categorized as funny and 

activating products and includes products such as paint, board games, toys, skateboards, a 

calculator formed as a house, stickers, beads, etc. These different product categories does not all 

follow a normal PLC curve, but also a Style, Fashion or Fad PLC curve as illustrated below. 

Figure 15 – Different PLC curves 

 

A Style is what we see in clothing with formal and casual. When a style is invented, it may last 

for generations and has a cycle that has several periods of renewed interest. As illustrated above, 

Style is the most unpredictable trend of the three since it shows a mix of increased and 

decreased sales over time. Fashion is different. It follows the same development as the normal 

PLC, but with a much shorter life cycle because trends and tastes change regularly for these 

products. A Fad is a fashion that enters quickly is adopted with great zeal that always peaks 

early and declines quickly
117

. A distinction is sometimes made between Fashion items and pure 

Fads, but it is not always immediately obvious into which of these two categories a product 

falls.  

The everyday needs category contains products that always will sell. Some of them are seasonal, 

but still products which will have relatively stable volume sales each year. Take for example ice 

creams. The volume sale of ice creams will be significantly higher in the summer time than 

during the rest of the year. Even though the volume sale will be relatively higher in years with 

hot summers, the volume sale will not deviate significantly from year to year. Other products 
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within this category, which are not seasonal, such as adhesive tape or paper will also contribute 

with stable volume sales each year. These consumables are items that can be found in almost 

every household and is something that is replaced by a completely similar item. As budgeted 

later in the thesis, more and more stores will open why the awareness of the Tiger store concept 

and its wide product assortment will increase over time. Thus, even though many consumers 

may still not know that the Tiger stores sell these consumables today, they will in the future. 

Ultimately, this category is assessed to generate stable sales for all future years. The products 

within this category are thereby all placed in the maturity stage of the PLC curve at which they 

will remain.  

The design products category contains products that will experience more unstable volume 

sales. The sale is, to a much larger extent, affected by the current fashion trends, consumer 

trends and the changes that constantly follow. However, as earlier mentioned, the Scandinavian 

design has been highly attractive since the early 20th-century which implies a competitive 

advantage for this category. Furthermore, Zebra designs these products with a classic 

Scandinavian look and keeps this assortment within a range of common interior products, such 

as glass or storage jars. While design products such as shelves, tables, armchairs, etc., 

experience higher requirements to the designs, implying higher risks when launched, this 

category’s products are low priced and kept within basic interior goods why the risk of a huge 

drop in the demand for these products decreases. However, with trends shifting overnight, and 

not all of the products being common interior, the category’s products will experience 

decreasing volume sales in times and some of the products may, at some point, be discarded due 

to shifting consumer demands. Ultimately, some products will follow the Fashion or Fad cycle, 

but since most products in this category is assessed to be common interior with a Scandinavian 

design, this category is overall assessed to follow the Style cycle. 

The funny and activating products category is highly diversified. It includes products that 

follow all the above illustrated PLC curves. Products like skateboards, soccer balls or archive 

folders, which currently are sold in the Tiger stores, all follow different PLC curves. While a 

skateboard follows a Style curve as the interest in skating keeps getting renewed, a soccer ball 

will remain in the maturity stage of the normal PLC curve for all future years where an archive 

folder goes through all stages in the normal PLC curve. It is difficult to point out which of the 

current Tiger products that are Fashion or Fads as the products has not gone into the decline 

phase yet. However, good examples of previous Fashion and Fads which, most likely, would 

have been a part of Zebra’s assortment are Yo-yos, hacky sacks, boomerangs, etc. The demand 

for these products went from extremely high to almost non-existent within a couple of years. 
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Ultimately, this product category cannot be placed within one of the different PLC curves. 

Products which remain in the maturity stage are likely to always be a part of the assortment. 

However, with 300 new products being launched each month, Zebra has the resources and 

possibility to either keep Style products within the assortment or remove them from the 

assortment when volume sales drop significantly and thereby relaunch them later while Fashion 

or Fad products can be replaced continuously. 

Location and Affordability 

Another essential part of the business concept is the expensive locations combined with the low 

prices. When looking at Zebra, Søstrene Grene and Poundland they all have different business 

concepts, but to a high extend the same approach. A good location to draw consumers’ 

attention, using it as a marketing tool, a wide and differentiated product assortment, which 

makes it more interesting for a wider consumer group to visit, and low prices within the 

products they offer. While Poundland needs to be cheaper than regular supermarkets, as the 

stores offer exactly similar products with the same brands such as Colgate toothpaste, L’Oréal 

hair treatment, Heinze ketchup, etc., both Zebra and Søstrene Grene have distanced themselves 

from the competition from other retail stores. Instead of trying to be the cheapest, they are 

perceived as cheap within the products they sell which are funny, activating, different and 

designed products with a final touch to it, meaning products that are hard to find elsewhere. 

Accordingly, Zebra is perceived as cheap within the product it offers as it has a twist to them 

and it sells affordable products at expensive locations. Take for example spices which is one of 

the most sold products in the Tiger stores and not particularly cheap, but not expensive either. A 

150 gram bag of curry can be bought for DKK 10 in some Danish supermarkets. When buying 

curry in a Tiger store, the price is the same, but the bag only contains 100 gram. Thus, the price 

for buying this spice in the Tiger store is 50% higher compared to buying it in some of the 

Danish supermarkets. However, the spices in the Tiger stores differ from the cheap ones in the 

supermarkets. While the supermarkets have spices that are labeled with brands from different 

countries, Tiger stores only sell spices labeled “Hedebogård” which is a Danish supplier. Thus, 

the aspects of being in a store at an expensive location and looking at Danish labeled products, 

which have the reputation of high quality, create a perception for the consumers of the spices 

being relatively cheap. The same goes for the other product categories. Zebra consequently 

distances its products from being compared to products that has the same purpose or 

functionality by adding a twist to the products why the products are perceived cheap. Another 

example is seen when comparing a large amount of Zebra’s products to similar ones in IKEA. 

The price of buying a stirrer, spatula, whisk, etc., is 9 out of 10 times cheaper in IKEA
49

. In 

most cases, the prices in the Tiger stores are approximately 20% higher compared to those of 
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IKEA. However, IKEA is placed outside of the central areas of the cities. When the products are 

already basic affordable goods, where a 20% increase in the price only amounts to an additional 

DKK 2 to 6, consumers still find it cheap. Furthermore, the convenience in just buying the stuff 

you need in a Tiger store during a shopping day in the central city instead of planning a trip to 

IKEA is also an appealing aspect for the consumers. 

The Business Concept’s Durability 

To answer whether the concept is durable, it is relevant to assess whether it is easy to imitate all 

the above mentioned aspects which constitutes the concept. The durability of the concept is 

highly dependent on high volume sales which depend on the traffic that is generated through the 

stores and the product offerings. 

In terms of the product assortment, the concept does not solely rely on current trends or 

fashions. The assortment is wide and includes products that will always contribute with volume 

sales. However, the current trends and fashions are also in focus for the concept and are 

important aspects in order to attract more consumers. These products make it more appealing 

and fun for consumers to enter the stores. If the stores only contained everyday needs, the 

consumers would see it more as a necessity or duty to enter the stores instead of an impulsive 

act. Thereby, the design products and funny and activating products are categories that are 

assessed to increase the traffic through the stores. As these categories contain affordable and 

widely used products and have been differentiated through added designs, the risk for 

significant drops in the demand for these products are low.  

To locate a store at a high street and offer a wide product assortment in a flea market inspired 

décor is easy to imitate. It is easy to go down to a Poundland or a Tiger store, write down which 

products that are sold, place similar products in a store across the street within the same inspired 

décor. However, the imitation of the concept becomes highly challenging when it comes to 

offering low prices. Whether the concept is similar to Poundland’s or Zebra’s, the price has to 

be low in relation to the product offerings. Besides the expensive location costs, which needs to 

be exceeded by a high volume sale, adding designs to the products implies even higher costs as 

the suppliers need to make corrections to the products. Poundland is able to offer its products at 

lower prices compared to regular supermarkets due to the large scale of the company. 

Poundland would not be able to press down the prices from the suppliers and thereby sell the 

products extremely cheap in the stores if it did not place orders of extremely large quantities. 

The continuously high volume sales for Poundland are thereby generated by being located 

where consumers see the store and by offering products at extremely low prices, making people 

return. The same goes for Zebra. However, while Poundland is considered cheap within 
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consumables, Zebra is perceived cheap within other product categories, namely everyday needs, 

design products and funny & activating products. Furthermore, Zebra distances it from variety 

retailers such as Poundland through the competitive advantage of the Scandinavian design and 

labels, and the twist to the products which makes it difficult for consumers to directly compare 

the Tiger products to similar products with the same purpose or functionality. When adding 

designs to affordable and widely used goods higher cost of sales are implied. The point where it 

economically pays off to add designs to the products will first be reached at a certain level of 

scale, as seen with Søstrene Grene, where app. 80 stores were required before it economically 

became attractive to add designs to the products
118

.  

Ultimately, the concept is hard to imitate as scale is needed in order to offer differentiated 

products to a sufficiently low price without suffering economically from the high rental costs. 

The reputation of Scandinavian design and labels and the added designs gives Zebra an edge 

over other variety stores like Poundland and 99p Stores and is what separates Zebra from such 

players. This is exactly the explanation for why Zebra has been able to experience high growth 

on the highly competitive UK market where players with larger scale and lower prices have not 

been a barrier for Zebra. Thus, this edge is assessed to affect Zebra less from the increasing 

competition as it creates distance from the other players’ concepts and make the products 

incomparable. Taking all these aspects into consideration, the business concept is assessed to be 

durable. 

Zebra’s Durability 

Whether Zebra is durable as a company depends on the business model, the business 

environment and the internal competences. The business concept has just been found to be 

durable. Zebra both differentiates the products and keeps costs low. This Hybrid strategy, as 

also applied by IKEA, is, according to some studies, both profitable and viable. The internal 

competences is the key for the execution and implementation of the strategy. Based on a broad 

list of different and supplementing competences from people with experiences from large 

corporations, the competences are assessed as sufficient for the company to continue the 

successful expansion and growth. Finally, the business environment that Zebra operates in is 

characterized by no direct competitors and mainly domestic players. Based on these findings, 

Zebra is assessed to be a durable company. 

Part Conclusion 

The most important takeaways that are assessed to affect the Budgeting later in the thesis have 

been summarized in the figure 16 below. 
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Figure 16 – Summary of the Strategic Analysis 
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Financial Statement Analysis 

Until this point, “Zebra” or “the Group” has been used to refer to the entire company, meaning 

it has included the Japanese JV. As a valuation of the JV will be made separately in order to get 

a better estimate of the fair enterprise value of the company, “the Group” will, from this point 

and forth, refer to the consolidated company, excluding the JV, but including 100% of the 50/50 

owned subsidiaries while “Zebra” will refer to the Group, including the 50%-share of the JV. 

Thus, the goal is to estimate the fair enterprise value of Zebra. As mentioned in the 

Delimitation, only the Group’s financials will be analyzed in the following Financial Statement 

Analysis due to lack of data for the JV.  

The Financial Statement Analysis is divided into two parts. The first part will analyze key 

financial figures back to 2006 in order to provide a historical overview of the Group’s 

performance while the second part will concentrate on the period during the PE ownership. In 

the latter, a reformulation of the income statement and balance sheet will be made in order to 

analyze key ratios and items to target the most prevalent financial risks the Group is facing (all 

financial raw data can be found in Appendix 4-7). 

Historical Development in Financials 

This section will analyze key financial figures back to 2006 in order to provide a better picture 

of the Group’s performance during a longer period. The Group has, in the two recent annual 

reports, transformed some key financial figures into IFRS back to 2009 for the Group. However, 

data from 2006 to 2008 has been adjusted using linear regression (See Appendix 8). 

Revenue, EBITDA- and Profit margin 

Revenue, EBITDA- and profit margin have all increased significantly as shown in the figure 

below. 
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Figure 17 – Historical Development in Revenue, EBITDA- and Profit-margin119 

 

Revenue has experienced the largest growth from 2012 to 2013 on 55.5% which was within the 

first year of EQT’s ownership period. The CAGR from 2006 to 2014 is 31.4%. The EBITDA- 

and profit margin has also increased in most years and reached a level of approximately 15% 

and 8%, respectively. At the entry of EQT, the EBITDA margin dropped due to the items Other 

external expenses and Staff costs which both increased relatively more than revenue, as will be 

discussed later. However, the profit margin increased as the Group had a gain related to the 

partial sale of the Japanese business, transforming it into the JV. 

Equity, Liabilities and Total Assets 

It is interesting to see whether the entry of EQT has resulted in higher leverage which is 

common when PEFs acquire a company. The only available information which includes debt 

and has been transformed into IFRS back to 2009 is liabilities as shown in the table below. 

Table 4 – Historical Development in Balance Sheet Items and Ratios 

 

The equity ratio does not imply any significant changes in leveraged since EQT entered as it has 

been stable at around 0.4 from 2012 to 2014. The total liabilities to equity ratio experienced the 

largest increase from 2011 to 2012, before the entry of EQT, where it jumped from 1.0 to 2.5. 

When looking at figures prepared in line with the Danish Financial Statement Act, the item 

Other credit banks has increased the most from 2011 to 2012. The large increase in leverage 

from 2011 to 2012 was because of the increasing demand for capital in order to expand as 
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EQT 

Historical balance sheet figures 2006 2007 2008 2009 2010 2011 2012 2013 2014

Equity 33 33 41 71 110 158 232 377 605

Liabilities 68 70 72 81 94 151 582 916 1,655

Total assets 128 131 145 152 203 309 581 930 1,556

Equity ratio 0.26 0.25 0.28 0.47 0.54 0.51 0.40 0.41 0.39

Total liabilities/Equity 2.0 2.1 1.7 1.1 0.9 1.0 2.5 2.4 2.7

Note: Excluding Japan
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aggressively as it did. From 2011 to 2012 the Group opened 77 stores oppose to only 34 from 

2010 to 2011. Ultimately, the entrance of EQT has not resulted in any significant increase in 

leverage, as the profit has increased correspondingly resulting in an increased equity, stabilizing 

the equity to liability ratio. 

EQT’s Ownership Period 

In order to determine the value of the Group, a financial statement analysis will be conducted 

where its financial performance during the PE ownership period will be examined. In general, 

financial statements are organized so that both the income statement and the balance sheet 

contain items that mix operational and financial activities together. A natural separation of the 

operation and financing does not exist why a reformulation of the income statement and the 

balance has to be performed since the value creation in a company primarily happens through 

the company’s operation while the financing supports the operation
120

. A reformulation will 

create the foundation for the profitability analysis, based on financial ratios and Du Pont. In 

order to avoid any misleading conclusions in the following budgeting, the preparation of the 

financial ratios will be accounted and corrected for any possible noise in the financial statement. 

Reformulation of the Income Statement 

In the analytical income statement (See Appendix 9) it is necessary to classify all items that are 

either operational or financial in order to derive Net Operating Profit after Tax (NOPAT). In 

some cases, challenges may occur as the classification of items depends on a number of firm-

specific factors and judgement calls. The following items are therefore to be discussed in 

relation to the analytical income statement. 

 Share of profit and loss in joint ventures 

 Tax shield on net financial expenses 

 Other comprehensive income 

Share of Profit and Loss in Joint Ventures 

The Share of profit and loss in joint ventures is classified as an operational item as it consists of 

the profit or loss that is generated in the joint venture Zebra Japan K. K. (the JV). Accordingly, 

the related item in the balance, Investments in joint ventures, is also classified as operational in 

the analytical balance. Since the Share of profit and loss in joint ventures only involves the JV, 

this item has been excluded both historically and in the budget since a valuation of the JV will 

be made separately. However, as an exclusion of the Investments in joint ventures in the 

reformulated balance will result in imbalance historically, this item will only be excluded in the 

budget. 
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Tax Shield on Net Financial Expenses 

Due to lack of information, the estimation of the Tax shield on net financial expenses is based 

on the Danish marginal corporate tax (See Appendix 10). If further information was available, 

the estimation would have been based on a geographical segmentation of the net financial 

expenses and the corresponding regional corporate taxes. 

Other Comprehensive Income 

Other comprehensive income consists of dirty surplus items that are not incorporated in the 

income statement, but directly through the equity. These items affect the company’s cash flow 

why they are adjusted for through the analytical income statement. The items are classified as 

financial items as the items consist of Foreign currency translation adjustment, Foreign entities 

– exchange differences arising during the year, Value adjustment of hedging instruments for the 

year and Tax relating to items that may be reclassified subsequently. 

Reformulation of the Balance Sheet 

To create consistency in relation to the analytical income statement where NOPAT is derived, 

the balance is reformulated in order to derive the invested capital (See Appendix 11). The 

invested capital consists of the capital that has been invested in operational activities which 

generates NOPAT. From further investigation of the annual reports, the following items are 

assessed as necessary to discuss in relation to the analytical balance. 

 Deferred tax assets- and liabilities  

 Other receivables 

 Provisions for the acquisition of non-controlling interests 

Deferred Tax Assets- and Liabilities 

In general, deferred tax assets occur from loss carry forwards from previous years or from assets 

that are recognized in the balance to a lower carrying amount than the taxable amount. 

Likewise, deferred tax liabilities often occur from the difference between carrying amounts and 

taxable amounts on assets. Hence, both items are included when calculating the invested capital 

as they are assessed to be directly related to the operation. 

Other Receivables 

The only information given about other receivables is that the item consists of derivative 

financial instruments. Whether these are operational or financial is hard to determine since 

derivative financial instruments might as well be loans to partners, which are operating items, as 
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it can be financing items. Usually, the item is operational why it is assumed to be operational 

when no further information is given
121

. 

