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perspective. Thus, with Royal Unibrew as the target company, the thesis examines whether a PE fund 

is able to obtain an acceptable return through a LBO of the company.  

 

In the post-financial-

and value preservation were vital in the immediate aftermath of the financial crisis, PE funds have 

taken the last few years to apply more value creating techniques and have become enablers of growth. 

has entailed comprehensive efficiency improvements throughout the c

established strategy focusing on revenue growth as opposed to cost cutting provides the foundation for 

 

 

Subsequently, the projection of the compa

provides the basis for estimating the enterprise value of Royal Unibrew at exit. However, in order to 

derive the value of the equity contribution at the end of the holding period, the ending balance of the 

composition of an appropriate debt structure, as the acquisition is highly leveraged, and consequently 

has to support large repayments during the holding period. By reducing the substantial debt, the PE 

fund is able to obtain a higher value of its committed equity, and is accordingly able to obtain a higher 

return at exit.  

 

However, in regards to the LBO of Royal Unibrew, the PE fund has to pay for the efficiency 

improvements already completed prior to the acquisition date. Thus, the return of the investment is 

necessarily lowered by the high price paid for the company at entry in conjunction with the absence of 

opportunities for the PE fund to create quick wins through efficiency improvements. Accordingly, the 

thesis concludes that Royal Unibrew does not represent a strong LBO candidate for a PE fund with an 

IRR of only 17.5 %. Whether the company might have constituted a more profitable LBO target back 

in 2008 prior to the implemented efficiency initiatives, is thus discussable. However, Royal Unibrew 

has provided an illustrative target company for clarifying the different facets of the LBO model.   
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In recent years, the concept of private equity has comprised a distinct subject of interest within the 

business community. Especially, the sale of the large Danish corporations, ISS and TDC, has increased 

nterest for the phenomenon. Whereas private equity activity is a relatively new 

occurrence in Europe, it is a familiar concept within the US, in which the first example of the private 

 

Private equity (PE) funds are companies, in which private or institutional investors commit funds, for 

the PE fund to invest in companies chosen on the basis of different criteria. The acquisition method 

most commonly used by PE funds is referred to as leveraged buyouts (LBO), where debt is used to 

finance a large portion of the acquisition. During the holding period of the target company, the private 

equity funds strive to realize acceptable investor returns through an active ownership. The complete 

ownership often entails influencing the target companies through the implementation of operational 

improvements, the establishment of ambitious business plans as well as the reduction of agency costs. 

However, the aftermath of the financial crisis has resulted in a shift in the PE f  

companies have been urged to improve the efficiency of their operational platform on their own, in 

order to ensure continued existence. Thus, PE funds are increasingly focusing on sustainable value 

creation through expansion into growth markets as well as areas of product development as opposed to 

efficiency improvements, which have otherwise been a traditional mean of generating quick wins.  

 

This dynamic forms the basis for the present master thesis, which focuses on the valuation method 

applied by PE funds. By applying the LBO model, we are able to adequately encompass and address 

As PE funds attempt to reduce the raised debt during the holding period and increase the value of the 

equity contribution in order to create high returns, the LBO model is a suitable method. It takes into 

account both the changing capital structure as well as considering the composition of an appropriate 

debt structure.  

 

In the purpose of illustrating the LBO model, we apply the brewing company Royal Unibrew A/S as 

the LBO target. The company represents an illustrative example of the efficiency process, which many 

companies have undergone since the financial crisis came into effect. Hence, the master thesis at hand 
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examines, whether a PE fund is able to obtain an acceptable return through a LBO of Royal Unibrew in 

spite of  shortage of efficiency opportunities.  

 
1.1. Problem Statement 
The main purpose of the present master thesis is to illustrate and apply a LBO model. This is made 

possible through the involvement of a case company, thus resulting in the following problem statement: 

 
Would a private equity fund be able to obtain an acceptable return through a leveraged buyout  

of Royal Unibrew A/S, when evaluating the prospects as of January 1st 2013? 
 
In relation to the problem statement, it is important to emphasize that the principal objective of the 

thesis is to examine the various facets of the LBO model, why the selection of the applicable target 

company is not a central area of attention.  

 

In answering the problem statement, our thesis is guided by the following study questions. They, thus, 

highlight the key elements in the thesis.  

 
 How is Royal Unibrew strategically positioned in its current markets? 

 How does Royal Unibrew compare financially with its largest competitors? 

 Which potential does Royal Unibrew represent as a LBO target given its current strategic and 

financial position and how should it be integrated in a future strategy established by a PE fund? 

 Which amount of equity contribution does the PE fund have to commit, given the obtainable 

debt at entry? 

 Which IRR and Money Back Multiple can be obtained by the PE fund at exit and are these of 

an acceptable level? 

 Which factors are most influential in the outcome of the applied LBO model? 

 
1.2. Delimitations 
As the purpose of the present thesis is to illustrate the application of a LBO model, a delimitation of 

different factors will be made.  

11th 2013. As were not consolidated at the initiation of the financial analysis of 

Royal Unibrew, the consolidation would have to be conducted independently. However, this procedure 

is considered being too extensive, and accordingly occupying too much space of the relevant analysis. 
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Thus, this has resulted in a delimitation in regards to the time perspective, as the PE 

date has been set before rumors of the acquisition surfaced in order to avoid influences on the share 

price.  

 

The Danish interest deduction limitation rules also represent a delimitation in the thesis. In Denmark a 

law has been passed regarding the deductibility of interest expenses, which may limit companies 

abilities to fully deduct interest expenses. This is of high relevance in LBOs as debt is increased 

markedly, thus increasing interest expenses. In the present thesis, it is assumed that Royal Unibrew can 

fully deduct the interest expenses, why a delimitation in regards to the law has been made. By 

including the rules regarding e.g. thin capitalization and the EBIT test (Deloitte 2013), the results may 

have been negatively affected. However, it has been assessed that an inclusion of the rules would add a 

legal perspective, deviating from the purpose of the thesis. 

In extension of the abovementioned legal perspective, further delimitations are made in regards to the 

budgeting of the financial asset concerning the sale of a project development property. First and 

foremost, the property is sold as an option, which is not included in the recognition of the sale. In 

addition, further delimitations are made in regards to the chosen recognition method including the tax 

statement as well as the property taxation law. A simple recognition method has been applied, as a 

more specific treatment would go beyond the scope of the thesis and would not warrant the attention 

given to it.   

     

In connection with raising debt as well as other assistance regarding the acquisition, fees are chosen not 

to be specified. Instead, the fees are assumed to be included in the costs associated with the loans in 

terms of size and related interests. In continuation, it should be noted that a revolving facility is often 

agreed upon for the purpose of supporting However, as the assumptions in 

the thesis has not necessitated a use of the revolving facility, the associated fee has not been specified 

even though a fee is applicable, even when not drawing on the facility. Furthermore, the fee is assumed 

to constitute a minor cost relative to the total uses of funds, why the final conclusion is presumed not to 

be affected.   

 

In regards to the selected method for answering the problem statement, we have chosen to apply a 

single valuation method. It is often useful to include additional valuation models in order to support the 
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obtained results as well as the following discussion. However, we have prioritized to review the chosen 

method thoroughly rather than including additional models. 

 

Furthermore, we have chosen not to make a full specification in regards to the forecasting of the cash 

 

 

Additionally, a delimitation regarding the market value of the balance sheet items at exit, which are 

used to derive the equity value of the enterprise value, has been necessary. Thus, the implied 

assumption is that the book values are a good approximation of the market values. This will be truer for 

some items than others. In particular, the book value of associated companies will not necessarily 

reflect the market value. However, an estimation of the market value would be a comprehensive 

, which are not publicly listed. 

Thus, a valuation of the companies should be performed separately, which is assessed as being too 

comprehensive for the purpose of this thesis. An approximation of the market value of associated 

companies has been attempted, but proved to be more cumbersome than intended, e.g. by reviewing the 

price of previous sales of shares in the concerned companies. However, as the sales price has not been 

published, the final decision has been to apply book values as an approximation of the market value.         

!

1.3. Methodology  
In the present thesis, it is considered to be of relevance clarifying, on which paradigm within the theory 

of science we base our investigative design and accordingly the underlying assumptions. As the 

research conducted in the thesis is highly dependent upon empirical and quantitative theory, in which 

the environment is perceived as being neutral and objective, our stance in the thesis will accordingly be 

of a positivistic nature. Thus, we attempt to remain objective throughout the thesis, but will necessarily 

project subjectivity into certain elements e.g. in terms of budgeting and debt composition, which 

comprises subjective estimates.    

 

The chosen investigative design is based on both quantitative and qualitative data, in which it has been 

necessary to make exclusions in terms of theory. This has been highly dependent upon the knowledge 

of which we were in possession prior to writing the thesis and the knowledge we have been able to 

acquire during the process. Thus, the thesis will reflect our position as students and not as practitioners.   
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In addition to distinguishing between quantitative and qualitative data, the information can be further 

divided into primary and secondary data (I. Andersen 2010). In terms of quantitative data, we have 

only applied secondary information, as we have not been directly involved in the data collection. The 

secondary data include financial statements from annual reports, register data from Euromonitor, 

Bloomberg, S&P Capital IQ ect., as well as research data from reports compiled by Deloitte, PWC, 

Mergermarket, Prequin, and other professional networks. With respect to qualitative data, we apply 

both primary and secondary information. The primary data have been gathered through personal 

interviews with professionals possessing knowledge specific to our subject including a banker from a 

leveraged finance division as well as practitioners from PE funds. These interviews have enabled a 

practical perspective in our otherwise theoretical-founded thesis. The secondary qualitative data 

comprise information obtained from  annual reports, news databases, theoretical 

literature as well as reports developed by professionals.     

The access to relevant information has also constituted a limitation in terms of company specific data, 

which accordingly has contributed in forming the framework of the thesis. As Royal Unibrew is a 

publicly listed company, we have not been able to obtain internal information. Accordingly, the present 

thesis assumes that the PE fund will acquire Royal Unibrew at a hostile takeover, which similarly limits 

 

 

Throughout the thesis, models are applied in order to enable a structuring of the extensive and complex 

information. By constructing a simplified model of reality, it is possible to realize how different factors 

are connected and influence each other. However, models are only applied to the extent, that they are 

evaluated as providing value in terms of a greater comprehension of the information (I. Andersen 

2010)

whereas a LBO model has been chosen for the valuation and evaluation of the PE  return. In 

continuation, it has been chosen to specify the LBO 

statement.  

 

The methodological choice in terms of the specific valuation can be discussed, as one may apply 

different approaches in valuating a LBO. In general, PE funds apply the so-called LBO model, where 

the large repayments during the holding period are taken into account. However, variations within the 

LBO model emerge, as different approaches in valuating the enterprise value at exit are applied by the 

PE funds (Petersen, Plenborg and Schöler 2006). Nevertheless, the LBO model applied in the present 

thesis includes the use of multiples in estimating the exit price, which is in accordance with statements 
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made by professionals in the conducted interviews as well as their reference to theory in the book, 

Rosenbaum & Joshua Pearl (2009). Thus, multiples are used in favor of a discounted cash flow 

approach, which represents an alternative method.       

As the purpose of the thesis is to derive the return, which a PE fund can obtain, given a specific 

purchase price of the company, it will not be the price of Royal Unibrew at entry that will be the center 

of the valuation. Rather, the purchase price of the company at entry will be estimated by adding an 

s at the date of the 

LBO, enabling a calculation of the entry EV/EBITDA multiple. Thus, the multiple valuation will be 

conducted with respect to estimating the exit price of the company, why EBITDA will be forecasted 

until to 2018, where it is assumed that the PE fund resells Royal Unibrew to another buyer.  

 

In a traditional LBO analysis it is considered to be common practice setting the exit multiple equal to 

the entry multiple as a conservative estimate (Rosenbaum and Pearl 2009, Kvorning 2013). However, 

this approach will be challenged in the present thesis by examining if a multiple expansion can be 

justified. Based on the estimated exit multiple it will be possible to derive the enterprise value and the 

associated equity value, enabling a calculation of the PE ultiple 

(Rosenbaum and Pearl 2009). These metrics are commonly applied by PE funds in order to evaluate the 

given targets  attractiveness as a LBO.      

 

Source Criticism 
In connection with the sources applied in the thesis, we have attempted to remain critical of the 

presented information, as we are aware of potential biases. Thus, in the selection of the valuation 

method within the thesis, we have been conscious of practitioners potentially favoring their approach.  

In addition, several books and articles regarding LBOs and financing in general have been applied. 

These are assumed to be based on scientific studies and accordingly the authors are evaluated as having 

an interest in presenting their material in an objective manner. However, some of the sources are 

outdated, why they are supplemented with additional material.  

In the usage of news articles, we have remained critical of the provided information, as journalists may 

not always have the professional knowledge needed in terms of the presenting the subject. However, in 

general news articles are assessed as presenting information objectively, with the exception of potential 

news creating effects.   
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With respect to the analysis of Royal Unibrew, large parts are based on information from annual 

reports, investor presentations and other publications. These have been read with a certain amount of 

skepticism as they have been developed by the company, but are assessed as transferring reliable 

information as the company is obliged to do so by law. Furthermore, the thesis has applied data from 

the databases Bloomberg, S&P Capital IQ and Euromonitor, which primarily constitute quantitative 

data and are accordingly assessed as representing neutral material. However, the prospective estimates 

will necessarily include subjectivity, which, nevertheless, are considered to reflect neutrality and 

reliability due to the large amount of data contained in the databases as well as the interests of the 

proprietors.        

!
1.4. Structure 
Following section elaborates on the structure of the thesis, providing the reader with an overall 

impression of the link between different sections as well as how we aim at answering the problem 

statement through the selected model.   

 

Initially, a description of the theoretical foundation for the thesis is provided, comprising the primary 

characteristics of LBO targets as well as the specific value drivers, PE funds use in order to create an 

acceptable return. Furthermore, a clarification of the theory regarding the obtained debt in LBOs 

follows. The theoretical foundation is later applied to Royal Unibrew, which constitutes the case 

company selected to illustrate the LBO model. 

Subsequently, an introduction of Royal Unibrew increases  

analyses and includes among the overall strategy as 

well as its existing products and markets. These descriptions in conjunction with some general 

screening parameters is then pitted against the traditional characteristics of a potential LBO target.  

To identify potential value creating drivers within Royal Unibrew from a  perspective, it is 

ic position as well as financial performance. Firstly, the 

strategic analysis comprises 

PE fund should be aware of during the holding period. This is followed by an industry analysis 

emphasizing the competitive conditions as well as an internal analysis elaborating on the strategic 

initiatives in recent years. Lastly, a growth analysis divided by segment ends the strategic analysis in 

the aim of providing an impression of future opportunities. Additionally, a financial analysis 

supplements the strategic analysis, in which key financial drivers are compared to 

competitors. Since the purpose of the financial analysis is to provide an identification of the areas with 
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scope for improvements, the section compares the drivers breweries within 

the industry.   

Based on the findings from the strategic and financial analysis, a suitable future strategy for Royal 

Unibrew as an LBO target is determined. Prospectively, this strategy forms the basis for the projection 

the amount of debt a PE fund is able to obtain, why a separate section clarifies the debt financing and 

the corresponding repayments. EBITDA in conjunction with a multiple is used to determine the 

enterprise value at exit, which subsequently is subtracted NIBD to derive the value of equity. By 

comparing this sales price at exit with the equity contribution determined at entry, it is possible the 

calculate IRR and the Money Back Multiple. Thus, these measures constitute the basis for the 

discussion of the level of the return as well as whether it is acceptable for the PE fund.  

To investigate the uncertainty of the derived results, a following sensitivity analysis addresses the most 

critical factors within the model and their influence on the results.  

!
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In order to answer the problem statement it is essential to specify the theory behind the acquisition 

mode as well as the associated value creating drivers.   

 
2.1. Leveraged Buyouts  
Private equity and leveraged buyout activity has occurred for decades. In the beginning of the 1980s 

the first PE funds specializing in buyouts were established and when regulations were altered, the 

market developed rapidly (DVCA 2009). However, throughout the decades LBO activity has been 

marked by fluctuations and been restrained by deteriorated economic conditions caused by the 

recession. 

 

A PE fund is an investment company with committed capital from private or institutional investors. 

The fund invests directly in companies chosen on the basis of several criteria with the objective of 

achieving an acceptable return on its equity investment upon exit (Rosenbaum and Pearl 2009). 

Acquisitions are often conducted of unlisted companies, but also listed companies have been known to 

be purchased and delisted instantly. 

A method commonly used by PE funds to acquire companies is referred to as a leveraged buyout 
(LBO), in which a large portion of the purchase price is financed by debt. Accordingly, the acquisition 

requires limited investment by the PE sponsors relative to the value of the purchased company, which 

is essential for achieving acceptable returns. Throughout the years, LBOs have been financed with as 

much as 90 % debt, however, the level of debt financing depends on the state of the financial markets 

(Andersen and Melander 2007). 

 

On the most aggregated level a buyout can be divided into three phases: acquisition phase, holding 

period and divestment phase (Berg and Gottschalg 2005). In the acquisition phase, due diligence and 

negations takes place culminating in a valuation of the target company. In the subsequent holding 
period all strategic, organizational and operational changes are implemented in order to increase the 

value of the company and the level of debt is usually reduced substantially. The divestment mode as 

well as the divestment valuation is crucial in order to achieve the required return at the end of the 

divestment phase. Sales may happen through a strategic buyer or another financial investor, by floating 

the company (IPO) or by a recapitalization of the company (Kaplan and Strömberg 2008). 
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2.2. Characteristics of LBO Targets 
When PE funds invest in companies they have different rationalities for choosing specific targets. 

Generally, targets consist of companies in mature industries with the need for change. Some funds also 

choose targets within particular industries as they may have acquired competencies within these fields 

(Axcel 2013). Although there are no definitive rules regarding the selection of targets, certain common 

traits emerge among traditional LBO candidates (Rosenbaum and Pearl 2009). 

 

Strong and Stable Cash Flows 
Due to the highly leveraged capital structure it is critical for the company to have a business model that 

supports periodical interest payments and repayments. Thus, a strong LBO candidate has robust cash 

flows which may be driven by a mature or niche business with a strong brand name or an established 

customer base (Axial 2011).  

  
The Basis for a Strong or Leading Market Position 
In order to support the request for predictable cash flows, a leading or defensible market position is 

often desirable. A leading position within the market often reflects scale advantages, entrenched 

customer relationships, high brand recognition etc. which accordingly create entry barriers and increase 

the stability of the cash flows (Macabacus 2013). 

   
!"#$%&'())#"%*+,%,-.'

Great growth potential, both organically and through acquisitions, can be a coveted feature in a LBO 

target as it may generate greater cash for repaying debt as well as increasing EBITDA and enterprise 

a strong growth profile, which accordingly enhances returns. Furthermore, larger companies are often 

rewarded with a premium valuation relative to smaller peers as they may benefit from scale, lower risk 

profile, increased purchasing power etc. (Rosenbaum and Pearl 2009).  

 

Efficiency Enhancement Opportunities 

PE funds often target companies in which operational improvements can be implemented. This 

includes enhancing operational efficiency, cost savings and negotiating new terms with existing 

suppliers and customers. However, the efficiency opportunities may not overpower the fundamental 

strength of the target s business model (Bennedsen, et al. 2008).    
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Low CAPEX Requirements 
As previously stated, cash flow generation is an important property for a LBO target. Hence, strong 

LBO candidates often have limited capital investment needs as it, ceteris paribus, enhances the ability 

to generate cash flows. However, capital expenditures come in different forms, which is why it is 

important to separate maintenance CAPEX from growth CAPEX. Accordingly, growth companies are 

not disregarded because of their substantial CAPEX requirements (Rosenbaum and Pearl 2009). 

  

Proven Management Team 

A talented management team is crucial in order to facilitate the operational efficiency process during 

the holding period. In the event of the management team not being adequate, the PE fund may install a 

new team in order to meet its investment objectives and hereby adding value to the company (Axcel 

2013).  

  

Viable Exit Strategy 
In order to make a company an attractive LBO candidate, the PE fund must be able to identify exit 

possibilities prior to engaging in the buyout. If none of the exit strategies seem viable, the acquisition 

of the company might be too risky, as the return required at exit may not be obtained (Rosenbaum and 

Pearl 2009). 

 

As previously stated, there are no steadfast rules regarding the choice of LBO targets, why omitted 

factors may be of greater importance to certain PE funds. However, irrespective of the attributes that 

the targeted company possesses, it will only be an attractive LBO target if the purchase price in 

conjunction with an appropriate financing structure enables an acceptable return at exit.    
 
2.3. Value Creation in LBOs 
The following passage constitutes the theoretical foundation of how PE funds are able to generate value 

in LBOs. The passage will primarily identify the value creating drivers that are related to the period 

post acquisition and only peripherally address the value that can be captured during the acquisition and 

negotiating process.  
Firstly, there is a range of primary drivers, which have a concrete and direct effect on the free cash flow 

generation in the company (Berg and Gottschalg 2005). These drivers are referre
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strategic distinctiveness. Secondly, there are several non-operational drivers, which do not directly 

affect performance, but rather amplify the positive performance effects created by the primary drivers. 

organizational, corporate governance and ownership structure, which primarily reduce agency costs 

and develop an unique mentoring system (Loos 2005). As the following passage will show, the primary 

and secondary drivers are often interdependent.  

 

Financial Engineering 
Financial engineering is essential in LBOs, as they imply that the acquirer borrows a large percentage 

of the total purchase price, which often composes a blend of different loans from different kinds of 

lenders. PE funds are able to add value to the LBO transaction during the deal structuring process as 

they have developed an excellent contact network within the financial community. This network 

provides a beneficial position for the PE fund to negotiate the best available terms for the financing of 

the LBO (Loos 2005). With their reputation as good borrowers at stake and their repeating existence in 

the LBO debt market, lenders are willing to deal with them on easier terms.  

The high level of debt also leads to high tax-deductible interest payment, which provides a tax shield 

with a positive impact on cash flows (Berg and Gottschalg 2005). However, one may argue that the 

cost of capital is more or less independent of leverage, since the tax shield of the debt may be 

accumulated by the higher cost of the debt. In this perspective, the tax shield may instead be seen as a 

mean to facilitate the financing of the LBO, rather than representing a real motive (Andersen and 

Melander 2007).  

 

Operational Effectiveness  
Value can also be created through a range of operational initiatives through which the PE funds often 

substantially change the way operations are managed and organized in the target company. The 

combination of an increased management ownership together with a high financial leverage, provides 

strong incentives for managers to improve cash flows through better operating performance (Loos 

2005).  

 

PE funds are renowned for their tight control of corporate spending as well as initiating a series of cost 

reduction programs, such as cuts in overhead costs and outsourcing of activities.  In addition to the cost 

cutting rationale PE funds also strive to reduce the capital requirements by utilizing the existing 

corporate assets more efficient (Berg and Gottschalg 2005). PE funds have great experience in 
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incorporating stricter regimes that improve the management of working capital, cut unsound 

investment programs and divest unnecessary or underutilized assets. However it should be mentioned 

that companies in general have been more focused on cutting cost and improving efficiency over the 

last decade, which makes the possibilities for the PE funds to obtain short-term benefits from 

restructuring more limited (Loos 2005).  

 

In addition to the high level of debt in LBOs, PE funds tend to produce ambitious business plans, 

enabling the LBO target to generate the necessary cash flows to service debt, thus raising the standards 

for management performance (Loos 2005).  

 

Strategic Distinctiveness 
In order to achieve permanent and improved performance that enables the LBO target to service its 

debt, PE funds often strive to reposition the company, making the strategy more focused and distinctive 

(Loos 2005). The focused strategy involves decisions regarding the choice of which market to be in and 

with which products to compete. As a result the diversification of activities is reduced, different 

product lines are cut and inefficient or non-core operations are divested (Loos 2005).  

 

Reducing Agency Cost 
The changes appearing in the organizational structure and ownership, when a PE fund takes over a 

target, allow it to take advantage of agency cost reductions. Value generation through agency cost 

reductions is probably the most discussed value driver in LBOs, as it amplify and support the primary 

drivers in a significant way, leading to enhanced operating performance (Loos 2005).  

 

The magnitude of the agency costs increases proportionally with the size of the free cash flows 

(Andersen and Melander 2007). In this context the significant amount of debt also exerts an important 

role in a LBO, as it compels managers to service debt payments instead of using them inefficiently 

(Berg and Gottschalg 2005). Another positive effect of the large amount of debt is the financial 

 monitor the managerial actions.  

 

Another important factor that reduces agency costs and generates value is the PE 

use of management co-ownership in LBOs (Loos 2005). Managers are often forced to increase their 

share in equity ownership in the company, which accordingly reduces their incentive to shirk. The 

change in status from being a manager to co-owner of the company may create additional incentives for 



 17 of 120 
!

managers to look for new gain opportunities and strategic moves, which improve the performance even 

more (Loos 2005). Additionally, PE funds often implement motivational systems and change employee 

contracts, so employees get evaluated and compensated based on performance (Berg and Gottschalg 

2005).  

 

Finally, the governance structure is changed in a way, which makes it possible for the PE fund to 

closely monitor and control the management (Loos 2005). As opposed to investors in listed companies, 

a LBO transaction allows PE funds to take full advantage of the benefit of active ownership, as the 

concentration of equity is greater, thus eliminating the free-rider problem (Andersen and Melander 

2007). This leads to a more active presentation in the board of directors and a greater involvement in 

monitoring, control and decision-making, which overall reduces agency costs (Loos 2005).  

 

Mentoring 
Value in LBOs can also be generated through a unique mentoring system, where PE funds are acting as 

advisors and enablers (Loos 2005). PE funds bring substantial additional knowledge into the target 

company, as they may have developed valuable financial engineering skills and industry expertise, 

which can be used to assist the management in the target company (Berg and Gottschalg 2005).  

 

Apart from the value creating drivers, which are related to the organizational changes initiated by the 

PE fund, there are some value capturing factors, which cannot be derived from changes within the 

underlying performance (Berg and Gottschalg 2005). These value capturing factors are generally 

referred to as financial arbitrage either relating to information asymmetries and capital market 

-developed deal making capabilities. All three factors enhance the value 

of the LBO in addition to the value created by improvements in the underlying performance of the 

target company.  

 

2.4. Debt Instruments and Acquisition Structure  
As previously stated, a LBO entails financing the acquisition with a large portion of debt. In the 

following passages, the debt instruments, which may be included for this purpose, are described. In 

addition, the structure of the acquisition process will be reviewed in terms of the establishment of 

holding companies as well as the concept of debt push down. 
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Debt Instruments 
In raising debt for a LBO, a broad array of loans, securities or other debt instruments with varying 

terms and conditions may be included in the composition of a financing structure. The different terms 

of the debt instruments include security, seniority, maturity, coupons, and covenants, which in turn 

affect the risk, cost and flexibility of the loans (Rosenbaum and Pearl 2009).  