Provisions for the Acquisition of Non-controlling Interests 

Local partners hold a non-controlling interest and a put option to sell their non-controlling 

interest to the Group, whereas the Group holds a call option to acquire the partners’ non-

controlling interest. Accordingly, the item is subtracted from the equity under IFRS why the 

equity figure is negative in 2014 and 2012. The item is classified as a long term liability except 

for called options to be paid within a year, which are classified as short term liabilities. Hence, 

the item Provisions for the acquisition of non-controlling interests is classified as a financing 

activity and has been divided into a long term and a short term item when calculating the 

invested capital in the analytical balance.  

Profitability Analysis 

Decomposition of ROIC 

An analysis of the historical performance is an important tool in order to budget the future 

development for the valuation. The different financial ratios are deduced from the analytical 

income statement and the analytical balance why the classifications in previous sections were 

important. The key ratio to analyze the profitability of the Group’s operation is Return on 

Invested Capital (ROIC): 

     
     

                
                                                  

As seen from the equation above, ROIC is dependent of the operating profit margin after tax 

and the invested capital’s turnover rate. ROIC is not able to explain whether the profitability is 

created from efficiency in the operation or a better utilization of the capital why it is essential to 

analyze the development in the operating profit margin after tax and the invested capital 

turnover rate respectively. To evaluate the level of ROIC, it is compared to the Weighted 

Average Cost of Capital (WACC) for the company. If ROIC exceeds WACC, the Group has 

created financial value in the company while the opposite applies if ROIC figures lower than 

WACC. 
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Table 5 – Decomposition of ROIC 

 

As seen in table 5 above, the Group’s ROIC after tax has been at a high level in both 2013 and 

2014. Based on a WACC of 6.5%, which is calculated later in the thesis, it can be stated that the 

Group has added financial value to the company the last 2 years. The high ROIC is mainly 

caused by a high turnover rate which is characteristic for the retail industry
120

. However, the 

turnover rate on the invested capital has decreased from 4.7 to 3.9 from 2013 to 2014 which 

indicates that the Group has exacerbated the utilization of capital in 2014. Conversely, the profit 

margin has increased from 2013 to 2014. The profit margin is well above the average level for 

the companies within the peer group of Zebra which is further described later. The peer group 

had an average profit margin of 4.6% (See Appendix 12) compared to the Group’s 8.8% in 

2014.  

Trend and Common Size Analysis  

An analysis of the operating profit margin and the invested capital’s turnover rate helps to 

explain how the efficiency in the operation and the capital utilization has developed. However, 

the two key ratios do not explain the cause for the development. To create a better 

understanding of the development, the operating profit margin and the turnover rate are 

decomposed further through a trend and common size analysis. 

Decomposition of the Operating Profit Margin after Tax 

The operating profit margin is mainly determined by the revenue and the operational costs. 

Table 6 shows the trend in the Group’s analytical income statement.  

Financial Ratios 2012 2013 2014

EBIT 138 194 287

NOPAT 103 145 217

Invested Capital 303 431 825

Invested Capital (Average) - 367 628

Revenue 1,100 1,711 2,464

Profit Margin (before tax) 12.5% 11.4% 11.6%

Profit Margin (after tax) 9.4% 8.5% 8.8%

Turnover Rate, Invested Capital - 4.7 3.9

ROIC (before tax) - 53% 46%

ROIC (after tax) - 40% 35%
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Table 6 – Trend Analysis of the Analytical Income Statement 

 

Revenue has grown significantly in both 2013 and 2014. From 2012 to 2014 the revenue has 

increased with 124%. In the same period, Staff costs and Other external expenses have increased 

slightly more than revenue while Cost of sales has increased slightly less. These three cost items 

are the primary drivers for the development in the Group’s EBITDA. The relatively higher 

growth in Staff costs is a result from considerable investments in the corporate backbone to 

position the Group for future growth and the forthcoming IPO. However, a negative growth in 

comparable store sales
4
 can be another explanation for some difficulties in adjusting the number 

of employees in the stores with the drop in sales in the stores. The Cost of sales, on the other 

hand, seems to be under a strict cost control as the growth is right below revenue growth in 

2013 and figures significantly below revenue growth in 2014. The growth in Other external 

expenses can be explained by the new investments in systems, platforms and tools for obtaining 

better control of the supply chain
4
. 

While the trend analysis shows the development in individual items, it does not show the 

relative size of the items. Hence, a common size analysis is prepared in table 7 below where all 

line items are displayed as a percentage of revenue.  

Table 7 – Common Size Analysis of the Analytical Income Statement 

 

Trend Analysis of the Analytical Income Statement 2012 2013 2014

Revenue 100.0 155.5 224.0

Staff costs 100.0 157.2 237.2

Cost of Sales 100.0 153.4 212.2

Other external expenses 100.0 163.9 233.4

EBITDA 100.0 146.9 220.9

Amortization and depreciation 100.0 175.8 284.6

EBIT 100.0 141.2 208.2

Corporation tax 100.0 118.6 243.9

Tax shield, net financial expenses 100.0 409.1 -215.4

NOPAT 100.0 140.2 209.8

Commons Size Analysis of the Analytical Income Statement 2012 2013 2014

Revenue 100.0% 100.0% 100.0%

Staff costs -24.3% -24.6% -25.7%

Cost of Sales -40.0% -39.5% -37.9%

Other external expenses -20.7% -21.8% -21.6%

EBITDA 15.0% 14.2% 14.8%

Amortization and depreciation -2.5% -2.8% -3.2%

EBIT 12.5% 11.4% 11.6%

Corporation tax -2.8% -2.2% -3.1%

Tax shield, net financial expenses -0.3% -0.7% 0.3%

NOPAT 9.4% 8.5% 8.8%
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The table supports the stated significance of the three items; Staff costs, Cost of sales and Other 

external expenses. The three items show an increasing trend, accounting for 85.0% of revenue 

in 2012 to 85.2% of revenue in 2014, resulting in a negative effect on the profit margin from 

2012 to 2014. However, both the EBITDA and profit margin have increased from 2013 to 2014 

due to the strong cost control of Cost of sales. Even though the profit margin has increased from 

2013 to 2014, the utilization of capital has worsened, leading to a decreased ROIC from 2013 to 

2014. 

Decomposition of the Invested Capital 

A days-on-hand analysis is a highly advantageous tool for the decomposition of the invested 

capital. Days on hand is an expression for the number of days a company has capital tied to a 

given item or the number of days the company has to finance a given item. Days on hand for a 

given item is calculated as
122

: 

             
   

             
 

The most relevant items to review in a days-on-hand analysis within retailing are inventories, 

receivables and payables. While a full decomposition of the invested capital in terms of a days-

on-hand analysis can be found in appendix 13, the most relevant items are calculated in the table 

below. 

Table 8 – Days on Hand Analysis of the Invested Capital and Net Working Capital 

 

In 2013, the invested capital was tied for 78 days. In 2014, it jumped to 93, meaning that the 

number of days the Group has cash tied in the invested capital has increased with 15 days. The 

decreasing turnover rate on the invested capital is directly related to a decreasing turnover rate 

in the items Inventories and Other receivables. Days of inventory on hand and days of other 

receivables on hand have increased from 168 to 212 and from 14 to 28 days respectively. The 

Days on Hand of Invested Capital and Net Working Capital 2012 2013 2014

Invested capital (net operating assets) - 78 93

Inventories 162 168 212

Trade receivables 1 1 -

Receivables from related parties 1 - -

Receivables from joint ventures - 0 -

Other receivables 4 14 28

Prepayments 6 23 21

Operational Cash (1% of Sales) 3 21 21

Trade payables 55 64 112

Payables to related parties - - -

Other payables 101 98 131

Net working capital 43 26 59
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decreasing inventory turnover rate indicates ineffective inventory management. Furthermore, 

these developments in days on hand indicate a worsened utilization of capital resulting in large 

increase in net working capital days on hand (see Appendix 14 for the deduction of net working 

capital).   

Return on Equity 

While ROIC is a ratio for the operational profitability, return on equity (ROE) is a ratio for the 

owners’ financial return from the company. In other words, ROE takes financial leverage into 

account. 

    
            

   
                 

    

   
 

Where: NBC: Net borrowing costs after tax (or net financial costs in relation to NIBD as a %) 

NIBD: Net interest-bearing debt 

BE: Book value of equity 

As illustrated in the formula above, ROE is affected by the operational profitability, the net 

borrowing costs after tax and the financial leverage. Normally, NBC deviates from the 

company’s real borrowing costs
123

 due to the difference in the deposit and lending interest rate 

and that net financial costs includes other items than gain and losses from interests on deposit 

and lending. In the analytical income statement, net financial expenses consist of Gain and 

losses on foreign currency translation adjustments from foreign entities and Value adjustment of 

hedging instruments for the year why NBC should be interpreted with caution. 

As previously mentioned, the equity for the Group is negative in both 2012 and 2014 under 

IFRS due to Provisions for the acquisition of non-controlling interest and equity. However, for 

the calculation of ROE, Equity before recognition of provisions for acquisition of non-

controlling interests is used to get a fair calculation of ROE. 

Table 9 – Decomposition of ROE 

 

Financial Ratios 2012 2013 2014

Net Financial Expenses After Tax -9 -37 20

Net-Interest-Bearing Debt (NIBD) 305 417 924

Net-Interest-Bearing Debt (Average) - 361 671

Equity before recognition of provisions for 

acquisition of non-controlling interests
232 377 605

Equity (Average) - 305 491

ROIC (after tax) - 40% 35%

Net Borrowing Costs (NBC) - 10% -3%

Financial Leverage (NIBD/BVE) - 1.2 1.4

ROE - 74% 86%
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To evaluate the level of ROE, it is necessary to compare it to the owners’ required rate of 

return     . If ROE exceeds   , it means that financial value has been created for the owners. In 

2013 and 2014, ROE was 74% and 86%, respectively. In comparison, the required rate of return 

for 2015 is 6.9%, as calculated later in the thesis. Accordingly, ROE has reached a high level 

and the Group has certainly created financial value for its owners during the period.  

The main drivers behind the high ROE are the high ROIC and the relatively low NBC which 

directly improves ROE when being negative as seen in 2014. The negative NBC in 2014 is 

caused by a large gain on Value adjustment of hedging instruments for the year as the item is 

recognized as a financial income when gains are realized and as a financial expense when losses 

are recognized. The large gain in 2014, has not been explained in the annual report, but is 

clearly the reason for the negative NBC in this year. As long as ROIC is positive and exceeds a 

positive NBC, financial leverage has an improving effect on ROE, which is the case for the 

Group. The financial leverage is at a somewhat normal level compared to ROIC and NBC in 

2014. 

While ROE mixes the company’s operational performance with its capital structure, ROIC is a 

better analytical tool for understanding the company’s historical performance and for 

establishing the following budgeting and valuation as it exclusively focuses on the company’s 

core operation.  

Financial Risks 

A high growth rate looks promising, but can also cause troubles if a company grows too fast. 

Zebra’s constantly boosting sale can leave the Group with a deepening difficulty to obtain the 

cash needs from operation. The difficulty in obtaining cash from operations is a problem the 

Group faces when looking at the cash flow statement from 2014. The Group has been facing a 

disturbing development in inventories why the Cash flow from operating activities fell with 

more than 50% from 2013 to 2014. The inventory increased around 95% from 2013 to 2014 

against a revenue increase of 44%. This directly affects the Cash flow from operating activities 

negatively as an increase in inventory is financed by cash. This has led to the decrease in the 

Cash flow from operating activities from DKK 139.3 million in 2013 to DKK 65 million in 

2014. At the same time, the Group invested more money in Property, plant and equipment 

(PPE) and in a new software platform. This resulted in a 34% increase in Cash flow from 

investing activities.  

The Group is obviously spending more cash on investments while generating less cash from 

operation which has resulted in the Group going from a minor negative Free cash flow (FCF) in 
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2013 on DKK -9.3 million to a significantly lower FCF of DKK -134.8 million in 2014. The 

more money spent on growth the more likely it is that further capital is needed. If extra capital is 

not available it can lead to bankruptcy
124

 as the medical device company Baxano Surgical 

experienced. Just before the company went bankrupt, revenue grew with 20%. Even though the 

company experienced high revenue growth, the auditors raised doubts of whether the company 

could continue operating. In the end, the company was unable to raise additional financing due 

to a continuously stream of negative cash flows and filed for bankruptcy
125

. The cash and cash 

equivalents for the Group amounted to DKK 262 million in the end of 2014. However, in 2014, 

the Group borrowed around 185% more than the year before
4
 to have a sufficient amount of 

cash for the ongoing growth and operation. The increased level of borrowings implies increased 

interest payments which hinders growth and makes the Group vulnerable to business downturns. 

A working paper from Norges Bank, investigated the relationship between bankruptcy risks and 

expected future sales growth for Norwegian non-listed firms during the period 1988-2007. 

These findings suggest that companies with high bankruptcy risk also have high expected future 

growth
126

. 

Part Conclusion  

From 2006 to 2014, revenue, EBITDA- and profit margin have all increased significantly. The 

total liabilities-to-equity ratio has fluctuated significantly during the period, but the entrance of 

EQT has not resulted in a relatively larger share of leverage in the company.  

In general, annual reports mix operational and financial activities together why a reformulation 

of the historical income statement and balance sheet during EQT’s ownership period has been 

prepared in the above where operating and financing items have been separated. Accordingly, it 

has been possible to derive a number of financial ratios. The key financial ratio to analyze the 

profitability of the Group’s operation is ROIC which has decreased from 40% in 2013 to 35% in 

2014. The high ROIC ratios are mainly explained by high turnover ratios between 3.9 and 4.7. 

The drivers behind are the high revenue compared to the relatively low amount of invested 

capital. Furthermore, a profit margin after tax between 8.5-8.8% also affects the ROIC to soar 

and is significantly above the average profit margin for the Group’s peer group. The profit 

margin has been negatively affected by the second and third largest cost items, Staff costs and 

Other external expenses, which have increased relatively more than revenue. However, the 

profit margin after tax has increased from 2013 to 2014 due to a strong cost control of the 

largest operating cost item, Cost of sales. Even though the profit margin increased from 2013 to 

2014, the utilization of capital has worsened, leading to a decreased ROIC from 2013 to 2014. 

Moreover, the utilization of capital has worsened significantly from 2012 to 2014.  
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The number of days the invested capital is tied has jumped from 78 to 93 days from 2013 to 

2014 and the same goes for days the net working capital is tied as it jumped from 26 to 59 in the 

same period due to decreased inventory and receivable turnover rates. This has led to a decrease 

in the Cash flow from operating activities that combined with an increase in Cash flow from 

investing activities has resulted in a negative Free cash flow in 2014 of DKK -134.8 million 

against DKK -9.3 million the year before. The Group is both profitable and a high growth 

company, but it clearly has some problems with its net working capital which leads to problems 

in generating Cash flow from operating activities and thereby positive FCFF. 

Budgeting 

The budgeting is split into two periods, namely a growth and a terminal period. Determining the 

length of the growth period is an important element and depends on the specific characteristics 

of the company. If the growth period is too short, the result will be an underestimation of the 

company’s value
127

. After the growth period comes the terminal period where the company has 

reached a steady state and the growth and profitability is assumed to be constant. The growth 

rate in the terminal period needs to be the same or lower than the general growth in the 

economy. If the growth is higher, the company will become the economy in the long run.  

The budgeting will mainly be revenue driven in the sense that the various items and value 

drivers depend on the expected revenue
120

. The budgeting is based on the strategic and financial 

statement analyzes. These analyzes will be linked together in order to estimate a reasonable 

level in the budgeting. The historical level of various financial value drivers which was 

examined in the Financial Statement Analysis, will serve as a good starting point in order to 

ensure a realistic budget. However, since Zebra’s growth heavily depends on the number of 

stores it opens and the revenue per store, these aspects will be discussed in order to determine 

the overall revenue for the Group and the Japanese JV, respectively. Accordingly, the revenue 

will be split up into different geographic regions as the revenue per store differs across different 

markets. As indicated above, Japan will be one of the separately evaluated markets, also in 

regards to other financial figures. Apart from revenue and EBITDA, all 2013 income statement 

figures for the JV are unusable as the publicly available data only covers the period from which 

this business was established as a joint venture, meaning from June 1, 2013. Accordingly, the 

2014 income statement figures, for everything else but revenue and EBITDA, are assessed as a 

far more accurate value to use for the budget of the JV.  
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Determining the Growth and Terminal Period 

The big question for Zebra is when it will hit the steady growth state. At some point, all firms 

become stable growth companies because the firm size, eventually, becomes a barrier for further 

high growth
128

. According to Damodaran, there are three factors that determine how long a firm 

will be able to maintain high growth
129

: 

 Size of the company  

 Existing growth rate and excess returns  

 Magnitude and sustainability of competitive advantages 

Zebra is still a smaller firm from an international perspective which makes it more likely to earn 

excess return because it has more room to grow and a potentially large market. An indicator for 

a long growth period can be found in the current momentum. A firm that has reported rapidly 

growing revenues are more likely to see revenues grow rapidly, at least in the near future. Based 

on the Financial Statement Analysis, Zebra has definitely generated high growth rate and excess 

returns for several years. The perhaps most critical determinant of the growth period is the last 

mentioned of the three factors. If there are significant barriers to entry the industry and Zebra 

has sustainable competitive advantages, it is possible to maintain high growth for many years. 

In Zebra’s case, the barriers to enter the variety store market are low. However, as found in the 

Strategic Analysis, Zebra is assessed to be durable due to its durable business concept, its viable 

and profitable Hybrid strategy, the lack of direct competitors and its strong internal 

competences. The latter is stated by Damadoran to have a high influence on the growth and 

whether a company can earn excess return in the future
128

.  

In theory, it is discussed whether to use a budget period beyond 10 years. According to 

Copeland, Koller and Murrin, it will lead to a significant undervaluation to use a growth period 

below 10 years when valuing a growth company
130

. These theorists recommend that a growth 

period of 10-15 years is used for most firms while an even higher period is used for growth 

companies. However, according to Damodaran, a growth period beyond 10 years is not 

recommended since few firms actually are able to sustain high growth for that long
131

. In 

practice, the length of the average growth period among Danish financial analysts is 6 years
132

. 

Based on these observations, and the findings in the Strategic Analysis and Financial Statement 

Analysis, the growth period for Zebra is determined to 10 years. This growth period is divided 

into two periods with seven years of relatively strong sales growth, called the “growth period”, 

and three years where it phases out, called the “phase out period”. To calculate the terminal 

value, Gordon’s growth model is applied which is the most used among financial analysts in 

Denmark
132

. Damodaran states that the stable growth rate cannot be larger than the nominal 
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growth rate in the economy in which the firm operates
128

. On average, Danish financial analysts 

use 3.1% as growth rate in the terminal period for unlisted Danish companies
132

. As Zebra is 

assessed to be a durable company, it is assessed as reasonable to assume that it can grow in the 

same pace as the economy why the growth is set at 3% in the terminal period.  

Revenue 

One of the most important drivers for Zebra is growth in revenue. Revenue for Zebra is 

dependent on two factors, namely the number of stores and the revenue per store. Thus, the 

revenue section will consist of a Number of Stores section followed by a Revenue per Store 

section which will lead to the section that sums up to the Total Revenue section. Revenue per 

store varies significantly across countries why this analysis will examine the different markets 

separately to get a more accurate estimate of future revenue growth. The selected markets are 

the six largest (Denmark, Italy, England, Spain, Sweden and Japan), Rest of Europe, North 

America and East Asia (Excluding Japan). North America and East Asia is included because 

they are expected to become new growth markets within the next ten years.  

Forecasting the Number of stores  

The number of net new stores opened in each market in 2015 is calculated by multiplying the 

number of net new store openings in the first half of 2015 with two. The number of net new 

stores opened in the first half of 2015 is found by subtracting the official number of stores in 

each market at June 30, 2015, which continuously are updated on the Groups own webpage
40

, 

from the 2014 figures from the annual report. Multiplying this number with two is based on the 

assumption of net new store openings are distributed evenly throughout the year. From 2016 

and forth, the estimations of the number of stores in each market are based on the historical 

average of net new store openings and how saturated the respective markets are assessed to be. 

The point at which the respective markets enter the maturity stage differs substantially and is 

based on the level of stores per million capita in 2014. This level is simply calculated by 

dividing the size of the population with the number of stores in 2014 for the respective markets. 

In the following, the level at which Zebra’s current and future markets will reach the mature 

stage is briefly described and summarized in a Market Life Cycle (MLC) curve for the markets. 

A further in-depth description of the development in the number of stores and revenue per store 

on each market can be found in Appendix 15. 

The Different Markets’ Maturity Stage 

Eventually, Zebra will enter the maturity stage where the growth in the number of stores will 

decrease and stabilize. Currently, Europe is still in the growth stage as the market still grows 
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with multiple net new store openings each year. However, in ten years, it is expected to be at a 

mature stage due to a highly penetrated market and increased competition. The big players, such 

as Poundland and 99p Stores are all experiencing high growth which presumably will attract 

more competitors to the industry
7
.  

Based on the low openings of net new stores in Denmark and the highest number stores per 

million capita on 12.3, this market is assessed to have entered the maturity stage. The level of 

12.3 stores per million capita is not expected in any other market. The maturity levels in the 

other markets are different due to different levels of competition and demand for the products in 

terms of cultural differences. In Sweden, the maturity stage is determined to be entered at 

around 6.5 stores per million capita. The competition is a bit tougher in Sweden than in 

Denmark where the large variety retailer, Ahlbergs Dollarstore, is the market leader, based on 

sale, putting Zebra in second place. The expected store penetration in Sweden is significantly 

higher than in the other markets due to the close similarities in the cultures. Hence, it makes it 

easier to blend into the local retailing environment in Sweden
133

. In Italy and Spain, the level is 

determined to be reached at around half of what we see in Sweden due to even more 

competition from domestic players and a higher degree of cultural differences. The level in 

England is reached at half the level of Spain and Italy as it is the market with the fiercest 

competition from high growing players like Poundland and 99p Stores. The level in Rest of 

Europe is reached at around 1.8 stores per million capita, a bit later than England. This market 

consists of countries where some are characterized by high competition and others by few 

competitors combined with some having a high degree of cultural similarities to Denmark and 

others having a high degree of cultural differences. Thus, the level at which this market is 

saturated is hard to determine why a level right above England is assessed as reasonable. 

Finally, Japan will be going into the maturity stage at the lowest number of store per million 

capita, namely 0.8. Even though the sale in this market has exploded and the consumers are 

admiring the western lifestyle, the cultural differences are assessed to be a barrier for further 

growth at a much lower level of stores per million capita than in the European market. 

Furthermore, a large number of competitors are present on the market. 

While all the above mentioned markets all will enter a mature stage within the budget period, 

East Asia and North America will still be in a growth phase in the terminal period as these 

constitutes extremely large markets and has only been entered recently or is not yet entered. 

As mentioned, a further in-depth description of the development in the number of stores and 

revenue per store on each market can be found in Appendix 15. In the figure below, the 

different markets have been summarized in a MLC curve which is directly inspired by the 
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traditional Product Life Cycle curve, but used in order to illustrate the different markets’ stages 

today and in the last year of the budget period. 

Figure 18 – Zebra’s Markets in a MLC Curve Today and in 2024 

 

Forecasting the Revenue per Store  

The expected revenue per store is difficult to determine and the only information available is 

geographic revenue per store figures for 2014 for the six largest markets (Denmark, Italy, 

England, Spain, Sweden and Japan), representing approximately 65% of Zebra’s total revenue
4
. 

The forecasts for the revenue per store for each market are based on the following different 

variables: 

 Comparable store sales growth  

 Adjusted revenue per store for 2014 (data only available for 2014) 

 Stores per million capita 

 Nominal GDP growth 

 Industry growth rates for variety stores  

As the East Asian market has not been entered yet and the North American market was entered 

in May, 2015, no adjusted revenue per store figures are available for these two markets. The 

determination of these figures has been described in Appendix 15. 

Comparable Store Sales Growth 

The table below shows the historical development of comparable store sales growth which have 

been calculated by Zebra in the latest annual report. The numbers only include stores that have 

been open for 13 full months or more
4
.  

Table 10 – Historical Development of Comparable Store Sales Growth 

 

Stores ≥ 13 months old 2010* 2011 2012 2013 2014

Comparable store sales growth 11% 4.2% 1.6% 1% -1%
* Number only includes stores in Denmark
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The numbers show a negative trend where revenue per store declines as Zebra open new stores.  

The reason for the negative figure in 2014 is most likely caused by failed inventory 

management in Q1 2014 due to a good Christmas sale which resulted in shortage of goods in the 

stores. The comparable store sales growth improved over the year and was positive in Q4
134

. 

Another reason for the negative comparable store sales growth was the increased 

cannibalization in certain markets as a consequence of the increasing market penetration
4
. This 

trend indicates that it should be expected to see stable or even decreasing revenue per store in 

the markets with the highest market penetration.  

Adjusted Revenue per Store for 2014 

Instead of just dividing the known revenue from the different markets with the number of stores 

in these markets a correction has been made since the opening of stores during each year is 

misleading to use in practice. E.g., if a store opens in September or October 2014, it will 

generate less revenue than a store that was open for all 12 months in 2014 in the same market. 

Therefore, it is assumed that the store openings are evenly distributed over the year. Hence, the 

following correction has been made:  

                        
                   

                                                   
 

Stores per Million Capita 

To determine whether the different markets are saturated, future years’ stores per million capita 

is calculated based on the estimated number of stores. It is calculated by dividing the expected 

size of the population with the expected number of stores in the respective markets for the 

respective year. The population has been forecasted by IMF to 2020. In 2023 and 2024, the 

population has been projected using the CAGR for the previous seven years.  

Nominal GDP Growth 

As mentioned in the Strategic Analysis, the GDP growth is relevant when valuing the future 

performance of a retailer. Even though the financial crisis may have affected people to search 

for cheaper products and more value for money offerings, a positive GDP growth is still 

assessed to have a positive effect on the revenue per store. A positive economic outlook will in 

general make consumers spend more money on goods which is expected to have a positive 

effect on Zebra. 

Industry Growth Rates for Variety Stores 

The value sales for the variety store industry have been forecasted by Euromonitor to 2019. 

These data are in constant terms why they have been converted to nominal terms using inflation. 
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As the only market, Poland has only been forecasted to 2018 as the Mixed Retailers in Poland 

report for 2015 has not been published yet. Since Poland is a part of the Rest of Europe group, 

the 2019 figure for value sales has been projected by using the nominal CAGR from 2013 to 

2018. Some of the smaller economies have no data available, probably due to the markets’ small 

size measured in value sales within the mixed retail industry. These markets are Lithuania, 

Latvia, Faroe Island, Iceland and Cyprus where Zebra had 18 out of 411 stores in 2014 and only 

opened 2 net new stores from 2013 to 2014. 

Summary of the Number of Stores and Revenue per Store 

Based on the sections above, the number of stores and the revenue per store have been 

summarized into future estimations in the two tables below.  

Table 11 – Market Forecasts of the Number of Stores 

 

Markets 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Denmark 61 64 69 73 76 78 79 79 79 79 79 78 77

East Asia 2 13 25 37 49 61 73 85 97

England 18 25 36 48 58 68 77 85 92 99 103 104 104

Italy 8 21 44 64 83 102 121 140 159 178 190 198 202

Japan 1 2 13 25 37 49 61 73 85 97 103 108 110

North America 1 4 10 16 22 28 34 40 46 52

Rest of Europe 71 113 160 214 262 310 358 406 454 502 532 552 562

Spain 18 34 52 64 78 92 106 120 134 148 159 166 169

Sweden 20 30 37 43 49 55 61 67 73 77 78 77 76

Total stores 197 289 411 532 649 777 904 1,029 1,153 1,275 1,357 1,414 1,449

Growth period Phase out period
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Table 12 – Market Forecasts of the Revenue per Store 

 

Revenue per store 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Denmark
Revenue per store (mn. DKK) 8.5 8.40 8.30 8.30 8.20 8.20 8.20 8.20 8.00 7.80 7.60

Nominal GDP Growth 1.7% 3.2% 3.6% 2.1% 1.7% 1.7% 1.7% 1.8% 1.8% 1.9% 1.9%

Industry Growth 0.4% -0.4% 0.6% 0.6% 0.5% 0.7% N/A N/A N/A N/A N/A

Stores per mn. capita 12.3 13.0 13.6 13.7 13.9 13.9 13.9 13.8 13.8 13.6 13.4

East Asia
Revenue per store (mn. DKK) 16.00 16.20 16.40 16.60 16.80 17.00 17.20 17.40 17.60 17.80

Nominal GDP Growth 7.7% 6.6% 6.7% 6.9% 7.4% 8.0% 8.0% N/A N/A N/A N/A

Industry Growth N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

Stores per mn. capita 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1

England
Revenue per store (mn. DKK) 10.4 10.40 10.60 10.65 10.65 10.60 10.55 10.50 10.35 10.25 10.15

Nominal GDP Growth (UK) 4.6% 2.8% 3.5% 2.8% 2.9% 2.9% 2.9% 2.9% 2.9% 2.8% 2.7%

Industry Growth (UK) 4.6% 1.6% 4.5% 2.2% 1.8% 1.6% N/A N/A N/A N/A N/A

Stores per mn. capita* 0.7 0.9 1.1 1.2 1.4 1.5 1.6 1.7 1.8 1.8 1.8

Italy
Revenue per store (mn. DKK) 9.9 9.70 9.65 9.65 9.70 9.75 9.80 9.80 9.60 9.40 9.20

Nominal GDP Growth 0.5% 1.1% 2.4% 2.2% 2.0% 1.9% 2.0% 2.0% 2.1% 2.1% 2.2%

Industry Growth -3.7% -1.2% -0.1% -0.4% 0.9% 1.1% N/A N/A N/A N/A N/A

Stores per mn. capita 0.7 1.1 1.4 1.7 2.0 2.3 2.6 2.9 3.1 3.2 3.2

Japan
Revenue per store (mn. DKK) 28.1 28.20 28.30 28.40 28.50 28.60 28.70 28.80 28.80 28.70 28.60

Nominal GDP Growth 1.6% 3.0% 2.5% 0.7% 0.7% 0.8% 1.0% 1.0% 1.1% 1.1% 1.2%

Industry Growth 3.7% -1.0% 0.4% 1.2% -0.3% 0.0% N/A N/A N/A N/A N/A

Stores per mn. capita 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.8 0.9 0.9

North America
Revenue per store (mn. DKK) 10.00 10.15 10.30 10.45 10.60 10.75 10.90 11.05 11.20 11.35

Nominal GDP Growth 3.9% 3.1% 4.6% 3.0% 2.8% 2.6% 2.6% 2.5% 2.4% 2.4% 2.4%

Industry Growth (US) 4.8% 1.8% 5.1% 4.1% 3.5% 2.8% N/A N/A N/A N/A N/A

Stores per mn. capita 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1

Rest of Europe 
Revenue per store (mn. DKK)** 5.6 5.70 5.90 5.90 5.85 5.85 5.80 5.80 5.70 5.55 5.40

Nominal GDP Growth (Euro Area) 1.7% 2.6% 3.2% 2.4% 2.1% 2.0% 1.9% 1.9% 1.9% 1.9% 1.9%

Industry Growth*** 2.8% 1.8% 2.8% 1.8% 1.4% 1.4% N/A N/A N/A N/A N/A

Stores per mn. Capita 0.6 0.8 0.9 1.1 1.3 1.4 1.6 1.7 1.8 1.9 1.9

Spain
Revenue per store (mn. DKK) 7.3 7.25 7.30 7.35 7.40 7.45 7.50 7.50 7.40 7.30 7.20

Nominal GDP Growth 0.9% 4.1% 3.6% 1.0% 1.9% 1.9% 1.9% 1.8% 2.7% 1.7% 0.0%

Industry Growth -2.9% 0.0% 2.3% 1.3% 1.6% 1.7% N/A N/A N/A N/A N/A

Stores per mn. Capita 1.1 1.4 1.7 2.0 2.3 2.6 2.9 3.2 3.5 3.6 3.7

Sweden
Revenue per store (mn. DKK) 5.4 5.40 5.40 5.40 5.40 5.40 5.40 5.40 5.30 5.20 5.10

Nominal GDP Growth 3.6% 4.3% 4.7% 1.9% 2.8% 1.8% 1.8% 1.8% 2.6% 1.7% 2.5%

Industry Growth 3.4% 2.1% 2.2% 1.9% 1.1% 0.6% N/A N/A N/A N/A N/A

Stores per mn. Capita 3.8 4.4 4.9 5.5 6.0 6.6 7.1 7.4 7.4 7.3 7.1

Note: Includes China, Hong Kong, 

Japan, Korea, Mongolia and Taiwan

**Includes Austria, Belgium, Cyprus, Czech Republic, Estonia, Faroe Island, Finland, France, Germany, Greece, Iceland, Ireland, Latvia, Lithuania, Netherlands, Norway, Poland, Portugal, Scotland 

and Slovakia. "Stores per mn. capita" should include the same countries. However, capita figures for Faroe Island, Scotland and Wales are not available and not included when calculating "Stores 

per mn. capita"

Notes: The population used for calculating "Stores per mn. Capita" has been forecasted for each market to 2020 by IMF . From 2021 and forth, the population has been projected for each market by 

using the CAGR of 2014-2020 for each market. Nominal GDP growth from 2017-2025 has been calculated using OECD's long-term projections of Real GDP multiplied with long-term projections for 

GDP Deflator. As only IMF  has projected figures for the region East Asia, these figures are calculated by multiplying Real GDP with 1+inflation from IMF  why these figures are not directly comparable 

to the figures for the other countries or regions, but still gives a fair estimate of future Nominal GDP growth.

Growth period Phase out period

*The population forecasts for England have been calculated by multiplying the UK population forecasts with 84% which is the share England represent of UK according to the

Office for National Statistics

***CAGR 2014-2019 only published for the following countries: Austria, Belgium, Czech Republic, Finland, France, Germany, Greece, Ireland, Netherlands, Norway, Poland, Portugal and Slovakia
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Total Revenue 

After having found the number of stores and the revenue per store for each market, the total 

revenue for the Group can be calculated for each year by using the following formula: 

              
     

                                
    
 
  

 

   

 

Where: Q: Number of stores 

S: Revenue per store 

n: The year of which the total revenue is calculated for 

i: A specific market  

As the formula shows, the total revenue is calculated for each year by first finding the revenue 

that has been generated through the year, meaning the number of stores in the year before times 

the revenue per store in the respective year. Afterwards, the revenue generated from net new 

stores is added. As stores opened during the year cannot generate a full year of revenue, the 

revenue per store in the respective year has been divided by two as the net new store openings 

are assumed to be evenly distributed throughout the year. The same formula applies for the 

Japanese JV, just without the summation sign as it only consists of one market, and not 8. The 

total revenue for the Group and for the JV is calculated in the table below. 

Table 13 – Total Revenue 

 

IPO Cost  

Since Zebra is assumed to go public January 2, 2017, the budget needs to incorporate an IPO 

cost. The IPO cost is determined based on historical IPO costs for large Danish companies. 

Since, both ISS and Pandora have published their direct cost associated with the IPOs in 2014 

and 2010 they will be applied as a benchmark for Zebra. ISS spent DKK 369.9 million and 

Pandora DKK 343 million on direct IPO cost. These figures are held up against a market cap of 

DKK 29.6 billion and DKK 27.33 billion at the IPO date for the two companies respectively. 