 

By including several instruments in the financing structure, the loans are ranked in terms of seniority. 

ative to other creditors, which are often dependent upon the 

security of the loans. I.e. the claims of the creditor with the highest seniority will have to be fully 

satisfied prior to the claims of other creditors. The higher the seniority of the loans, the lower the risk 

associated with the loans and thus the lower the costs of capital. However, the cheapest loans are often 

less flexible and frequently have a stricter repayment regime as well as covenants (Rosenbaum and 

Pearl 2009).   
Bank loans represent the debt instruments with the highest seniority, which often constitute a large part 

of the total debt financing for the acquisition. Bank loans are also referenced to as senior secured credit 

facilities consisting of one or more term loan tranches of which the most common are amortizing terms 

loans, bullet loans and revolving credit facilities (Andersen and Melander 2007). The bank will often 

have a enior secured facilities, why these loans 

are typically located closest to the operations of the company. The bank loans are divided into different 

tranches of which the most common are Term Loan A (TLA) and Term Loan B (TLB) (Andersen and 

Melander 2007). The first loan in the seniority order is TLA, which is most often structured as an 

amortizing term loan, followed by TLB, which is mainly comprises a bullet loan. In addition to the 

seniority and repayment structure, the tranches differ in coupons as well as maturity. Furthermore, the 

target company may acquire a revolving facility for liquidity purposes in its operations e.g. at seasonal 

variations, CAPEX requirements, working capital needs etc. (Rosenbaum and Pearl 2009). However, 

the facility must not be used for the funding of the acquisition and must not be used to service the 

repayments of other loans.          
In connection with the issuance of the senior secured facilities, banks generally establish financial 

covenants, which specify certain conditions the company has to comply with. Any violation may 

induce a termination of the loans and, by extension, bankruptcy of the company.    

 

In addition to the bank loans, other more risky debt instruments may be applied in a LBO transaction 
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(Andersen and Melander 2007). Both the mezzanine debt and the high yield bonds are generally 

characterized by longer maturities, higher costs and less strict covenants.  

 

However, the financing structure applicable in a LBO depends on the present economic state of society. 

How this affects the total leverage obtained by the PE fund in the acquisition of Royal Unibrew will be 

discussed in section 10.1. The repayment regimes as well as the additional loan terms are often 

customized to the individual case 

PE (Greisen 2013).  

 
Acquisition Structure 

has been accepted, a number of holding companies are 

established for the purpose of raising debt and thus buying out 

the target company. The reason for establishing several holding 

companies is primarily to create a customized control and risk 

structure as well as forming a favorable tax arrangement. 

Hereby, the debt instruments can be separated, with the loans 

of the highest seniority placed closest to the target company. 

Figure 1 shows a general structure, which may vary dependent 

upon the types of debt instruments included in the financing 

structure.     

 

At the top of the figure, the PE fund places an equity contribution in Equity Co. Hereafter a number of 

additional holding companies are located in order to raise the different debt instruments. PIK co. is 

established for the purpose of raising the unsecure portion of the debt with priority just before the 

equity.   

Debt Pushdown Co. is the holding company, in which the most secured loans are raised. Thus, the 

creditors obtain collateral in the shares from the target company as well as Debt Push Down Co. The 

last company, Bid Co., receives the total acquisition sum from the three other holding companies, for 

which the shares in the target company can be acquired (Andersen and Melander 2007).  
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However, the debt raised by Debt Push Down Co. is often conditional on a so-called debt push down. 

Debt push down is constituted by a number of planned transactions between the creditors, the 

acquirers, and the newly inserted board of directors with the purpose of refinancing the loans. Thus, the 

obtained debt will be moved to the target company in order for the creditor to be placed closer to the 

assets, generating the cash flows. In practice, the debt will be moved by the means of a double exposed 

loan agreement i.e. the target company borrows an amount equivalent to the amount raised by the PE 

fund. The target company then pays the raised debt as dividends to Debt Push Down Co., which in turn 

can repay the raised debt. Hence, the debt has now been pushed down into the target company, 

whereby the bank has obtained first priority security for the provided loans simultaneously with the PE 

fund gaining full control of the shares, as these are no longer held as collateral by the bank. However, 

the loans raised in PIK Co. are not dependent upon the push down, why these loans will be secured by 

cash flow guaranties and will not be placed in the target company (Ibid).             

 

In connection with debt-financed acquisitions, it is of great importance that the acquisitions are 

structured legally correct due to the laws regarding self-financing. Thus, the Danish corporate laws 

prohibit a company to grant loans or to provide security for the financing of shares in the same 

company (Plesner 2013). Through the planned transactions in the debt push down process, the law will 

abided by, why it is important for the PE fund as well as the target company to follow through on each 

transaction. In practice, the debt will not always be pushed down into the target company for the very 

reason of avoiding a legal case regarding self-financing (Greisen 2013).       
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The purpose of the imminent passages is to introduce the target company chosen for the LBO. Thus, 

with Royal Unibrew as the LBO target, different factors specific to the company will be described in 

order to facilitate the subsequent analysis of the company. The description will be concluded with a 

review of Royal Unibrew in terms of the characteristics making the company more or less appropriate 

as a LBO candidate.       
 

3.1. The History of Royal Unibrew A/S 
Royal Unibrew was formed in 1989 through the merger of Faxe Bryggeri A/S and Jyske Bryggerier 

A/S. capacity within both production and financials, Royal 

Unibrew was able to better serve its markets and manage its growth opportunities. Today, the core 

strategy of the combined entity, Royal Unibrew, is to be a focused strong regional brewer within beer, 

malt beverages and soft drinks, with a leading position in its serving markets (Royal Unibrew A/S 

2013a).  

Over the past years, Royal Unibrew A/S has conducted radical changes in the strategy to achieve the 

position the company possesses today. Deriving from the financial crisis together the major internal 

challenges, Royal Unibrew realized that the preconditions for achieving the prior implemented 

- -strategy were no longer present. Thus, in 2009, Royal Unibrew decided to replace the 

- -strategy with a set of key strategic priorities, which contained extensive improvement 

within the organizational structure, operations and efficiency. As a consequence several breweries were 

closed down, many employees were dismissed and production procedures were optimized (Royal 

Unibrew A/S 2010). 

 

3.2. Products and Markets 
Royal Unibrew produces, markets, sells and distributes quality beverages with a main focus on branded 

products within beer, malt and soft drinks, including carbonates, mineral water and fruit juices. The 

company has organized its markets in three segments: Western Europe, Eastern Europe and 

International Malt beverages (Royal Unibrew A/S 2013a).  
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Western Europe 
The main markets in the Western European segment consist of Northwest Europe and Italy.  

The markets in Northwest Europe primarily include Denmark, Germany and the remaining Nordic 

countries. In Denmark, the company has succeeded in becoming the 

second largest provider of beer and soft drinks. The beer segment consists of international, national and 

-based brands. Whilst Royal and 

the licensed brand, Heineken, are offered to the entire country, other brands such as Albani, Faxe, 

Ceres and Thor are only offered in areas with strong local rooting. Within soft drinks, Royal Unibrew 

has launched the successful brand Faxe Kondi, which is leading within its segment, and in regards to 

newly introduced products, the company has embraced current trends by offering energy drinks as well 

as alcoholic cider beverages.    

 

In Italy, the supply is marked by other products than in the remaining Western European segment. Even 

though, Italy is known to be a wine country and the beer consumption per capita is relatively low 

compared to other Northern European countries, Royal Unibrew has managed to establish a strong 

, Ceres, is one of the most imported beer products within the 

super premium segment and has accordingly obtained a high brand value.  

 

Eastern Europe 
The Eastern European segment only comprises the Baltic countries following the divestment of the 

drinks. Even though the consumption of beer and juice is lower than the average level in Europe, the 

consumption in the segment has increased substantially during the last 10 years (Royal Unibrew A/S 

2013d).  

 

In Lithuania, the company offers the national brands, Kalnapilis and Taurus, which are produced at 

-Tauro Grupe. Another brand, which Royal Unibrew 

has introduced to the Lithuanian beer market, is Faxe, which has been established as a leading 

international brand. Within the juice segment, Royal Unibrew has accomplished a position as the third 

Latvia, establishing the company as the largest supplier of juice and water in Latvia. In addition, the 
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company is positioned as the third largest supplier of beer in the Latvian market with national brands 

and has recently entered Estonia, which represents the smallest market in the Baltics. 

As of the end of 2012, Royal Unibrew has managed to secure the distribution of Heineken to all the 

 

 
Malt beverages and Overseas Markets 

The last segment consists of the markets for malt beverages as well as the markets in which Royal 

Unibrew is not locally represented. The supply of malt beverages, which primarily comprises non-

include Vitamalt, 

Supermalt and Powermalt, of which the first brand is estimated to be the third largest brand globally. 

The most essential markets within malt beverages include several markets in the Caribbean and in 

Africa as well as areas in Europe and North America, in which there is a large concentration of ethnic 

communities. Other markets in this segment include the UK, France, Canada, the US and the Middle 

East.  

 
3.3. Share Price Performance 
The share price of the target company comprises an important element in relation to a LBO transaction, 

since it forms the basis for the purchase price. All other things being equal, PE funds are interested in 

buying the target company at the lowest price possible in order to maximize returns when the target is 

resold. The share price of Royal Unibrew has had a turbulent development the last 12 years cf. 

appendix 1. After a positive period from 2000-2006 with a share price improvement of nearly 290 %, 

Royal Unibrew experienced a steep decline during the financial crisis in 2007-2008. Since then, the 

share price has been significantly improved, almost reaching the high level recorded in late 2006/early 

2007. Accordingly, Royal Unibrew has by far been the best investment in Denmark since the equity 

market bottomed in March 2009 (TV2 Finans 2013), which consequently will influence the purchase 

price of the company at entry.  

 
3.4. Ownership Structure 
The shares of Royal Unibrew are listed on NASDAQ OMX Copenhagen, where the company is a part 

of the Midcap index (Royal Unibrew A/S 2013a). Since each share of DKK 10 carries one vote, the 

voting rights in Royal Unibrew are unaffected by share classes.  
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By the end of 2012, Royal Unibrew had approximately 17,000 registered shareholders possessing 90 % 

of the total 10,570,000 shares. Of the total share capital, 1 % is owned by directors of the company and 

members of the Executive Board. Other noticeable holdings include three shareholders, who have been 

identified as holding more than 5 % of the share capital cf. table 1. 
 

 
 
3.5. Royal Unibrew as LBO Target 
The following section elaborates on the parameters, which have given rise to the selection of Royal 

Unibrew as the LBO target. The review should be regarded as a cursory discussion of chosen 

characteristics as the remaining parameters will be the main focus of the impending analysis of the 

company.  

 

The first criteria for selecting a target, has been that the company should be publicly listed in order to 

facilitate a gathering of information both in terms of comprehensive annual reports and the market 

value of equity. In addition, 

fundamental element in the screening process of possible targets. Of Royal 

appears 

company strategy in 2008, which, ceteris paribus, will be an attractive feature for a PE fund in order to 

service the increased leverage. The ability of servicing debt repayments, will be further analyzed in the 

impending LBO model, and will thus provide a more accurate impression of the adequacy of the 

 

 

Another favorable characteristic of Royal Unibrew as a LBO target is the current ownership structure. 

the largest 

stockholders each have a limited proportion of the shares. Thus, only one shareholder can be 

considered as an obstacle in the acquisition of the entire company, as Chr. Augustinus Fabrikker owns 

11 % of the shares. However, the general ownership structure is disperse, which will be further 

discussed in section 9.2. regarding the purchase price premium.  

 

Table 1 - Shareholders holding more than 5%
Shareholder Ultimo 2012
Chr. Augustinus Fabrikker, Denmark 11.0%
ATP, Denmark 5.2%
SKAGEN Fondene AS, Norway 8.9%
Source: Royal Unibrew Annual Report, 2013
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strong market position. Royal Unibrew is among the leading suppliers in many of its markets and has 

established a significant affiliation among its customers by offering local brands, which in turn 

contribute to generating stable cash flows. 

 

The parameters discussed above include the easiest accessible information, why the forthcoming 

analysis will evaluate the remaining characteristics described in section 2.2. Accordingly, it will be 

possible to examine whether Royal Unibrew is a strong LBO candidate.     

 
3.6. Date of Acquisition 
The date of acquisition is set as January 1st 2013, to which many considerations have been made cf. the 

delimitations of the thesis. Royal Unibrew acquired the Finnish brewery, Hartwall, on July 11th 2013, 

had not been consolidated at the time of initiating the analysis. 

Thus, the choice has been made to set the PE fu  before 

acquisition of Hartwall, as an inclusion has been considered to be too comprehensive for the scope of 

the thesis.   
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The strategic analysis intents to analyze the macroeconomic influences and industry specific 

characteristics followed by a review of internal strengths as well as weaknesses, which affect Royal 

n analysis 

of the strategic environment in conjunction with an assessment of the financial elements, makes it 

possible to identify which value drivers a PE fund may be able to utilize in relation to a potential LBO 

transaction. Thus, the strategic and financial analyses provide the basi

current position, which subsequently will be supplemented with an established future strategy provided 

by the PE fund.  

 
4.1. Macroeconomic Influences  
The purpose of the forthcoming analysis is to uncover the macroeconomic factors that affect the beer 

and soft drink industry, and thus clarify which factors Royal Unibrew in particular should pay attention 

to in order to be well prepared for potential risks in the future.  

 

The macroeconomic factors will be identified through the PEST model, since it constitutes a 

breakdown providing a good overview (Grant 2010). Since Royal Unibrew is operating in a wide range 

of countries, the company is subject to several different laws, politics, trends etc., which must 

considered and reacted to market-by-market. Differences between markets will be discussed to the 

extent that they are assessed as being essential for the beer and soft drink industry and Royal Unibrew, 

however, in most cases, a generalization will be applied for the purpose of transparency. Even though 

the countries differ in certain areas, their impact and patterns are often similar.  

 

Political Factors 
The beer and soft drink industry, and hence Royal Unibrew, is subject to a wide range of national as 

well as international politically determined laws and regulations. Any changes within the legislations 

ales and earnings significantly (Royal Unibrew A/S 2009b). 

 

The most influential political factors within the beer and soft drink industry are the imposed VAT, 

taxes, excise duties and other charges in the individual markets (Royal Unibrew A/S 2009b). 

Governments use amendments within these rates of taxation partly as a regulatory mechanism for the 

desired tax revenue but also with the intention of changing the consumer habits of the population. As 
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an example, the political justification for beer excise in certain countries has been to reduce the 

consumption of alcohol, just like regulations regarding sugar-sweetened soft drink excise has been 

introduced in order to reduce the consumption (Danish Brewers' Association 2011). To give an 

impression of how excise duties differ from country to country and indeed vary on a year-to-year basis, 

figure 2 illustrates excise duties for beer in ten European countries in the years of 2012 and 2010 as 

compared to the minimum rate set by the European Commission (Brewers of Europe 2010, Brewers of 

Europe 2012, European Commission 2012).   
 

 
 

As it appears from the figure, the level of excise duties for beers heavily rely on, in which markets the 

companies choose to sell their products. Beyond the figure stating how excise duties for beers differ 

across countries, it also indicates how these vary from year to year within the individual countries.   

 

Policy decisions in regards to raising excise duties are central, as these often result in higher consumer 

prices, which accordingly may induce consumers to shift to substituting products such as wine and 

spirits. Same reasoning applies for the other control instruments such as VAT and taxes. The above-

mentioned factors are as well applicable for soft drinks, even though imposing excise duties on sugar-

sweetened soft drinks is not as widespread. Only seven out of twenty-seven European countries 

actually impose excise duties on sugar-sweetened soft drink, of which Denmark has an exceptionally 

high excise duty (Bryggeriforeningen 2011). Accordingly, Royal Unibrew has been marked by the high 

excise duties imposed by the Danish Government, which previously has resulted in a decline in sales 

due to increased cross-border trade in Germany (Bryggeriforeningen 2013)   

The list of political factors influencing the beer and soft drink industry is quite long, why this paragraph 

only covers the factors, considered most important to the industry. Other political factors include rules 

regarding age limitations and labor-related conditions as well as laws comprising antitrust and 

Source: Compiled by the authors with data from European Commission and Brewers of Europe

Figure 2 - Excise duties for Beer in Europe, 12 Degrees Plato or 4.8 % Abv, in Euro 
per hectolitre
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environmental protection. Lastly, the alcohol percentage in a non-alcoholic beer as well as regulations 

in regards to trade barriers e.g. in terms of import quotas constitute additional political influences 

(Bryggeriforeningen 2012, Royal Unibrew A/S 2009b).  

 

Economic Factors 
From an economic perspective, the beer and soft drink industry and hence Royal Unibrew is fragile to 

changes in the disposable income, financial risks and commodity risks both globally and within the 

individual markets.  

As with many other industries, the financial crises hitting in 2007, has significantly influenced the beer 

and soft drink industry. Especially Europe and the United States have experienced an overall decline in 

the demand for beverages as consumers have turned to substituting products (Royal Unibrew A/S 

2009b). Effects from the crisis still affect certain market within the beer and soft drink industry, thus 

influencing profit margins (Royal Unibrew A/S 2013a). The economic crisis has led to a general 

decrease in the disposable income, making the consumers more price conscious, which can be 

discussed in terms income elasticity of demand for beer and soft drinks. For some consumers the 

beverages constitute a necessity, as a decrease in income does not reduce the consumption of the 

product proportionally. Others consider the products as being luxury goods, thus resulting in larger a 

decrease in the consumption of the good. However, in the impending analysis the product is considered 

to be centered in between the two definitions, why the consumption is expected to be affected by 

changes in the disposable income, though only to a certain extent. In the aim of capturing trends within 

the segments Royal Unibrew A/S operates, figure 3 shows a growth index of the real annual disposable 

income per household for six selected countries.  
 

 
 

Source: Compiled by the author with data from Euromonitor

Figure 3 -Growth Index of Real Annual Disposable Income Per Household, 
Constant 2012 Prices, Fixed 2012 Exchange Rates (EUR), 2004-2015E
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Source: Compiled by the author with data from Index Mundi &World Bank

Figure 5 - Aluminum Monthly Price, 99.5% minimum purity, LME Spot Price, CIF 
UD Ports, USD per Metric Ton
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As it appears from the figure, the historical disposable income in the selected counties has been 

fluctuating. With the economic crisis fading, all countries, with the exception of from Italy, 

experienced a growth in the disposable income in 2012, which is expected to continue throughout the 

next 2.5 years. The opposite is the case for Italy, which experienced a steep decline in the growth in 

2012, and is expected to decrease even more the coming years. The positive development in the growth 

of the Algerian disposable income represents an indicative trend, which can be transferred to several 

other emerging markets (Euromonitor 2013b). 

The market conditions in the Italian market constitute a great threat to Royal Unibrew, since the 

sales of premium beers are especially exposed to fluctuations within the disposable income 

(Royal Unibrew A/S 2013a). As opposed to Italy, the positive development in the emerging markets 

may represent a growing potential for Royal Un s of malt beverages.   

 

Another essential economical factor includes fluctuations in commodity prices within the beer and soft 

drink industry. The commodity risk relates primarily to the purchasing of cans (aluminum), malt 

(barley), hops, sugar and packaging materials (cardboard) as well as energy (Royal Unibrew A/S 

2009b). Since the beer and soft drink industry consists of production companies, in which production 

costs constitute a large part of total costs, changes in commodity prices may significantly influence 

earnings. However, this depends on the extent, to which the companies can be compensated for 

increased unit costs by setting a higher selling price (Royal Unibrew A/S 2013a). The development in 

two of the main inputs within the beverage production, containing aluminum (Index Mundi 2013a) and 

barley (Index Mundi 2013b), is displayed in the figures below. The charts cover the monthly spot 

prices of the two inputs in USD per metric ton.! 
!

!
 

The monthly spot price of both aluminum and barley shows great volatility throughout the years 2003-

2012. Since 2003, both indexes increased until the end of 2007, followed by a steep decline in 2008 

due to declining demand in relation to the financial crisis. After experiencing increases from 2009 until 

Source: Compiled by the author with data from Index Mundi &World Bank

Figure 4 - Barley Monthly Price, Canadian no. 1, Western Barley, Spot Price, USD 
per Metric Ton
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2011, the prices of aluminum have declined oppositely to the barley prices, which have sustained a 

growing trend. 

In general, the prices of a large number of key commodities within the beer and soft drink industry are 

increasing (Royal Unibrew A/S 2013a). Whereas the prices of packaging materials generally are 

declining, prices of most of the other raw materials are increasing, including barley, hops and energy 

(Index Mundi 2013c). Additionally, changes in energy prices, including the price of crude oil 

(petroleum), natural gas, gasoline and diesel, significantly influence the cost of the activities within the 

industry, such as costs of transportation and delivery as well as other operating costs (Royal Unibrew 

A/S 2013a), cf. appendix 2.  

 

In relation to Royal Unibrew, the company has determined that a price change of +/- 1 % in aluminum 

would consequently affect the results by approximately DKK 0.3 million. Due to increased commodity 

prices in 2012, Royal Unibrew experienced an organic decline of 1.4 percentage point in gross profit, 

since higher average sales prices and enhanced efficiency in the breweries were unable to compensate 

for this (Royal Unibrew A/S 2013a).  

 

Besides the above discussed economic factors, Royal Unibrew is as well exposed to interest rate 

fluctuations and foreign exchange risks. However, even though these comprise a significant risk, they 

are not specific to the brewing industry and thus Royal Unibrew, why these will not be elaborated 

upon.  

 
Social-Cultural Factors 
Since the beer and soft drink industry is highly competitive cf. section 4.2, retaining the competitive 

appeal to consumers. Consumer demand for beer and soft drinks depends on a variety of social-cultural 

factors, including changes in demography and social trends, health perceptions, media influence and 

the introduction of alternative spending opportunities (Carlsberg A/S 2008). Any of these factors may 

re ing to a consumption of 

substituting products.  

 

Each of the individual markets often has a drinking culture, which strongly influences the consumer 

preferences. As an example, beers are deeply woven into the Danish and German history and culture, 

whereas the wine culture amongst Italians is very strong (Euromonitor 2013h). However, changes 
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within the drinking culture are often strongly dependent upon recent trends within lifestyles, which 

have the power to turn around the consumption habits. The increasing interest for health and wellness 

matters as well as a trend of consuming more sophisticated and premium imaged products has driven 

an increase in the consumption of wine at the expense of beer (Euromonitor 2013c). Thus, the 

development in the Danish consumption of beer and wine has been reverse seen from a time period of 

2005-2012. Whereas the beer consumption has been steadily declining throughout the period, the wine 

consumption has increased almost 10 % cf. appendix 3. However, the reverse relationship appearing 

for Denmark does not apply to all markets. As an example, the Italian market has experienced a decline 

in both the consumption of beer and wine, whereas the composite pattern appears in the Nigerian 

market, which has experienced a markedly increase in the consumption of both products cf. appendix 3. 

By extension, it is important to emphasize that the beer consumption not is only affected by consumer 

preferences of beer and wine, but also by preferences for other substituting products such as spirits and 

cider (Berlinske Business 2011c).  

 

As opposed to the increasing tendency of health and wellness awareness within the European and 

North American markets, the Middle East, African and Latin American regions experience an 

increasing demand within almost all beverage products (Euromonitor 2013f). A remarkable fact within 

the Middle East and African segments is the booming sale of non-alcoholic beer, which globally is the 

fastest-growing category in the beverage market, with an increase of approximately 80 % from 2007-

2012 (The Economist 2013). The increasing popularity of non-alcoholic beer primarily appears in the 

Islamic countries, where alcohol is either wholly or partially banned due to religious reasons.  

 

In regards to soft drinks, the consumption of carbonates and juices has similarly been declining or 

stagnated in respect to the European markets due to shifting consumer preferences as a result of health 

and obesity concerns. Thus, the consumption of bottled water as well as sports and energy drinks 

generally has increased (The Economist 2013). Furthermore, consumers tend to replace sugar-

sweetened carbonates with low-calorie carbonates, due to the growing awareness of obesity. Within the 

developing countries, consumers conversely have an increasing demand for all categories including 

sweetened carbonates, juices, bottled water, concentrates as well as sports and energy drinks. 

 

Weather conditions also affects the social-cultural behavior of the consumers within the beer and soft 

drink industry. As an example, consumers tend to reduce and substitute beer consumption with 

alternative beverages at extremely low or high temperatures, as a result of variations due to natural 
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seasonal movements as well as variations within the seasons due to unexpected fluctuations (Royal 

Unibrew A/S 2009b). Other influential social-cultural factor comprises the increasing environmental 

awareness, which among others has increased the demand for CO2 neutral products.   

 

As concluding remarks, the increasing trend within health and wellness matters, requires the companies 

within the beer and soft drink industry to develop products, which are consistent with the changing 

consumer needs. Accordingly, the growing interest of replacing sugar-sweetened beverages with 

healthier alternatives entails that breweries are able to develop lighter versions, which have the same 

quality taste as the regular products. The same reasoning applies to the growing non-alcohol beer 

markets.   

 

Technological Factors  
Since the beer and soft drink industry consists of production companies, the development of the 

production plant is critica veness in the market. The production facilities 

within the industry are characterized as being highly capital intensive, why changes in technology and 

knowhow may be difficult to follow, thus outdating the current production plant (Royal Unibrew A/S 

2009b).  

 

The technology and knowhow within the industry are constantly changing, and exist within all stages 

of the business, be it handling and storage of raw materials, malting, fermenting, mixing, dosing, 

packaging, transportation etc. (Royal Unibrew A/S 2011b). 

Due to varying demand in the market, the companies continuously extend or change the product range, 

thus requiring the production equipment to be diverse and flexible. Furthermore, the increasing concern 

for climate changes has enhanced the innovation within green production, which combines efficiency 

and environmental considerations. As an example, Carlsberg has collaborated with the world  leading 

company within CO2 technology with the purpose of developing a new CO2 collecting plant.  

Technological improvements and thus operational efficiencies, not at least in regards to distribution as 

well as energy and water consumption, have contributed to improving Royal Unibrew performance 

(Faxenyt 2012). Royal Unibrew is constantly implementing environmental improvements, which often 

provide significant economic savings. For example, by collaborating with suppliers, the company has 

developed a new and lighter packaging, enabling lower material prices as well as reduced energy 

consumption, transportation and CO2 emission (Green21 2013).  

 



 33 of 120 
!

Thus, Royal Unibrew is subject to several macroeconomic factors, which may significantly affect 

future earnings, including changes within the excise duties, disposable income, raw material prices, 

consumer preferences and weather condition.!

 
4.2. Industry Relations  
According to Porter, a company should position itself in accordance with the industry and the 

Five 
Forces-model, in which five dimensions, influencing the competitive intensity, are analyzed (Nygaard 

2007) , which of the 

competitive forces that are most dominant in determining the attractiveness of the brewery and soft 

drink industry. Unless otherwise stated, the evaluation of the forces should be considered to cover both 

beers and soft drinks. Furthermore, the industry relations may differ depending on the country-specific 

conditions. Accordingly, the disparities will be emphasized if present.  

 
Threat of New Entrants   
Within the industry, breweries compete on several parameters, including brand image, operational 

efficiency, price, customer service and distribution networks, establishing high capital requirements for 

new entrants (Royal Unibrew A/S 2009b). 

 

Operational efficiency is one of the most essential parameters within the competitive brewery industry. 

Efficient production facilities entail large irreversible capital investments in customized machinery and 

processing of technological knowhow. Furthermore, the ongoing upgrades of the facilities are 

characterized by being highly capital dependent (Royal Unibrew A/S 2009b), why the large capital 

requirements constitute a significant barrier for potential entrants.  

The industry is also marked by being highly consolidated. Larger breweries have accordingly 

established scale advantages by acquiring smaller breweries and thus gathered the production. I.e. new 

entrants encounter the choice of aiming high in order to establish the same economies of scale, or the 

choice of entering with a smaller scale resulting in higher marginal costs (Nygaard 2007). 

Another entry barrier consists of the significant costs in relation to transportation. As stated, breweries 

often gather production facilities in order to obtain scale synergies. However, the geographical range 

from the production site to the distribution center often provides limits for how profitable products can 

be marketed, as transportation costs tend to accumulate. Thus, breweries may also enter into license-

based agreements in order to reduce the distance to distant markets. Consequently, the high cost of 
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transportation as well as the ability of entering a profitable license agreement may also dampen the 

entry of new breweries.   

 

Many of the established breweries have additionally succeeded in generating high brand equity and 

customer loyalty. As there is a tendency for branded quality products to account for a larger part of the 

beer and soft drink sales (Royal Unibrew A/S 2009b), entrants must expect to incur high marketing 

costs in order to obtain the desired image. In continuation, creating attention surrounding the newly 

introduced or established product may facilitate a wider access to distribution channels. Thus, the brand 

recognition within the industry also lessens the threat of new entrants as high marketing cost may be 

induced.  

The established breweries have thus obtained certain advantages, which place demands on the capital 

stock, thus reducing the threat of new entrants.    

 
Threat of Substitutes 
As conventional beer is an alcoholic beverage, substitutes can be found within the same category, with 

wine and spirits being the most traditional substitutes. Cultures and traditions differ in between 

countries, why some countries are more prone to drink wine, while others have ancient traditions 

within beer consumption. Thus, socio-cultural factors may influence the consumer choice between 

substituting products, where emerging trends may induce a change in traditions. As analyzed in section 

4.1. regarding socio-cultural factors, the consumption in Denmark has been declining for beers, while 

increasing for wine, marking a shift in traditions.  

Beers are also experiencing competition from more recent marketed substitutes including alcoholic 

ciders and other ready-to-drink alcoholic beverages. However, the younger generation of substituting 

products is often being marketed by the breweries in the attempt of reaching additional segments such 

as women or younger consumers (Berlingske Business 2013a).  

 

Soft drinks represent a broad category, why close substitutes to the category as a whole are difficult to 

list, but may include water, tea, coffee, milk, etc. Within the soft drink category, the different products 

are technically substituting products to one another, with each company within the industry often 

representing numerous substituting products.  

In order to accommodate recent health trends, producers are also offering low-calorie versions of the 

conventional beers and soft drink beverages by introducing non-alcoholic products or artificially 

sweetened products cf. section 5.1. Thus, consumers have gradually been offered additional 
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substituting products, which either embrace old traditions or accommodate recent trends, and present 

them with more choices. As beverages are products with low transitional costs for consumers, the 

competition between substitutes is not lowered.  

Thus, competitors within the industry may be able to induce purchases by changing different product 

variables. However, due to the many choices within the beverage category, price and brand are all the 

more crucial in the purchase situation of the customers. Accordingly, substituting products pose a large 

 lessened by the fact 

that each brewery often offers several of the substituting products.    

 
Bargaining Power of Customers 

including the size of the customers, the level of switching costs, the degree of differentiation, and the 

access to information regarding price and quality (Nygaard 2007). 

 

In the brewery industry, goods are distributed to the end customers through buyers in two primary 

distribution channels, retail and HoReCa (Royal Unibrew A/S 2009b). The retail segment consists of 

supermarkets and convenience stores, while HoReCa covers hotels, restaurants and bars. The relative 

significance of the two segments varies from market to market and is dependent upon the individual 

 

In most markets, the retail segment is rather concentrated with large supermarket chains dominating the 

market, as in Denmark, in which the two largest chains are expected to have a market share of 72 % in 

2014 (KFI Erhvervsdrivende Fond 2011). Accordingly, the retail segment is assumed to have a higher 

bargaining power compared to the HoReCa segment, which is far more fragmented. However, even 

though the retail segment represents larger sales in terms of quantity, the HoReCa segment often 

constitutes a higher margin (Royal Unibrew A/S 2009b). 

 

r is the level of switching costs, which is not 

particularly high in the present industry. Within the HoReCa segment, many customers are obliged to 

install supplier specific serving equipment (Royal Unibrew A/S 2009b). However, as it is the breweries 

that carry the cost of installing and upgrading the equipment, a shift does not represent a cost to the 

industry.          
!
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When customers exploit their bargaining power, it often appears as requirements for lower prices, 

better service or higher levels of advertisement, which eventually affects the profitability. Thus, 

breweries may improve their position in the market by creating a better recognition of their brands or 

through license agreements. By entering into license agreements, breweries obtain disposal of more 

global and well-known brands, which in turn strengthen their position toward their customers. In 

regards to Royal Unibrew, the company has entered into license-based agreements with both Heineken 

and PepsiCo, which undoubtedly have reinforced  product portfolio and thus its 

attractiveness as a supplier to the retail segment as well as the HoReCa segment.  

 

Hence

Accordingly, Royal Unibrew has stated, that if a large customer chooses to terminate its contract with 

the company, the results will be considerably affected. However, even though a large part of the 

comprising more 

than 10 ing less than 

20 % (Royal Unibrew A/S 2013a). 

!

Bargaining Power of Suppliers 
Dynamics analogously to the bargaining power of customers is prevailing between the suppliers and 

the companies within the industry. Thus, the size of the breweries has an influence on the bargaining 

power of the suppliers as well as the standardization of the commodities and the degree of substitution 

(Nygaard 2007). 

The production of both beers and soft drinks comprises several elements, including aluminum, barley, 

hops, sucker, energy, glass, PET-bottles and cardboard packaging c.f. section 4.1. Many of the 

elements are characterized by a high level of standardization, but with a low degree of substitutes. 

While the standardization of the commodities increases the bargaining power of the breweries, the lack 

of substitutes conversely increases the bargaining power of the suppliers.  

 

As breweries are significantly influenced by fluctuations in commodity prices, the quality of the goods 

as well as punctual deliveries, the companies often enter into fixed-price agreements with relevant 

suppliers and financial contracts intended for hedging the risk of increases in aluminum and oil prices 

(Royal Unibrew A/S 2013a). In order to secure favorable conditions, some breweries adhere to 

agreements with few suppliers within certain commodities, which conversely increase th

bargaining power. Royal Unibrew states in its annual reports that suppliers pose a risk, as higher 
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commodity prices will result in higher production costs, bad quality may affect customer relations and 

delayed delivery may cause weaker sales. Thus, if a supplier breaches the contract, Royal Unibrew 

must purchase commodities from alternative suppliers at potential unfavorable terms (Royal Unibrew 

A/S 2013a). Consequently, the dependency upon certain suppliers makes Royal Unibrew more 

vulnerable towards terminations or breaches of contracts.   

 

Hence, the bargaining power of the suppliers depends on the industry in which the suppliers are 

positioned. Generally, the commodities are non-differentiated products, 

strength toward the breweries. However, 

bargaining power, why the breweries rely on fixed-price agreements in order to obtain favorable terms.  

!

Industry Competition  
The competitive intensity is fundamental to the strategic opportunities within the industry as the level 

of rivalry amongst the existing companies influences the price setting as well as incentives for 

differentiation. As the beer industry is assumed to be the main market for 

this industry will be the focal point of the forthcoming competitive analysis.    

 

The beverage sector is generally very competitive and especially the beer segment is threatened by new 

factors including the demographic development, health ideals, cultural perceptions and economic 

relations. The changing perceptions and conditions among consumers maintain a dynamic industry, in 

which the companies must compete on price and incorporate current trends in the product portfolios in 

order to remain competitive (Royal Unibrew A/S 2009b). 

The brewing industry can be divided into global, regional and local breweries as well as 

microbreweries. Global breweries are corporations, which have a global, regional and local attendance 

through organic growth and possible acquisitions. Regional breweries, including Royal Unibrew, are 

companies that do not operate on a global level, but have activities in several geographical markets. 

Conversely, local breweries are confined to geographical restricted areas and microbreweries have 

chosen a niche market for their operations (Royal Unibrew A/S 2009b).  

Over the years, the brewing industry has undergone substantial changes. Previously, larger breweries 

established international positions through exports, license agreements or joint ventures, which 

subsequently has been followed by a significant consolidation (Carlsberg A/S 2008). The consolidation 

is a result of several factors including the 
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obtaining scales advantages and distributing brands across markets (Royal Unibrew A/S 2009b). The 

increasing concentration of breweries was initiated in the established markets, but has later expanded to 

include growth markets. The consolidation culminated in 2008 when two significant acquisitions were 

authorized. In the beginning of the year, MillerCoors was established as a joint venture between 

SABMiller and MolsonCoors, followed by the acquisition of the largest American brewery Anheuser-

Busch by the Belgian brewery Inbev (Ascher 2012). The many acquisitions have led to a substantial 

change in  as well as relative sizes and have increased the concentration of 

companies within the industry. As the consolidation has caused resources to be gathered in fewer 

entities, smaller br  consequently decreased. Figure 6 outlines the 

market shares of the 10 largest companies as well as an accumulated market share for the remaining 

companies within the industry for the years 2003 and 2012.  
 

 
 

As figure 6 reveals, the market has moved towards a higher concentration over the last ten years. In 

2003, no brewery had more than 8 % in market share and smaller breweries represented a large part of 

the total market. In the current state, the three largest companies have all obtained market shares above 

8 % and the ten largest companies now constitute nearly 65 % of the global market.  

If the brewing industry is considered in terms of a national scale, the industry would be characterized as 

being highly concentrated, as the markets within the individual countries are often dominated by 

duopolies (Ascher 2012). Accordingly, 80-85% of total sales in the industry are estimated to derive 

from local brands, why a national concentration seems feasible. Thus, even for the largest global 

breweries, the core of their operations is represented by the ownership of local breweries that produce 

and sell local brands (Royal Unibrew A/S 2009b). 

 

Figure 6 - Market shares within the Brewing Industry for 2003 and 2012

Source: Compiled by the author with data from Euromonitor 
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Similar to the brewing industry, the market for soft drinks can be divided into global brands, local 

brands and private labels. However, the soft drink industry is much more concentrated within global 

brands thus comprising few global companies and a series of regional or local companies. Whereas, the 

local companies only sell soft drinks in the market in which they are situated, the global companies 

follow the business model of owning the rights of their brands and being responsible of the 

corresponding marketing. However, once the ingredients for the soft drinks are produced, the global 

companies enter into license agreements with local companies, which in turn produce, sell and 

distribute the finished products.  

 

T the 

specific markets served by the company. 

global company Carlsberg and the local brewery Harboe. Together, Royal Unibrew, Carlsberg and 

Harboe represent nearly 80 % of total beer sales, with market shares of 57 %, 19 % and 2 % in 2012, 

respectively (Euromonitor 2013a). However, as the management of Royal Unibrew has approximated 

branded products to constitute 70 % of total sales, the company does not consider Harboe to be a 

significant competitor, as it conversely operates within discount and private label segments (Royal 

Unibrew A/S 2009b). Thus, the Danish market is highly concentrated with Carlsberg and Royal 

Unibrew as main competitors. Throughout recent years both Carlsberg and Royal Unibrew have 

managed to increase their relative market share in Denmark with Royal Unibrew obtaining the largest 

increase.   

Another country, which represents a large part of the Western European segment, Italy, stands out in its 

structure within the brewing sector, since the country has never had a tradition for beers. Accordingly, 

the Italian beer market consists of few local breweries and has a high concentration of large global 

companies including Heineken, SABMiller, Anheuser-Busch Inbev and Carlsberg (Euromonitor 

2013a). Royal Unibrew is most significant within the Italian super premium segment, in which the 

company has the leading position (Royal Unibrew A/S 2009b). 

In the Baltic count -based 

brewing company, Olvi. All three companies are represented by local subsidiaries and constitute a 

fairly concentrated market (Euromonitor 2013a).   

A

both small locally anchored breweries as well as the global companies. Royal Unibrew has a long 

history within the market for malt beverages, introducing the product in Africa more than 50 years ago 

(Royal Unibrew A/S 2013c). Thus, the company has managed to establish dominant or leading position 
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in most of its serving markets, as many of the global breweries have been introducing their versions of 

the non-alcoholic beverages subsequently.       

 

Globally, the soft drink industry is dominated by two global companies, Coca Cola Co. and PepsiCo 

Inc. (Euromonitor 2013a). As previously stated, the business model of the global soft drink companies 

beers in the specified markets have license agreements with some of the larger soft drink companies, 

hence also representing the competition within the soft drink industry. E.g. Carlsberg has a license 

agreement with Coca Cola in Denmark and Finland as well as an agreement with PepsiCo in Norway 

and Sweden (Carlsberg A/S 2008).  

However, the competition in terms of soft drinks may be considered both in terms of the local 

companies who are in direct competition with Royal Unibrew, but also in terms of the global 

companies behind the branded products. To a certain degree, the competition in the local market will be 

decided by the competition between the global companies. Thus, while Royal Unibrew and Carlsberg 

to a large extent are involved in deciding the competitive environment within the brewing industry, the 

companies have less involvement in setting the competitive frames for the license-based soft drink 

products.   

Thus, the license agreements constitute an important competitive parameter for the breweries, as an 

agreement with the largest global soft drink producers can be essential for the potential sales within the 

soft drink market. Conversely, the global soft drink producers are mainly interested in entering into 

agreements with the companies being in possession of the largest distribution networks and facilities 

large enough to support the large scaled production. In Denmark, Carlsberg and Royal Unibrew are the 

primary choices, being 

products represent 50 % and 15 % of sales in the Danish soft drink market, respectively, the 

agreements are vital for the two breweries (Euromonitor 2013a). Thus, in this connection one may 

observe, that Coca Cola, to larger extent, has begun to produce, sell and distribute its own brands 

through subsidiaries as seen in Norway and Sweden (Coca Cola Enterprises 2013)

tendency of moving its production and distribution to subsidiaries from local breweries poses a threat 

to Carlsberg. Accordingly, if Coca Cola de

agreement with Royal Unibrew might also be affected, as there is a risk of PepsiCo moving its license-

production to Carlsberg as in Norway and Sweden.  

eement with PepsiCo is difficult to evaluate, as there 

are no official information regarding the share of revenues attributable to soft drinks. However, as Coca 
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that a 

termination of the agreement with PepsiCo would  

 

Thus, offering 

roughly the same product range covering beers and adjacent beverage categories. As the company 

operates in several markets, where the competitive environment is marked by different companies, 

Royal Unibrew is in direct competition with several companies. However, as the Danish market is 

ass onsidered to pose a 

considerable threat with a strong presence in several of Royal Un . However, 

even though Royal Unibrew is competing with companies of great size, the regional brewery has 

managed to obtain large market shares in many of its serving markets as well as having discovered 

niche markets e.g. within malt beverages in the developing countries as well as the super premium 

segment in Italy, in which the company has established a position as the leading provider.      

!
4.3. Internal Analysis  
The purpose of the impending analysis is to identify the value creating 

value chain. As, Royal Unibrew has undergone substantial changes the last couple of years, the analysis 

will focus on the efficiency process, by which the company is marked. Throughout the value chain the 

company has been cutting costs and implemented more effective processes causing an efficient push in 

the c (Berlinske Business 2012). As the development in the cost levels will be 

analyzed thoroughly in the imminent financial analysis, the present section serves the purpose of 

providing an overview of the most e

chain.   
 

Figure 7   

 
Source: Compiled by the Authors with inspiration from Royal Unibrew Prospect 2009 
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As beer has the potential to obtain signaling value in relation to social gatherings, branding can be of 

considerable value to a brewing company, in order to induce purchases. Thus, Royal Unibrew targets 

the local markets through customized marketing activities by adjusting product varieties and 

developing advertising campaigns specific to the local market. The company uses different kinds of 
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exposures, where an important mean for obtaining awareness is through sponsorships of certain sports 

or major cultural events aimed at both the elite and the masses. Accordingly, Royal Unibrew managed 

to replace Carlsberg in 2009 in the desired position as the Danish national treasure 

supplier - an agreement that has been extended to 2018 (Tivoli 2013). Thus, comprehensive marketing 

activities are necessary in order to support the brands, although the funds available for marketing are of 

markedly different sizes within the industry. Global companies often have more funds available for 

marketing activities, hence having the opportunity of obtaining greater brand awareness. As an 

example, 

(Carlsberg A/S 2013), with a budget 26 times the size of Royal Uni . However, despite of having 

fewer funds for marketing, Roya  commercial 

communication in Denmark in spite of having cut to the bone during the comprehensive efficiency 

process (Berlingske Business 2013b).  

!

Development of Product Range 
As stated in the analysis of socio-cultural factors, the brewing industry has been marked by a decline in 

beer sales in several markets. Accordingly, product development is a significant part of a br

value chain in order to capture the interest of new segments as well as sustaining the interest of current 

segments (Berlingske Business 2011b). Consequently, Royal Unibrew is continuously developing its 

product portfolio by introducing new brands and new varieties. Thus, the company has introduced the 

cider and RTD beverage, Tempt, as well as the energy drink, Faxe Kondi Booster, accommodating 

more recent trends. Other breweries are also competing to introduce new product categories in order to 

embrace current trends. Consequently, there has been evidence of Carlsberg being faster at introducing 

products, which embed the newly intercepted trends. E.g. Carlsberg introduced a version of the cider in 

2007, whereas Royal Unibrew did not market a cider before 2010, where Carlsberg had already 

obtained a significant market share of the cider segment (Børsen 2010). This may again reflect the 

scale advantages of larger breweries in terms of having the disposal of a larger budget for product 

innovation than smaller regional breweries.  

 
Purchasing 
The procurement function is important, since raw materials constitute a significant part of Royal 

Unibrew  total costs, as well as purchasing of production equipment being capital intensive (Royal 

Unibrew A/S 2013a). In the purpose of optimizing the procurement, Royal Unibrew established a 

group purchase function in 2007, with the aim of generating purchase and process oriented synergies 
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(Royal Unibrew A/S 2009b). As a central element, the procurement function is collaborating with 

among other Hansa Borg Breweries, with the objective of enhancing economies of scale through larger 

purchases, and hereby obtaining favorable prices (Royal Unibrew A/S 2013b). By collaborating, the 

companies are able to approach the scale advantages, which the major competitors possess due to 

greater sizes. Furthermore, the procurement has become more centralized, causing e.g. an elimination 

of duplication, a more specialized and efficient team as well as a minimization of inventories. In this 

regard, Royal Unibrew has managed to reduce inventories of raw materials and 

consumables by 60 % since 2007 (Royal Unibrew A/S 2013a). 

 

Production 
Yet another crucial focus area in relation to the turn-around strategy in 2008 was to create a simplified 

and more efficient production structure. By combining breweries in Denmark, Lithuania and Latvia, the 

efficiency of the production facilities has been significantly enhanced, through which the company has 

been able to realize economies of scale (Royal Unibrew A/S 2010). In this regard, Royal Unibrew has 

closed down a brewery site in Denmark and bought the third largest brewing company in Latvia, which 

subsequently has been completely integrated with the remaining activities in Eastern Europe. The more 

centralized production in Denmark, Latvia and Lithuania has enabled Royal Unibrew to reduce fixed 

costs, obtain greater flexibility and eliminate duplication of investments (Royal Unibrew A/S 2008b). 

As an example, the consumption of energy and water declined by 11.5 % and 9.9 % per unit produced 

in 2009, respectively (Royal Unibrew A/S 2010). Furthermore, activities in Poland as well as breweries 

in the Caribbean have been divested in the aim of centralizing the production and disposing 

unprofitable activities. Generally, the efficiency improvements of the production plant combined with 

low investment requirements have markedly reduced the costs and the net interest bearing debt, 

resulting in an enhanced profitability and a strengthened position in the market.   

 
Distribution 

Especially in regards to the Danish market, Royal Unibrew has changed the distribution system 

markedly, in which 21 independent depots owned by third parties trading for their own account have 

been replaced with five terminals. Thus, holding the complete control of the psychical distribution, 

Royal Unibrew supplies customers and selected export markets directly from the production unit or 

from one of the five distribution terminals. To support this major change, Royal Unibrew has 

furthermore established a call center, which has received a significant portion of the order intake from 
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the sales consultants as well as implemented the use of dynamic route planning, enabling a more 

efficient steering and planning of the transportation (Erhvervsmagasinet SCM 2010, Royal Unibrew 

A/S 2010). A similar restructuring of the distribution has accordingly been applied in the Baltics.  

Furthermore, Royal Unibrew recently sold off its majority shareholding in the distribution company in 

the Caribbean replacing it with a long-term distribution agreement with the company. The optimization 

of the distribution structure has resulted in enhanced efficiency and substantial savings of resources e.g. 

resulting from a more simplified and efficient coordination, fewer mileage per hectoliters delivered, as 

well as greater utilization of trucks.  

 

Support Activities 
, contributing to 

sole factors of success, as they have been dependent upon the replacement of the management. In 2008, 

the board of directors decided to replace the CEO of Royal Unibrew with the current CEO, Henrik 

Brandt, who has previously been involved in several Danish turnarounds, including House of Prince 

and Sophus Berendsen (Berlingske Business 2011a). Henrik Brandt initiated the comprehensive 

efficiency process in Royal Unibrew and has often been praised for his control of the company, which 

has also been described as the most successful turnaround in the Danish business community within 

recent years

(Erhvervsmagasinet SCM 2012).  

within 

the entire operational platform, predominantly contributable to the initiatives implemented by the 

experienc

budgets as well as higher unit 

which will be further analyzed in the financial analysis.  

 

4.3. Growth Analysis 
The impending analysis will facilitate an understanding of the growth opportunities within Royal 

in 

the future. The analysis mainly focuses on the opportunities for alcoholic beverages, also including the 
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analyzed secondarily.  

 

Globally, the markets for alcoholic beverages can be divided into mature markets and growth markets. 

The mature markets primarily comprise Western Europe, North America, and Australasia with the 

remaining geographical areas being emerging markets. However, it should be noted that this is a 

cursory division.  

 

Western Europe 
The general consumption within Western Europe has been affected by the financial crisis as well as 

shifting consumer preferences and thus sustains poor prospects of growth. However, exceptions can be 

found within new product offerings including Ready-To-Drink products and ciders with expected 

CAGRs of 2 % and 5 %, respectively (Euromonitor 2012a). Thus, the total volumes for alcoholic 

beverages are not expected to decrease, however a shift to other offerings such as cheaper or newer 

varieties may be prevalent. 

within the Western European segment, Italy can be emphasized as a country with the most negative 

prospects. Due to the debt crisis cf. section 4.1, the Italian consumption is expected to decrease the 

years ahead with Euromonitor assuming a decreasing trend until 2015. This may also affect the 

f the super 

premium products. 

expected to be further reduced due to the shifting consumer preferences, thus intensifying the 

competition between the breweries.  

 
Eastern Europe 
The consumption in Eastern Europe has likewise been affected by the financial crisis. However, the 

negative development turned in 2011, and a moderate growth is expected from 2012 to 2016 

(Euromonitor 2012b). The largest market in Eastern Europe is Russia, which has had a negative effect 

on the total growth prospects for the region due to legislative changes within the alcoholic sector. 

However, Eastern Europe remains one of the regions in the world, where beer is not expected to 

constitute a decreasing part of the total alcohol consumption.      

 

 

 



 46 of 120 
!

Latin America 
Latin America is one of the regions with the highest growth potential as a result of population growth 

and the positive development in the economy. Accordingly, consumers are expected to shift to 

premium products, as a result of the increasing disposable income. The largest market in absolute terms 

is Brazil, which is assumed to drive the increasing growth. Brazil is expected to obtain the second 

largest CAGR globally from 2011 to 2016 in terms of beer sales. Currently, Royal Unibrew do not 

operate in the Brazilian market but have operations in other Latin American markets including the 

Dominican Republic, Antigua, St. Vincent ect. Euromonitor estimates a CAGR of 4,6% from 2013-

2017 for the Dominican Republic (Euromonitor 2013d), thus illustrating the potential growth in Royal 

the opportunity of entering others.  

 

Middle East and Africa 
The Middle East and Africa likewise provide the global brewing companies with growth opportunities 

due to increases in the population as well as in the disposable income. However, these markets also 

provide uncertain conditions due to political instability.  

In recent years, many of the larger brewing companies as well as other global companies have realized 

rowth by 

creating jobs and have improved the infrastructure. Larger breweries including Heineken, Castel Group 

and Diageo have all acquired or entered an alliance with local African breweries in order to capitalize 

on the increasing beer consumption. According to Euromonitor, the Middle East and Africa are 

expected to have a total CAGR of 5 % from 2012-2016 (Euromonitor 2012b), however with large 

differences within the individual countries.             

 

Asia 
As Asia currently represents 35 

driver of growth. In spite of the global economic slowdown and a reduced GDP growth in the most 

important Asian markets, China and India, the long-term growth estimates are not expected to decrease. 

The most prevalent change in terms of beer consumption is the shift to premium products.  

The importance of the Asian markets is also reflected by the consolidation caused by the global 

breweries Asian companies, with 

Pacific Breweries as an example. The total CAGR for the region in terms of beer consumption is 

expected to be 4 % from 2013-2017 (Euromonitor 2013d), with China being the largest growth driver 

both in relative and absolute terms (SABMiller 2012/2013).  
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Soft Drinks 
The illustrated development for alcoholic beverages is similarly predominant for the global market for 

soft drinks. Mature markets represent competitive conditions in terms of obtaining revenue growth 

whereas emerging markets constitute several growth opportunities. However, as the growth 

opportunities in emerging markets require high investments, it will be reflected in the future profit 

margins. Thus, sales in mature markets are still crucial in order to create cash flows for the investments 

in the developing countries. Carbonates however still exhibit an impressing yearly average growth rate 

of 5 % in mature markets (Euromonitor 2013g). Nevertheless, new products within the category present 

challenges for the existing offerings. Energy drinks can be emphasized, as the new offering with the 

largest value as well as volume growth. Yet, it should be noted that even though emerging markets 

represent growth opportunities, North America and Western Europe remain the largest markets with 44 

% of the global consumption. In 2017, it is expected that emerging markets will represent 50 % of the 

total value within the industry as well as 2/3 of revenues. Thus the ability of sustaining sales in mature 

markets will be an important competitive parameter for the breweries in order to prepare for future 

growth in emerging markets (Euromonitor 2013g).   