Revenue 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Denmark 564 596           618           639           644           648           648           648           632           612           589           

East Asia 0 -            16              123           315           521           731           946           1,166       1,390        1,620       

England 317 437           562           671           772           859           934           1,003        1,045       1,061        1,056       

Italy 323 524           709           893           1,082        1,272        1,465        1,651        1,766       1,824        1,840       

Japan 211 536           877           1,221        1,568        1,916        2,267        2,621        2,880       3,028        3,117       

North America 0 5                25              72              136           201           269           338           409           482           556           

Rest of Europe 766 1,066        1,404        1,687        1,954        2,235        2,494        2,772        2,947       3,008        3,008       

Spain 313 421           518           625           733           842           953           1,058        1,136       1,186        1,206       

Sweden 181 216           248           281           313           346           378           405           411           403           390           

Total Revenue for the Group 2,464        3,264        4,102        4,991        5,948        6,923        7,871        8,821        9,512       9,966        10,265     

Total Revenue for the Japanese JV 211           536           877           1,221        1,568        1,916        2,267        2,621        2,880       3,028        3,117       

The Group's Revenue Growth 32.5% 25.7% 21.7% 19.2% 16.4% 13.7% 12.1% 7.8% 4.8% 3.0%

The Japanese JV's Growth 153.9% 63.7% 39.2% 28.4% 22.2% 18.3% 15.6% 9.9% 5.1% 3.0%

Growth period Phase out period
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Zebra’s IPO cost will almost certainly be less since the larger the firm the more financial 

advisers are hired. The IPO cost is calculated to be DKK 98 million (see Appendix 16) based on 

the average ratio of the IPO cost as a share of the market cap for ISS and Pandora combined 

with the calculated market cap for Zebra before the IPO cost. Even though the IPO cost is for 

Zebra, it is assumed that the Group will finance the entire cost why the IPO cost only has been 

adjusted for in the Group’s budget. 

EBITDA margin  

The Group 

In the end of 2014, the EBITDA margin for the Group was 14.8% which is well above the 

average when compared to the average EBITDA margin of Zebra’s peer group (see Appendix 

12) which is 9.6%
135

. Unlike many growth firms, the EBITDA margin for the Group has been 

very stable the last 3 years, figuring between 14.2% and 15.0%. It seems unrealistic for the 

Group to maintain such a high EBITDA margin on the long run. As illustrated in the Financial 

Statement Analysis, the items Staff costs and Other external expenses has increased relatively 

more than revenue which have affected the EBITDA-margin negatively. Furthermore, the 

expected upcoming IPO and transformation into a more corporate organization, implying 

preparations of even more reports and analyzes, will affect the margin negatively as well. While 

Lennart Lajboschitz just jumped into new projects without any supporting analyzes, e.g. when 

entering Japan with no further in-depth analyzes to support the decision, his descendants, 

Christian Mariager and Xavier Vidal, are from the “corporate school” where analyzes and 

research are a larger part of the decision making
136

. Cost of sales, on the other hand, has been 

under a strict cost control and grown relatively less than revenue, especially in 2014 where it 

affected the EBITDA margin to recover from its fall in 2013 and thereby to reach the same level 

as in 2012. This item is expected to have a positive effect on the EBITDA margin until the 

terminal period since the further expansion will strengthen the Group’s bargaining power 

towards the suppliers and create more economies of scale. However, the inflation growth in 

China is expected to be relatively higher compared to all of the Group’s markets, except from 

North America, from 2018 and forth. This will affect cost of sales to increase and thereby have 

a decreasing effect on the margin. 

From a strategic point of view, the new CEO and the comprehensive competencies in the board 

will have a positive effect on the margin on the long run. The increase in Staff costs is seen as a 

natural part of growing to the size the Group has reached. Whether Lajboschitz, Mariager or 

Vidal is CEO, growing this big will increase the staff costs relatively more than revenue at some 



78 

 

point. When it comes to all other operating items as well as further expansion, Vidal is 

obviously the better choice. So even though more analyzes will be conducted by more hands, 

the gain on all other aspects will be relatively larger with Vidal in charge. Decisions are 

assessed to fail less and costs to be under stricter control when more in-depth analyzes and 

reporting are applied. While the new CEO will have a positive effect on the margin, the 

competition from Poundland is expected to increase significantly, both on the UK market and 

the rest of the European market, affecting the future revenue and the margin negatively in the 

end of the budget period and in the terminal period. Furthermore, Søstrene Grene is expected to 

expand in the same pace which also will have a negative effect on the EBITDA margin in the 

end of the budget period.   

Ultimately, the total consequence of the above mentioned elements is valued to make the 

EBITDA margin increase from 14.8% to 15% in the coming two years. However, from 2017, 

the margin reducing elements, together with the costs related with the expected IPO, will begin 

to affect the margin relatively more than the improving ones. The gradually decline each year 

from 2016 will result in the margin going from 15% in 2016 to 9.6% in 2024 and in the terminal 

period. 9.6% is the same level as the average of the peer group. The EBITDA margin in 2017 is 

non-normalized due to the included costs related to the IPO on DKK 98 million. When adjusted 

for the expected cost of the IPO, the EBITDA margin drops from 14.0% to 12.0% in 2017. 

The Japanese JV 

The Japanese market is by far the market with the highest revenue per store. The growth in 

revenue has been extreme and the market seems to hunger for more Tiger stores. While no 

historical data concerning costs items that lead to EBITDA has been published, the level and 

performance of these cannot be analyzed individually. Even though the Japanese market has 

experienced a massive revenue growth, the EBITDA margin has decreased from 15.1% in 2013 

to 6.5% in 2014. The decrease and low EBITDA margin in 2014 is assessed to be a result of 

extensive start up costs related to establishing the whole organization and corporate backbone. 

Thus, the margin is expected to increase to the average of the margin during the two years, 

namely 10.8% (see Appendix 17 for value drivers in the historical period), and gradually 

increase with 1.5%-points per year until 2020 where the competition on the market will increase 

why the demand for Tiger products decreases. Søstrene Grene entered Japan in December 2013 

where it, as Zebra, experienced a huge demand for its products
99

. Furthermore, Poundland 

considers entering the East Asian market in the future together with a great amount of domestic 

players on the market. Ultimately, the EBITDA margin will reach the Group’s and the peer 

group’s level in 2024 and in the terminal period on 9.6%. 
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Tax 

The Group 

Historically, the effective tax rate for the Group has been relatively close to the level of the 

Danish corporation tax rate why the actual Danish corporation tax rate for 2015 and future years 

have been used to determine the amount of tax that the Group is going to pay in future years. 

Accordingly, it will pay 23.5% in 2015 and 22% in 2016 and future years. 

The Japanese JV 

In 2014, the effective tax rate for the JV was 16.4%. While the combined national and local 

effective tax rate in Japan has been above 30% in recent years, the effective tax rate for a 

Specified Foreign Subsidiary (SFS) has been 20% or less. A SFS in Japan is defined as a 

foreign subsidiary whose income is aggregated to the Japanese parent company
137

 why it is 

assumed that the income of Zebra Japan K.K., which is a jointly owned subsidiary
138

, is 

aggregated to Sazaby League, Ltd. In the future, this tax rate will be reduced to less than 

20%
139

. Thus, the 2014 level of 16.4% is assessed to be a reasonable level in all future years. 

Amortization and Depreciation 

The Group 

In general, amortizations and depreciations are budgeted relative to revenue or tangible- and 

intangible assets if the budget is driven by sales. However, Koller et al. recommend that 

amortizations and depreciations are budgeted as a percentage share of primo tangible- and 

intangible assets as they are directly related to each other
127

. Amortization and depreciation is 

related to Property, Plant and Equipment, Leasehold rights, Licensees and software and 

Trademarks
4
. Since no impairments have been recognized from 2012 to 2014, no adjustments 

for impairments have been performed in the budgeting. From 2012 to 2014, amortization and 

depreciation has represented a relatively small amount and the development is relatively stable 

considering the Group’s significant growth during this period. As a percentage of the primo 

value of the mentioned tangible and intangible items, amortization and depreciation has 

represented 33.5% and 33.4% in 2013 and 2014, respectively. The stable development is 

forecasted to continue why amortization and depreciation is expected to represent 33.4% of the 

mentioned primo tangible- and intangible assets in the future. 

The Japanese JV 

Only Non-current assets and Current assets have been published for the JV. Hence, historical 

calculations of the Group’s aggregated PPE and Intangible assets’ share of the Non-current 
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assets have been applied for the JV in order to determine the future amortization and 

depreciation. The Group’s Non-current assets have been adjusted for Deferred tax, as this item 

is hard to assess for the future, and Investments in joint ventures. The Group’s PPE and 

Intangible assets’ share of Non-current assets has remained quite stable, figuring at an average 

from 2012 to 2014 on 91.6%. This number is used for the entire budget and terminal period for 

the JV. In order to find the future Non-current assets, its average share of revenue for 2014 in 

the JV has been found and used for all future years. Now, the aggregated PPE and Intangible 

assets is found by multiplying the found average of 91.6% with the found forecasts of JV’s 

Non-current assets. This number is then multiplied with the average amortization and 

depreciation’s share of PPE and Intangible assets on a Group level which is calculated to 

31.2%. This average is also remained as the future level for the JV’s amortization and 

depreciation. 

Goodwill 

Goodwill is recognized in the balance when the market value exceeds the book value. In relation 

to a valuation, Koller et al. recommend not to budget with potential acquisitions
127

 why no 

acquisitions or impairments will be budgeted for most years also due to the 0% growth 

historically. Based on this assumption and the historical growth, the growth rate for goodwill is 

0% during the entire budget period, meaning goodwill of DKK 12.5 million, until the last year 

where the growth will be similar to the one of revenue. The growth in the last year of the budget 

period and in the terminal period will be 3% in both years due to the mature stage of the Group. 

In these years, the market for variety stores is expected to be saturated and economies of scale 

become even more important for the Group why acquisitions are expected to occur. Thus, 

goodwill will increase by 3% in 2024 and in the terminal period, 2025. 

Other Intangible Assets 

Other intangible assets consist of Leasehold rights, Licensees and software, Trademarks and 

Intangible assets in progress. Even though these items represent small amounts, they have to be 

budgeted separately in order to budget amortizations and depreciations as described in the 

section Amortizations and Depreciations. These items have been budgeted based on their 

average percentage of revenue. Thus, Leasehold rights is budgeted as 0.2% percentage of 

revenue and the remaining items with 0.0% of revenue. 

Tangible Assets 

Tangible assets only consist of the item Property, Plant and Equipment (PPE) which has 

amounted to between 11.3-12.2% of revenue since 2012. It increased from 2012 to 2013 from 
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11.3% to 12.2% and declined to 12.0% in 2014. On average it constituted 11.8% of revenue 

from 2012 to 2014. Accordingly, PPE constitutes a big percentage of revenue and accounts for a 

significant share of the invested capital and will constitute the average of 11.8% the entire 

budget and terminal period. 

Net Other Non-current Assets & Liabilities 

These two items consist of four long-term items: Leasehold deposits, Investments in joint 

ventures, Deferred tax assets and Deferred tax liabilities. As previously mentioned, Investments 

in joint ventures will be excluded in the budget and terminal period, as it is an operating asset 

that is related to the JV. Furthermore, due to the lack of information about deferred tax from 

2012 to 2014 and for the future, nothing reasonable can be deduced about deferred tax in the 

future. Net other non-current assets & liabilities have increased from 2012 to 2014. In 2012, it 

amounted to 1.6% of revenue. It increased to 3.8% in 2013 and declined to 3.1% in 2014. When 

excluding investments in the JV from the 2014 figure, Net other non-current assets & liabilities 

amounts to 2.0% of revenue which is used in the entire budget and terminal period. 

Net Working Capital 

The Group 

As highlighted in the Financial Statement Analysis, net working capital has increased 

significantly due to the large increase in inventory as a result of misjudgements in the expected 

sale of goods in the first quarter of 2014. However, Zebra has intensified the establishment of a 

new system which should improve inventory turnover management and enhance transparency, 

forecasting and stock allocation between warehouses
134

. Furthermore, according to the annual 

report of 2014, the supply chain management is to be strengthened
4
. Finally, Trade payables 

and Other payables, which are the two second largest items of net working capital, is expected 

to increase in the beginning of the budget period, but is expected to stabilize at the end. Thus, it 

is assessed to be unrealistic for the Group to continue to increase the amount of credit towards 

suppliers. Conclusively, this means that net working capital is expected to increase relatively 

less than revenue, going from 16.0% of revenue in 2014 to 4.0% in 2024 which will be the level 

in terminal period as well. 

The Japanese JV 

The JV’s net working capital amounted to 34.1% of revenue in 2014 which is significantly 

above the Group level. According to the 2014 annual report, the management of the JV 

considers the inventory too high and has launched initiatives to improve and normalize 

inventory levels. Thus, the net working capital is expected to increase relatively less than 
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revenue, going from 34.1% to 4.0% of revenue in 2024 and the terminal period, ending on the 

same level as the Group. 

Net Interest-Bearing Debt 

The Group 

During the historical period, the leverage, defined as net interest-bearing debt over EBITDA, 

had an average of 2.0x EBITDA. From 2012 to 2013, it went from 1.8x EBITDA to 1.7x 

EBITDA and from 2013 to 2014 it increased to 2.5x EBITDA. The large increase from 2013 to 

2014 is most likely based on the significant decrease in the already negative FCF. As derived 

from the Financial Statement Analysis, the Group has performed well, and even though there 

have been some problems in the financial performance within some areas, it is still assessed as a 

healthy company that is able to improve on its shortcomings. Furthermore, based on figures 

from the peer group, a low leverage applies for these variety store retailers, as will be described 

later in the WACC section. Ultimately, 2.5x EBITDA is assessed to be a high level. 

Accordingly, the historical average of 2.0x EBITDA is expected to account for the leverage in 

the entire budget and terminal period. 

The Japanese JV 

In 2014, the NIBD amounted to 6.6x EBITDA which is well above the Group level. This high 

level can be explained by the need to finance the establishment of a new business. Hence, the 

level is expected to drop gradually to 2.0x EBITDA in 2024 and the terminal period, reaching 

the same level as the Group. 

Summary of the Budget 

The financial value drivers for both the Group and the Japanese JV have been summarized in 

the tables below. 
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The Group 

Table 14 – Summary of the Budgeted Value Drivers for the Group 

 

The Japanese JV 

Table 15 – Summary of the Budgeted Value Drivers for the Japanese JV 

 

These value drivers have been used to calculate the future reformulated income statement and 

balance sheet in order to derive the future Free cash flow to the firm (see Appendix 18). The 

next step for determining the fair Enterprise Value of Zebra is to calculate the WACC for both 

the Group and the JV.  

The Weighted Average Cost of Capital  

In the valuation of Zebra, the DCF-model will be applied why the WACC needs to be calculated 

as it is the discount rate used in the DCF-model. Since the valuation of Zebra will include two 

DCF models, one for the Group and one for the JV, it is necessary to calculate a WACC for the 

Group and one for the JV. First an examination and calculation of the Groups WACC will be 

conducted. Afterwards a short section will briefly examine and calculate the necessary 

corrections in order to get an appropriate WACC for the JV.   

Terminal

Future Value Drivers 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Revenue growth 44.0% 32.5% 25.7% 21.7% 19.2% 16.4% 13.7% 12.1% 7.8% 4.8% 3.0% 3.0%

EBITDA margin 14.8% 15.0% 15.0% 12.0% 13.0% 13.0% 12.0% 11.5% 11.0% 10.3% 9.6% 9.6%

EBITDA margin (Normalized) 14.8% 15.0% 15.0% 14.0% 13.0% 13.0% 12.0% 11.5% 11.0% 10.3% 9.6% 9.6%

Amortization & Depreciation/Primo Leasehold 

rights, Licensees and software  & PPE
-33.4% -33.4% -33.4% -33.4% -33.4% -33.4% -33.4% -33.4% -33.4% -33.4% -33.4% -33.4%

Effective tax rate -24.3% -23.5% -22.0% -22.0% -22.0% -22.0% -22.0% -22.0% -22.0% -22.0% -22.0% -22.0%

Net borrowing cost before tax 4.0% -1.97% -1.97% -1.97% -1.97% -1.97% -1.97% -1.97% -1.97% -1.97% -1.97% -1.97%

Goodwill growth 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 3.0% 3.0%

Leasehold rights/Revenue 1.1% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2%

Licensees and software/Revenue 0.6% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2%

Trademarks/Revenue 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Intangible assets in progress/Revenue 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Tangible assets/Revenue 12.0% 11.8% 11.8% 11.8% 11.8% 11.8% 11.8% 11.8% 11.8% 11.8% 11.8% 11.8%

Net non-current operating assets*/Revenue 3.1% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Net working Capital/Revenue 16.0% 13.0% 11.6% 10.0% 9.0% 8.0% 7.0% 6.0% 5.0% 5.0% 4.0% 4.0%

NIBD/EBITDA 2.5 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0

* The item "Investments from Joint Ventures" has been excluded as it is related to the Japanese JV

Budget period

Terminal

Future Value Drivers 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Revenue growth 189.0% 154% 64% 39% 28% 22% 18% 16% 10% 5% 3.0% 3.0%

EBITDA-margin 6.5% 10.8% 12.3% 13.8% 15.3% 16.8% 15.6% 14.4% 13.2% 10.3% 9.6% 9.6%

Armotization & depreciation/

PPE & intangible assets (Group)
-31.2% -31.2% -31.2% -31.2% -31.2% -31.2% -31.2% -31.2% -31.2% -31.2% -31.2% -31.2%

Effective tax rate -16.4% -16.4% -16.4% -16.4% -16.4% -16.4% -16.4% -16.4% -16.4% -16.4% -16.4% -16.4%

Net borrowing cost before tax -7.0% -7.0% -7.0% -7.0% -7.0% -7.0% -7.0% -7.0% -7.0% -7.0% -7.0% -7.0%

PPE & intangible assets/Non-current assets (Group) 91.6% 91.6% 91.6% 91.6% 91.6% 91.6% 91.6% 91.6% 91.6% 91.6% 91.6% 91.6%

Non-current assets/Revenue 31.9% 20.3% 20.3% 20.3% 20.3% 20.3% 20.3% 20.3% 20.3% 20.3% 20.3% 20.3%

Net working Capital/Revenue 34.1% 34.1% 30.1% 26.1% 22.1% 18.1% 14.1% 10.1% 6.1% 5.0% 4.0% 4.0%

NIBD/EBITDA 6.60 6.60 6.10 5.60 5.10 4.60 4.10 3.60 3.10 2.60 2.00 2.00

Budget period
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The WACC refers to the weighted average of the required return for each type of funding source 

used in the company. It is an expression of what investors alternatively can earn in other 

companies with the same risk and is estimated by using the formula
140

:  

      
 

 
           

 

 
    

Where: D/V: Target level of debt to Enterprise Value using market based values  

rd: Required return on external capital 

T: The company’s corporate income tax rate  

E/V: Target level of equity to Enterprise Value using market based values  

re: Required return on equity  

The Group 

Required Return on Equity  

The required return on equity is calculated by using the Capital Assets Pricing Model (CAPM). 