 

Conclusively, it can be emphasized that even though mature markets are not expected to constitute 

volume growth in the near future, some categories within alcoholic beverages as well as soft drinks 

present the possibility of obtaining growth. Emerging markets represent the largest growth 

opportunities for breweries. However political instability as well as large investments may affect 

volumes and profitability years ahead. Thus, the dynamic market conditions present challenges for the 

breweries, which will benefit by having a large geographical range as well as a diverse product 

portfolio taking new product trends into account.    
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As previously described, Royal Unibrew has gone through a significant business development in recent 

years, changing the reputation of being on the verge of bankruptcy in 2008 (Børsen 2009), to being a 

sound business today. The purpose of the forthcoming financial analysis is to underpin the business 

development of Royal Unibrew since the significant change in strategy, and hereby analyze the 

historical performance prior to the  acquisition of the company. Thus, the historical financial 

analysis will be based on the years 2009-2012, hereby excluding the strategy prior to 2009, as this is 

not indicative for the current business.   

 

The financial analysis will begin by emphasizing the classification of items within the reorganized 

financial statements, both in regards to Royal Unibrew and the biggest breweries within the global 

market place. The peer group has been selected on the basis of examining whether Royal Unibrew 

already has reached the lowest cost level compared to the major breweries or if the PE fund will be able 

to implement further efficiency improvements during the holding period.  

 

5.1. Analytical Financial Statements  
T financial statements 

as well as The reorganizations enable a calculation of important financial 

drivers, which are subsequently used for a peer group comparison.   

 

tatement 
The reorganized income statement as well as the reorganized balance sheet for Royal Unibrew appears 

in appendix 4, to which following items deserve an explanation.  

 

Firstly, the depreciations are subtracted from the production costs, sales and distribution expenses, and 

administrative expenses respectively, in order to calculate EBITDA adjusted for non-operating costs, 

which is later used for estimating the exit price of Royal Unibrew.  

in the income statement, which comprises 

Hansa Borg A/S, Nuuk Imeq A/S and Grønlandskonsortiet, it is debatable whether it is connected to the 

operations or should be classified as a financial item. Since the associated companies are breweries 

with some activities related to Royal Unibrew, it may be argued that they are connected to the 



 49 of 120 
!

operations. However, we have chosen to classify it as a financial item and hence exclude these 

wholly owned, but rather comprise supporting activities. Another supportive argument is that Royal 

Unibrew itself classifies the item as being financial in the calculation of EBIT. Thus, the corresponding 

item appearing in the balance sheet is likewise classified as a financial item.  

 

Similarly, a few items on the reorganized balance sheet deserve an explanat Project 
 is considered to be a financial asset, since it concerns the former brewery site 

in Aarhus. The property is currently sold off based on an option model, with the aim of using it for 

other purposes than brewing, why 

is classified as being a financial item, despite of it being derived 

from operations, since the Danish government imposes an interest rate upon the pending amount. 

 is classified as being an operating asset, since it 

is assumed that the corresponding liability comprises VAT, excise duties, etc  

The selected classification of the remaining items is considered being more evident, why a further 

elaboration seems unnecessary.    

 

tatements 
th the largest players in the 

market, appendices 5-8 contain the reorganized income statements as well as the reorganized balance 

sheets for Carlsberg, Anheuser-Busch InBev, Heineken and SAB-miller.  

 

The competitors  financial statements are established in accordance with the same accounting policies 

as Royal Unibrew (IFRS), constituting a more reasonable basis for comparison. However, since 

differences still appear within the breakdown, the reorganization of the income statements as well as 

the balance sheets has been based on the same principles as Royal Unibrew. The method of assigning 

the same classifications to the items enables a consistency in the reorganized the financial statements, 

thus making the financial ratios more comparable.  

 

Since operational leasing is frequently used with the peer group an adjustment will be appropriate, as it 

may otherwise give a distorted picture of the profitability. If a company leases an asset instead of 

purchasing it, this will create a lower operating profit, since the rental expenses include an implicit 

interest expense and a higher capital productivity, as the asset does 
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sheet (Koller, Goedhart and Wessels 2010). Although the effects counteract one another, the net effect 

creates an artificial boost in ROIC, since the increased production costs are equalized by the reduction 

in invested capital. Hence, we adjust the financial statements of the entire peer group as well as Royal 

Unibrew to reflect the real economics of operating leases.  

Adjusting for operational leasing is executed by capitalizing the value of the leased assets on the 

balance sheet, whereby the invested capital increases and the production costs decrease by adjusting for 

the implicit interest of rental expenses cf. appendices 4-8.To capitalize the value of the leased assets, 

 is rather simple, using a multiple to determine the rent 

expense of leased assets. determination of lease multiples for industry peer 

groups, the brewing companies obtain a multiple equal to 6 (Moody's Investors Service 2006).  

Since several of the companies do not disclose the annual lease expenses, the lease expenses for all 

companies will be based on the total future payments of rental and lease agreements, which occur 

within 1 year. Although this may not reflect the actual total expenses, it is assumed to provide a 

reasonable estimate.  

The capitalized value of the leased assets is calculated by multiplying the annual lease expense with the 

calculate the corresponding lease depreciations and interests. For this purpose, a simple method is 

applied, where 1/3 of the total lease payment is allocated to the interest payment, leaving 2/3 to lease 

depreciation (Equipment Leasing and Finance Association, 2007).   

Since the applied method is simplified, it has its limitations, including the fact that it uses the same 

standards to all the leasing agreements by using a very simplistic multiple. Lastly, it should be noted 

profitability with the peer group. Accordingly, the adjustments will not appear in the financials used for 

future budgeting.  

 

5.2. Benchmarking of Financial Drivers 

In the attempt of identifying the items, which may give rise to improvements 

perspective, an analysis including revenues, production costs, distribution costs, net working capital, 

and capital expenditures, will be conducted. Subsequently, this will be followed by an analysis of EBIT 

completes the paragraph.  
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Since not all competitors use similar breakdowns within the financial statements, it is difficult and 

inaccurate to compare certain ratios with Royal Unibrew. However, when possible, the analysis of the 

key financial drivers includes the entire peer group.  

 

Regarding the analysis of the individual expense items in the income statement, it is important to 

mention, that these are adjusted for depreciations. Thus, it has been necessary to estimate the allocation 

of the depreciations regarding the distribution costs as well as sales and marketing costs for Carlsberg 

and ABInBev, as a separation in the annual reports is not available.  

 

Revenues 
The following analysis reviews the develop  relative to the 

peer group. The analysis uncovers 

facilitating the forecasting of the item in section 8.2.    

 

As the included companies originate from different countries, effects of volatility in exchange rates 

have been adjusted for, since the included companies convert the revenues into local currency. Based 

on an average exchange rate in the respective years, the elimination of currency effects has been 

performed by converting all the reported revenues into DKK. The converted amount is assumed to be 

sufficient, in spite of volatility within the exchanges rates. Same reasoning applies for the analysis of 

the following expense items. Furthermore, the brewing industry is highly affected by acquisitions, 

which are important to take into account, when analyzing the following comparison of the revenue 

growth rates (Koller, Goedhart and Wessels 2010). 
 

 
 

Royal Unibrew is the only company, which has experienced a markedly decline in revenues, caused by 

decreases in sale volumes from 6.6m hL in 2009 to 5.4m hL in 2012 (Royal Unibrew A/S 2013a). In 

contrast, the competitors have been able to increase volumes throughout the years, with the exception 

of 2010, where several companies experienced a small decline. All companies, including Royal 

Unibrew, managed to increase the price obtained per hL throughout the period.  

Table 2 - Revenue Growth
Growth rate (in DKK) 2009/2010 2010/2011 2011/2012
Royal Unibrew -1.1% -9.1% 0.0%
Carlsberg 1.1% 5.8% 5.7%
ABInBev 3.8% 2.4% 10.1%
Heineken 9.8% 6.2% 7.3%
SAB-Miller -3.6% 7.8% 12.0%
Source: Compiled by the Authors with data from annual reports



 52 of 120 
!

as deriving partly from the impact of a 

decreasing beer and soft drink consumption as well as the divestment of several operating activities. 

Based on the previous analysis, one may argue 

occurred at the expense of revenue growth.  

 

mpetitors have been able to increase volumes despite poorer 

economic conditions may partly be ascribed the more diversified activities compared to Royal 

Unibrew, but also a result of acquisitions during the chosen time horizon. With the major activities 

placed in Western and Eastern Europe, Royal Unibrew has been significantly affected by the economic 

crisis cf. the growth analysis, whereas large growth rates within Asia and Latin America have enabled 

ABInBev to increase volumes despite decreasing sales within the Western and Eastern European 

market.  

 

Production Costs 
Figure 8 displays the development in production costs per hL sold, since this provides a decent basis 

for comparing the brewing companies. The use of volumes instead of revenues prevents impacts from 

differences within price setting among the companies.    
 

 
 

Appearing from figure 8, Royal Unibrew significantly has reduced its production costs per hL from 

2009 to 2010, which primarily has been a result of the turn-around strategy. Since then, the production 

costs have increased slightly, which is assumed mainly to be attributable to increasing raw material 

prices 

considerably higher than that of Carlsberg and ABInBev, indicating than in spite of substantial cost 

reductions, Royal Unibrew still comprises further scope for improvements in order to reach the position 

Figure 8 - Production Costs per Hectoliter, 2009-2012

Source: Compiled by the Authors with data from appendix 4, 5 &  6
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in terms of production costs. However, it is important to notice that Carlsberg and 

ABInBev are of substantial greater size in terms of absolute volumes, which enables the companies to 

. From a PE 

costs may thus be an interesting area for cost reductions, if it is assumed that the difference in cost 

levels is not only a result of disparities within economies of scale.  

 
Distribution Costs 
As described in the internal analysis, Royal Unibrew has gone through a thorough change within the 

s distribution structure, which has enabled the company to enhance efficiency and obtain 

substantial cost savings. Figure 9 exhibits Royal Uni  sold compared to 

Carlsberg and ABInBev.  
 

 
 

As it appears from the figure, Royal Unibrew has managed to reduce the distribution costs per hL 

significantly during the last four years, now occurring at a level markedly below Carlsberg and 

ereas 

increased markedly.  

 

In  as well applicable in relation to the utilization of distribution 

networks, although the level appearing in the figure may indicate that a greater size results in a more 

complex distribution structure and hence increased costs partly due to a highly disperse geographical 

range. With the recognition of being best within the peer group in terms of distribution costs, it is not 

expected that a PE fund would be able to reduce as Royal 

Unibrew is already far more cost-effective than the two major competitors.    

 

Figure 9 - Distribution Costs per Hectoliter, 2009-2012

Source: Compiled by the Authors with data from appendix 4, 5 &  6
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Administration Costs 
In regards to the administrative costs per hL sold, figure 10 shows that Royal Unibrew has maintained a 

relatively stable level, followed by a significant decrease in 2012, thus approaching the level of its 

competitors. Based on the figure, it is difficult to identify noticeable effects of the difference in the 

sizes. However, the absence of significant differences in cost levels may similarly be a 

result of more complex processes. In this context Royal Unibrew may have a slight advantage due to its 

more simplified organization. Hence, it is assumed to be challenging for the PE fund to reduce the 

administration costs even further during the holding period.  
 

 
 
Net Working Capital 
Net working capital is included in the financial analysis, as the item is an important element in the 

budgeting of Free Cash Flows, which are applied for the repayment of debt. Furthermore, PE funds are 

known to have great experiences with incorporating stricter regimes improving the management of 

working capital.  

 

To facilitate the budgeting of net working capital, table 3 transforms the items into the number of days 

it takes to convert working capital to cash, also defined as the liquidity cycle (Petersen and Plenborg 

2012). All other things being equal, companies should strive to reduce the length of the liquidity cycle, 

in order to obtain a higher liquidity.  

To justify whether net working capital may have room for improvements, the 

following analysis compares the individual components of NWC with the peer group. ays of 

 the production costs, whereas 

revenues.  

Figure 10 - Administrative Costs per Hectoliter, 2009-2012

Source: Compiled by the Authors with data from appendix 4, 5 &  6
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Regarding Royal Unibrew, the development of net working capital has generally been positive 

throughout the last 4 years, with a decrease of 57 %. Inventory and receivables have been relatively 

stable during the years, whereas days of payables have increased significantly, which have positively 

influenced the liquidity cycle.  

When liquidity cycle is compared with the competitors, an indication of further 

opportunities for future improvements appear

at postponing 

their payables, resulting in a very negative liquidity cycle and hence in a superior utilization of net 

working capital. However, the relationship described above, only applies for ABInBev and Carlsberg, 

as Heineken find itself at a level slightly below Royal Unibrew.  

 

Net Capital Expenditures 
Net capital expenditures (CAPEX) equal investments in property, plant and equipment less the book 

value of any property, plant and equipment sold (Koller, Goedhart and Wessels 2010). This definition 

is applied for the dete

intangible assets. CAPEX is an important component in 

flow, since it constitutes a real cash flow. CAPEX thus appears in the cash flow statement and is 

derived as 

Table 3 - Working Capital Measured in Days in Hand
M easured in days per year (365) 2009 2010 2011 2012
Days of Inventories
Royal Unibrew 42.4         37.6         39.3         40.5         
Carlsberg 47.6         58.3         54.2         53.2         
ABInBev 56.6         61.9         61.5         63.2         
Heineken 38.2         42.8         45.0         49.2         
Days of Receivables
Royal Unibrew 46.3         44.0         43.2         41.7         
Carlsberg 51.1         51.0         60.7         58.3         
ABInBev 40.7         46.6         38.5         36.9         
Heineken 62.0         56.1         51.8         55.0         
Days of Payables
Royal Unibrew -143.9 -156.3 -165.5 -168.8
Carlsberg -280.6 -313.6 -290.7 -276.7
ABInBev -280.9 -316.5 -338.4 -366.0
Heineken -145.9 -155.6 -158.6 -166.4
Liquidity Cycle
Royal Unibrew -55.2 -74.8 -83.0 -86.6
Carlsberg -181.9 -204.3 -175.8 -165.3
ABInBev -183.6 -207.9 -238.4 -265.8
Heineken -45.7 -56.8 -61.8 -62.3
Source: Compiled by the Authors with data from annual reports
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adjust for the partial sale of the brewery site in Aarhus 

in 2012, as the property has been classified as financial item.  

Regarding the competitors, it has been difficult to separate 

from intangible assets, why these do not constitute an accurate basis for comparison. 

Accordingly, table 4 does not comprise a benchmark, but 

capital expenditures.  
 

 
 

Viewing the table, CAPEX has been relatively volatile during the last four years. The higher 

investment in CAPEX in 2009 appeared as a result of the thorough efficiency improvements (Royal 

Unibrew A/S 2010). However, Royal Unibrew does not specify the reason for the increase in CAPEX 

from 2011 to 2012, making the occurrence difficult to evaluate. Since table 4 does not enable a 

comparison of CAPEX to competitors, it is difficult to conclude on the specific level. However, by 

including intangible assets in the calculation of CAPEX, Royal Unibrew appears at a level significantly 

below that of competitors, why PE fund is not expected to be able to obtain further reductions in 

CAPEX.   

 

EBIT Margin 
paragraph 

margin with the competitors. The EBIT margin has been chosen since the depreciations of the existing 

assets is expected to be the accounting equivalent of setting aside the future capital expenditures that 

will be required to replace the assets. Thus, the EBIT margin will take the choice of using own 

equipment or outsourcing the manufacturing into account (Koller, Goedhart and Wessels 2010). To 

ensure that EBIT arises solely from operations, it has been necessary to adjust the item for the 

embedded interest expenses from operating leases, as well as other non-operating items.  

 

Figure 11 illustrates that Royal Unibrew has the lowest EBIT margin relative to the peer group, even 

though the margin has been increasing since 2009. However, it is only slightly below the level of 

margin, which with a decreasing EBIT margin also finds itself at level markedly 

below the remaining competitors. ABInBev is the absolute leader, with an EBIT margin more than 

Table 4 - Capital Expenditures
DKKm 2009 2010 2011 2012
CAPEX -152 -42 -24 -105
Percentage of revenue 4% 1% 1% 3%
Source: Compiled by the Authors with data from Annual Reports and own estimations
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twice the level Lastly, Heineken and SAB-Miller is positioned in between 

ABInBev and Royal Unibrew, and have both been able to increase their EBIT margins.  

 

 
 

In spite of Royal Unibrew , the company is still not able to generate as much 

profit as the three largest competitors relative to their revenues. As aforementioned, the competitors are 

of different magnitudes, why the EBIT margin may reflect the companies  

can be drawn from the figure, the positions of the companies indicate that the relative size influences 

the obtained EBIT margin, since the ranking of the EBIT margins is similar to the ranking of the 

 Conclusively, it follows that Royal Unibrew is not in a position to be classified as 

n relation to its profit margin. Based on the preceding analysis of the individual 

accordingly emphasizes the importance of efficiency within the production platform.   

 
Return on Invested Capital (ROIC) 
The following analysis of ROIC will be based on EBIT, since the operating-cash tax rate is 

significantly different among the involved companies, of which the Danish companies Royal Unibrew 

and Carlsberg are heavier taxed than the competitors. As profit is measured over the entire year, 

whereas invested capital is measured only at one point in time, the invested capital is based on an 

average of the starting and ending balances (Koller, Goedhart and Wessels 2010).  

 

Assessing the level of ROIC can be conducted by either comparing it with the weighted average costs 

this thesis, the level of ROIC will be assessed by a cross-sectional analysis (Petersen and Plenborg 

2012). As Royal Unibrew operates in an industry marked by large acquisitions, it is essential to 

Figure 11 - EBIT margin, 2009-2012

Source: Compiled by the Authors with data from appendix 4-8
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calculate ROIC both with and without goodwill. This reflects the fact that companies, which acquire 

other companies, will pay a premium, resulting in a greater value of goodwill and hence a higher 

invested capital. Since the positive effects of the acquisitions, e.g. cost savings and cross-selling 

rn on invested 

capital to exceed its costs of capital. Thus, ROIC excluding goodwill measures the underlying 

operating performance making sure that it is not distorted by premiums paid for acquisitions and is 

primarily used to compare performance against peers (Koller, Goedhart and Wessels 2010). However, 

it ROIC including goodwill is also essential, since it measures the aggregated value creation for the 

 

 

However, basing the comparison on ROIC without goodwill is not completely without complications, 

since it ignores the effects of branding on goodwill. Since the annual reports do not distinguish between 

goodwill obtained from acquisitions and goodwill resulting from branding, it has not been possible to 

separate the effect of acquisitions. In addition, it may emphasized 

sales, marketing and distribution are at a significant higher level than the annual investments in fixed 

assets, which supports the importance of the branding value and its influence on goodwill. Thus, ROIC 

will be analyzed both with and without goodwill.   
 

 
 

 

Figure 12 exhibits the pretax ROIC excluding goodwill for Royal Unibrew and its peer group. As it 

appears from the figure, ABInBev has a ROIC, markedly above the other breweries , almost reaching a 

level of 70 %. ABInBev is followed by Royal Unibrew, which has the second highest ROIC of 42 %, 

then Heineken and SAB-Miller with a ROIC of 35 % and at last Carlsberg with a ROIC of 18 %. 

Roughly speaking, the measured ROIC can be explained by either the level of EBIT margin or the size 

of the turnover rate of invested capital.  explained 

Figure 12 - Return on Invested Capital Excluding Goodwill, 2009-2012

Source: Compiled by the Authors with data from appendix 4-8
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by a much higher EBIT margin already identified, Royal Unibrew has been able to increase ROIC 

through a substantial improvement of the turnover rate of invested capital, starting at a rate of 1.98 in 

2009 and reaching a level of 2.87 in 2012 s appear at a 

significantly lower level cf. appendix 9. In spite of having the lowest EBIT margin, Royal Unibrew has 

thus managed to surpass all the competitors except from ABInBev in terms of ROIC.  

 

If ROIC is conversely assessed including goodwill, thus reflecting impacts of branding as well as 

acquisitions, it is evident that aggregated goodwill has a significant effect on ROIC c.f. appendix 10. 

When including goodwill, Royal Unibrew appears to be the leading company reaching 34 % in 2012, 

which may be ascribed to in term of acquisitions in recent years. 

Furthermore, the competitors may have greater branding effects, as a result of more solid positions in 

the global market. Conversely, the some of the competitors have been marked by acquisitions during 

the last 4 years, with SAB-Miller acquiring purchasing FEMSA in 

2010 (Ascher 2012).  

Royal Unibrew ighest ROIC including goodwill may however be distorted by the 

 acquisitions. Eventually, Royal Unibrew may be surpassed by realized returns from 

the acquisitions completed by the competitors.  

 

Due to the relatively high ROICs within the brewing industry it seems appropriate to comment upon 

the level. Since differentiation is an important factor within the beer and soft drink industry, the 

companies are able to capture price premiums through long lasting brand products, why ROIC tends to 

be high. (Koller, Goedhart and Wessels 2010). An empirical analysis of ROIC without goodwill 

conducted by McKinsey & Company (Koller, Goedhart and Wessels 2010) ranks 29 industries by the 

median ROIC in the time period of 1963-2007, positioning the beverage industry with the fourth 

highest ROIC. This underpins that the companies within the beer and soft drink industry are able to 

generate higher returns due to the importance of building up sustainable advantage, either through 

branding or cost and capital efficiency. This supports the high level of ROIC for the selected 

thin 

the industry. Additionally, it should be noted that the above-calculated ROICs are on a pretax basis, 

why calculating the ROICs after tax would reduce the percentage. 

 

Another factor influencing the level of ROIC is the use of market versus book values of invested 

capital. The traditional measure of ROIC uses the invested capital stated at book value, since it 
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provides a good ex post measure of financial performance. However, the use of the market value of 

invested capital reflects the true value, which is essential for decision-making (Koller, Goedhart and 

Wessels 2010). Applying market values of invested capital in the above analysis create higher invested 

capital for all the included competitors, resulting in lower ROICs.  

 

As a final remark, it may be important distinguish between costs efficiency and capital efficiency, since 

costs efficiency is the ability to sell products at lower costs than the competitors, whereas capital 

efficiency is selling more products per dollars of invested capital than competitors. It is particularly in 

terms of the latter, Royal Unibrew has developed specific competences, enabling the company to 

significantly improve ROIC and hereby outdo competitors.  

Thus, the company has reached a level, which may give rise to a more growth-oriented future strategy, 

however inducing a risk of compromising the high turnover rate of invested capital.   

 

5.3. Segment Analysis 
detailed 

level, an analysis of the individual segments  will be conducted. Royal 

 annual reports have enabled a breakdown of revenue as well as EBIT margin of the 

individual segments. In addition, it has been possible to obtain a further division of the Western 

European segment, thus revealing revenues for the largest markets, Denmark and Italy, but not the 

EBIT margin.  
 

 
 

As it appears from table 5, rn European 

segment. Even though the Western European segment is characterized by maturity and has been 

significantly influenced by the financial crisis, Royal Unibrew has managed to sustain stable revenues 

Table 5 - Revenue and EBIT Margin Divided into Segments 
DKKm 2009 2010 2011 2012
Revenue
Western Europe 2,418    2,425    2,410    2,430    
Growth % 0% -1% 1%
Eastern Europe 909       942       629       585       
Growth % 4% -33% -7%
Malts 489       409       391       415       
Growth % -16% -4% 6%
EBIT margin
Western Europe 11% 15% 17% 17%
Eastern Europe -1% 5% 7% 5%
Malts 8% 12% 14% 20%
Source: Compiled by the Authors with data from Royal Unibrew's Annual Reports
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with a slight increase of 1 % the past year. However, Royal Unibrew  largest markets in terms of 

revenue within the Western European segment, demonstrate opposing developments. Whereas, the 

lopment in Denmark has 

been positive. The development in the Italian market was to be expected as the debt crisis has led to 

increased consumer reluctance and hence a down trading of products (Royal Unibrew A/S 2013a). The 

Italian market is assumed to provide the highest EBIT margin due to the offering of a super premium 

product, however the higher product price does not correspond well with the economic development 

within the country. The development in Denmark is positive given the declining beer consumption cf. 

paragraph 5.1, which indicates that Royal Unibrew has obtained a strengthened position in the Danish 

market. Furthermore, the Western European segment as a whole has provided an increase in EBIT 

margin, which can be contributed to the comprehensive efficiency improvements throughout the 

(Royal Unibrew A/S 2013a).  

 

R evenues in Eastern Europe have declined significantly since 2009, resulting from a 

reduced consumption c.f. paragraph 5.3. Whereas, the segment previously contributed with nearly 

twice the revenue compared to the malt segment, the revenue provided by the two segments have 

approximated the same level. The EBIT margin in the Eastern European segment has improved since 

2009, in which the margin was negative partly due to the unprofitable activities in Poland, which has 

since been divested (Royal Unibrew A/S 2013a). However, Eastern Europe remains the least profitable 

segment, which may be a result of lower net selling prices as well as a lack of adjustments in terms of 

cost levels relative to decreased volumes. 

   

Historically, th in terms of revenue. Since 

2009, revenues have been slightly reduced, however with an increase in 2012. This may be a result of a 

change in strategy from primarily focusing on efficiency improvement to searching for prospective 

growth opportunities. Royal Unibrew has been present in the market for malt beverages for several 

years and has established an attractive product portfolio with recognized brands within malts. The 

product portfolio includes several premium products, which is also reflected in the EBIT margin 

reaching a level of 20% - aggregated segments (Royal Unibrew 

A/S 2013a). In addition to the higher sales prices for the premium products, the profit margin reflects 

export sales as well as license-based sales. Furthermore, the company has divested the distribution 
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company, Impec in the Caribbean, as a part of its managerial focus. Thus, the company has managed to 

obtain a high profit margin within the segment, which mainly contains developing countries.   

 

The present segment analysis in conjunction with the growth analysis in section 4.3. thus provides an 

overview of a stable Western European market, in which breweries must capture market shares from 

competitors in order to grow or to remain stable in a market with a decreasing beer consumption. The 

Baltics also represent a challenging market, which has been highly affected by the financial crisis. 

However, in the malt segment, the company has established an attractive position, though not fully 

exploiting the potential, as revenues have been declining the last couple years. Thus, the growth within 

the malt segment combined with the high profit margin provides an attractive opportunity in the future.       
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The imminent SWOT analysis serves as bridge between the strategic and financial analysis by 

summarizing the most essential findings, thus providing the basis for the forthcoming forecasting of the 

 
 

Figure 13   
Strengths 
 

 Strong brand equity  
 Leading position in several markets  
 Efficient operational platform 
 "Best in class" in terms of distribution costs 
 Proven management team  

 

Weaknesses 
 

 Disadvantage in economies of scale 
 Limitations in regards to geographical dispersion  
 Decreasing revenues 
 Dependency upon license agreements 
 Lowest EBIT margin compared to peer group 

 
Opportunities 
 

 Increasing disposable income in emerging 
markets 

 Growing demand for adjacent beverage 
categories  

 Booming sale of non-alcoholic beer in 
developing countries 

 Strengthened demand in Eastern Europe 

Threats 

 Increased regulation 
 Shifting consumer preferences 
 Reduced beer consumption in mature markets 
 Poor growth prospects for Italy 
 Increases in commodity prices 
 Weather conditions 
 Termination of license agreements 

 

 
Strengths 

 comprises a solid brand equity, which the company has 

managed to establish through a portfolio of strong locally-rooted products. Accordingly, Royal 

Unibrew has succeeded in obtaining a leading position in the super premium segment in Italy as well as 

a strong position in the markets for malts, in which the company has been present for more than 50 

years. Additionally, the company has established a position as the 2nd largest supplier in terms of 

volume in most of its core markets including Denmark and most of the Baltic countries.  

Through a successful turnaround strategy, Royal Unibrew has furthermore managed to improve the 

efficiency of its operations, by reducing several cost items including production and administrative 

costs. However, the efficiency improvements have been reflected significantly in the distribution costs, 

which have reached a position as being istribution costs per hL sold 

compared to the largest competitors. These have among others been affected by a change in 

management in 2008, where a new and more experienced CEO was hired.       
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Weaknesses  

The significant consolidation within the brewing industry has resulted in large differences in terms of 

company sizes and accordingly the possible economies of scale. Thus, it may be noted that Royal 

Unibrew has higher production costs per unit compared to its largest competitors, in spite of the radical 

efficiency improvements over the years. However, it is difficult to determine whether the higher unit 

costs can be ascribed to the differences in economies of scale or to other factors. The difference in 

magnitude also influences the size of the companies  absolute budgets for marketing and R&D, to 

which it may be emphasized that Royal Unibrew to large extent has been a follower in terms of product 

development and innovation compared to Carlsberg. Furthermore, Royal Unibrew has a lower EBIT 

margin compared to competitors, which emphasizes that PE fund may further improve costs in spite of 

the drastic efficiency improvements.  

 

As Royal Unibrew is a regional brewery with limitations in regard to geographical dispersion, the 

company is more vulnerable to the economic state of the individual markets. Accordingly, Royal 

Unibrew has been highly influenced by the negative state of the Eastern European segment as well as 

in Italy. In this context, Royal Unibrew has not had a product portfolio, which has been diverse enough 

to reduce losses by satisfying the changing behavior of the consumers. Consequently, Royal Unibrew 

has not been able to obtain revenue growth partly due to the maturity of its core markets. Thus, the 

company  focus on efficiency improvements may have been at the expense of the growth 

opportunities in the global market.     

 

As previously stated, Royal Unibrew is also dependent upon license agreements with other global 

brand owners. However, the company has less influence on the course of its licensed brand, why the 

company becomes partly dependent of the global companies behind the brands, which may weaken the 

compa s customers.  

 

Opportunities 

The rising disposable income in emerging markets represents a great opportunity for increasing sales 

with in the industry. While competitors are acquiring local companies, Royal Unibrew has already been 

present in several markets in Africa, the Middle East and Latin America, thus establishing a solid 

platform with an attractive product portfolio. With the acquired knowhow, Royal Unibrew is in a good 

position of utilizing the growth opportunities within the markets comprising booming sales of non-

alcoholic beers. The increasing disposable income in Eastern Europe also constitutes an opportunity for 
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Royal Unibrew. With the efficiency improvements conducted in the Eastern European production 

facilities, the company has an opportunity of both increasing revenues and improving the currently low 

EBIT margin.     

 

Furthermore, the changing consumer preferences have enabled growth opportunities in the mature 

markets with product categories including RTDs, energy drinks and ciders. As Royal Unibrew is 

already offering certain products within these categories, the shifting preferences present an 

opportunity for the company, if it manages to develop its product portfolio further.  

 
Threats 

Increased political regulation in terms of VAT, taxes and excise duties is highly unpredictable. Thus, 

any increase will pose a threat to Royal Unibrew, as the excise duties comprise a significant part of the 

net revenues. Another threat is constituted by the emerging product categories, which do 

not solely represent an opportunity for Royal Unibrew, as the shift to other products is resulting in a 

.   

 

The consequences of the financial crisis will still be prevale in 

the years ahead, with Italy having the most negative prospects. The consumption behavior is expected 

er premium products in 

Italy. Another significant threat is posed by possible increases in commodity prices since the rising 

tendency is expected to continue. This may affect Royal Uni

company may not fully compensate for the rising commodity prices by increasing the selling prices.  

Thus, bad weather conditions constitute a significant threat, but are also highly unpredictable.   

 

A more specific threat is com

was to terminate its license agreement with Carlsberg, there may be a risk of PepsiCo preferring 

Carlsberg as the licensee rather than Royal Unibrew. If this scenario was to be realized, it is assumed 

that Royal Unibrew would loose a large share of its revenue generated by soft drinks in Denmark and 

accordingly a diminished bargaining power towards customers.  

) )
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The purpose of the impending section is to e by 

incorporating the PE fund  acquisition of the company. Thus, the forecast of the future 

development  will be based on a newly designed strategy for the company and 

hence not the strategy, which was implemented prior to the acquisition. The strategy decided upon by 

the PE 

financial analyses as well as the expected contribution of the PE  

 

Thus, in the forthcoming paragraph the strategy will be briefly outlined and the underlying drivers, 

upon which the strategy has been established, will be repeated succinctly. It should be noted that the 

strategy is deliberately se

Additionally, it is assumed that the PE fund possesses a special expertise within the sector. Figure 14 

shows an outline of the strategy  focus and initiatives.       
 

Figure 14  R  
Main focus Creating revenue growth through new product categories in the mature markets and 

expanding to additional markets in the developing countries 
 

Sub initiatives  Additional improvements of operational efficiency 
 Impose greater management incentives 
 Increasing debt and thus inducing tighter cash flow control 

 

As previously stated, the efficiency process has been a central focus for many companies throughout 

the financial crisis in order to secure continued existence. Thus, it has become difficult for PE funds to 

identify companies, in which the fund may gain quick wins through efficiency initiatives. Accordingly, 

the focus has partly been shifted to the establishment of a strategy, creating sustainable growth through 

expansion to new markets and into new product categories (Ernst & Young 2013).  

This tendency is likewise , 

as a result of the comprehensive efficiency improvements, has been pervasive throughout the analysis 

provide limitations for the prospective 

efficiency initiatives, which a PE fund can be expected to conduct during the holding period. 

Accordingly, the main focus of the established strategy concerns the generation of revenue growth 

rather than cutting costs. However, as the initiatives above implies, it is assumed that the PE fund will 
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still be able to create cost reductions and improve net working capital due to their special expertise 

within these areas. Accordingly, the financial analysis of the company revealed that Royal Unibrew has 

a low profit margin compared to competitors, indicating that a PE fund might be able to reduce certain 

cost items.  

 

historical development as well as the growth opportunities presented by the individual markets. The 

ern Europe, have been experiencing a 

decreasing beer consumption partly due to the financial crisis and partly due to the shifting consumer 

margin, the prospective strategy establishes a focus on adjacent beverage categories including ciders 

and RTDs, in which the consumption is expected to rise. The fact that Royal Unibrew has already 

introduced some products within these c provides the opportunity of 

further developing the brands in order to exploit the increasing consumption. 

 

other beer products c.f. the growth analysis. Currently, Royal Unibrew is present in parts of Africa, 

Latin America and the Middle East, but not in Asia Pacific, which comprises the largest global beer 

consumption in conjunction with high growth rates. However, as PE funds strive to establish a focused 

and distinctive strategy, an expansion to Asia Pacific is not a part of the prospective strategy. This 

the concept of strategic distinctiveness, with Royal Unibrew being a focused regional player. The 

choice of excluding Asia Pacific should be viewed in the context of maintaining a focus on the 

including the positions in Africa and the Caribbean, in which the 

company has already established solid platforms with attractive product portfolios, and accordingly 

where the company generates the highest profit margins. For the purpose of supporting the prospective 

strategy of expanding to new markets in the developing countries as well as broadening the product 

portfolio in mature markets, the advertising budget will be increased in order to create a larger 
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In order to reinforce the main focus of the strategy, a number of sub initiatives will be implemented. As 

the current management is evaluated as possessing the skills needed for implementing the prospective 

strategy, the PE fund is not expected to perform large replacements in the top management. However, 

in order to align interest of all parties, incentives will be increased both through incentives packages 

and management co-ownership and by increasing debt, which compels managers to service debt 

payments instead of using the free cash flows inefficiently. These sub initiatives will be further 

discussed in section 8.2.   

) )
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Based on established strategy provided by the PE fund, the purpose of the following section is to 

change the lens from a historical view to a forward-looking view. Firstly, the length of the holding 

period will be determined, which constitutes the time frame for the subsequent forecasting of the 

income statement as well as the balance sheet.  

  

8.1. Holding Period 

In a historical perspective, the typical holding period within PE falls between the interval 3-7 years 

(DVCA 2009). The precise determination of the length depends on several factors, including the 

financial crisis, which has caused the PE funds to postpone their exit. Research conducted by Ernst & 

Young supports this statement, as calculations regarding the holding period covering the years 2006-

2012 show the longest holding period in ending in 2012 with an average of 5.1 years. Whereas cost 

cutting was vital in the immediate aftermath of the financial crisis, PE funds now implement 

sustainable value creation, enabling growth through market and product expansion. This shift has 

extended the length of the holding period (Ernst & Young 2013).   

Another research, carried out by Preqin, recognizes a year on year increase in the average holding 

period for PE-backed companies between 2008 and 2012. The research identifies a link between the 

size of the deal and the length of the holding period. Thus, the average holding period for mega deals 

have increased to 6.2. In general, European portfolio companies have the longest average holding 

period compared to the North American portfolio companies (Privateequitywire 2013).  

Based on the above studies, we determine a holding period of 6 years, which lies between the disputed 

results. The relatively long holding period is based upon the prospective strategy set by PE fund with 

the main focus of generating revenue growth, which is believed to require a longer time period to 

realize. Thus, the holding period of 6 years is established with entry January 1st 2013 and exit January 

1st 2019.  

 

8.2. Forecasting of Income Statement 
Firstly, the impending budgeting aims at forecasting the income statement in the purpose of calculating 

EBITDA, which represents a crucial element in the later determination of the enterprise value at exit. 

Thus, the section encompasses the forecasting of revenues, various cost items as well as depreciations. 



 70 of 120 
!

Subsequently, the balance sheet will be projected, enabling the calculation of the net interest bearing 

debt, which is used in the determination of the value of equity at exit.  

 
Revenue  
I order to forecast revenue properly, the budgeting covers the most detailed breakdown of the segments 

possible. Thus, the West European segment will further be divided into three segments covering 

Denmark, Italy and the remaining Western Europe. 

 

Preliminary, it should be noted that we expect increasing raw material prices cf. PEST analysis to be 

compensated by increasing net selling prices, thus enhancing revenues across all markets. Hence, the 

budgeting reflects this as well as general inflation. Table 6 shows the projected revenues and the 

corresponding year-on-year  
 

 
 

The projected revenues occur in net terms, and thus exclude excise duties etc. Since excise duties 

constitute one of the macroeconomic risks, with which Royal Unibrew is confronted, regulations may 

significantly affect the budgeted net revenues. Even though, it has not been possible to estimate the 

excise duties as proportion of revenues for Royal Unibrew, one may note that Carlsberg  excise duties 

constitute approximately a quarter of total revenues, emphasizing the significance of regulations within 

excise duties on the level of net revenues (Carlsberg A/S 2008-2012). However, future excise duties are 

not projected in the present thesis, as these have been very volatile historically and are considered to be 

highly unpredictable cf. PEST analysis. As the projected revenues in 2013 are based on the level of net 
revenues in 2012 with an added growth rate, we indirectly assume the excise duties to remain at a 

Table 6 - Revenue Forecast divided by Segments
DKKm 2009 2010 2011 2012 2013E 2014E 2015E 2016E 2017E 2018E
Revenue
Denmark 1,167      1,191      1,193      1,237      1,283      1,331      1,364      1,398      1,433      1,469      
Growth % 2.1% 0.2% 3.7% 3.7% 3.7% 2.5% 2.5% 2.5% 2.5%
Italy 672        675        650        597        573        550        539        542        553        567        
Growth % 0.4% -3.7% -8.2% -4% -4% -2% 0.5% 2% 2.5%
Remaining Western Europe 579        559        567        596        614        632        645        658        671        684        
Growth % -3.6% 1.5% 5.0% 3% 3% 2% 2% 2% 2%
Western Europe 2,418    2,425    2,410    2,430    2,470    2,513    2,548    2,597    2,656    2,719    
Growth % 0% -1% 1% 1.6% 1.7% 1.4% 2.0% 2.3% 2.4%
Eastern Europe 909       942       629       585       570       582       602       623       651       681       
Growth % 4% -33% -7% -2.5% 2% 3.5% 3.5% 4.5% 4.5%
M alts 489       409       391       415       444       488       537       591       638       689       
Growth % -16% -4% 6% 7% 10% 10% 10% 8% 8%
Total 3,816    3,775    3,431    3,430    3,484    3,583    3,687    3,812    3,946    4,089    
Growth % -1% -9% 0% 1.6% 2.8% 2.9% 3.4% 3.5% 3.6%
Source: Compiled by the Authors with data from Euromonitor, Annual Reports as well as own estimations
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stable level throughout the holding period. In this regard, increased net selling prices often compensate 

for the increases within excise duties etc.  

Same argument applies in connection with changing weather conditions, both in regards to the 

budgeting of revenues as well as production costs. Weather conditions constitute an uncertain factor, 

which is highly unpredictable, but has a significant impact on both revenues and raw material prices.  

Furthermore, the threat of termination of license agreements is as well essential e.g. the risk of PepsiCo 

entering a license agreement with Carlsberg rather than Royal Unibrew. However, this scenario is too 

uncertain to include in the base case. 

 

In relation to Denmark, a declining consumption of beer, mainly due to changing consumer 

preferences, influences the budgeting. Despite a declining beer market in Denmark historically, Royal 

Unibrew has experienced moderately increasing revenues since 2009, indicating that the company has 

been able to obtain a solid position within the Danish market with well-known brands.  

As described in section 7 comprising the future strategy set by the PE fund, focusing on new product 

categories, due to changing consumer preferences, is of high priority. In this context, Royal Unibrew 

already focuses on developing and distributing new products, among which Tempt and Faxe Kondi 

Booster represent good examples of brands that can be further developed. With the aim of pursuing and 

expanding this key focus area, we expect the PE fund to be able to generate higher growth rates for 

Royal Unibrew, in accordance with projections from Euromonitor. When viewing the projected growth 

rates by product types, Euromonitor expects the growth rates of cider as well as sports and energy 

water, carbonates and juice. Hence, we expect Royal Unibrew to continue capturing market shares 

from competitors in spite of a shrinking beer consumption, enabling the company to enhance revenues 

moderately.  

In accordance with the future strategy, the marketing effort in Denmark increases considerably in the 

purpose of capturing market shares from the competitors. Thus, we expect the 3,7% growth from 2012 

to continue throughout 2013 and 2014, after which it declines. The projected growth rate from 2015-

2018 hence reflects a slight increase in revenue, just above the general increase in price levels within 

the economy. The intensified marketing efforts are thus not expected to sustain the higher growth rates 

throughout the entire holding period, due to the continued decreasing beer consumption as well as 

lower growth rates for the new product categories.  
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The very adverse economic situation in Italy influences the projected revenues considerably by 

suggesting a negative outlook for Royal Unibrew. As previously described, Euromonitor expects the 

declining sales as well as the decreasing disposable income within the Italian market to continue until 

premium product offerings, a further down trading is to be expected, due to more price sensitive 

consumers.  Euromonitor expects Italy to experience a further decline in the disposable income as well 

as in the general beer consumption in the years ahead, with a decline in the Italian consumption of beer 

at rates between -0.5 % and -1.4 % throughout 2013-2016. However, 

historical development in conjunction the company premium product, we expect 

to be more affected than the general development in the beer consumption. 

Hence, we project a negative growth rate of 4 % in 2013 and 2014, representing an average of the 

previous three years, after which it improves slightly and finally experiences a growth rate comprising 

a positive digit.  

 

The remaining part of Western Europe includes a range of other countries, why the budgeting occurs at 

a more aggregated level. Thus, we base the growth rates on the historical development, which shows an 

increasing trend during the last 4 years. Although the revenue growth reached a level of 5 % in 2012, 

we find it unlikely that Royal Unibrew is able to sustain the high level. For this reason, we have set 

forward a growth rate of 3 % the first couple of years, after which it declines to 2 %, thus following the 

general development in the economy. As we further elaborate on in section 13, in the discussion of the 

assumptions made in the thesis, it may be of relevance discussing, whether a PE fund would deselect 

the segment as part of a more focused strategy.  

 

Despite a very declining tendency in revenue in recent years in the East European market, we expect 

Royal Unibrew to follow the general positive developments in the consumption of beer prospectively.  

In this context, Euromonitor anticipates a slightly negative development in the beer consumption in the 

Latvian market, which however, will be more than offset by an increased beer consumption both in 

Lithuania and Estonia. On an aggregated level, Euromonitor forecasts the beer consumption, in the 

Baltic countries, to grow negatively in 2012 with 2.4 %, after which it grows positively from 2013-

2016 with 1.9 %, 2.4 %, 2.6 % and 2.6 % respectively.  

In the light of this, we expect a further reduction in revenue in 2013, however, appearing at a level 

significantly below the last few years. In the years ahead of 2013, we fo

revenue in the Eastern European market to increase due to the positive consumer willingness as well as 
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the newly entered license-agreement with Heineken, allowing Roya

products in the Baltics. With a position among the leading suppliers as a result of a popular product 

portfolio supported by the recently comprehensive restructuring of the production platform, we expect 

Royal Unibrew to grow with more than the general growth in beer consumption from 2015. Thus, we 

expect Royal Unibrew to be able to obtain a growth in revenue of 4 % in 2017 and 2018. Furthermore, 

an intensified marketing effort supports the revenue growth.  

 

The budgeting of revenues within the malt segment regarding this segment appears on a more 

aggregated level, since it has not been possible to identify the relative proportions of revenue belonging 

to the different countries within the segment. However, the Royal Unibre annual reports indicate 

that Africa and the Caribbean currently comprise the most important markets.  

As aforementioned, the malt segment is expected to be marked by extensive consumption growth 

prospectively, as a result of increasing disposable income as well as population growth. According to 

Euromonitor, the volume of beers sold in Latin America is expected to have a CAGR of 3.7 % from 

2013-2017, whereas the African and Middle Eastern segments reach a CAGR of 5 %. Thus, the two 

growth estimates comp

segment.  

As the malt segment is a crucial element in the future strategy set by the PE fund due to the potential of 

high growth, the budgeting will as well reflect high growth rates. Generally, we expect a growth rate in 

revenue of 7 % in 2013, which is slightly above the level in 2012. Thus, we do not expect the PE fund 

to be able to obtain major changes in 2013, why the growth rate is based on 2012. However, the growth 

rates are set above the CAGR both for Africa, the Middle East and Latin America, since Royal 

Unibrew has already established a solid platform with leading brands including Vitamalt and 

Powermalt, which enables the company to obtain an even higher growth rate than the market average 

of volumes sold also considering price effects. In the years following 2013, we expect the PE fund to 

implement initiatives enabling expansion to other countries within the segment as well as improving 

sales in existing markets. Since the malt segment is based on export and license agreements, these 

initiatives include negotiating affordable agreements in regards to the distribution in new markets as 

well as enhancing the marketing effort, which will be reflected in the impending budgeting of expense 

items. Since Royal Unibrew has been operating in these markets for many years, the company has been 

able to establish a solid network and a thorough understanding of the market conditions. With the key 

focus area shifting from efficiency improvements to increasingly pursuing revenue growth, the 

appropriated knowhow comprises a good foundation for future expansion. In this connection, we 
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assume the PE fund  special expertise to create value through beneficial negotiated agreements. Based 

on this, we forecast the growth in revenue throughout the years 2014-2016 to increase by 10 % each 

year, reflecting a combination of increased market shares on existing markets as well as expansion to 

other markets.  

In this context, supportive and extensive marketing comprises a crucial part. In the remaining two years 

of the holding period, we project the revenue to grow with 8 % each year, which is slightly below the 

projected growth rate in the years 2014-2016, as we do not expect the relatively high growth rate of 

10% to continue as strongly the remaining years.  

 

Costs 
In regards to the individual cost items, the initiatives implemented by the PE fund influence both 

through primary value creating drivers, directly affecting EBITDA and through secondary non-

operational value capturing drivers, which do not directly affect performance, but rather amplify the 

positive performance created by the primary drivers cf. section 2.3. Hence, the paragraph starts by 

reviewing the non-operational initiatives affecting the budgeting, since a direct effect on the individual 

costs items is difficult to forecast. 

 

Firstly, a complete equity ownership allows the PE fund to take full advantage of the benefit from 

active ownership, since the investors receive the full effects of further efforts. This leads to greater 

involvement in operations, monitoring and control, which generally reduces potential agency costs. The 

reduction of agency costs is as well supported by the large amount of debt cf. section 10.2, which may 

induce increased standards for management performance. The established business plan requires a solid 

management team to implement the ambitious prospective objectives, for which 

current management has proved its worth since the replacement in 2008, why a direct change in 

management is not expected to occur. Instead the PE fund enforces increased incentives through the 

composition of an optimal governance structure entailing e.g. remuneration packages making the 

compensation dependent up formance and enhancing the existing management co-

ownership of 1 % (Royal Unibrew A/S 2013a). Thus, the initiatives implemented by the PE fund are 

assumed to create enhanced incentives and hereby indirectly lowering the costs items indirectly, which 

will be reflected in the following budgeting.  
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The projection of the individual cost items is based on the historical cost items as a percentage of 

revenue. The future items are then adjusted in order to accommodate the future strategy and expected 

macroeconomic conditions. Table 7 displays the forecast of EBIT.  
 

 
 

The overall efficiency enhancement, already implemented in Royal Unibrew, may comprise an 

ing typically comprise a 

vital element of value creation in LBOs. The fact that Royal Unibrew has already managed to reduce 

the production costs significantly makes it difficult for the PE fund to create immediate and substantial 

value within this area. Even though we do not expect the PE fund to be able to create sizable quick 

wins within efficiency improvements, we still expect additional value to be obtainable in accordance 

with the financial analysis.  

As described, ABInBev and Carlsberg markedly outperform Royal Unibrew in terms of production 

costs per hL sold. However, a large part may be explained by economies of scale, why Royal Unibrew 

may not manage to reach the same level. Thus, we assume the PE fund to be able to reduce the 

production costs due to  special expertise within the area, however, not to the same extent as 

the selected peer group. The production costs in 2013 constitute approximately the same percentage of 

revenue as in 2012, since the increasing raw material prices are assumed to be outweighed by the PE 

as well as increasing net selling prices. In the years ahead of 2013, we expect the PE 

material prices will constitute a smaller percentage of revenues. The production costs are further 

reduced until 2016, in which they stabilize and remain at a constant proportion of revenue in the 

remaining years of the holding period. Additionally, we do not assume the production costs to be 

Table 7 - Forecast of EBIT
DKKm 2009 2010 2011 2012 2013E 2014E 2015E 2016E 2017E 2018E
Net revenues 3,816      3,775      3,431      3,430      3,484      3,583      3,687      3,812      3,946      4,089      
Production costs -2,048    -1,818    -1,610    -1,627    -1,653    -1,612    -1,659    -1,677    -1,736    -1,799    
Percentage of revenue 53.7% 48.2% 46.9% 47.4% 47% 45% 45% 44% 44% 44%
Gross profit 1,768    1,957    1,821    1,803    1,832    1,971    2,028    2,135    2,210    2,290    
Sales and distribution expenses-1,105    -1,161    -1,052    -1,040    -1,150    -1,182    -1,217    -1,144    -1,184    -1,227    
Percentage of revenue 29.0% 30.8% 30.7% 30.3% 33% 33% 33% 30% 30% 30%
Administrative expenses -207       -200       -176       -158       -139       -143       -147       -152       -158       -164       
Percentage of revenue 5.4% 5.3% 5.1% 4.6% 4% 4% 4% 4% 4% 4%
Other operating income 4            4            4            5            4            4            4            4            4            4            
EBITDA 460       600       596       609       546       649       668       843       872       904       
Depreciations -217       -183       -122       -124       -126       -130       -133       -138       -143       -148       
Percentage of revenue 5.7% 4.8% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6%
EBIT 243       417       474       485       420       519       534       705       729       756       

EBIT margin 6.4% 11.0% 13.8% 14.1% 12.1% 14.5% 14.5% 18.5% 18.5% 18.5%
Source: Compiled by the Authors with data from Annual Report and own estimations
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further affected by increasing raw material prices in the last years. Thus, the production costs are not 

dominated by massive reductions as in traditional LBO transactions, since Royal Unibrew has already 

carried out the majority of the potential initiatives.  

 

In regards to the sales and distribution costs, the items have had different developments during the last 

four years. As previously stated, Royal Unibrew outperforms its main competitors in terms of 

distribution costs, why we do not expect this item to be further reduced in the holding period, but will 

maintain the current percentage of revenues. In contrary to other costs items, we expect the PE fund to 

raise the budget for marketing costs, with the purpose of realizing the expected revenue growth. The 

additional marketing budget is partly used to enhance the marketing effort in Denmark, since Royal 

Unibrew must capture market shares from competitors in order to achieve the desired growth in 

revenue. Since the existing marketing efforts in Denmark have previously had a favorable effect, 

enabling Royal Unibrew to increase its market shares, we expect the enhanced marketing effort to 

create further growth.  

In order to generate growth in the East European market, it is important for Royal Unibrew to exploit 

the enhanced consumer willingness in the market, why a marketing campaign reinforces Royal 

a part of the increased beer consumption.  

However, the most important segment within the future strategy set by the PE fund comprises the malt 

segment, for which marketing efforts are expected to be crucial for intended expansion. The extra 

marketing effort is especially needed when entering new markets, but also in order to accelerate sales 

in existing markets.  

Due to the increased marketing efforts in conjunction with stabile distribution costs, we project the total 

item to increase by 3-percentage points, reaching a level of 33 % of total revenues throughout 2013-

2015, after which it declines to the historical level of approximately 30 %. Since the distribution costs 

remain at a stable percentage of revenues throughout the holding period, the increase in total 

 

 

The administrative expenses have remained relatively stable during the last four years, however, with a 

slight decline each year. Since Royal Unibrew has been able to approach the same level of 

administration costs per hL sold as the largest companies within the industry, we do not expect the PE 

realize a markedly reduction within the item. However, we extent the declining trend of the 

administrative costs to 2013, at which the item stabilizes at a level of 4 % of revenues throughout the 

holding period.  
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The item challenging to forecast, since Royal Unibrew does not disclose the 

content of the item. Thus, we do not base the projection of other operating income as a percentage of 

revenue, as we assume that the item is not dependent upon the  core 

operations. Accordingly, we determine the prospective other operating income based on an average of 

the amount during the last four years, which is retained throughout the holding period.  

 

Since the depreciations have stabilized as a percentage of revenue the last two years, we have chosen to 

continue with this percentage during the holding period. This appears in accordance with the budgeting 

of CAPEX below, since we do not expect major investments in fixed assets.  