It is expressed by the following formula
141

:  

                   

Where:    :  Risk free interest rate  

   :  Systematic risk on equity  

   : Expected return on the market portfolio  

Risk Free Interest Rate  

The definition of the risk free rate is “...how much an investor can earn without incurring any 

risk”
142

. Usually, a long-term national treasury bond is used as the risk free rate. It is not a 

perfect measure as it may not include government default risk, reinvestment risk, and currency 

risk. It is, however, the best estimate
143

. A 10-year Danish central government bond is used as 

estimate for the risk free interest rate. According to Damodaran, the 10-year national 

government bond is the most correct measure to use
144

. The yield on a 10-year Danish sovereign 

bond was 0.97% on June 30, 2015 (See Appendix 19).  

Risk Premium  

The risk premium is the difference between the risk free interest rate and the market return and 

shows the compensation that investors requires for an investment that carries risk. Usually, it is 

estimated through an ex-post method, using historical stock data where the difference between 

the historical returns on the stock market and historical returns on risk free investments are 

examined
120

. It is not possible to find one number for the risk premium due to different 
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calculation methods and, especially, due to different time frames. When looking on the returns 

on the stock markets, large fluctuations in the historical performance are causing different 

results depending on the selected timeframe. One option is to take a long term horizon to reduce 

the statistical uncertainty. However, it would not capture unexpected changes in the markets’ 

risk aversion to the same degree. According to PWC, the average market premium was between 

4.4% and 4.9% from 2002 to 2009
145

. The latest survey from 2014, conducted by Fernandez et 

al., showed that professors, analysts and companies used an average market premium of 5.1% in 

2014 for the Danish market
146

. However, According to Damodaran, you need to be careful in 

times where the interest rate is as historically low as for the moment because it affects the 

market premium. He investigated the S&P500 index and the expected cash flows from stocks 

and found that in periods with a fall in interest rates, the risk premium rises correspondingly. 

The consequence of using today’s low risk free rate combined with historical market premiums 

is a too low discount rate which will lead to an overestimation of the company value. The 

problem, as Damodaran sees it, is that “we assume that the equity risk premium that we 

compute and use is unrelated to the level of interest rates”
147

. Damodaran observed that the risk 

premium plus the risk free rate primarily was between 8% and 9% from 1999 to 2011. An 

interesting observation is that when the risk free rate is above 6% the risk premium is only 

around 2%, but when the risk free rate is around 2% the risk premium is just above 6%. 

According to an online blog post from September 2011, Damodaran states that he prefers to use 

a dynamic valuation technique in periods with these low interest rates. This implies using 

today’s combination of a low risk free rate, a high risk premium and a low nominal growth for 

estimating the value of a company
148

. The argument for not using a risk free rate from back in 

the “normal” days is based on the lack of indications of the market returning to these historical 

norms any time soon. If this was assumed, in best case, it would be a lucky guess rather than the 

most reasonable assumption.  

The current risk free rate is just below 1% why a very high risk premium is needed and a low 

nominal growth is added. As a consequence of the above discussion, a risk premium on 7.5% 

has been assessed as appropriate.  

Beta  

The Beta (βe) is the systematic risk in the company which cannot be diversified away. The 

higher the systematic risk on equity the higher the expected return as investors need to be 

compensated for the higher risk. To calculate the WACC, the future beta value on equity is 

needed. Since this value does not exist, a historical analysis will be used as an estimate for the 

future beta value. Beta is estimated as the correlation between the historical stock return and the 
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return on the market portfolio, showing to which degree the return on one stock follows the 

market. However, as Zebra is not listed on the stock exchange, it is not possible to estimate a 

historical beta value for the company. Therefore, beta is based on an estimated beta value for a 

peer group. In this thesis, two peer groups have been used namely a “peer group” and a “Beta 

peer group”. The peer group consists of 15 firms while the Beta peer group consists of 11. The 

Beta peer group has been conducted due to the lack of data and of sufficient number of 

observations to calculate a comparable beta value for the last 4 companies of the peer group. 

The selection of the firms in general is based on their respective business model and their 

geographic operation. Almost all of the companies can be described as variety stores and all of 

them, apart from one, operate in markets where Zebra operates. Unfortunately, it has not been 

possible to get information on any of the other large Scandinavian variety stores such as 

Ahlberg-Dollarstore and Søstrene Grene since they are unlisted companies as well. However, 

the systematic risk for the 11 companies is assessed as a reasonable reflection of the systematic 

risk for Zebra although they are not identical to Zebra or represented on the exact same markets. 

A short description of all 15 companies can be found in appendix 20. The beta estimates for the 

11 firms are based on a five year period from June, 2010, to June, 2015, and on monthly 

observations. They are based on monthly instead of daily or weekly observations to avoid 

significant biases from non-trading problems where illiquid firms will have lower betas and 

liquid firms higher betas
149

. The monthly observations are compared with the MSCI World 

Index which is composed with 1,631 constituents across 23 Developed Markets. The index 

covers approximately 85% of the free float-adjusted market capitalization in each country, 

including companies in Denmark
150

. The table below shows the raw beta for Zebra’s Beta peer 

group. 

Table 16 – Zebra’s Beta Peer Group’s Raw Betas (5 year period, monthly observations)  

 

Peer group Raw Beta (Jun10-Jun15)

Dollar General Corp. 0.1270

Family Dollars Stores 0.2570

Dollar Tree Inc. 0.1170

Dollarama Inc. -0.1570

TJX Companies Inc. 0.5120

Big Lots Inc. 0.8200

Colruyt SA 0.0400

Jeronimo Martins 0.5700

Don Quijote 0.4860

Seria Co. Ltd. -0.4960

Dia 0.8110
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As the above table shows, the beta values goes from -0.496 for Seria Co. Ltd. to 0.820 for Big 

Lots Inc. This indicates that the risk profile across the peer group is very different. However, all 

beta estimates is below one which tells us that these stocks are less volatile than the market. 

According to empirical studies, companies converge towards the market over time why the 

adjusted beta is estimated as the expected beta value for the future which is in line with 

recommendations from Ibbotson, Bloomberg and Thomson Reuters
151

. The adjusted beta is 

calculated as seen below
152

.  

               
 

 
           

 

 
   

It is important to make another adjustment to our historical beta values as these values are 

levered beta values and take the capital structure of these different companies into account. 

Furthermore, extensive use of debt implies higher risk which affects the beta. Therefore, it is 

necessary to calculate the unlevered beta values for the Group as they reflect the systematic risk 

on the assets and thereby the operational risk. The following formula estimates the unlevered 

beta
153

.  

   
      

 
 

   
 
 
 

 

Where    is the systematic risk of the debt 

The β
 

often has a low value which is difficult to determine. It is often assumed that debt carries 

no market risk why β
 

is assumed to be 0. In accordance to the above formula, the unlevered 

beta is calculated for the Beta peer group in the table below. The market cap is used as the 

estimate for equity, and net debt for the debt estimate.  

Table 17 – Unlevering of Beta for the Beta Peer Group 

 

Adjusted Beta Currency Market Cap Enterprise Value Debt/Equity Debt/EV Equity/EV Beta unlevered

Beta Peer Group juln0-jun15 In mil. 30-06-2015 30-06-2015 30-06-2015 30-06-2015 30-06-2015 30-06-2015

Dollar General Corp. 0.418 USD 23,376          25,867                    11% 10% 90% 0.3778

Family Dollars Stores 0.504 USD 9,067            9,332                      3% 3% 97% 0.4897

Dollar Tree Inc. 0.411 USD 16,518          23,467                    42% 30% 70% 0.2893

Dollarama Inc. 0.229 CAD 9,792            10,412                    6% 6% 94% 0.2154

TJX Companies Inc. 0.674 USD 44,907          44,907                    0% 0% 100% 0.6740

Big Lots Inc. 0.880 USD 2,309            2,336                      1% 1% 99% 0.8699

Colruyt SA 0.360 EUR 6,156            6,156                      0% 0% 100% 0.3600

Jeronimo Martins 0.714 EUR 7,271            7,831                      8% 7% 93% 0.6629

Don Quijote (Billion JPY) 0.657 JPY 855               939                         10% 9% 91% 0.5983

Seria Co Ltd (Billion JPY) 0.002 JPY 171               171                         0% 0% 100% 0.0020

Dia 0.874 EUR 4,476            5,150                      15% 13% 87% 0.7596

Average 9% 7% 93% 0.4817
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   for the Beta peer group is 0.4817. This value is levered with the target capital structure for 

the Group, which is found later, by using the formula below and is estimated to 0.5236.  

         
 

 
                         

Unsystematic Risk  

The CAPM model has been criticized widely over the years due to the assumption of beta being 

the primary factor in relation to the expected return. Empirical data based on publicly traded 

American companies shows that companies with “small capitalization” historically have higher 

risk and higher return than companies with a “large capitalization”. Since 1926, the average 

annual difference in return between companies with “small capitalization” and “large 

capitalization” has been 3.6%
154

. Even though the empirical study is based on American listed 

companies, it is assumed that the same observation can be applied globally. It can therefore be 

argued that investors shall be compensated for the higher risk of investing in smaller firms. 

Zebra is assessed to be categorized as a “Low-Cap” firm based on the current value of equity 

which is far from the required level to be considered a “Mid-Cap” firm. According to Ibbotson’s 

estimate in ultimo 2010, the size premium for a “Low-Cap” firm was 1.98%-points 
155

. Hence, a 

premium of 1.98%-points will be added to the required return on equity. 

Required Return on External Capital  

The required return on external capital is calculated based on the risk free rate. Furthermore, a 

company specific risk premium (  ) is included which expresses at which rate the Group 

theoretically can borrow at in the long run. The required return on external capital is calculated 

on an after-tax basis since the Group can exploit the advantages of external capital via tax 

deductions. Therefore the required return on external capital can be calculated by the following 

formula:  

                   

Where:     : Risk free interest rate  

    : Company specific risk premium  

   : Tax rate   

Company Specific Risk Premium  

The company specific risk premium is based on an overall assessment of the underlying risk for 

the company. Normally, the credit rating would be used, but since no credit ranking on the 

Group has been published, the credit ranking is assigned artificially based on selected risk 

ratios. The book value of the bank debt and the interest expenses is not an accurate measure for 
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the rate at which the Group can borrow
156

. Below, the risk ratios for the Group is calculated and 

held up against the Standard & Poor’s adjusted key industrial financial ratios
157

.  

Table 18 – Standard & Poor’s Adjusted Key Industrial Financial Ratios158 

 

In three out of five risk ratios, the Group is placed between the AA- and A-rating. In all the 

three cases, it is closest to the AA-rating. The EBITDA margin is not high enough in order to 

rate it as an AA-company and the Debt/debt plus equity ratio is closest to the BBB-rating. 

Ultimately, based on these five ratios, the Group is given an A-ranking. According to 

Damodaran’s latest rating from January 2015, an A-rated company’s risk premium is assessed 

to 1%-point which will be applied for the Group.  

Tax Rate 

To the extent where the operating profit exceeds interest expenses, the Group will obtain a tax 

shield for the interest expenses. As the Group has several foreign subsidiaries, the local tax rates 

in these countries should be used in the proportion of the interest expenses related to borrowings 

in the different foreign subsidiaries
120

. However, this information is not available why the 

Danish corporate tax rate has been used when determining the required return of external capital 

which is in line with the tax rate used in the Budgeting. As mentioned in the Budgeting, the 

Danish corporate tax rate will be reduced gradually towards 2016. In 2015 it will remain on 

23.5% and in 2016 and beyond it will decline to 22%
159

. Accordingly, the tax shield on the 

required return on external capital will decline in line with the decline in the Danish corporate 

tax from 2015 to 2016. 

Capital Structure  

As the WACC reflects the expected return on an alternative investment with the same risk, the 

long-term capital structure should be based on market values
127

. The reason is that a company’s 

repayment of capital to investors, for example by debt repayment or repurchase of shares, acts 

on market values and not book values. The reason for using the long-term capital structure, and 

not the current capital structure, is that the current capital structure of a business can be a sign of 

short-term fluctuations in the share price. In the Group, the first step towards rebalancing the 

Financial Ratios The Group AA A BBB BB B

EBITDA margin 14.8% 24.9% 16.6% 15.5% 17.6% 16.3%

Interest Coverage Ratio (x) 13.9 15.7 7 3.9 3.1 1

EBITDA to Int. Cov. Rat. (x) 17.7 18.5 9.5 5.7 4.6 2

Debt/EBITDA 1.1 0.9 1.6 2.6 3.2 5.8

Debt/debt plus equity 40.8% 25.7% 33.8% 44.4% 51.9% 75.8%

Risk premium 0.7% 1.0% 2.0% 4.0% 6.5%
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company's long-term capital structure is taken at the forthcoming IPO in form of issuing new 

shares why the current debt ratio would not be representative of the long-term capital structure. 

However, it is not possible to find the market value of the equity since Zebra is unlisted. The 

first step is to determine the long-term target capital structure for the Group. Since many listed 

companies are close to their target capital structure
25

, the Group’s long-term target capital 

structure will be based on the Beta peer group. The Beta peer group consists of companies that 

are closer to their target capital structure as they have been listed for a longer period compared 

to the peer group. When looking at Zebra’s Beta peer group, the current average capital 

structure for these companies is 7% debt and 93% equity (see table 17).   

Calculation of WACC 

After treating each element in the WACC formula, the return on equity and required return on 

external capital is estimated for 2015 (see Appendix 21 for the WACC’s calculation until 2025): 

                                    

                                       

                                               

The Japanese Joint Venture  

The capital structure and beta value for the Group will also be used for the JV’s WACC. The 

risk free rate in Japan is 0.46% which was the yield of a 10-year Japanese sovereign bond on 

June 30, 2015 (see Appendix 22). According to the latest estimate from Damodaran in 2015, the 

total equity premium from Japan was determined to be 7.61%, around 1% higher than the 

Danish. Due to the extreme low risk free rate in Japan, an 8.5% risk premium is used in 

accordance with the dynamic valuation technique mentioned earlier. The company specific risk 

premium is determined in the same way as for the Group (see Appendix 23). The overall rating 

is assessed to be B why a company specific risk premium on 6.5% will be applied. The 

corporate tax rate in Japan is, based on the Budgeting, determined to 16.4% in 2015 and in the 

future. Finally, the size premium for the JV will be 4.07%-points since it will be categorized as 

a “Micro-Cap” based on value of equity
155

. The WACC in 2015 for the JV will then be (see 

Appendix 24 for the WACC’s calculation until 2025):  
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Valuation 

With the completion of the budgeting and the total costs of capital, a valuation of Zebra can be 

carried out. The valuation of Zebra will be based on the Discounted Cash Flow (DCF) model in 

order to estimate the Enterprise Value (EV) for Zebra. As the Japanese market is operated 

through a joint venture and not a partnership, a DCF will be made separately for the JV from 

which the Group’s 50%-share of the equity will be added to get the full equity value for Zebra. 

The DCF will be confirmed through the Economic Value Added (EVA) model in order to avoid 

technical errors. Furthermore, a sensitivity analysis will be conducted to illustrate the 

uncertainty involved with changes in the revenue growth and the WACC in the terminal period. 

Finally, the mentioned risks in both the Strategic Analysis and the Financial Statement Analysis 

are used to construct a worst case scenario. 

DCF 

The DCF-model is without doubt the most popular model among the so called present value 

models which all are derived from the Dividend Discount model. According to the DCF-model, 

only the two components Free cash flow to the firm (FCFF) and WACC affect the market value 

of a company. Since the DCF-model is based on future budget numbers, uncertainty linked to 

the estimation of EV is inevitable. With an infinite stream of cash flow, the EV for a company is 

calculated with the following formula: 

                   
     

         

 

   

 

According to the formula, the company’s EV is affected positively the higher the FCFF is or the 

lower the WACC is, ceteris paribus. In practice, the DCF-model is divided as a two-stage model 

consisting of a budget period and a terminal period. The main idea behind the two-stage model 

is that a company will converge towards the economy’s long term growth rate. The terminal 

period describes the period from which the company has entered a so called steady state and is 

calculated as a perpetual annuity using the Gordon Growth Model. Based on the two-stage 

model, EV can be determined with the following formula
120

: 

                   
     

         
 

 

   

       
        

 
 

         
 

Where g is the company’s long term growth rate. 
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As shown in the formula above, the EV is deduced from the DCF-model. EV is an expression 

for the expected market value of the company’s invested capital, or in other words, the market 

value of the company’s operation. Hence, EV both includes the expected market value of the 

equity and the expected market value of net interest-bearing debt. To estimate the market value 

of the equity, it is therefore necessary to deduct the market value of the net interest-bearing debt 

at the date of the valuation. In practice, the book value of the net interest-bearing debt is 

assumed to equal the market value of the net interest-bearing debt due to lack of information. 

When discounting, a medio discounting is often used in practice when the cash flows are 

assumed to fall evenly throughout the year
25

. Since this is assumed for Zebra, a medio 

discounting has been chosen in the following. 

DCF of Zebra 

Based on the budgeting and the estimated WACC from previous sections, the value of Zebra 

can be calculated through the DCF-model. The DCF-model is based on the assumption of all 

excess cash flow for the year is either paid out as dividend or reinvested in projects where the 

capital value equals zero. The first mentioned is assumed to be the case in this valuation for 

both the Group and the JV. With this assumption in mind, the Group’s EV is estimated to DKK 

8,350 million while the JV’s is estimated to DKK 1,029 million per June 30, 2015, as shown in 

table 19 and 20. By adding 50% of the JV’s EV to the Group’s EV, Zebra’s EV is estimated to 

DKK 8,864 million and the estimated value of equity to DKK 7,789 million.   

Table 19 – Valuation of the Group by the DCF-model 

 

Discounted Cash Flow (DCF) Terminal

Ultimo discounting 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Free cash flow to the firm (FCFF) 176        188     166     247     328     354     394     458     374     464     376           

WACC 6.50% 6.50% 6.50% 6.50% 6.50% 6.50% 6.50% 6.50% 6.50% 6.50% 6.50%

Discounting factor 0.94      0.88    0.83    0.78    0.73    0.69    0.64    0.60    0.57    0.53    

Present value of FCFF 166        165     138     192     239     243     254     277     212     247     

Present value of FCFF in the budget period 2,133    3.0%

Present value of FCFF in terminal period 5,709    

Estimated enterprise value 7,842    

DCF per 31/12-2014 - Medio discounting

Present value of FCFF in budget period 2,202    

Present value of FCFF in terminal period 5,891    

Estimated enterprise value 8,093    

DCF per 30/06-2015 - Medio discounting

Period for future discounting 0.50      

Estimated enterprise value 8,350    

Market value of net interest-bearing debt 957        

Estimated value of equity 7,393    

Growth rate in terminal period:

Budget period
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Table 20 – Valuation of the JV by the DCF-model 

 

EVA of Zebra 

The choice behind using the DCF-model for the valuation of Zebra is based on the models 

recognized popularity within the field of valuation. To avoid technical errors, the EVA model 

has been used as a confirmatory valuation and placed in the Appendices (see Appendix 25). As 

all present value methods are derived from the same model, the Dividend Discount model, this 

confirmatory valuation should give the same estimate for the value as found with the DCF-

model. However, this only applies under certain implicit assumptions, such as the return on 

equity and WACC continuously changes as a result of changes in the capital structure
120

 and 

that all main items, in the budget’s analytical balance, directly follows the revenue growth at the 

transition from the budget period to the terminal period. As this is the case for both the Group 

and the JV, the EVA-model confirms the DCF-model applied.  

Sensitivity Analysis 

The assumptions behind the budgeting and WACC in the DCF-model will always contain a 

certain degree of uncertainty. Therefore, a valuation should always be followed by a sensitivity 

analysis to clarify the sensitivity to some certain critical factors in the valuation model.  Under 

the current assumptions, the terminal value constitutes 73% of the total EV for the Group and 

66% for the JV. Thereby, it is clear that the DCF-model is highly sensitive to changes in the 

underlying assumptions in the terminal period. Two of the factors in the terminal period which 

are associated with the greatest uncertainty are the revenue growth and the WACC. In table 21 

and table 22 the EVs are estimated based on changes in these two factors.  It shows that the EV 

Discounted Cash Flow (DCF) Terminal

Ultimo discounting 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Free cash flow to the firm (FCFF) -120      -87      -26      43        122     158     188     227     114     111     83              

WACC 8.75% 8.75% 8.75% 8.75% 8.75% 8.75% 8.75% 8.75% 8.75% 8.75% 8.75%

Discounting factor 0.92      0.85    0.78    0.71    0.66    0.60    0.56    0.51    0.47    0.43    

Present value of FCFF -110      -73      -20      31        80        96        105     116     54        48        

Present value of FCFF in the budget period 325        3.0%

Present value of FCFF in terminal period 622        

Estimated enterprise value 947        

DCF per 31/12-2014 - Medio discounting

Present value of FCFF in budget period 339        

Present value of FCFF in terminal period 649        

Estimated enterprise value 987        

DCF per 30/06-2015 - Medio discounting

Period for future discounting 0.5         

Estimated enterprise value 1,029    

Market value of net interest-bearing debt 237        

Estimated value of equity 793        

Growth rate in terminal period:

Budget period
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ranges from DKK 6,120 million to DKK 9,405 million for the Group and from DKK 854 

million to DKK 1,098 million for the JV.  

Table 21 – Sensitivity Analysis of the Group’s DCF-model 

 

Table 22 – Sensitivity Analysis of the JV’s DCF-model 

 

Worst Case Scenario 

In the worst case scenario the following events will occur. They are all based on the risks and 

threats examined in the Strategic Analysis and Financial Statement Analysis.  

 One or more of Zebra’s suppliers violate labor laws by using child labor. This incident 

happens in 2016 and causes bad publicity which leads to lower revenue per store 

worldwide and fewer store openings than first budgeted as some consumers begin to 

boycott the Tiger stores.    

 Suzanne Lajboschitz decides to resign and within the next couple of years some of the 

design trends that benefits Zebra will be replaced by new ones that do not benefit them 

as much. Zebra does not manage to find a replacement for Suzanne that is able to 

implement changes to the products and fit the new trends to the same extend, leading to 

lower revenue per store.  

 Minor incidents with unsafe products harm Zebra’s reputation and leads to higher costs 

associated with more tests of new products, implying a negative effect on both revenue 

and EBITDA margin.  

 The above mentioned aspects which all lead to lower revenue growth than first 

budgeted and will result in the closing of more stores. However, due to the long leases, 

#### 5.90% 6.10% 6.30% 6.50% 6.70% 6.90% 7.10%

1.0% 6,172         6,164         6,155         6,146         6,137         6,129         6,120         

1.5% 6,562         6,553         6,543         6,534         6,524         6,515         6,505         

2.0% 7,038         7,028         7,017         7,007         6,997         6,986         6,976         

2.5% 7,634         7,622         7,611         7,599         7,588         7,576         7,565         

3.0% 8,388         8,375         8,362         8,350         8,337         8,324         8,311         

3.5% 9,405         9,390         9,375         9,361         9,346         9,331         9,316         

WACC in Terminal Period
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w
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#### 8.15% 8.35% 8.55% 8.75% 8.95% 9.15% 9.35%

1.0% 863             861             860             859             857             856             854             

1.5% 898             896             895             893             892             891             889             

2.0% 938             936             935             933             932             930             929             

2.5% 985             983             981             980             978             977             975             

3.0% 1,034         1,033         1,031         1,029         1,028         1,026         1,024         

3.5% 1,098         1,097         1,095         1,093         1,091         1,089         1,088         
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rm
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w
th

WACC in Terminal Period
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Other external expenses exceeds the revenue growth even more than already budgeted, 

leading to a lower EBITDA margin.  

 China and rest of Asia experience extraordinary high inflations, increasing Zebra’s cost 

of sales, leading to lower EBITDA margin.  

 Zebra faces problems with hiring and assimilating new employees, implying that staff 

costs will exceed revenue growth even more than already budgeted, leading to a 

decrease in the EBITDA margin.  

 The problem with high net working capital continues, leading to a high Net Working 

Capital/Revenue ratio in the coming years.  

 Poundland’s entry into the Spanish market becomes even more successful than first 

expected, lowering revenue per store and net new store openings for Zebra. In the end 

of the budget period Poundland starts entering the rest of Europe and Asia with great 

success as well, also affecting Zebras revenue in these markets. 

 A large PEF acquires a majority stake in Søstrene Grene which leads to an international 

expansion in a much higher pace than before which has a negative effect on Zebra’s 

revenue. 

 The growth in the terminal period decreases to only 2% due to the above mentioned 

factors.  

The worst case scenario’s number of stores and revenue per store forecasts together with the 

value drivers for the budget and terminal period and the DCF-model for the Group and the JV 

can be found in appendix 26. Based on these, the estimated EV for the Group is calculated to 

DKK 5,205 million and DKK 550 million for the JV, resulting in a fair EV for Zebra on DKK 

5,480 million. Compared to the before calculated fair value of EV on DKK 8,864 million, the 

value will be 38% lower.  

Multiple Valuation 

To supplement the valuation from the DCF-model, a valuation of both the Group and the JV 

based on multiples for Zebra’s peer group has been calculated. Using multiples for a valuation 

is a popular tool within the practicing of valuation. The method is considered less complex and 

they are based on the relevant market. The critical aspect of this method is that the valuation 

assumes that the comparable companies have the same economic characteristics and prospects 

and use the same accounting policy. Additionally, they should be adjusted for transitory items 

before using them for a valuation
120

. In general, it is recommended to use multiples based on 

forecasted estimates of earnings instead of the historical earnings of the last four quarters, even 

though the latter is commonly used
120

. The reason behind this recommendation is that the usage 
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of forecasted earnings based on analytics’ expectations to earnings gives a better reflection of 

the long term cash flows why such forecasted estimates have been used
127

. In the following, the 

multiples EV/Revenue, EV/EBITDA and EV/EBIT will be used. The EV per June 30, 2015, is 

defined by Bloomberg as the Market Capitalization at the same date plus the book value of the 

net interest-bearing debt at the most recent presented quarterly financial statement. 

Baker and Ruback state that the usage of a peer groups’ harmonious average generates more 

accurate value estimates than multiples based on an equally weighted average, weighted mean 

average or median
120

. Additionally, the affection of extreme multiples is avoided when using a 

harmonious average. The harmonious average is calculated by using the following formula: 

                   
 

 
 

         
 
   

 

EV/Revenue 

Some practitioners argue that EV/Revenue is the best multiple as it is not affected by different 

accounting policies
120

. The usage of the multiple EV/Revenue presupposes that one Danish 

crown of revenue has the same value in the comparable companies. For the same reason, the 

multiple is not as commonly used as operating multiples since it ignores the companies’ cost 

structures. However, the EV/Revenue multiple can be useful for valuations of companies with 

negative or volatile earnings
127

. The EV/Revenue multiple is imposing an important restriction, 

namely that the comparable companies roughly have the same operating margins. This does not 

necessarily apply even though they operate within the same industry. Differences in the 

comparable companies’ EV/Revenue multiple often reflect differences in the respective 

operating margins. Due to the above mentioned arguments, the multiple analysis will rely more 

on the operating multiples, EV/EBITDA and EV/EBIT, and less on the EV/Revenue multiple. 

In table 23, the harmonious average of the expected EV/Revenue for Zebra has been calculated 

to 0.81. In the budgeting we saw that the Group’s revenue for 2015 is expected to be DKK 

3,264 million while the JV’s revenue is expected to be DKK 536 million. Thus, the implicit EV 

for Zebra by using the EV/Revenue multiple both on the Group and the JV, and taking the 50% 

stake in the JV into account, is DKK 2,875 million.  

EV/EBITDA 

The EV/EBITDA multiple is, in practice, the most applied valuation multiple as EBITDA is 

seen as a proxy for cash flow
120

. The multiple indicates the value of one Danish crown’s 

operating result before interests, taxes and depreciations and amortizations. Many practitioners 

use the EV/EBITDA multiple due to depreciations and amortizations reflecting sunk costs and 
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not constant costs
127

. However, the multiple does not distinguish between in-house or 

outsourced production why it should be treated with caution. Thus, it is recommended that the 

used companies for the peer group roughly have similar depreciation rates. Koller et al. 

recommend using the EV/EBITA multiple as the primary multiple as it adjusts for the above 

mentioned problem which argues that companies with outsourced production pays equivalent 

higher prices for commodities as the prices for commodities will include the suppliers’ 

depreciation costs
127

. The EV/EBITA multiple has been opted out of this valuation as 

information for Zebra’s peer group concerning analysts’ expectations to the EV/EBITA 

multiples are scarce.  

In table 23, the harmonious average of the expected EV/EBITDA multiple for Zebra has been 

calculated to 10.80. With the expected EBITDA in 2015 of DKK 490 million for the Group and 

DKK 58 million for the JV, the implicit EV for Zebra, where the 50% stake in the JV has been 

taken into account, is calculated to DKK 5,600 million.  

EV/EBIT 

When using the operating multiple EV/EBIT, which indicates the value of one Danish crown’s 

operating result before interests and taxes, the above mentioned problem with EV/EBITDA 

regarding in-house versus outsourced production is avoided. However, another issue occurs 

when using this multiple concerning the item amortization. Amortization is an item that, e.g., 

can arise from previous acquisitions and has no connection to future cash flows. Is this the case, 

amortizations will distort the EV/EBIT multiple. In contrast to depreciations, amortization is 

regarded as a potential problem as a physical asset sooner or later shall be replaced to maintain 

the ongoing operation why the level of depreciations is a good indicator for future cash 

expenses
127

. Due to this issue, the EV/EBITDA is assessed as a better estimate and will have a 

greater impact in the multiple analysis than the EV/EBIT.  

In table 23, the harmonious average of the expected EV/EBIT-multiple for Zebra has been 

calculated to 15.32. With the expected EBIT in 2015 of DKK 376 million for the Group and 

DKK 39 million for the JV, the implicit EV for Zebra, where the 50% stake in the JV has been 

taken into account, is calculated to DKK 6,059 million. 
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Table 23 – Multiples for Zebra’s Peer Group 

 

Overall Fair Value Assessment of EV and Market Value of Equity 

As seen in the above sections, the different valuation methods deviate from each other why an 

uncertainty factor is present. The implicit EVs are in all three cases lower than the EV derived 

from the DCF-model.  

The DCF-model will always be subject to a certain level of uncertainty since it is based on 

future estimates where, especially, minor changes in the terminal period, which represents 73% 

of the value estimate for the Group and 66% for the JV, can affect the estimated EV 

significantly. The downside of using multiples from a peer group is that these are static and are 

estimated at a specific date. Hence, they easily get affected by, e.g., short term bubbles in the 

market. Moreover, they will not pick up on the long term performance as they often are based 

on short term forecasts. To level out some of the uncertainty factors related to the multiple 

valuation, different weights have been assigned to the value estimates. Based on the above 

arguments regarding the different uncertainty factors related to the different valuation methods, 

the EV/Revenue, EV/EBITDA and EV/EBIT are weighted with 15%, 50% and 35%, 

respectively. Using these weights, a fair EV of Zebra per 30/06-2015 is estimated to DKK 5.351 

million (See Appendix 27). When applying the DCF value to calculate Zebra’s multiples the 

result is an EV/Revenue, EV/EBITDA and EV/EBIT multiple of 2.55, 17.35 and 22.76, 

respectively. As illustrated in figure 19 below, Zebra’s DCF value is much higher than the one 

found in the multiple valuation. The reason is that Zebra is both a growth company and a very 

profitable company while most of the firms in the peer group are mature companies. It is 

common that growth companies will trade at higher multiples. According to Damodaran, it is 

dangerous to apply relative valuations for growth companies in mature sectors because the 

company will bear little or no resemblance on either fundamentals or pricing multiples to the 

rest of the firms in the peer group
160

.  This is also reflected in Zebra’s peer group where other 

Currency BEst Sales BEst EBITDA BEst EBIT Enterprise Value EV/BEst Sales EV/BEst EBITDA EV/BEst EBIT

Peer Group In mil. 2015 2015 2015 30-06-2015 2015 2015 2015

Dollar General Corp. USD 20,931         2,338                1,988         25,867                        1.24                      11.07                        13.01                  

Family Dollars Stores USD 11,132         804                    501             9,332                           0.84                      11.61                        18.63                  
Dollar Tree Inc. USD 9,597           1,451                1,225         23,467                        2.45                      16.17                        19.16                  

Dollarama Inc. CAD 2,599           525                    481             10,412                        4.01                      19.83                        21.63                  

TJX Companies Inc. USD 30,995         4,378                3,729         44,907                        1.45                      10.26                        12.04                  

Big Lots Inc. USD 5,219           375                    253             2,336                           0.45                      6.23                           9.24                    

Colruyt SA EUR 9,036           694                    485             6,156                           0.68                      8.87                           12.70                  

Jeronimo Martins EUR 13,696         771                    474             7,831                           0.57                      10.15                        16.52                  

Don Quijote (Billion JPY) JPY 671               51                      40               939                              1.40                      18.56                        23.69                  

Seria Co, Ltd. (Billion JPY) JPY 130               14                      11               171                              1.32                      12.51                        15.08                  

Distribuidora Internacional de Alimentacion (DIA) EUR 9,361           606                    379             5,150                           0.55                      8.50                           13.60                  

Poundland GBP 988               53                      39               955                              0.97                      18.13                        24.42                  

B&M European Value Retail SA GBP 1,647           171                    156             3,443                           2.09                      20.16                        22.03                  

Reject Store, Ltd. AUD 747               39                      20               164                              0.22                      4.21                           8.28                    

Five Below Inc. USD 531               73                      59               1,954                           3.68                      26.59                        32.99                  

Harmonious Average 0.81                      10.80                        15.32                  
Source: Bloomberg
Note: "BEst" stands for Bloomberg Estimated and covers the average of estimates from analysts
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high growth companies, like Poundland and Five Below, are traded at higher multiples than the 

ones found for Zebra. Therefore, it is assessed that the DCF value is more representative for the 

fair value of Zebra why this value is used in the following.   