 

Finally, it is possible to determine EBITDA as well as EBIT and the associated margins, which appear 

to be improved during the holding period. Due to increased marketing efforts combined with a 

relatively low percentage growth in revenues, we expect a deteriorated margin in 2013 compared to 

2012. However, the projected margins increase in the years ahead of 2013, due reduced costs as well as 

increased revenues resulting from the initiatives implemented by the PE fund. EBITDA is later applied 

in the determination of the size of the debt repayments as well as the exit price of Royal Unibrew.  

 
8.3. Forecasting of the Balance Sheet 
In the pursuance of determining net interest debt at exit, the following section projects the relevant 

balance sheet items. As different operational items are included in the settlement of the free cash flows, 

which are used for repaying NIBD at exit. 

Since the projection of the debt repayments occur in a subsequent section of the thesis, the following 

budgeting only covers the derived results and their corresponding recognition on the balance sheet.  

 

Table 8 comprises an overview of the projected items on the balance sheet. Certain items are not 

explained, since we are not able to justify any changes made to the values, why they are assumed to 

maintain a constant level during the holding period. Thus, it is assumed that the value of these items 

from the ending balance of 2012 constitutes a reasonable approximation of future values within the 

holding period.  
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Among the non-current operating assets, a newly recognized item concerning acquisition goodwill 

appears. The acquisition goodwill results from the difference between the price the PE fund pays for 

Royal Unibrew at entry and the book value of equity. The actual determination of the 

acquisition price occurs in section 9. The value of the new acquisition goodwill maintains a constant 

level throughout the holding period in accordance with the assumption that the equity does not change 

during the holding period.  

 

Table 8 - Forecast of Balance Sheet
DKKm 2012 Opening 2013E 2014E 2015E 2016E 2017E 2018E
Operating assets
Non-current:
Intangible assets 371            371            371            371            371            371            371            371            
New acquisition goodwill 5,101         5,101         5,101         5,101         5,101         5,101         5,101         
Total tangible assets 1,203         1,203         1,216         1,230         1,244         1,182         1,118         1,052         

Current:
Inventories 180            180            188           181           185           185           191           198           
Total operating receivables 392            392            398            401            404            410            424            440            
Total operating assets 2,371        7,247        7,273        7,283        7,304        7,248        7,205        7,161        
Financial assets
Non-current:
Project development properties 276            276            -                -                -                -                -                -                
Investments in associates 130            130            130            130            130            130            130            130            
Other investments 3               3               3               3               3               3               3               3               
Other receivables 10             10             10             10             10             10             10             10             
Current:
Receivables from associates 1               1               1               1               1               1               1               1               
Corporation tax 9               9               9               9               9               9               9               9               

Cash at bank and in hand 274            20             20             20             20             20             20             20             
Total financial assets 702           449           172           172           172           172           172           172           
Total assets 3,073        7,695        7,446        7,456        7,477        7,420        7,377        7,333        

Equity 1,348        3,743        4,013        4,312        4,634        5,097        5,600        6,145        

Operating liabilities
Non-current:
Deferred tax 145            145            118            118            118            118            118            118            
Other payables 9               9               9               9               9               9               9               9               
Current:
Total operating payables 752            752            782           794           849           893           943           997           
Total operating liabilities 906           906           909           921           976           1,020        1,070        1,124        
Financial liabilities
Non-current:
Mortgage debt 592 -                -                -                -                -                -                -                
Term Loan A 1,371         848            547            191            -                -                -                
Term Loan B 1,675         1,675         1,675         1,675         1,303         708            65             
Current:
Mortgage debt 2 -                -                -                -                -                -                -                
Credit institutions 1 -                -                -                -                -                -                -                
Total financial liabilities 819           3,046        2,523        2,223        1,867        1,303        708           65             
Total liabilities 3,073        7,695        7,446        7,456        7,477        7,420        7,377        7,333        

Net operating assets 1,464         6,340         6,364         6,363         6,328         6,228         6,135         6,037         
Net interest bearing debt 117           2,597        2,351        2,050        1,694        1,131        535           -107          
NIBD + EK 1,464         6,340         6,364         6,363         6,328         6,228         6,135         6,037         
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The next item on the balance sheet covers total tangible assets, which is projected by adding the capital 

expenditure less the yearly depreciation to the value of the item from the previous year. Thus, we have 

chosen to conduct a separate budgeting of capital expenditures and depreciations.  

As it is assumed that Royal Unibrew has excess capacity, which will be able to accommodate the future 

strategy, we do not anticipate major investments in fixed assets. However, we expect the expansion and 

adaptation of the new strategy to require additional capital expenditures, but only to a certain extent, 

why the projected capital expenditures reflect the historical level with an added amount for the 

additional requirements. Table 9 displays the projected capital expenditures as a percentage of revenue.  
 

 
 

Since we expect most of the additional costs to occur in the first part of the holding period, we 

anticipate the capital expenditures in the years 2013-2015 to reflect the highest level historically. In the 

years ahead of 2015, we project the capital expenditures to constitute 2 % of revenues, reflecting an 

average of the historical capital expenditures. With the projected capital expenditures as well as the 

projected depreciation from section 8.3, it is possible to calculate fixed assets on the balance sheet.  

Furthermore, the capital expenditures constitute a central element in the calculation of free cash flows 

used to repay debt in section 10.4.  

 

Another relevant item contains inventories, which appears under current operating assets. In the 

following, we project this item in conjunction with total operating receivables and total operating 

payables, since the three items together comprise the net working capital, which similarly is an 

essential component in the calculation of free cash flows.  

As mentioned in section 2.3 covering value generation in LBOs, optimizing the working capital is a 

general expertise of PE funds. Since the working capital has already been optimized by Royal Unibrew 

during the last four years, the forecasting not only reflects the PE fund  special capabilities within the 

optimization of the working capital, but also the limitations 

implemented initiatives.  

As discussed in the financial analysis, the projection of net working capital is based on the number of 

days it takes to convert working capital into cash, after which it is translated into an actual balance 

sheet values by multiplying with the projected revenues and the production costs, respectively. Table 

10 displays the projected days of inventories, receivables and payables.  

Table 9 - Forecast of CAPEX
DKKm 2009 2010 2011 2012 2013E 2014E 2015E 2016E 2017E 2018E
CAPEX -152 -42 -24 -105 -139 -143 -147 -76 -79 -82
Percentage of revenue 4% 1% 1% 3% 4% 4% 4% 2% 2% 2%
Source: Compiled by the Authors with data from Annual Reports and own estimations
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As a starting point, the growth rate in 2013 is set to be zero for all components, since we do not expect 

the PE fund to realize further improvements in net working capital during the acquisition year. As 

previously analyzed in the financial part, Royal Unibrew has been able to improve the net working 

capital by reducing the days in hand, however, the competitors have been better at utilizing the 

payables by extending the days in hand.  

Thus, we primarily expect the PE fund to improve the days of payables, but simultaneously obtain 

small enhancements in the two other items. We anticipate the greatest improvements to take effect in 

2014, continuing the following two years, after which the magnitude of the improvements decelerates. 

Regarding days of inventories, we do not expect markedly improvements, since Royal Unibrew 

currently represents the company within the peer group with the lowest number of days of inventories. 

However, since the item has experienced a small increase within recent years, we expect the PE fund to 

be able to reduce it with 1 % point in the years 2014-2016. In regards to days of receivables, the 

projection reflects the historical development in the item. Since Royal Unibrew is second best within 

the peer group in terms of reducing days of receivables, we do not expect a markedly enhancement, 

however, we continue the historical development and reduce the item by 2 % point in the years 2014-

2016, after which it is kept constant. Conversely, days of payables are considered to constitute the 

greatest potential of value creation, since Royal Unibrew has not been able to utilize this item to the 

same extent as ABInBev and Carlsberg. Thus, we expect the PE fund to significantly improve the days 

of payables by 4 % each year during 2014-2016, after which the growth rate declines to 2 % in the 

subsequent years. In spite of the markedly improvements, Royal Unibrew still appears at a level well 

below Carlsberg and ABInBev in term of payables, why we believe the forecasting to be reasonable.  

 

A special item in relation to the projection of the balance sheet, is constituted  project 

development properties classified as a financial asset, which Royal Unibrew is not able to realize on a 

day-to-day basis, as it is sold based on an option during the holding period (Royal Unibrew A/S 

Table 10 - Forecasting of Working Capital measured in Days in Hand
M easured in days 2009 2010 2011 2012 2013E 2014E 2015E 2016E 2017E 2018E
Days of inventories 42.4      37.6      39.3      40.5      40.5      40.1 39.7 39.3 39.3 39.3
Growth % -11% 4% 3% 0% -1% -1% -1% 0% 0%
Days of receivables 46 44 43 42 42 40.8 40.0 39.2 39.2 39.2
Growth % -5% -2% -3% 0% -2% -2% -2% 0% 0%
Days of payables -144 -156 -165 -169 -168.8 -175.5 -182.5 -189.8 -193.6 -197.5
Growth % 9% 6% 2% 0% 4% 4% 4% 2% 2%
Liquidity cycle -55.2 -74.8 -83.0 -86.6 -87 -95 -103 -111 -115 -119
Growth % 36% 11% 4% 0% 9% 9% 8% 3% 3%

Net working capital -24 -79 -109 -144 -177 -209 -241 -276 -302 -330
Source: Compiled by the Authors with data from Royal Unibrew's annual reports



 81 of 120 
!

2013a). Thus, the sale of project development properties must be taken into account when projecting 

the balance sheet. In the respect, it has been necessary to assign several assumptions to the sale of the 

property in order to recognize it in a simple manner on the balance sheet since the involvement of a 

more accurate recognition goes beyond the scope of this thesis. The detailed calculations can be viewed 

in appendix 11, however a short description will be outlined.    

The main assumption in regards to the recognition of the property is that Royal Unibrew sells the 

remaining building rights at once in 2013. Accordingly, the sales price of the property, which is based 

on an estimate of the fair value per square meter, is multiplied with the remaining number of building 

rights amounting to 102,500, resulting in a sales price of DKKm 348.5. In order to determine the profit 

from the sale of the property in 2013, an adjustment of the revaluation, and hereby the deferred tax, 

needs to be calculated. The deferred tax in 2013 of DKKm 26.8 is derived by subtracting the 

adjustment due to the sale of the property in 2012 from the value of the deferred tax in 2012. This value 

is then subtracted from the revaluation from 2012 in order to determine the adjustment of the 

revaluation of DKKm 85.5.  

Lastly, in order to determine the profit from the sale, which has to be taxed, the cost price in 2012 

(appearing in the balance sheet) is subtracted from the sales price, whereas the adjustment of the 

revaluation is added. This results in a profit of the sale amounting to DKKm 157.7, which is added to 

the income statement and hereby taxed. The remaining part of the sales price, which is not subject to a 

tax expense, is added to the free cash flows for the purpose of repaying debt rather than increasing the 

cash at bank and in hand . In relation to the sale of the property, the equity is adjusted for 

deferred tax and the revaluation of the project development property. Furthermore, deferred tax is 

reduced by the amount, which was deferred for the taxation of the remaining sale. Lastly, the item 

 

 

the reduction in 

cash at bank and in hand from DKKm 274 in 2012 to DKKm 20 at entry. Furthermore it should be 

noted that the equity in the opening balance now comprises the equity contribution provided by the PE 

fund at the acquisition of Royal Unibrew. Besides the adjustments made in regard to the sale of project 

development properties in 2013, the equity increases by the net income each year during the holding 

period. This reflects that the PE fund uses the free cash flows to repay the obtained debt at entry, of 

which the net income is converted into equity, whereas the remaining elements are recognized 

otherwise on the balance sheet. Hence, the cash flows used to repay debt modify the capital structure 

during the holding period.    
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Lastly, the debt obtained at entry, comprising Term Loan A and Term Loan B, replaces the existing 

debt repaid at entry including both current and non-current mortgage debt and credit institutions. 

Throughout the holding period, term loan A and term loan B are reduced with an amount equal to the 

free cash flow each year, which will be further elaborated upon in section 10.4. 

Thus, the net interest bearing debt at exit amounts to DKKm -107, which will be applied for the final 

valuation of the equity value.  

 

8.4. Scenario analysis 

The above budgeting depends highly upon our approach to interpret the gathered materials as well as 

the uncertainty of predicting the future in general. Thus, the future can take many paths, why the 

projections may vary according to changes within macroeconomic variables as well as the development 

within the industry, in which companies may take different approaches in acting upon the changing 

conditions. Hence, the following scenario analysis creates two scenarios in to order consider the 

alternative outcomes (Rosenbaum and Pearl 2009). 

 

The following scenarios consist of an Up Scenario as well as a Down Scenario. Whereas the scenarios 

comprise a general adjustment of the items covered in the budgeting, the sensitivity analysis in section 

12 conducts an examination of the economic consequences of changes within the individual parameter 

by maintaining a constant level in the remaining variables. In general, the approach is to adjust the 

items on a more aggregated level as opposed to the budgeting of the base case. The primary intention is 

to give an impression of how a more conservative and optimistic view of the estimates will impact the 

determination of the IRR and money back multiple resulting from the LBO of Royal Unibrew. In 

practice the scenarios often comprise a management case and a bank case, in which the two parties 

have different functions, thus representing a more optimistic as well as conservative approach, 

respectively.  

 

Down Scenario 
A general factor, which is difficult predicting comprises the regulations of excise duties on beer and 

soft drinks. In a Down Scenario, the government may impose higher excise duties on beer and soft 

drinks, which influencing net revenues, however depending on the extent, to which Royal Unibrew is 

able offset the increased excise duties through higher selling prices, cf. section 4.1. Furthermore, bad 

weather conditions during the summer may exacerbate revenues, due to a reduced beer and soft drink 
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consumption. A downside resulting from higher excise duties as well as bad weather conditions 

constitute an overall risk in all of Royal Unibr  

 

Oppositely, when viewing the individual markets, more specific risks are present. A significant risk 

regarding the Danish market constitutes a scenario, in which Royal Unibrew is unable to compensate 

for the general declining beer consumption through the introduction of newer products or capturing 

new customers by the increased marketing effort. Simultaneously, the beer consumption in Italy may 

be more affected by the debt crisis than otherwise assumed, resulting in a larger decline in revenues due 

to the sale of a premium product. In regards to Eastern Europe, a down scenario may include that Royal 

Unibrew fails to increase revenues despite the expected increase in beer consumption as well as 

enhanced marketing effort. Finally, Royal Unibrew may encounter challenges in realizing the expected 

revenue growth in the malt segment, which may be caused by weaker response than otherwise expected 

entered markets. Firstly, the deteriorating conditions 

are incorporated in the Down Scenario by subtracting 0.5 % point from total revenues as a consequence 

of higher excise duties and bad weather conditions and secondly by subtracting 1 % point, reflecting 

the remaining risks in the individual markets.  

 

Even though several of the costs items follow the changes within revenues, it is relevant to adjust the 

relative proportions of revenues, since the items also reflect the efficiency improvements implemented 

by the PE fund. In general, the cost items are revised upwards with a few percentages, thus resulting in 

an overall higher level both in regards to the production costs, the distribution costs and the 

administrative expenses. Increases in the cost items may appear if the PE fund fails to reduce the costs 

further due to the significant improvements already implemented by Royal Unibrew, or that the items 

have already obtained the most favorable level relative to the size of the company cf. economies of 

scale. Similarly, both CAPEX and NWC appear at a higher level in the Down Scenario, which may 

reflect a need for further investments in connection with the strategy implemented by the PE fund. The 

derived results from the Down Scenario can be viewed in appendix 12A, which summarizes the effects 

on EBITDA, NWC and CAPEX.  

 
Up Scenario 
The Up Scenario appears as a counterpart to the Down Scenario, why several of the aforementioned 

arguments equally apply to this scenario, however with opposite signs.  
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As opposed to the Down Scenario, reduced excise duties as well as excellent weather conditions during 

the summers may positively affect revenues. Furthermore, the strategic initiatives implemented in the 

individual markets may enhance the impact on revenues even more than in the base case scenario.   

Thus, an enhancement of 1.5 % in revenues is provided, corresponding to the reduction in the Down 

Scenario. In regards to the cost items, the PE fund may manage to obtain greater reductions through its 

special expertise in relation to efficiency improvements in operations, thus approaching the 

s further reductions in the items covering CAPEX 

and NWC. The derived results from the Up Scenario appear in appendix 13A. 

 

Conclusively appendix 12A and 13A reveal that the Down Scenario results in a reduction of EBITDA 

equal to DKKm 79, whereas the Up Scenario enhance EBITDA with DKKm 73. Based on the above 

estimates, the scenario analysis continues in section 11.2 covering the valuation, in which it will be 

determined how a Down Scenario as well as an Up Scenario affects the return obtained by the PE fund. 
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In the purpose of deriving the potential return of a PE ew, the 

impending analysis discusses the acquisition price of the company as a basis for the calculation of the 

return. However, as the acquisition price at entry has a significant influence on the potential return that 

the PE fund can obtain at exit, a sensitivity analysis of the parameter will be at the end of the thesis.  

In the imminent analysis, the price of Royal Unibrew is based upon the market value of Royal 

with an added acquisition premium. Furthermore, 

the enterprise value at entry is estimated in order to determine the entry multiple, which provides the 

basis for the valuation of the company at exit.   

  

9.1. The Market Value hares 
For the determination of the acquisition price of Royal Unibrew, the share price of DKK 492 as of 

January 1st 2013 is applied. Compared to the price development from 2009, the share price at entry 

constitutes the highest level, whereas the lowest price has appeared at a level as low as DKK 25.  Thus, 

the market price, for which the purchase offer is based upon, is evaluated as being very high, which is 

not surprising, , as previously reviewed in the 

strategic and financial analysis. Accordingly, the PE fund must pay a higher purchase price as a result 

of the operational optimization throughout the company. Whether or not the timing of the acquisition is 

optimal can thus be discussed, and will be elaborated on, in section 13. 

The total number of shares at the date of acquisition is 10.570.000 (Royal Unibrew A/S 2013a), thus 

resulting in a market value of the shares of DKKm 5,200.4.   

 
9.2. Purchase Price Premium   
Provided that the PE fund acquires 100 % of the shares in Royal Unibrew, an acquisition premium will 

be estimated. The acquisition premium is based on research conducted by Mergermarket, estimating 

the average offer premium both globally and regionally. The studies derive an offer premium of 28 % 

for the global market in 2012 and premium of approximately 22 % for the European market 

(Mergermarket 2013). Thus, the estimated premium applicable in the acquisition of Royal Unibrew is 

evaluated as approximating the European premium of 22 %.  
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The acquisition premium is a reflection of a potential control premium, illiquidity premium as well as 

synergies (Rosenbaum and Pearl 2009). In the case of Royal Unibrew, the premium is assessed to 

reflect a control premium as well as a slight discount for illiquidity, though not synergies, as the 

transaction is not conducted by a strategic buyer (Petersen, Plenborg and Schöler 2006). The control 

premium reflects the value that the PE fund is willing to pay in order to obtain the complete control of 

the company and accordingly, influence of the operational activities. 

ownership structure is relatively dispersed, with the largest shareholder owning 11 % of the total 

shares. According to §20b in the Danish Public Companies Act, a shareholder possessing more than 90 

% of the shares as well as the equivalent part of the votes is able to conduct a compulsory acquisition of 

the remaining shares (Erhvervsstyrelsen 2013). Thus, only Chr. Augustinus Fabrikker may pose a 

threat to the acquisition of the total shares in Royal Unibrew. 

Currently, Royal Unibrew is midcap on the Copenhagen Stock Exchange, and is thus assumed to be 

liquid. However, as the PE fund intends to delist Royal Unibrew at entry, a liquidity discount may be 

applicable.  

 

Royal Unibrew has been marked by its significant turnaround enabling a significant increase in the 

share price, also inducing external analysts to estimate an even higher price for the company (Nordea 

2012, SEB Enskilda 2012). Thus, the final acquisition premium is assumed be higher than the average 

premium for European deals, why the estimated premium is established at a level of 24 %. Though, this 

will ultimately depends on the settlement between the PE  abilities to negotiate and the 

 to the purchase price.   

 

9.3. Enterprise Value and Entry Multiple   
 %, the total 

acquisition price is set to DKKm 6,449. As the entry multiple serves as basis for estimating the exit 

multiple in the valuation of the enterprise value at exit, the enterprise value at entry is 

first established y to the estimated value of 

the equity, the enterprise value at entry becomes DKKm 6,565. In order to estimate the entry multiple, 

the enterprise value is divided with EBITDA from 2012 of DKKm 609, thus resulting in an entry 

multiple of 10.8.  
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The purpose of the following section is to determine the total leverage obtainable for the acquisition. 

Thus, the sources and uses of funds in connection with the LBO of Royal Unibrew will be explicated, 

and the free cash flows as well as the repayments and interests of the debt will be specified. When 

conducting the valuation in section 11, the ending balance of the net interest bearing debt must be 

subtracted from the enterprise value in order to derive the equity value at exit. Hence, the impending 

section is essential for the final assessment of the investment in Royal Unibrew.    

 
10.1. Leverage 
In order to determine the total leverage the PE fund is able to obtain at the acquisition of Royal 

Unibrew, a Debt/EBITDA multiple is established. The multiple is often used in practice as EBITDA 

has a relative high conversion rate to cash flows. Thus, the ratio comprises a good indicator of the 

 15 shows the development in 

Debt/EBITDA multiples from 1999 to 2012 for all leveraged loans.    
   

 
The development in the Debt/EBITDA multiples has been fairly volatile during the analyzed time 

frame, with the multiple reaching the highest level in 1999, 2007 and 2012, respectively (S&P Capital 

IQ 2013) and 

accordingly by the increasing corporate default rate. Europe has been further affected by the debt crisis, 

which however is no longer significantly reflected in the market (PwC 2013). The latest increase in the 

level of the multiples may also be a result of the intensified competition in the credit markets, where 

there has been a shift from bank to non-bank lending. Especially company bonds as well as CLOs can 

be emphasized as alternative sources of financing, which are currently appearing in Europe. Corporate 

Source: Compiled by the Authors with data from S&P Capital IQ, LCD

Figure 15 - Average Yearly DEBT/EBITDA Multiples for All European Leveraged 
Loans, 1999-2012
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bonds have been a highly employed financing source in the US, in which bank lending is less common. 

Conversely, Europe has had a tradition of a financing structure with a higher amount of bank debt, 

though, with a shift, introducing competition to the European bank loans in terms of quantities and 

prices (Greisen 2013).  

LBOs is also highly dependent upon the 

relationship with the individual PE funds, as the banks may have gained experiences with the PE funds 

in terms of reliability (Kvorning 2013). 

 

In order to assess the level of leverage, which the PE fund is able to obtain for the acquisition of Royal 

Unibrew, an evalua  risk profile as well as the risks within the brewing industry is 

conducted. Thus, in the following section the most significant factors from the strategic as well as 

financial analysis are included in order to provide a risk profile of Royal Unibrew.   

As previously explicated in the strategic analysis, Royal Unibrew is influenced by several financial 

risks, including interest and currency volatility. Despite attempting to control the fluctuations by the 

However, as many companies operate beyond the borders of the country of origin and thus are affected 

by currency risks, this specific factor is assumed not to influence Roy individual risk 

profile. The same applies for the interest rate risk.    
Another significant factor analyzed in section 4.1. is the political regulation within the brewing industry 

including excise duties on beers and soft drinks. As previously stated, excise duties differ across 

countries, dingly, 

, as future changes may affect the 

. Furthermore, the commodities 

production, have been subject to price increases in recent years, which likewise affect the risk within 

the brewing industry,  

Additionally, the brewing industry is affected by a relatively high bargaining power from the retail 

customers. However, as Royal Unibrew assures that no single customer comprises more than 10 % of 

total revenues, the risk is only assessed to be moderate in terms of customer bargaining power, which is 

also connected to the general competition within the brewing industry. The competition within mature 

markets has intensified and is primarily represented by a duopoly or few large breweries within the 

local markets. Thus, a moderate risk is represented by the intense competition as well as the fact that 

 is derived from mature markets, in which the overall beer 
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consumption has been decreasing. The declining beer consumption can partly by contributed to new 

products entering the market, thus requiring breweries to respond quickly to new consumer 

preferences. 

In addition, breweries are affected by weather condition both in terms of deliveries from suppliers and 

has been highly affected by the volatile weather, where Denmark in particular, can be highlighted as 

having had poor weather conditions during peak seasons over the past years.    

Conversely, it can be emphasized that the brewing industry is not highly affected by technological 

changes. As the products within the industry are not technical products, the risk of technological 

breakthroughs does not constitute a risk. In general, the type of consumer good, which beer and soft 

drinks represent, can be discussed and accordingly how the consumption of the goods is expected to be 

affected by changes in the disposable income. Some consumers argue that the products are necessities 

while others view the product as being a luxury good, thus cutting the expense of the products at 

decreases in the disposable income. Some even argue that the products are cheaper, thus shifting from 

pricier alternative to e.g. beers. Hence, even though sales of beer and soft drinks have experiences a 

decrease during the recession, other factors may as well have had an influence such as the introduction 

of new products in the markets.  

 

To prevent the influence of isolated occurrences, 

beta is 

have changed over the years, beta is evaluated for different time periods between 1 and 10 years cf. 

appendix 14. With MSCI World as the market portfolio, Royal Unibre slightly different 

depending on the chosen time period. With time periods between 3 and 10 years, beta appears at a level 

of approximately 0.75-0.85, whereas, the 1-year beta of 0.453 may be a result of an irregular 

occurrence as previously noted. In order to put the  into perspective, a beta for the 

brewing industry is used as a reference point. As the brewing industry has a beta of approximately 0.70 

(Reuters 2013) 75-0.85 for the time periods between 3 and 10 years seems 

reasonable.  

Since the betas for Royal Unibrew as well as for the brewing industry are well below 1, it could be an 

indication of less volatility. In conjunction with the previous considerations regarding the product type 

within the brewing industry, the beta evaluation indicates that Royal Unibrew is less cyclical and thus 

has a lower associated risk.  
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is s, 

Royal Unibrew has managed to obtain a solid financial position as well as reducing its substantial debt. 

e strong and stable cash flows, which in 

the end, is fundamental for the decision of determining how much leverage the PE fund can obtain for 

the acquisition.  

 

Figure 15 displayed that the Debt/EBITDA multiples have increased the last couple of years reaching a 

level of 4.6x. However, as this multiple is an expression of the average multiple obtained by companies 

with different risk profiles, it is assessed that a PE fund is able to obtain a multiple higher than average 

for the acquisition of Royal Unibrew. Another report has studied the multiples within the food and 

beverage sector, which accordingly demonstrates higher multiples reaching a level up to 5.2x (S&P 

Capital IQ 2012). Based on the study of average European debt/EBITDA multiples in 2012 in 

the debt/EBITDA multiple for acquisition of Royal Unibrew is established at a level of 5.0x.    

 

Thus, there are many conditions to consider when determining the Debt/EBITDA multiple, why the 

assessment of the multiple is associated with many uncertainties. As the total leverage is often of 

significance to the final return of the investment, a sensitivity analysis of the Debt/EBITDA multiple 

will be conducted in section 12, in order to review the impact of different levels of leverage.   