Figure 19 – The DCF of Zebra and Multiples for the Peer Group 

 

To estimate the fair value of the equity per 30/06-2015 for Zebra, the average of the net interest-

bearing debt for 2014 and for the estimated value in 2015 is applied for both the Group and for 

50% of the JV. Accordingly, Zebra’s fair value of the equity’s market value is estimated to 

DKK 7,789 million per 30/06-2015. 

Table 24 – Fair Value of Zebra’s Equity 

 

EQT’s Equity Stake 

Based on the estimated fair value of the equity in Zebra per 30/06-2015, EQT’s share of the 

total equity is calculated in order to break down the value creation in the ownership period later 

in the thesis. According to the Introduction to Zebra, EQT owns 67% of Zebra which gives a 

fair value for the PEF’s share of the total equity of DKK 5,219 million. However, a correction 

needs to be made for the 50/50 owned subsidiaries. The annual reports show that costs primarily 

are held by the parent company, meaning a significantly lower EBITDA margin applies for the 

parent company, as only 50% of the revenue from all the subsidiaries is entitled to the parent 

company. Thus, each item beneath revenue in the income statement of the parent company is 

misleading. Therefore, the correction will be based on the revenue, taking the parent company’s 

Enterprise Value 8,864                    

Net interest-bearing debt 1,075                    

Equity 7,789                    

Fair value per 30/06-2015
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revenue share of the total consolidated company revenue. The share was 71.4% when EQT 

entered per 31/12-2012 and 58.3% per 31/12-2014, including the JV. This figure will continue 

to decrease because the wholly owned subsidiaries, Denmark, Finland, Iceland and Scotland, 

will constitute a smaller and smaller part of revenue in the future as these markets increase 

relatively less than those which are operated through 50/50 owned partnerships. Thus, it is 

assumed that the parent company’s revenue share continues to decline in the same pace as from 

entry to ultimo 2014, meaning with 3.3%-points per half year, why it will constitute 55.1% per 

30/06-2015 including the JV. Finally, this will result in a fair value of DKK 2,874 million for 

EQT’s share of the fair value of the equity when corrected for ownership share and the 

partnerships. Notice that from 2013 to 2014, EQT sold 3% of its shares to the Board of 

Directors, the Executive Board and a small number of senior employees in Zebra, giving them 

67% of the shares at the date of the valuation. 

Table 25 – Fair Value of the Owners’ Equity Adjusted for Ownership Stake and Partnerships 

 

Internal Rate of Return 

The estimation of EQT’s IRR for the investment in Zebra is based on the amount of DKK 1.6 

billion for 70% of Zebra at entry
161

. Based on this information and EQT’s adjusted fair value of 

the equity of DKK 2,874 million, the IRR for EQT’s investment is estimated to 26.48% per year 

when including the JV. This is the best fair value to use when measuring EQT’s IRR within the 

ownership period as it also is entitled to a return of the JV. However, as mentioned in the 

Delimitation, the data related to the JV is not sufficient enough to include it in the value creation 

analysis why the value creation solely will be analyzed within the Group. By using the same 

method as above and subtracting the 50% stake in the JV, the IRR for EQT, excluding the JV, is 

24.66% per year. In comparison, the IRR for the stock indexes S&P 500 and OMX C20 have 

been at 15.14% and 28.46% per year, respectively
162

 (See Appendix 28). Conclusively, 

according to the findings in the Theory section, an IRR of 26.48%, and 24.66% when 

subtracting the JV, is above the historical threshold for IRR as it exceeds 20% per year. 

Furthermore, it is significantly above the current level with a threshold between 12-17% per 

year. However, since both returns are below the OMX C20 index, EQT has not been 

compensated for the higher risk connected to a LBO investment. 

Ownership in Zebra 

per 30/06-2015

Ownership 

share

Equity 

value

EQT 67% 5,219       

Lennart Lajboschitz 29% 2,259       

Members of the board 4% 312           

Total 100% 7,789       

Equity value adjusted for 50/50 

owned partnerships

2,874

1,244

172

4,289
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Analysis of the Value Creation 

As mentioned earlier in the Theory section, historically, the value creation made from LBO 

transactions has primarily been characterized by a high degree of leverage. In recent times, the 

financial leverage has played a minor role where streamlining the operation at the acquired 

companies has become an even larger part of the value creation. This analysis of the value 

creation will be based on the Theory section and the mentioned study from Capital Dynamics 

and Center for Entrepreneurial and Financial Studies at the Technische Universität München, 

Value Creation in Private Equity from 2014. The publication carries out a detailed analysis of 

the value drivers within Private Equity, based on value creation and cash flow data from 701 

Private Equity transactions between 1990 and 2013
22

. In the following, an in-depth analysis will 

be made of the value creation in the Group where the IRR exclusively for EQT, excluding the 

JV, of 24.66% is used. The value creation is based on a Group level, meaning including the 

value created for 100% of the 50/50 owned subsidiaries, since EQT is the majority shareholder 

and determines the overall guidelines for the entire business and is assessed to have a substantial 

impact on the overall value that has been created. 

The Value Creation in the Group during EQT’s Ownership Period 

Leverage Effect 

The IRR of 24.66%, also noted as     
 , is an expression for the total levered return on EQT’s 

investment and is a result of both operational and financial factors. Thus, to estimate the 

leverage effect of the value creation it is necessary to deduce the total unlevered return as an 

expression for the total return on an investment of 100% equity by separating the financial 

component from the levered return. The overall context can be written with the following 

formula
21

: 

    
      

       
            

 

 
 

Where:     
    The total unlevered return on the equity investment in the Group 

      Cost of debt 

 
 

 
   The average debt to equity ratio during EQT’s ownership period 

In the formula above, the expression     
  describes the operational part of the value creation 

while the last part in the formula describes the premium for the financial risk, meaning the 

leverage effect. At a higher degree of leverage or a lower required return, meaning a lower 
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borrowing rate on the borrowed capital, the leverage effect will constitute a larger part of the 

value creation. Based on the formula above, the total unlevered return can be written as: 

    
  

    
           

 
 

  
 
 

 

Table 26 – The Leverage Effect’s Contribution to the Value Creation 

 

In the table above, the inputs for estimating the leverage effect are shown. The market value of 

equity when EQT entered reflects the value of the Group and is based on the DKK 1.6 billion 

EQT paid for its 70% share of the parent company and the ratio between the parent company’s 

revenue as a share of the consolidated revenue for the Group, which was 71.4%. Hence, the 

DKK 3,202 million is an estimate for what the fair price would have been if EQT had acquired 

100% of the Group. No market price for the Group or Zebra during the entire ownership period 

has been available due to Zebra being an unlisted company. Therefore, the average debt-to-

equity relation is based on the estimated debt-to-equity relation on the Group level at the entry 

and the ending date, 30/06-2015. Correspondingly, the required return on borrowed capital is 

derived as the average of the effective interest rate on loans and borrowings for each year in the 

ownership period. As shown above, the return from the leverage effect constitutes 2.04% per 

year, equivalent to 8.28% of EQT’s total return on equity. A contribution from the leverage 

effect of 8.28% is far from the average for mid-cap buyout deals on 33%, as shown in figure 6 

in the theory section
22

. If the investment in Zebra was financed entirely by equity, the IRR 

would have been 22.62% per year instead of 24.66% per year
22

. Accordingly, financing from 

leverage has had a minor influence on the total value creation in the ownership period as seen in 

figure 20 below. 

Contribution of Leverage effect

In mn. DKK 01-01-2013 2013 2014 30-06-2015

Enterprise Value 3,506                8,350              

Net interest-bearing debt 305                   957                  

Market value of Equity 3,202                7,393              

D/E 0.10                  0.13                 

Interest expenses on loans and borrowings etc. 12            21                

Loans and borrowings (current & non-current), average 202          353             

Effective interest rate on loans and borrowings 5.94% 5.86%

Tax rate 25.00% 24.50%

Average D/E during the holding period 0.11                  

Average rD before tax 5.90%

Average effective tax rate 24.75%

Average rD after tax 4.44%

IRRLevered 24.66%

IRRUnlevered 22.62%

Leverage effect 2.04%

Contribution of leverage effect 8.28%
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Figure 20 – Illustration of the Value Creation 

 

Operational and Market Effect 

As previously mentioned, the total value creation in the ownership period is expressed by a 

financial component, the leverage effect, and an operational and market effect, respectively. The 

breakdown of the value creation in the ownership period is summarized in figure 20 above. The 

share of operational and market effect on 22.62% per year can be decomposed into the 

following four components: 

 EBITDA growth 

 Free cash flow effect  

 Multiple effect 

 Combination factor 

EBITDA Growth 

In general, PEFs focus largely on EBITDA in relation to creating value as it, on average, 

constitutes for 39% of the total value creation for mid-cap buyout deals
22

. Hence, the 

decomposition of the operational share of the total value creation in the Group is based on the 

EBITDA growth. The EBITDA growth’s contribution to the total value creation is calculated by 

multiplying the change in EBITDA, from entry to end, with the EV/EBITDA multiple at entry.  

Table 27 – EBITDA Growth’s Contribution to the Value Creation 

 

24.66% 

2.04% 

22.62% 

0% 

5% 

10% 

15% 

20% 

25% 

30% 

Value Creation Leverage effect Operational and market effect 

EBITDAEntry 165                   

EBITDAEnd 427                   

Change in EBITDA 262                   

EV/EBITDAEntry 21.26                

Contribution of EBITDA-growthLevered 5,572                

Leverage effect 461                   

Contribution of EBITDA-growthUnlevered 5,111                

Contribution of EBITDA-growthUnlevered  (%) 121.94%

Contribution of EBITDA growth
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The contribution from EBITDA growth adjusted for the leverage effect constitutes 121.94% of 

the total value creation. This is a larger share than the total contribution from operational and 

market effect why it can be stated that the value creation through operational and market effect 

is driven by EBITDA growth in the ownership period. Furthermore, the EBITDA growth 

exceeds the average of 39% for mid-cap buyout deals in general significantly. 

Decomposition of EBITDA Components 

Growth in EBITDA can come from revenue growth, optimization of the operation by improving 

the EBITDA margin or a combination of both. The revenue growth’s contribution to the growth 

in EBITDA is calculated with the following formula: 

                                                                        

Where the change in revenue is revenue at entry subtracted from revenue at end. The 

contribution from the development in the EBITDA margin can be found by using the formula: 

                                                                         

Where the change in EBITDA margin is the EBITDA margin at entry subtracted the EBITDA 

margin at end. Finally, the contribution from the combination factor can be derived from the 

formula: 

                                                                          

The combination factor is a correction factor that seeks to quantify the combined effect of the 

parallel development in revenue and margin
22

. The contribution from these three effects which 

together drives the total EBITDA growth during the ownership period, is summarized in figure 

21 below. 
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Figure 21 – Decomposition of the EBITDA Components  

 

From the figure above, the revenue growth has contributed with 100.91% of the total EBITDA 

growth why the EBITDA growth exclusively has been driven by the growth in revenue while 

the attempt on optimizing the operation has failed and actually destroyed value in the ownership 

period. The average for mid-cap buyout deals in general results in sales growth contributing 

with 78% of the EBITDA growth. The same figures for the contribution of margin expansion 

and the combination factor are 21% and 1%, respectively
22

. Compared to the average in general, 

sales growth’s contribution to the EBITDA growth is well above while the contribution from 

margin expansion and the contribution from the combination factor are well below. 

Accordingly, the Group’s aggressive expansion strategy and thereby high growth in revenue has 

influenced the EBITDA growth significantly, but has also had a negative impact on the 

operational improvements which have influenced the EBITDA margin to perform worse than 

what could be expected of a PE owned company.  

Free Cash Flow Effect 

Paying off debt through generated cash flow is an effective substitute to dividend payments for 

companies that has been acquired by PEFs through a LBO transaction. The process where a PE 

owned company manages to reduce the debt in the ownership period, also called de-leveraging, 

is often referred to as the core process for PE takeovers even though the true value driver in 

practice is the ability to generate the necessary cash flows that make it possible to repay the 

debt
22

. 



106 

 

Table 28 – The FCF Effect’s Contribution to the Value Creation 

 

As the net interest-bearing debt has increased from entry to end, it can be stated that the de-

leveraging in the ownership period has resulted in value destruction why the FCF effect, 

adjusted for leverage, has contributed with -14.27% to the total value creation. This is unusual 

within PE investments where the FCF effect often contributes positively to the value creation as 

the free cash flow is used to reduce the debt. The average contribution of the FCF effect for 

mid-cap buyout deals in general is 6%
22

. However, this is consistent with the findings in Theory 

of Private Equity which revealed that the operational effect for Danish LBOs is only driven by 

EBITDA growth while the effect from FCF actually figures as negative.  

In general, the FCF effect is driven by the development of the factors EBITDA, net working 

capital, investments, and tax and interest payments. As mentioned in the Financial Statement 

Analysis, the Group has not been able to generate a stable cash flow from the operation. The 

Cash flow from operating activities decreased with 53% from 2013 to 2014 which can be 

explained by the large change in working capital due to the high increase in inventory. From 

2012 to 2014, the FCFF has been negative each year why the Group was unable to repay any 

debt in this period. From 2013 to 2014, the FCFF decreased significantly due to the high rise in 

inventory. Cash flow from investing activities has increased with 34% due to a high increase in 

investments in Property, plant and equipment to cope with the large expansion and openings of 

new stores. 

Multiple Effect 

The primary market factor for the value creation for PEFs relates to the market timing. The 

value creation from this factor is also called value capturing and describes the scenario where 

value creation, e.g., comes from an increase in the price multiple without occurrence of 

improvements in the underlying performance
163

. This may be caused by the general economy or 

the capital market, the strategic or dimensional adjustment of the company or the transaction 

parties’ negotiation capabilities
22

. The contribution from the market factor to the total value 

creation is called the multiple effect and is derived by the following formula: 

                                                              

Net interest-bearing debtEntry 305                   

Net interest-bearing debtExit 957                   

Change in Net interest-bearing debt -652                  

Leverage effect -54                    

Contribution of FCF-effectUnlevered -598                  

Contribution of FCF-effectUnlevered (%) -14.27%

FCF effect
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Table 29 – The Multiple Effect’s Contribution to the Total Value Creation 

 

As the estimated EV/EBITDA multiple for Zebra has decreased slightly from entry to end, 

namely from 21.26 to 19.56, the multiple effect in the ownership period, adjusted for leverage, 

has contributed negatively with -6.16% to the total value creation which is well below the 

average for mid-cap buyout deals in general of 16%
22

.  

Combination Factor 

The combination factor is an adjustment factor that takes the combined impact from the 

development in both EBITDA and the EV/EBITDA multiple on the total value creation into 

account
22

. As developments in the EBITDA and the EV/EBITDA multiple usually will occur in 

parallel, it is necessary to include this adjustment factor since the combined development neither 

can be directly connected to the contribution from the EBITDA growth or the contribution from 

the multiple effect. The combination factor’s contribution to the total value creation is 

calculated by using the formula: 

                                                      

Table 30 – The Combination Factor’s Contribution to the Total Value Creation 

 

Despite that Zebra’s EBITDA has increased with 159% from entry to end, the combination 

factor has contributed negatively to the total value creation due to the decrease in the 

EV/EBITDA multiple why the combination factor, adjusted for leverage, has contributed with -

EV/EBITDAEntry 21.26                

EV/EBITDAExit 19.56                

Change in EV/EBITDA-multiple -1.71                

EBITDAEntry 165                   

Contribution of Multiple-effectLevered -281                  

Leverage effect -23                    

Contribution of Multiple-effectUnlevered -258                  

Contribution of Multiple-effectUnlevered (%) -6.16%

Contribution of Multiple effect

EBITDAEntry 165                   

EBITDAExit 427                   

EV/EBITDAEntry 21.26                

EV/EBITDAExit 19.56                

Change in EBITDA 262                   

Change in EV/EBITDA-multiple -1.71                

Contribution of Combination factorLevered -447                  

Leverage effect -37                    

Contribution of Combination factorUnlevered -410                  

Contribution of Combination factorUnlevered (%) -9.79%

Combination factor of EBITDA & multiple
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9.79% to the total value creation. In comparison, the average for mid-cap buyout deals in 

general is 6%
22

. 

Total Value Creation 

The analysis of the total value creation in the Group during EQT’s ownership has been analyzed 

based on the method in the publication Value Creation in Private Equity
22

 from 2014 and the 

Theory section. The analysis of the value creation is based on the valuation of the Group per 

30/06-2015. Based on this valuation, the internal rate of return for EQT’s investment 

exclusively, excluding the JV, has been used corresponding to an IRR of 24.66% per year. 

Subsequently, focus has been on separating the contribution to the value creation in a financial 

and an operational and market component. The financial component consists of a leverage effect 

while the operational and market component is driven by operational improvements and 

multiple arbitrage. The separation of these different components is quantified in relation to IRR 

in figure 22 below.  

Figure 22 – Illustration of All Components within the Value Creation 

 
As illustrated, the leverage effect accounts for 2.04% per year, equivalent to a contribution of 

8.28% to the total return. The total unlevered return on EQT’s equity investment was 22.62% 

per year. The operational and market effects were driven by the significant growth in EBITDA 

while the FCF effect has contributed with minor value destruction. The growth in EBITDA is 

driven primarily on a high revenue growth which has contributed with 100.91% of the total 

EBITDA growth which can be explained by an aggressive and successful expansion strategy. 



109 

 

Conclusion  

This thesis set out to estimate the fair Enterprise Value of Zebra on June 30, 2015, and to 

analyze how EQT has created or destroyed value throughout its ownership period. In this 

section, the main points and most important results from the thesis will be summarized. 

In Theory of Private Equity, a PEF was determined as a company that invests directly into 

private companies, ranging from smaller companies to large mature companies. The main idea 

behind the investment is to provide operational support to the companies’ management in order 

to create as high a return as possible. These PEFs have four main techniques to create value, 

governance, financial engineering, operational engineering and multiple expansion. According 

to empirical studies, operational engineering is the primary value driver for PE owned 

companies throughout the holding period.   

In the Strategic Analysis the key drivers behind Zebra’s success were determined. These drivers 

were divided into the primary and the secondary drivers. The primary drivers are Location, 

Affordability & Value for Money and Differentiated Assortment & Products while the secondary 

drivers are The Flea Market Inspired Décor and The Reputation of Scandinavian Products. 

While the combination of the primary drivers are the most essential in order to reach the success 

that Zebra has, the secondary drivers are elements that have created additional value for Zebra. 

These drivers combined constitute the business concept which has led to the overall success 

Zebra has experienced. Each of the drivers within the business concept entails certain risks such 

as long expensive leaseholds, high inflation in Asia, change in consumer trends, stigma towards 

price-point retailers and lack of control of around 400 unaudited suppliers.  

The future prospects from a strategic perspective were analyzed as well. In the Macro analysis it 

was found that the expected improvements in the general economic outlook on Zebra’s markets 

are assessed to have a positive impact on its performance. Additionally, the Meso analysis, 

which examined the industry that Zebra operates within and looked closer on the competitors, 

reveals that Zebra is in a beneficial position due to the lack of direct competitors. The Micro 

analysis showed that Zebra practices a so called Hybrid Strategy by simultaneously trying to 

differentiate through own designed products, but at the same time offer products at low prices. 

This strategy is, according to studies, both profitable and viable. The strategy is executed and 

implemented by strong organizational capacities in terms of competent board of directors and a 

CEO with an impressive resume. Furthermore, the business concept was analyzed and assessed 

to be durable in the future. The concept is hard to imitate as scale is needed in order to offer 

differentiated products to low prices. Zebra has been able to achieve a large scale due to its 
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differentiated products and the reputation of Scandinavian products, distancing it from the 

domestic players which mainly compete solely on price. Ultimately, Zebra as a company were 

assessed as durable due to its internal competences, viable and profitable strategy, lack of direct 

competitors and durable business concept. 

In the Financial Statement Analysis it was found that the largest operating cost item, Cost of 

sales, has been under strong cost control and has increased less than revenue the last two years. 

However, both Staff costs and Other external expenses have increased relatively more than 

revenue leading to lower EBITDA margins in 2013 and 2014 compared to 2012. Moreover, the 

profitability of the Group’s operation, measured by ROIC, showed a high profitability, but also 

a decrease from 40% in 2013 to 35% in 2014. Additionally, the utilization of capital has 

worsened significantly from 2012 to 2014. Especially from 2013 to 2014 where the number of 

days the invested capital is tied jumped from 78 to 93 days. The same goes for days the net 

working capital is tied as it jumped from 26 to 59 days. Thus, the Group is very profitable, but it 

obviously has some problems with its net working capital which leads to problems in generating 

Cash flow from operating activities. 

Based on the budget, which was derived based on the Strategic Analysis and the Financial 

Statement Analysis, the fair Enterprise Value for the Group per June 30, 2015, was estimated to 

DKK 8,350 million and for the 50% share in the Japanese JV it totaled to DKK 8,644 million 

for Zebra. These estimates are based on a WACC for the Group of 6.5% and 8.75% for the 

Japanese JV. From the Enterprise Value, the fair value of Zebra’s equity was found to DKK 

7,789 million where EQT’s share represents DKK 5,219 million, but only DKK 2,874 million 

when corrected for the 50/50 owned partnerships. This resulted in an IRR on 26.48% per year 

for EQT. This return is above the expected return for PE investments which historically has a 

threshold for an IRR over 20% per year, and in more recent time a threshold between 12-17% 

per year.  

Finally, the value created for the Group was found to be driven primarily by operational and 

market effects which accounted for 91.72% of the value creation while leverage effects only 

accounted for 8.28%. The value created from operational and market effects were driven by 

EBITDA growth which accounted for 121.94% of the value created while the FCF effect, 

multiple effect and combination factor affected the value creation negatively with -14.27%,        

-6.16% and -9.79%, respectively. The revenue growth contributed with 100.91% of the total 

EBITDA growth why the EBITDA growth exclusively were found to be driven by the growth in 

revenue while the attempt on optimizing the operation in terms of improving the EBITDA 

margin had failed and actually destroyed value in the ownership period.  
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An IPO from Zebra’s and EQT’s Perspective 

Until now, the thesis has investigated Zebra’s durability and its historical performance in order 

to estimate a fair EV of the company and to analyze how EQT has generated value for the 

Group. This last section will look ahead and put a potential IPO of Zebra into perspective. First 

of all, EQT’s exit strategies will be described shortly. Afterwards, it will look further into the 

potential IPO of Zebra. This will include an assessment of whether an IPO seems as a good 

strategy for EQT based on empirical information together with a comparable case and an 

analysis of financial as well as non-financial measures. Finally, a short examination of which 

effect a potential IPO will have on Zebra will be conducted.   

An IPO from EQT’s Perspective 

Typically EQT has three ways to hand over a portfolio company to new owners as seen below.  

 IPO: Floating part or the whole company on a public stock exchange. EQT will often 

stay as a substantial owner for a period of time  

 Trade Sale: Selling a portfolio company to an industrial buyer  

 Secondary Buyout: Selling a portfolio company to a financial buyer 

The most common route for EQT has been Trade sales followed by Secondary buyouts and then 

IPOs
164

. However, as mentioned earlier, it is most likely that an IPO of Zebra will be the exit 

strategy for EQT. 

Empirical Aspect  

First of all, it is relevant to look closer into the empirical data on Reverse Leveraged Buyouts 

(RLBO). RLBO is when a PE owned firm goes public. According to surveys, CEOs, CFOs and 

COOs have big concerns about PEFs’ role in public corporations. The concern is PEFs pushing 

overleveraged companies into the public market too quickly
165

. However, whether this is an 

efficient strategy for the PEFs is doubtful. It is known that PEFs retain substantial holdings of 

the respective companies after the IPO. Therefore, the post-IPO companies’ long run 

performances have substantial wealth implications for the PE investor. Furthermore, since IPO’s 

is a part of EQT’s business, it will suffer a severe loss of reputation if its RLBO of Zebra turns 

out to be a failure
17

. A large study that examined 526 RLBOs and 5,706 IPOs between 1981 and 

2003 reveals that RLBOs outperform other IPOs in the market as a whole. Furthermore, other 

studies reach the same conclusion
165

. Thus, based on the empirical data this should not be a 

concern for Zebra. 
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If EQT completes an IPO of Zebra, it will most likely retain a substantial part of the company 

based on its track record and RLBO history. Empirical data shows that PEFs hold on average 

approximately 60% of equity ownership prior to IPO’s and that this level decreases to 40% right 

after the IPO. One year after the IPO, the ownership is on average 32% and drops further down 

to 24% three years after. Looking at EQT’s track record when it comes to RLBOs, ownership is 

usually also retained after the IPO as seen with ISS
166

, SSP, XXL, among others
164

.  There are 

no indications of EQT pushing an overleveraged Zebra into the public market too quickly. It 

would not make economic sense and the track record for its others RLBOs tells another story. 

IPOs of Similar Companies  

An IPO of Zebra does not seem unrealistic when looking back on the IPO market for the last 

five years. Five Below, an American discount store, went public in 2012 followed by the two 

British discount chains, Poundland and B&M, which both went public last year. EQT also 

completed a successful IPO of the Norwegian sport retailer XXL last year
167

. Additionally, the 

Norwegian discount retailer, Europris AS, plans to offer its shares in an IPO this year
168

. All 

these mentioned companies have experienced high growth before the IPOs and potential IPO. 

One of the main reasons behind the listings of these companies is based on investors finding 

growth companies like these attractive
167

.  Another common denominator for these companies is 

that they all were PE owned at the IPO date. The following section will look closer into the 

company Poundland as it has the most similarities to Zebra, and examine how its IPO went.  

Poundland  

In 2010, the PEF Warburg Pincus made a deal with an all-equity offer, valuing the company at 

about GBP 200 million or 8x EBITDA. Warburg Pincus deliberately chose to use minimal 

leverage in the deal similarly seen during EQT’s ownership period of Zebra. The focus for both 

Warburg Pincus and EQT has been on growth and not financial engineering. Managing director 

at Warburg Pincus states that Poundland was “all about growth, not financial engineering”
169

.  

Poundland was listed March 12, 2014, and the stocks were well received by the investors. After 

the IPO, the shares rose 20% in its first hours of the trading
170

 and the IPO book was 13 times 

oversubscribed. The shares were up 23.3% at the end of the first day and closed at a value of 

GBP 925 million compared to GBP 750 million at the beginning of the day
171

. The IPO was a 

success for Warburg Pincus with a return of 4.5 times its initial investment based on the IPO 

price
169

.  
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The Attractiveness of Zebra as an IPO Candidate  

In order to determine whether an IPO of Zebra is attractive for EQT, it is relevant to look at the 

financial and non-financial measures that indicate a successful IPO and how Zebra is 

performing compared to its peer group. In 2013, Ernst & Young conducted a large survey
172

 

covering over 300 institutional investors around the world to determine how the uncertain 

markets in 2009 might have affected the IPO decision making. It is necessary to view the IPO 

from an institutional investor’s perspective as they drive stock prices since they typically 

receive 70-80% of IPO stock allocations. These institutional investors include mutual funds, 

hedge funds, banks, insurance companies, pension funds, money management funds, larger 

corporate issuers and other corporate finance intermediaries. The result of the survey showed 

that the investors weigh financial metrics about 60% and non-financial measures 40% when 

determining whether to buy stocks in a company at the IPO date and after. 

Financial Factors 

According to the above mentioned survey, the most important financial metrics are shown 

below. The figures are arranged in order of priority to the investors, debt-to-equity ratio being 

the most important figure. The factors are calculated for Zebra, the peer group and Poundland 

(see Appendix 29). A benchmark of Zebra’s performance relative to its peer group and 

Poundland helps demonstrate whether an IPO of Zebra will be attractive for EQT.  

Table 31 - Financial IPO Success Factors 

 

While the debt-to-equity ratio only was the ninth most important financial factor in the last 

survey in 2008, it has become the most important one in the latest survey. It is especially 

relevant for PE owned companies which tend to be highly leveraged. However, this concern is 

not relevant for investors who are interested in Zebra since the leverage is low, especially when 

compared to other PE owned companies in general. The other figures and ratios above clearly 

show that Zebra is not only outperforming the peer group, but also Poundland in most of the 

figures. The most successful IPOs tend to outperform their peer groups on growth rate, sales 

Financial Factors (2014) Zebra* Peer Group Poundland

Debt-to-equity ratio 0.1** 0.0 0.0

Earnings growth*** 68% 4% 105%

Sales growth 44% 8% 13%

ROE**** 32% 22% 18%

Profitability Growth (%-Points) 1.1% -0.2% 1.3%

EBITDA Growth 50% 4% 25%

Gross margins 62% 35% 37%

ROI 24% 16% 13%

ROA 13% 9% 7%
* The Group

** Calculated based on estimated market cap and net debt 31/12/2014

*** Earnings Growth is used instead of EPS growth due to lack of information for Zebra and Poundland 

**** The Group's ROE is calculated based on Profit/Equity like Bloomberg do 
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performance, profitability and market share before going public. Zebra outperforms the peer 

group and Poundland on growth rate, sales performance and profitability, but not on market 

share. However, based on Poundland’s historical growth and Zebra’s expected growth, Zebra 

will have more stores than Poundland within 2 years. Ultimately, based on the financial factors, 

an IPO of Zebra seems to be attractive for EQT.  

Non-Financial Measures 

The four most important non-financial measures are listed below in order of priority for the 

investors:  

 Management credibility and experience 

 Quality of corporate strategy and its execution 

 Brand strength and market position 

 Operational effectiveness 

Zebra’s CEO were evaluated in the Micro section which clearly showed that Zebra has a very 

competent and experienced CEO combined with a highly skilled and experienced board of 

directors to assist him. Whether the CEO is credible or not is hard to assess. However, coming 

from high levelled managing positions in Tesco and The Body Shop and the fact that he has 

been headhunted by the largest Nordic PEF indicate that it seems reasonable to award the CEO 

credibility. 

The corporate strategy is analyzed in the Micro section as well and shows that Zebra has a 

Hybrid strategy which, according to some studies, is both a durable and profitable strategy. The 

strategy for Zebra has proven to be successful and the same goes for the execution of it. The 

strategy, from how the concept is built, to the expansion into new markets, has been successful 

in nearly all markets so far which makes it realistic for investors to expect the growth to 

continue as many markets still have a low number of stores present or have not been entered yet. 

The Tiger brand seems strong around the world based on the high interest for the stores. The 

reputation of Scandinavian products almost has a priceless effect on the brand perception in 

these years and it seems reasonable that this reputation will last on the long run. When it comes 

to market position, Zebra differs from most of the other variety retailers because it is present on 

so many different markets. It only holds a market leader position in the Danish market, but the 

presence and success on foreign large markets are what creates the growth potential and makes 

the company attractive for investors.  
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The critical point for Zebra is its operational effectiveness. It has been able to generate higher 

gross margins over the last five years which makes them more cost efficient in respect of 

product development.  However, a crucial part of operational effectiveness is controlling and 

improving processes. Zebra has showed to perform poorly within this area as described in the 

Financial Statement Analysis. Potential investors will be worried about the development in the 

net working capital why it could be beneficial to wait with a potential IPO to after this area has 

been optimized.   

Conclusively, based on the non-financial factors, Zebra has the prerequisites to become an IPO 

success. The only concern according to the four factors is the operational effectiveness, an area 

which has plenty of room for improvement. 

An IPO from Zebra’s Perspective  

The primary reason for an IPO is increased access to financial markets and capital for projects. 

This has great significance for Zebra as it has great potential to grow extensively in future years. 

The expected EQT decision of listing Zebra will lead to some notable changes for Zebra as a 

company. Some of them will be predominately positive and some predominately negative. The 

two sections below will examine both the pro and con consequences of an IPO.  

Pros 

As mentioned earlier, the primary benefit for Zebra is better access to the financial markets and 

capital. The industry is characterized by very low leverage and going public will imply a wide 

range of sources to raise capital. Furthermore, it will immediately increase the equity in Zebra 

and therefore change the debt-to-equity ratio. This change may allow them to renegotiate 

existing debt to more favorable terms
173

.  

An IPO can also help creating greater public awareness of the company and thereby increase the 

brand awareness, credibility and public profile
172

. It can give Zebra an even greater advantage 

over privately held companies in the same industry, like Søstrene Grene, and the new public 

status can make it easier to expand internationally due to more media coverage.  

As described in the Strategic Analysis, one of the potential risks for Zebra is whether it can 

attract and retain qualified employees in the future. Being a public company will mitigate some 

of this potential risk. As a public company, Zebra can provide an enhanced stock-based 

compensation strategy in order to attract and retain managers, talents and other key employees. 

This stock-based compensation plan is a way to give employees an opportunity to share in the 

financial success of the company.  
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Cons 

Zebra will lose privacy in matters related to business operation, competition, material contracts 

and customers. Being a public company implies extensive public disclosure rules which require 

details in public offerings and continuous disclosure documents
173

. If Zebra should face some 

problems, it now has the possibility to hide it from competitors and the public to a larger degree, 

but as a publicly traded firm it needs to reveal more information. Competitors and potential new 

competitors can get a larger insight in Zebra’s business which represents a potential larger threat 

from competitors in the future.  

An IPO will result in extensive new reporting requirements including information disclosure 

requirements and legal requirements. All these requirements demand a significant commitment 

of time and resources by both senior management and other managers and employees. 

Additionally, Zebra needs to spend a significant amount of time on investor relations. It is 

important to develop an ongoing investor relations strategy in order to sustain an active 

aftermarket interest
173

. A study from PWC Global in 2000 estimates the average direct costs of 

being a publicly traded firm to about 10% of profits as of the IPO date. A study from 2003 

shows a similar result, figuring slightly above 10% of profits
174

. Being a public company is 

costly and will also result in costs for Zebra.  

One thing is the costs of being a public company. Another is the cost of becoming public. Costs 

are incurred both during the IPO planning stage and during the initial offering. Based on a 

report from PWC, IPO companies on average incur an underwriter fee equal to 5-7% of gross 

proceeds plus an additional USD 3.7 million of costs directly attributable to the IPO
175

. As 

mentioned earlier, when Pandora and ISS went public their direct IPO costs amounted to around 

DKK 350 million
176

. Zebra is a smaller company than both ISS and Pandora, but shall still 

expect to spend a significant amount on direct IPO cost.  

Summary  

Based on the previous sections, an IPO of Zebra seems attractive. Historical studies show that 

RLBOs outperform other IPOs in the market as a whole and that no indications are to be found 

of EQT having incentives to push Zebra too quickly into the public market. Additionally, 

Poundland, a company with many similarities to Zebra, became a highly successful IPO. 

According to the large Ernst & Young survey, Zebra seems to have the prerequisites to be a 

successful IPO. Based on the financial factors, it outperforms both its peer group and Poundland 

on most factors. Combined with strong prerequisites within the non-financial measures an IPO 

seems highly attractive as soon as the operational effectiveness has been improved. A potential 
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IPO will change Zebra as a company as it will lead to notable changes. Some will be 

predominately positive and some negative. The pros refer to better access to financial markets, 

greater public awareness together with better possibilities to attract and retain managers, 

employees and talents. The cons refer to less control, less privacy and costs associated with the 

IPO and the reporting requirements that follows. Conclusively, an IPO seems like a very 

profitable idea for EQT and it is the next step for Zebra into becoming a large international 

company. 
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