 
10.2. Acquisition Leverage and Required Equity 
In order to determine the total leverage to be obtained at the acquisition of Royal Unibrew and 

accordingly the total equity contributed by the PE is applied. 

Hence, the applicable EBITDA from 2012 of DKKm 654 in conjunction with the Debt/EBITDA 

multiple of 5.0x provide a total leverage of DKKm 3,046.  

In order to derive the equity to be contributed by the PE 

determined. The uses of funds include the price paid to the existing shareholders including the price 

premium as described in section 9 as well as an opening cash need for the continuous operations of the 

company. Furthermore, the total acquisition amount covers the liquid portion of the NIBD, which can 

be refinanced at entry.    
  



 91 of 120 
!

 
 

As it appears from table 11, the total uses of funds amount to DKKm 6,789, which cover the purchase 

price of the shares as well as a portion of  existing net interest bearing debt. As the 

existing cash in the target company is used for the settlement of the existing debt, an opening cash need 

of DKKm 20 is entered in order to support the company  ongoing operations.  

 

The reason, why the PE fund needs to gather more than just the purchase price of the shares, is the 

desire of refinancing the existing debt in the target company. However, in practice it is not the entire 

net interest bearing debt within the company, which can be repaid or disposed of. Once again it should 

be noted that our definition of net interest bearing debt is total financial liabilities less total financial 

assets. Thus, as we do not assume that all of the financial assets have the possibility of being realized 

day by day, these remain within Royal Unibrew, and only the most liquid assets as well as liabilities are 

repaid or sold. In relation to Royal Unibrew, the portion of the net interest bearing debt, which is repaid 

or sold, comprises the cash at bank and in hand    

The financial assets, which are assumed to remain in Royal Unibrew after the acquisition, include the 

project development property as well as investments in associates. As the project development property 

has a sales option attached, the property is the midst of an on-going sales process, which thus cannot be 

realized at entry cf. section 8.3. The investments in associates are assumed to be most beneficial to 

retain within the company as well as other minor financial assets. Conversely, if we had assumed that 

would equal the enterprise value of Royal Unibrew at entry.  

 

As the total use equity contribution can be derived as the 

difference between the total obtained leverage and the total uses of funds.  
  

 
 

Table 11 - Uses of Funds
DKKm At Entry
Equity value incl. Premium 6,449          
NIBD (to be refinanced) 321             
Opening cash need 20               
Total uses of funds 6,789         

Table 12 - Sources of Funds
DKKm At Entry %
Leverage 3,046              45%
New equity 3,743              55%
Total sources of funds 6,789             100%
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As the total leverage amounts to DKKm 3,046, the equity contribution settles at DKKm 3,743. Thus, 

the new ratio between equity and debt is 45 % and 55 %, respectively, with debt equaling the total 

raised leverage less the remaining financial assets. This ratio is somewhat skewed compared to the 

distribution derived in a report by S&P Capital IQ, 2012. The report indicates at that a higher share of 

debt is once again the prevalent tendency, which is supported by statements from Tommy Greisen, who 

establishes a ratio of 55 % debt and 45 % equity as the average distribution among current LBOs. 

Nevertheless, it is difficult to justify a higher debt multiple as the chosen multiple is already above the 

average.  

 

In connection to the debt push down, the target company thus raises debt amounting to the total sum of 

the debt raised by the PE fund through the holding company, Debt Push Down Co. cf. 3.4. The debt 

raised by Royal Unibrew is then paid as dividend to the PE fund, which in turn is able to repay the debt 

raised by Debt Push Down Co. Thereby, the debt is pushed down into Royal Unibrew. However, in 

practice the raised debt is not always pushed down into the target company due to legal reasons. 

Conversely, the target company will continuously pay any free cash flow out as dividend to the holding 

company, which in turn repays the debt located in the holding company (Greisen 2013).   

 

10.3. Debt Composition 
The impending section addresses a specification of the debt instruments applied by the PE fund for the 

acquisition of Royal Unibrew as well as the corresponding repayment schemes and interest levels.  

 

In the aftermath of the financial crisis, there has been a relatively large change in the composition of 

loan products. Thus, today simple loan products are highly used, as loans positioned further down in 

the creditor rank have become expensive and difficult to obtain (Greisen 2013). This development is 

also supported by statistics from S&P Capital IQ cf. appendix 15, which show that the Senior 

Debt/EBITDA multiples to a higher degree are approaching the total Debt/EBIDTA multiples. Thus, 

for the acquisition of Royal Unibrew, it is assumed that the PE fund develops a financing structure 

solely based on bank loans where it is not necessary to draw upon the more unsecure debt instruments.  

 

In cooperation with Tommy Greisen from the Leveraged Finance department of Danske Bank, a debt 

structure for the acquisition has been structured as a Term Loan A (TLA) and a Term Loan B (TLB). 

TLA is an amortizing loan with 6 years to maturity, whereas TLB is a bullet loan with 7 years to 

maturity. Depending on the level of a , the ratio between the loans may 
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differ. As Royal Unibrew has relatively stable cash flows, the company is able to support continuous 

repayments throughout the holding period, why a large ratio of TLA is feasible. Thus, 45 % of the total 

leverage consists of TLA and the remaining 55 % is assigned to TLB.  

 

As previously stated, the seniority of the loans differs, why TLA is slightly cheaper than TLB. The 

interest rates of both loans are based on the floating EURibor plus a margin required by the bank. 

According to Tommy Greisen, TLA typically has a margin of 4 %, whereas TLB has a margin of 4,25 

%.  As the bank often demands that 2/3 of the interest expenses should be hedged, we use a 5-year 

SWAP rate for the EURibor as the fixed basis rate during the holding period (Greisen 2013). At the 

time of estimating the interest rates, the SWAP rate was 1,288 % cf. appendix 16, thus resulting in a 

interest rate of 5,288 % for TLA and 5,538 

expenses prior to the acquisition cf. appendix 17, one may notice that the interest rate has decreased 

considerably during the last years with a level of less than 3 % in 2011 and 2012. Thus, the interest 

rates estimated for TLA and TLB seem appropriate given the actual interest rates paid by the company, 

as well as the fact that the company is leveraged to a much higher degree than the level prior to the 

acquisition.   

 

As described in section 2.4. the repayment regimes of the loans are customized to the individual cases. 

Thus, in connection to Royal Unibrew, the repayments of TLA are structured with lower repayments in 

the beginning of the holding period and higher repayments in the end. As TLB is a bullet loan, Royal 

Unibrew does not have mandatory repayments during the holding period, but pays the balance at exit.  

 

Additionally, it is assumed that the company conducts a cash flow sweep, entailing that all remaining 

cash flows less the mandatory repayments and interests, are used for optional repayments of the loans. 

By agreement with the bank, excess cash flows are used for optional repayments of TLA, as this loan 

has the highest seniority and accordingly has the right to receive any extra cash flow. Consequently, it 

is assumed that Royal Unibrew does not payout dividend during the holding period.  

 

As previously stated, the bank debt is often associated with certain covenants, with which the company 

has to comply in order to sustain the loans. These may vary between loan agreements, and are difficult 

to keep at a theoretical level, as they are often based on a case in respect to the actual outcome. Even 

though, we are not able to show how the case would develop in reality, we establish two different 



 94 of 120 
!

covenants in the end of section 10.4. in order facilitate an understanding of how covenants may be 

structured for a case like Royal Unibrew.  

In addition to the obtained loans, the company often has a revolving facility to draw upon for 

operational purposes. However, as operational deficits throughout the year do not appear in the present 

model, a fee is not incorporated separately in the financing structure.    

 

10.4. Free Cash Flow and Debt Repayment 
The purpose of the forthcoming paragraph is to derive the balance of the raised debt at the end of the 

holding period after both mandatory as well as optional repayments. This outcome is essential as the 

value of equity at exit is a result of the enterprise value less the remaining net interest bearing debt. In 

order to derive the size of the optional repayments as well as the interest expenses, the free cash flows 

have to be determined. However, as the interest expenses are both a result of the size of the free cash 

flows as well as a part of the estimated the free cash flows, a circular reference is necessarily included. 

Thus, interests are included in the calculation of the free cash flows in order to take the shifting capital 

structure throughout the holding period into account and accordingly the shifting tax shields. However, 

the size of the interest expenses is conversely affected by the free cash flows as the remaining cash 

flows after mandatory repayments are used for optional repayments and accordingly affects the 

remaining debt and the associated interests.  

In table 13 below, the estimation of the free cash flows throughout the holding period is listed.   
 

!

As it appears from the table, the calculation of the free cash flows is based on EBIT from section 8.2. in 

order to obtain the tax deduction from depreciations. As previously described, profit from the sale of 

ery site is added to the result and accordingly taxed.  

Table 13 - Free Cash Flows
DKKm 2013E 2014E 2015E 2016E 2017E 2018E
EBIT 420 519 534 705 729 756
Profit from sale of project development property 158 -            -            -            -            -            
Interest expenses -134 -115 -100 -79 -50 -19
EBT 444 404 434 626 679 736
Tax -115 -105 -113 -163 -176 -191
Net income 329 299 321 463 503 545
+ Depreciations 126 130 133 138 143 148

-17 -15 -49 -38 -29 -31
- CAPEX 139 143 147 76 79 82
+Non-taxable income from project development property 191 -            -            -            -            -            
FCF 523 300 356 563 596 643
Source: Compiled by the Authors
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Furthermore, the interest expenses are deducted in order to obtain the tax shield from the increased 

debt. The interest expenses are as previously stated obtained by a circular reference to the debt 

structure, why these also appear in table 14 below that shows the repayments and accordingly the size 

of the interest expenses. The tax rate used for estimating the tax expense is based on an average of the 

historical effective tax rates. However, the rates are adjusted for the historical tax shields as these are 

altered markedly after the acquisition, thus not being indicative for future tax shields. Thus, an effective 

tax rate of 26 % is applied for the estimation of the free cash flows, which represents the different tax 

rates, Royal Unibrew is subject to in the current operating markets. 

!

Once tax is subtracted from the earnings after depreciations and interest expenses, the result has to be 

adjusted for depreciations, changes in net working capital as well as capital expenditures. Depreciations 

are included to obtain the tax deductibility, however as these do not constitute a real cash flow effect, 

they have to be added back onto the result.  

Furthermore, changes in are included, which in the case of Royal 

Unibrew provides a positive cash flow effect, as the change is negative. As described in section 8.3. the 

flows as the costs are yet to be paid.  

Subsequently, capital expenditures are subtracted, as these are actual investments in property, plant and 

equipment as forecasted in section 8.3. Finally, it should be noted that the non-taxable amount received 

repayment of the debt. 

 

As it appears from table 13, the free cash flows increase during the holding period as a result of the 

increased EBIT, reduced interest expenses and reduced capital expenditures. However, it should be 

noted that the tax expense increases partly because of the lowered tax shields towards the end of the 

holding period. Interest expenses are yet to be specified, and therefore included in the following table 

 

 

Table 14 shows the debt structure as well as the development in the ending balance of the debt. As 

determined in section 10.3, total leverage amounts to DKKm 3,046 with a distribution of 45 % in term 

loan A and 55 % in term loan B. As previously stated, the repayment regime for TLA is established 

with low repayment rates in the beginning of the holding period and higher repayment rates a few years 

in to the holding period, as the free cash flows increase. 
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The free cash flows provide the basis for both mandatory and optional repayments. Thus, in order to 

determine how much the company is able to deliver in optional repayments, the mandatory repayments 

for the amortizing loan are derived. The repayment regimes of each of the loans are listed under each 

tranche, which affirms that TLB is a bullet loan with no mandatory repayments until maturity. As 

previously stated, excess cash flow accrues to TLA, which has the highest seniority of the two tranches. 

In case of excess cash after repaying TLA, the company begins the process of repaying the balance of 

TLB, thus reducing the future bullet payment at maturity. From table 14, it appears that Royal Unibrew 

is able to repay the remaining balance of TLA in 2017E, resulting in optional repayments of TLB in the 

two last years of the holding period.!

Table 14 - Debt Composition and Repayment
DKKm Entry
NIBD/EBITDA 5.0x
Leverage 3,046           

DKKm % Absolute
Term Loan A 0.45             1,371           
Term Loan B 0.55             1,675           

DKKm 2013E 2014E 2015E 2016E 2017E 2018E
Free Cash Flow 523              300              356              563              596              643              
Mandatory repayment A 69               69               137              137              -                  -                  
Mandatory repayment B -                  -                  -                  -                  -                  -                  
Cash available for optional debt repayment 454              232              219              426              596              643              
Optional debt repayment
Optional repayment senior A 454              232              219              54               -                  -                  
Optional repayment senior B -                  -                  -                  372              596              643              
Cash  available after optional debt repayment -                  -                  -                  -                  -                  -                  
Term Loan A
Repayment schedule 0.05             0.05             0.10             0.10             0.10             0.15             
Beginning balance 1,371           848              547              191              -                  -                  
Mandatory repayment 69               69               137              137              -                  -                  
Optional repayment 454              232              219              54               -                  -                  
Ending balance 848              547              191              -                  -                  -                  
Interest rate 0.05             0.05             0.05             0.05             0.05             0.05             
Interest expense 50               31               17               4                 -                  -                  
Term Loan B
Repayment schedule -                  -                  -                  -                  -                  -                  
Beginning balance 1,675           1,675           1,675           1,675           1,303           708              
Mandatory repayment -                  -                  -                  -                  -                  -                  
Optional repayment -                  -                  -                  372              596              643              
Ending balance 1,675           1,675           1,675           1,303           708              65               
Interest rate 0.05             0.05             0.05             0.05             0.05             0.05             
Interest expense 84               84               84               74               50               19               
Total interest and repayments
Total Interests 134              115              100              79               50               19               
Total repayments 523              300              356              563              596              643              
DKKm
Debt, beginning balance 3,046           2,523           2,223           1,867           1,303           708              
Repayments 523              300              356              563              596              643              
Net Interest bearing debt, ending balance 2,523          2,223          1,867          1,303          708             65               
Source: Compiled by the Authors with input from Greissen 2013, Andersen& Melander 2007 &  Spli id 2007
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The repayment process listed above illustrates a fairly simplistic model, as repayments are often due 

every quarter. In addition, the optional repayments 

that the company reduces the repayments which are due at the end of the holding period. These 

repayments are often reduced with up to 50 % annually moving towards the present repayments 

(Greisen 2013). However, as these adjustments are not assumed to significantly change the outcome of 

the model, the simplistic model listed above is believed to provide an appropriate structure for the 

impending valuation.  

     

The interest rates, which are entered in the calculation of the free cash flows, are based upon an average 

of the beginning and ending balance for each year. Thus, the interest payments are assumed to take 

place linearly throughout the year. At the bottom of table 14 a summarization appears of the total 

interest expenses as well as the total repayments, respectively. By the end of 2018E, Royal Unibrew is 

able to repay most of its debt and thus only remains with an ending balance of DKKm 65, which is 

included in the net interest bearing debt and hereby subtracted from the enterprise value in the 

valuation in section 11. 

 

Bank loans often have several covenants attached, which the indebted company has to oblige to. In the 

forthcoming table, two simple covenants are established with inputs from Tommy Greisen (2013). The 

first covenant is a negative covenant, implying that the company must not exceed the provided 

covenant level. Conversely, the other covenant determines a level, which the company has to exceed at 

all times. 

The negative covenant concerns the Debt/EBITDA multiple, which is tested continuously throughout 

the holding period. To the expected levels of multiples determined in the case, the bank provides a 

headroom of 25 % each year. Thus, in the present thesis we will not be able to determine if Royal 

Unibrew is actually able to comply with the covenant. 

The next suggested covenant is a cash flow  free cash 

flows are able to cover interests and repayments. Hence, free cash flows are calculated without 

accounting for interest expenses, whereas the interests as well as repayments are based on a scenario 

without optional repayments. The covenant 

cover the minimum demand of repayments as well as the associated interests. Thus, the ratio must 

exceed 1 at all times.   
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Covenant 1 decreases evenly as the total debt is reduced with the continuous repayments, thus 

reflecting the massive optional repayments. The covenant illustrates the importance of setting realistic 

and accurate estimates, as large variations may result in a breach of the covenant. 

The cash flow cover varies from year to year, but manages to exceed the minimum level of 1. The 

covenant shows that the company is able to comply with the restrictions, which supports the chosen 

debt structure. However, the covenant may be breached if the proj

do not turn out as expected.  

 

  

Table 15 - Covenants
Covenant 1: Debt/EBITDA (DKKm) 2013E 2014E 2015E 2016E 2017E 2018E
Headroom 25% 25% 25% 25% 25% 25%
Net interest bearing debt, ending balance 2,523      2,223      1,867      1,303      708        65          
EBITDA 546        649        668        843        872        904        
Debt/EBITDA multiple 4.62 3.42 2.80 1.55 0.81 0.07
Covenant 5.77 4.28 3.49 1.93 1.01 0.09

Covenant 2: Cash flow cover (DKKm) 2013E 2014E 2015E 2016E 2017E 2018E
Free cash flow 314        386        430        621        633        657        
Interest 144        141        136        130        124        116        
Repayments 69          69          137        137        137        206        
Cash flow cover 1.48 1.84 1.58 2.33 2.43 2.04
Source: Compiled by the Authors with input from Tommy Greissen 
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The purpose of the impending section is to estimate the selling price of Royal Unibrew at the end of the 

holding period. Subsequently, the return of the PE t will be derived by estimating IRR 

and the Money Back Multiple, which will then be discussed in terms of being an acceptable return for 

the PE fund.  

 
11.1. Exit Price!!
In section 9.3. the entry multiple was derived to which Royal Unibrew is purchased at January1st 2013. 

The multiple reached a level of 10.8x due to the acquisition premium of 24%, and provides the basis 

for the estimation of the price of Royal Unibrew at exit. However, as it is fairly unpredictable how the 

sale of the company will proceed at exit  if the sale will include a strategic buyer, an institutional 

buyer or an IPO  it can be discussed whether the exit price should reflect the same offer premium as at 

entry. Thus, the forthcoming discussion addresses the likely buyer of Royal Unibrew at the PE 

exit. 

 

As previously described, the brewing industry has been dominated by numerous acquisitions during the 

past years, why a strategic buyer of Royal Unibrew is considered to be a likely scenario. As potential 

buyers, Heineken as well as the Norwegian conglomerate Orkla, may be emphasized. Heineken 

however, has recently had a tendency of pursuing acquisitions in growth markets, why Orkla might be 

a more obvious choice with a strategy of establishing itself as the leading Nordic provider of branded 

products (Jyske Bank 2011). This preceding scenario is not an assumption made in the present thesis, 

but a mean to demonstrate why a strategic buyer might be a likely scenario. Thus, it is assumed that the 

premium of 24% offered by the PE fund at entry is also be applicable at exit, as the buyer will have to 

pay a similar premium to acquire the full control of the company. Nevertheless, the determination of 

the EV/EBITDA multiple, to which the premium is added, is correspondingly discussed in the 

imminent paragraph.  

      

In a traditional LBO analysis it is often common practice to conservatively assume that the exit 

multiple equals the entry multiple (Rosenbaum and Pearl 2009, Kvorning 2013). However, as we 

assume that the premium is also paid at exit, the entry multiple may not convey an actual conservative 

estimate for the exit multiple. In the forthcoming section, we discuss whether the development of Royal 
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 during the holding period is able to justify a multiple expansion or if the entry 

multiple represents the best estimate for the level of the exit multiple.  

   

In the contemplation of examining the basis for expanding the multiple, a regression analysis is 

conducted for a one-year forward EV/EBITDA multiple and a compounded annual growth rate for a 

number of companies similar to Royal Unibrew. Based on estimates from Bloomberg, EBITDA is 

applied for 2013 and CAGR is determined for the development in revenue for a time horizon of 2012 to 

2015 cf. appendix 18A. It is chosen to use a forward-looking multiple by including forecasted profits 

rather than historical profits in the denominator, in order to be consistent with the principles of 

valuation, as the ente

flows (Koller, Goedhart and Wessels 2010). The chosen time horizon for the computation of the 

compounded annual growth rates for the peer group has been dependent upon the available data. As 

Bloomberg has only executed a forecast of revenue for the years ahead of 2015 for a few companies, 

the time horizon is limited to 2015 in order to include more breweries in the regression. However, it is 

assumed that the estimates for future revenue will eventually become normalized, as longer time 

horizons will necessarily be uncertain, thus making large fluctuations in future estimates less 

justifiable. Accordingly, estimated CAGRs for a shorter time horizon are assumed to be a good 

approximation for the prospects reflected in the enterprise value. 

The regression is thus based on a forward EV/EBITDA multiple and a CAGR from 2012 to 2015 for 16 

breweries in total, which have somewhat similar operational platforms, but to some extent differ in 

size, geographic dispersion etc. However, some companies involved in brewing are excluded from the 

chosen peer group, as they are also active in sales of other products such as food. In addition, we strive 

to include breweries, for which the revenue growth is not significantly influenced by recent 

acquisitions. Furthermore, the availability of information once more constitutes a limitation to the 

scope of the regression, as it is only possible to include publicly listed breweries, in order to obtain the 

enterprise value for the forward multiple. Thus, the regression entails balancing between the 

similarities of the chosen companies in the peer group and a sufficient number of companies for the 

sample in order to make inferences.  

 

The following figure shows the regression with CAGR from 2012 to 2015 as an explanatory variable 

and the one-year forward EV/EBITDA multiples as the dependent variable.        
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The regression shows a positive correlation between the two variables indicating that higher growth 

prospects in terms of revenue induce a higher EV/EBITDA multiple. By applying the derived 

regression equation describing the relationship between the two variables, Royal Unibr

exit multiple obtains a level of 8.96x excluding the assumed acquisition premium with a CAGR of 3 % 

from 2012-2018. As the regression is based on multiples of listed companies that are based on trading 

of minority shares, the exit multiple must be adjusted for the acquisition premium in accordance with 

the expected type of buyer (Petersen and Plenborg 2012), thus reaching a level of 11.1x including the 

acquisition premium of 24 %. As indicated, we have chosen to apply the estimated CAGR for Royal 

e entire holding period, thus including more years than in the CAGRs applied 

in the regression. This choice is made, in order to include the value created through the entire holding 

period in which the PE fund is expected to make changes within the operating activities. Furthermore, 

the normalization of revenues is also be asserted during the holding period for Royal Unibrew, as we 

correspondingly do not have sufficient justification of making radical changes in the growth rates 

further out in time. Thus, CAGR covering the entire holding period does not differ substantially from 

CAGR determined for the corresponding time frame applied in the regression. 

 

In order to determine whether the derived exit multiple from the regression analysis is suitable for 

estimating the enterprise value of Royal Unibrew at the end of the holding period, it is appropriate to 

evaluate the coefficient of determination, r2, of the model as well as the model s significance level. As 

specified in figure 16, the coefficient of determination is fairly low, suggesting that CAGR only 

explains 24 % of the variance in the EV/EBITDA multiples, which accordingly implies that other 

variables may have an effect on the level of the multiples. The prospective margins are also expected to 

Source: Compiled by the Authors with data from Bloomberg 

Figure 16 - Regression of 1-year Forward EV/EBITDA Multiple on Compounded 
Annual Growth Rate (2012-2015E)
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have an influence on the value of the company and are not taken into consideration in the preceding 

regression, which only analyzes the impact of the revenue prospects. 

Furthermore a t-test, displayed in appendix 19, is conducted for the regression, in order to test the 

statistical significance of the slope of the regression line. The p-value of 0.057 is an expression of the 

probability of obtaining a coefficient of 19,34 or one more extreme given an actual coefficient of 0. 

Assuming normal significance levels of either 99% or 95%, it can thus not be rejected that the actual 

slope of the regression is 0. However, it may be discussed whether the regression model should actually 

be statistical significant in order to be suitable for estimating the exit multiple. It will often be difficult 

obtaining a significant regression slope as the sample size is limited by the fact that companies often 

differ substantially. Thus, in order to put the result of the model into perspective as well as the 

relatively low explanatory power of the isolated variable, a few breweries are selected in order to 

facilitate a more specific comparison. 

 

Carlsberg, Olvi, and Heineken are companies within the peer group, which we consider as having the 

most similarities with Royal Unibrew. Once again it should be noted that only publicly listed 

companies are included in the present comparison, even though other breweries might be of greater 

resemblance, but are excluded due to the shortage of data. Although, the selected companies may differ 

in terms of geographical dispersion and absolute sizes, they have rather similar prospects for both 

revenue growth and profit margins c.f. appendix 18B  EV/EBITDA multiples, 

thus provide an interval of 8.1-10x, in which the multiple, to which the PE fund enters, excluding the 

offer premium, is centered. As the multiple derived from the preceding regression is only slightly 

higher than the multiple, to which the PE fund enters Royal Unibrew, it may be discussed, which 

multiple to settle upon. However, with only a marginally higher multiple caused by the regression, 

which has a relatively low explanatory power as well as a low significance level, we choose to settle at 

an exit multiple equal to the entry multiple, thus obtaining an exit multiple of 10.8x. 

 

Hence, by settling at an EV/EBITDA multiple of 10.8x at exit in conjunction with an EBITDA in 2018 

of DKKm 904, the enterprise value of Royal Unibrew becomes DKKm 9.739. In order to establish the 

value of equity, which constitutes the foundation of the PE fund

subtracted from the enterprise value. Due to the large modification of the capital structure during the 

holding period, the balance sheet has been budgeted upon in order to determine the ending balance of 

the remaining debt. The value of the remaining financial assets has also been forecasted upon, 

counteracting the negative effect of the remaining debt. As previously stated, the scope of the thesis as 



 103 of 120 
!

well as lack of information provides limitations in regards to applying the market value of the balance 

sheet items. Thus, the book value of the items is assumed to provide a good approximation of the 

market value, even though some items may so be undervalued e.g. investments in associates cf. section 

1.2. As the value of the financial assets actually succeeds the value of the financial liabilities, the total 

net interest bearing debt becomes negative, thus resulting in a higher equity value than enterprise value.  

 

The equity value at exit thus becomes:   
 

 

The equity value of DKKm 9.847 thus provides the basis for the calculation of the PE fund

the equity contribution at entry. Hence, the forthcoming section derives the IRR and the Money Back 

Multiple of the PE 

being acceptable return from a PE fund  perspective.  

   

11.2. IRR and Money Back Multiple 

In order to measure the PE 

IRR and the Money Back Multiple. IRR measures the total return of a PE 

entry, thus including all cash flows during the holding period. The present thesis does not involve 

additional equity contributions during the holding period and excludes cash inflows through dividends 

by assuming cash flow sweep. Thus, the only cash outflow comprises the equity contributed by the PE 

fund at entry, and the only cash inflow is constituted by the equity value of Royal Unibrew at exit. 

Accordingly, the Internal Rate of Return is defined as the discount rate, which provides a net present 

value of 0 within the defined time period (Rosenbaum and Pearl 2009). Another relevant metric from a 

PE fund  perspective is the Money Back Multiple. The multiple does not take the time value of money 

into account, but represents a simple measure of how many times the PE ontribution at 

entry is returned during the holding period.  

 

With an equity contribution of DKKm 3,743, an equity value at exit of DKKm 9,847, and a holding 

period of 6 years, IRR becomes:   
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Correspondingly, the Money Back Multiple is derived as: 

 

Thus, the PE fund obtains an IRR of 17.5 % and a Money Back Multiple of 2.6x by acquiring Royal 

Unibrew. Whether this return is of an acceptable level for a PE fund may be discussed. Historically, PE 

funds have required IRRs as high as 30 %. Conversely, the requirements to the level of returns are 

necessarily lowered at adverse economical conditions, with requirements down to 15-20 % (Macabacus 

2013). However, Rosenbaum & Pearl (2009), state that the general rule of thumb is a requirement to 

the IRR of 20+%, which however is subject to varieties within the individual PE funds. As the Money 

Back Multiple does not take the time horizon of the investment into account in the actual metrics, the 

requirements to the multiple will necessarily differ in accordance with the different time horizons of the 

PE funds  investments, with a general level between 2x and 5x (Macabacus 2013). 

Thus, the result of the present LBO model reveals a return of 17.5 % on the investment in Royal 

Unibrew, which we do expect to be acceptable for the PE fund. With the economic conditions turning, 

the requirement to the investment is more likely to be higher with an IRR of at least 20 %, and for some 

funds at least 25 %. A report conducted by the European Private Equity and Venture Capital 

Association (2012), thus reveals an average IRR of 36 % during 1990 to 2011 for targets located in the 

Nordic countries, which similarly opposes the derived return in this thesis as being sufficient. The 

Money Back Multiple of 2.6x, which has been computed for the investment in Royal Unibrew, is 

located within the general requirements of the multiples. However, as the holding period of the 

investment is relatively long, the multiple is not evaluated as providing an acceptable return for a PE 

fund given the low IRR.  

Another way to approach the assessment of Royal Unibrew as a LBO candidate is to estimate the 

purchase price of the company at entry, to which the PE fund is able to obtain an acceptable return. 

Given a requirement to IRR of 25 %, while keeping all other estimates constant, the PE fund is only 

able to an offer a price of DKK 502 per share, which includes a premium of 2 % as opposed to the 

previous estimated price of DKK 610 based on a premium of 24 %.  

 

Thus, based on the given assumptions made in this thesis, the return provided by the LBO model, is not 

evaluated as constituting a sufficient basis for justifying a LBO of Royal Unibrew from a PE 

perspective. However, as the parameters, on which the return is based, rely upon estimates of some 
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uncertainty, section 12 comprises a sensitivity analysis. Furthermore, the return is put into perspective 

by including the alternative returns resulting from the scenarios established in section 8.4.  

 

Both the more conservative perspective in the Down Scenario and the more optimistic estimates in the 

Up Scenario, resulting in different outlooks for EBITDA in 2018 as well as the ending balance of the 

net interest bearing debt, which are both essential for the exit value of equity. Thus, the following 

paragraph derives the IRRs and Money Back Multiples of the two scenarios and discusses their 

relevance for the decision of selecting Royal Unibrew as a LBO target. 

   

The conservative outlooks in the Down Scenario results in a much higher ending balance of debt in 

2018E with a value of DKKm 1,179, due to the lower cash flows available for optional repayments cf. 

appendix 12B. However, the composed financing structure still matches the cash flow generation in the 

It is of 

importance that the company sustains the ability of repaying all mandatory repayments during the 

holding period, as the bank issuing the debt, might prepare a case based on projections that are more 

cautious. Even though Royal Unibrew still manages to repay its debt in the Down Scenario, a 

reassessment of the present debt structure might be appropriate, since the compliance of mandatory 

repayments are borderline in a single year. Thus, a modification of the repayment regime for the 

mandatory repayments or the allocation between TLA and TLB might be applicable given more 

adverse conditions. With the adjustments incorporated in the Down Scenario, Royal Unibrew achieves 

an enterprise value of DKKm 8,896, of which DKKm 7,889 is attributable to equity, cf. appendix 12C. 

Thus, the PE fund obtains an IRR equal to 13.2 %, corresponding to a Money Back Multiple of 2.1x, 

which is markedly below the return achieved in the base case.  

 

In regards to the Up Scenario, Royal Unibrew is able to repay all debt, since the ending balance of the 

debt equals zero in 2018E, cf. appendix 13B. If one was to rely on the estimates of the Up Scenario, the 

financing structure may likewise be reassessed, ash flows actually support larger 

repayments, why a higher allocation of TLA might be applicable. One may even argue that the PE fund 

would be able to obtain a higher total leverage. Hence, the adjustments made in the Up Scenario, 

results in an enterprise value of DKKm 11,098 and an equity value of DKKm 11,694, cf. appendix 

13C. The higher equity value at exit enables an IRR of 20.2 % and a Money Back Multiple equal to 

3.0x. 
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Thus, the scenarios provide an impression of how the return of the investment is dependent upon the 

prospects estimated for the company, may they be conservative, optimistic, or somewhere in between.  

Additionally, the scenarios may give rise to reviewing the composed debt structure by questioning, 

whether it is obtainable in a case prepared by the bank or oppositely enables a more favorable debt 

structure. Section 12 comprising the sensitivity analysis further elaborates on the impact of changes 

within the amount of total leverage. 

  

As previously stated, the return derived in the base case of 17.5 % is not assessed to be acceptable for a 

PE fund. By extension, it may be noted that even in the Up Scenario, IRR only just passes the 

 %. However, as many PE funds have higher minimum thresholds up to 25%-30%, 

Royal Unibrew is not assessed to be a strong LBO candidate. During the analysis of the company, it 

has become evident, that Royal Unibrew most likely is not suitable as a LBO candidate within the 

framework provided for the thesis. As the PE fund is set to acquire Royal Unibrew January 1st 2013, 

the PE fund accordingly pays for the comprehensive efficiency process, which has been conducted in 

the company over the past four years. Thus, the capabilities of cutting costs, for which PE funds are 

renowned, are less applicable in the case of Royal Unibrew, as the fund accordingly has to pay for cost 

reduction initiatives, which it might had been able to implement itself. Furthermore, the revenue 

growth is 

scope of the thesis in terms of additional acquisitions during the holding period. Whether a PE fund 

would actually be the ideal buyer for realizing the full potential of Royal Unibrew and generating the 

largest value, will be discussed in section 13 in conjunction with other assumptions made in the thesis.  
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In the upcoming section, a sensitivity analysis is conducted of selected parameters from the LBO 

model, which are expected to have a significant influence on the result within the model. In order to 

test the economical effect of each variable, all remaining factors are held constant to reach an isolated 

effect. 

     

The first analysis tests the acquisition premium as well as the exit multiple, while keeping constant the 

length of the holding period, the level of the obtained results, and the determined level of debt. The 

levels chosen for the base case are marked with bold, and an isolated effect of changes in both the 

acquisition premium as well as in the exit multiple can thus be reviewed. For each premium, the 

corresponding entry multiple is listed by keeping constant the debt, which also enables an 

establishment of the related equity contribution s share of the total acquisition amount as well as the 

enterprise value at entry. 

   

As previously derived, the PE fund obtains an IRR of 17.5 % at an acquisition premium of 24 % and an 

exit EV/EBITDA multiple of 10.8x. However, the return differs markedly with small changes in both 

the acquisition premium and in the exit multiple, varying from 13.1 % to 21.8 %. As to be expected, a 

lower premium induces a higher IRR, as the fund accordingly contributes with less equity at entry, just 

as a higher exit multiple increases the return, as the company is sold at a higher price.     
 

 

From table 16, it appears that the estimated offer premium and exit multiple have a great impact on the 

level of IRR. However, even at the lowest premium listed in the figure at 18 % and at the highest exit 

multiple tested of 12.3x, the IRR stays at a relatively low level of just above 20 %. 

Table 16 - Sensitivity Analysis of Offer Premium and Exit Multiple

9.3 9.8 10.3 10.8 11.3 11.8 12.3
6,253                53.0% 10.3 18% 16.3% 17.3% 18.3% 19.2% 20.1% 21.0% 21.8%
6,357                53.7% 10.4 20% 15.7% 16.7% 17.7% 18.6% 19.5% 20.4% 21.2%
6,461                54.4% 10.6 22% 15.2% 16.2% 17.1% 18.0% 18.9% 19.8% 20.6%
6,565                55.1% 10.8 24% 14.6% 15.6% 16.6% 17.5% 18.4% 19.2% 20.0%
6,669                55.8% 10.9 26% 14.1% 15.1% 16.0% 17.0% 17.8% 18.7% 19.5%
6,773                56.5% 11.1 28% 13.6% 14.6% 15.5% 16.4% 17.3% 18.2% 19.0%
6,877                57.1% 11.3 30% 13.1% 14.1% "#$%& 15.9% 16.8% 17.6% 18.5%

Source: Compiled by the Authors with inspiration from Rosenbaum &  Pearl (2009)

Enterprise 
Value at Entry

Equity 
Contribution

Entry 
EV/EBITDA 

multiple
Premium

IRR - assuming exit in 2018
Exit multiple
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The next parameter being tested comprises the determined leverage at entry. In section 10.1. the 

Debt/EBITDA multiple was established at a level of 5.0x due to 

stable cash flows as well as its general risk profile. However, the risk profile is necessarily based on 

subjectivity and as the bank might evaluate the  differently, the level of the obtainable 

Debt/EBITDA multiple may differ from the expected level presented in section 10.1. Though, the level 

of 5.0x represents a fairly high leverage multiple c.f. figure 15 in section 10.1, as this is the highest 

level viewed over the past 10 years. Of figure 15 it appears that the multiple has been quite volatile 

with a level as low as 3.7x, why the established multiple of 5.0x is more likely to be revised 

downwards viewed from a more conservative bank perspective. Table 17 shows the changes in IRR 

and the corresponding Money Back Multiple at different levels of Debt/EBITDA multiples at entry.    
 

   

The table displays the significant economical effect of the adjustments made to the level of leverage, as 

it correspondingly influences the equity with which the PE fund have to contribute at entry. However, it 

may again be emphasized that even with a large increase in the variable, the return of a LBO of Royal 

Unibrew is still not assessed as being sufficient for a PE fund.  

 

As previously illustrated in the Scenario Analysis, revenue growth is also an essential value driver, 

which is subject to high uncertainty due to both macroeconomic influences as well as industry 

dy

investment, a sensitivity analysis is similarly conducted for this parameter. The influence of the growth 

rates is reviewed at 1-percentage point interval changes from the level settled upon in the base case 

throughout the holding period. The base case is centered in table 18, to which the growth rates vary 

with up to +/- 4 % points each year.      
 

Table 17 - Sensitivity Analysis of Debt/EBITDA
Total Equity Debt/

Leverage Contribution EBITDA
2,315        4,474          3.8 14.2% 2.2
2,559        4,231          4.2 15.2% 2.3
2,802        3,987          4.6 16.4% 2.5

3,046      3,743        5 17.5% 2.6
3,290        3,500          5.4 18.2% 2.7
3,533        3,256          5.8 19.0% 2.8
3,777        3,012          6.2 19.9% 3.0

Source: Compiled by the Authors with inspiration from Rosenbaum &  Pearl (2009)

IRR M BM
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The adjustments made in regards to future revenue growth rates, have a significant influence on 

EBITDA, of which EBITDA in 2018 is applied for the estimation of the exit price. Furthermore, the 

adjustments affect the size of the repayments of the debt throughout the holding period and accordingly 

the ending balance of the net interest debt. As it appears of table 18, IRR as well as the Money Back 

Multiple vary to a large extent with the level of the growth rates. With an average growth rate of -1 %, 

IRR becomes 11.7 % and conversely IRR reaches a level of 23 % at an average growth rate of 7 %. 

Thus, even at an average growth rate of 7 % each year during the holding period, IRR remains at a 

level, which is assessed not to be acceptable for all PE funds. 

 

Last but not least, the EBITDA margin is chosen for the sensitivity analysis, as the development in the 

margin partly reflects the improvements in the operational platform, which the PE 

fund is expected to implement during the holding period. However, it is difficult to determine the 

specific initiatives, which the PE fund is able to implement at entry and how these affect the EBITDA 

margin. The approach chosen in the present thesis 

levels measured per hectoliter relative to the level of the largest breweries within the industry. Hereby, 

we determine, 

acquisition or if improvement are applicable. However, cost levels are also affected by economies of 

scale, why it is difficult to determine if the company has already reached the best level relative to its 

scale. Thus, the uncertainty regarding the scope of the improvements in the EBITDA margin provides a 

reason for measuring the sensitivity of the return by changes in the EBITDA margins.     
 

Table 18 - Sensitivity Analysis of Changes in Revenue Growth
Percentage Point -4.0% -3.0% -2.0% -1.0% 0.0% 1.0% 2.0% 3.0% 4.0%
Revenue growth (2013E) -2.4% -1.4% -0.4% 0.6% 1.6% 2.6% 3.6% 4.6% 5.6%
Revenue growth (2014E) -1.2% -0.2% 0.8% 1.8% 2.8% 3.8% 4.8% 5.8% 6.8%
Revenue growth (2015E) -1.1% -0.1% 0.9% 1.9% 2.9% 3.9% 4.9% 5.9% 6.9%
Revenue growth (2016E) -0.6% 0.4% 1.4% 2.4% 3.4% 4.4% 5.4% 6.4% 7.4%
Revenue growth (2017E) -0.5% 0.5% 1.5% 2.5% 3.5% 4.5% 5.5% 6.5% 7.5%
Revenue growth (2018E) -0.4% 0.6% 1.6% 2.6% 3.6% 4.6% 5.6% 6.6% 7.6%
Average revenue growth rate -1.0% 0.0% 1.0% 2.0% 3.0% 4.0% 5.0% 6.0% 7.0%
EBITDA (2018E) 713        757        804        853        904        957        1,014      1,073      1,135      
NIDB 414        291        163        30          -107       -249       -394       -545       -701       
Market value of Equity 7,274      7,872      8,500      9,158      9,847      10,567    11,320    12,108    12,932    
IRR 11.7% 13.2% 14.6% 16.1% 17.5% 18.9% 20.3% 21.6% 23.0%
MBM 1.9 2.1 2.3 2.4 2.6 2.8 3.0 3.2 3.5
Source: Compiled by the Authors
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Similar to the sensitivity analysis performed of revenue growth, the margins are adjusted with 1-% 

point intervals, resulting in EBITDA margin as low as 11.7 % and as high as 26.1 %. As it is evident 

from the table, returns are positively correlated with increases in the EBITDA margin and accordingly 

the cost reductions, which are expected to be implemented at entry. Thus, it is of importance that the 

PE fund is able to realize the intended initiatives.  

 

The LBO o different inputs is thus relevant to consider, when evaluating the return 

of the investment. In the forthcoming section, the assumptions made in the LBO model will be 

discussed prior to the conclusion of the problem statement.      

  

Table 19 - Sensitivity Analysis of Changes in EBITDA Margin
Percentage Point -4.0% -3.0% -2.0% -1.0% 0.0% 1.0% 2.0% 3.0% 4.0%
EBITDA (2013E) 11.7% 12.7% 13.7% 14.7% 15.7% 16.7% 17.7% 18.7% 19.7%
EBITDA (2014E) 14.1% 15.1% 16.1% 17.1% 18.1% 19.1% 20.1% 21.1% 22.1%
EBITDA (2015E) 14.1% 15.1% 16.1% 17.1% 18.1% 19.1% 20.1% 21.1% 22.1%
EBITDA (2016E) 18.1% 19.1% 20.1% 21.1% 22.1% 23.1% 24.1% 25.1% 26.1%
EBITDA (2017E) 18.1% 19.1% 20.1% 21.1% 22.1% 23.1% 24.1% 25.1% 26.1%
EBITDA (2018E) 18.1% 19.1% 20.1% 21.1% 22.1% 23.1% 24.1% 25.1% 26.1%
NIDB 636        451        265        79          -107       -291       -474       -657       -840       
Market value of Equity 7,340      7,967      8,594      9,220      9,847      10,472    11,095    11,718    12,342    
IRR 11.9% 13.4% 14.9% 16.2% 17.5% 18.7% 19.9% 20.9% 22.0%
MBM 2.0 2.1 2.3 2.5 2.6 2.8 3.0 3.1 3.3
Source: Compiled by the Authors
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In the following section, we comment on the choices made in this master thesis and discuss the 

importance of these in relation to the derived results and the corresponding assessment.   

 

The selection of Royal Unibrew as the case company for the purpose illustrating the LBO model was 

based on more general criteria. However, the LBO model constitutes a mean in itself to examine, 

whether Royal Unibrew actually comprises an obvious candidate. Thus, in practice a PE fund might 

have deselected the case earlier in the process, since the company has already been subjected to 

comprehensive efficiency improvements, resulting in large increases in the share price. In this regard, a 

PE fund often prefers not to pay for efficiency improvements already implemented, since these 

frequently comprise a key focus area of the value creation in LBOs. In spite of the significant 

improvements, we chose to continue with Royal Unibrew as the LBO target, and consequently 

illustrate the impact of the improvements on the results within the model. Thus, even though Royal 

Unibrew does not constitute the most obvious LBO candidate in a PE perspective, the company still 

comprises a satisfying target for the illustration of the model. 

 

In continuation, it is relevant to highlight the date of acquisition, since this has a significant impact in 

regards to e.g. the share price as well as the implemented efficiency improvements. If Royal Unibrew 

had been considered a LBO candidate back in 2008, in which the company had very negative 

prospects, the conclusion would presumably have been different. In this context, the efficiency 

improvements would constitute a primary value driver as well as the acquisition price would be much 

lower due to inefficient operations. Hereby, the PE fund would be able to pay much less for the 

company, since the acquisition would exclude the efficiency improvement, thus enabling a markedly 

higher return. Furthermore, several media highlighted Royal Unibrew as a potential LBO target in 

2008, supporting the argument of an alternative acquisition date being more optimal (Berlingske 

Business 2008) 

 

Another essential limitation in relation to the application of the LBO model, concerned the lack of 

acquisitions throughout the holding period. As mentioned in the section covering the limitations, the 

inclusion of acquisitions of other breweries during the holding period was considered being too 

excessive for the framework of the thesis. However, this scenario comprises a relevant perspective both 
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in regards to PE other 

position, which gives rise to growth rather than further efficiency improvements. In particular, the 

brewing industry is marked by consolidation of major players, why a possible sale of Royal Unibrew at 

exit may be reinforced by establishing a greater Nordic player, and thus provide a more attractive 

platform for the largest breweries in the global market. However, this approach requires additional 

processing of the LBO model, why it constitutes a central element in section 15 covering the 

perspectives of this thesis. 

The fact that acquisitions are customary within the brewing industry is as well underpinned by Royal 

brewery Hartwall, July 11th 2013, which comprises a further 

limitation in the thesis. By including Hartwall, the thesis would have been very different and thus it 

would greatly influence the results. As an example, the acquisition price would be affected by increase 

in the share price, which has actually has appeared after the publication of the acquisition. Furthermore, 

would probably trigger further efficiency opportunities, due to 

e.g. obtainable synergies between the two companies simultaneously with scale advantages. However, 

we assume that the PE fund still has to pay for the expected efficiency improvements and synergies, 

since the increase in  share price among others reflects the expectations to the current 

man

the management already has proved its worth in regards to efficiency improvements. Thus, by 

including Hartwall, the strategy established by the PE fund might be different, reflecting other growth 

opportunities as well as additional operational initiatives.    

 

By extension, we established a future strategy set by the PE fund based on 

strategy, with the purpose of maintaining a focus on the current markets. However, a PE fund might be 

interested in expanding to the Asian region, which represents a great potential in terms of absolute 

volumes, by comprising 35 % of the global beer consumption, simultaneously with an estimated CAGR 

of approximately 4 % from 2013-2017 (Euromonitor, 2012). Nevertheless, this necessarily depends 

upon the PE fund s own experiences within the Asian region and whether the expansion matches the 

strategy otherwise intended for the company e.g. in relation to an acquisition strategy.  

Conversely, the PE fund might implement an even more focused strategy, in which it is appropriate to 

deselect some of the current markets, with the purpose of obtaining a proven position in selected 

markets, e.g. as a leading Nordic supplier. As an example of markets to deselect, the remaining part of 

cf. section 8.2. However, as the segment 

generally contains comparatively high profit margins and indeed experiences a positive development in 
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terms of growth rates, we found it difficult to justify a termination of the segment. After all, the 

segment constitutes the same proportion of revenue as Eastern Europe. 

sition of Hartwall, 

may also involve acquisitions in order to create a solid position within a geographically confined area.    

 

Another important assumption in the thesis involves excess capacity in  production 

facility, resulting in relatively stable capital expenditures, in spite of the proposed expansion in Africa 

and Latin America. The assumption is based on expectations to the expansion primarily occurring 

through license agreement, whereby the production takes place in the expansion markets within the 

local breweries. However, at one point it might be relevant to consider establishing a production 

facility within the local markets, depending on the profitability of the license agreements as well as the 

development in the scale of the expansion.  

The degree of the projected excess capacity within the thesis is very uncertain, why the level of 

CAPEX may vary greatly depending on the need for further capacity. Thus, the projected level of 

CAPEX throughout the holding period, may be seem optimistic in the light of the established 

platform, we believe that it seems feasible that the company has created the foundation for increasing 

sales in the years ahead, why excess capacity is assessed to be a reasonable assumption.  

 

The projection of revenues is marked by limited information concerning the marketing mix, for which 

it would be valuable to possess knowledge concerning the different components. Thus, since the 

product lines and the corresponding prices as well as market shares in the individual markets, have not 

been disclosed, a more general approach has been necessitated. In this context, additional information 

regarding e.g. the sale of beer relative to soft drinks and other alcoholic drinks would have been 

relevant in the budgeting, since the growth opportunities occur to be different between the various 

product categories. Furthermore, the allocation of the products in the different markets would have 

been useful, also uncovering opportunities for price differentiation and the effects of additional 

promotions.    

In this respect, Euromonitor releases relevant information regarding expected growth rates both divided 

by product categories and by the individual markets, thus enabling a more comprehensive budgeting, 

given this information as well had been available for Royal Unibrew.  
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In the thesis we furthermore assume that a realistic scenario comprises a resale of Royal Unibrew to a 

strategic buyer at exit, which must thus pay an acquisition premium equal to the one paid by the PE 

fund in order to obtain complete control of the company. If the company is otherwise assumed to be 

resold through an IPO, the control premium should not be taken into account, since investing in the 

shares would appear as minority investments, thus not enabling the full control of the company. Hence, 

the IPO perspective pave the way for a discussion concerning, whether it is justifiable to set the exit 

multiple equal to the entry multiple. An exit multiple excluding the control premium, consequently 

results in a lower return, which advocates for the idea of acquiring other breweries in the aim of 

creating a reinforced investment for the otherwise consolidated breweries within the industry, and 

hereby achieving a greater return through a strategic buyer. 

By extension, it is relevant to discuss whether Royal Unibrew would create more value for a strategic 

buyer rather than for a PE fund in the first place, since a strategic buyer will possibly possess more 

sector specific competences regarding growth strategies. Particularly in regards to consumer goods, 

there appears to be significant value within the distribution as well as in the general sales force, both 

areas, in which a strategic buyer presumably has a greater expertise relative to a PE fund.        

 

Other relevant elements include the length of the holding period and the timing of the acquisition. One 

may argue that the determined holding period is rather static, since there is a certain option value in 

relation to the PE fund s choice of lengthening or shortening the investment horizon along the way, 

given it is profitable.  

Hence, the derived IRR and Money Back Multiple from the investment in Royal Unibrew may be 

slightly underestimated by ignoring the value of flexibility. Even though, the estimated holding period 

is based upon a general interval, the exact length of 6 years may be a bit arbitrary, due to possibility of 

obtaining a purchase offer prior to the expected exit year or conversely prolonging the holding period 

in order to realize further gains. Similarly, there may be a certain value in the option of postponing the 

acquisition date.  

 

Lastly, it would be relevant to conduct an alternative valuation of Royal Unibrew in order to support 

the determined sales price at exit, since the current value relies upon a single valuation method. In this 

regard, it would be interesting to compare e.g. a DCF valuation with the LBO valuation. However, the 

thesis excludes supplementary valuation models, as the primary purpose has been to illustrate and 

apply the LBO model thoroughly, rather than using different models to derive a more accurate 

valuation.  
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Thus, the above discussion provides further perspectives to the thesis, which by inclusion would affect 

the results within the LBO model markedly.  

! !
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As the intention of the thesis has been to apply a LBO model from with Royal 

Unibrew as the target company, a return of the acquisition has been calculated on the basis of a 

comprehensive analysis. The analysis has uncovered that Royal Unibrew is positioned in an industry, 

which is vastly affected by macroeconomic factors, including regulations of excise duties, unstable 

weather conditions, changing consumer preferences and increasing commodity prices. The brewing 

industry is additionally characterized as being highly consolidated and competitive, thus comprising a 

significant entry barrier in terms of brand equity as well as efficiency within the value chain. In this 

regard, Royal Unibrew has managed to establish high brand equity with leading positions in niche 

markets as well as favorable positio

strategy has entailed comprehensive efficiency improvements throughout its value chain. However, 

industry, we have concluded that a PE fund to a certain extent is able to implement cost reductions in 

 

Due to the limited opportunities of creating value through cost reductions, we have established a future 

strategy for the PE fund to implement at entry, with a focus on creating revenue growth. Based on a 

growth analysis of the global beer and soft drink market, the strategy emphasizes the introduction of 

new product categories in mature markets in order to accommodate shifting consumer preferences, as 

well as expanding into additional markets in the developing countries in the contemplation of partaking 

in the increasing consumption. However, the growth strategy is strongly supported by a series of sub 

initiatives including costs reductions and increased management incentives.   

 

The aforementioned value creation during the holding period in conjunction with the purchase price of 

Royal Unibrew at entry as well as the financing of the acquisition have enabled the estimation of the 

6,789, covering the purchase price of the shares including a premium of 24 %, an opening cash need as 

well as the portion of the existing debt to be refinanced.  

To cover the total uses of funds, the obtained leverage at entry has been based upon a relatively high 

D lting in a total debt 

of DKKm 3,046. Thus, the equity contribution committed by the PE fund at entry amounts to DKKm 
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3,743, resulting in a distribution of 45 % debt and 55 % equity, which gradually changes during the 

holding period, as the company repays the obtained debt.   

Through a solid cash flow generation, the company manages to markedly reduce the raised debt, thus 

erprise value 

has been based on an exit multiple equal to the entry multiple of 10.8x, since a regression analysis of 

the forward EV/EBITDA multiple on the prospective CAGR for a number of breweries, has been 

assessed not to justify a multiple expansion. Thus, the enterprise value has been established as DKKm 

9,739 with an associated equity value of DKKm 9,847, resulting in an IRR of 17.5 % and a Money 

Back Multiple of 2.6x.  

 

Based on the  general requirements to the return of LBO investments in conjunction with 

historical returns of similar transactions, the IRR and Money Back Multiple obtained through a LBO of 

Royal Unibrew has thus not been evaluated as being acceptable to the PE fund. This is considered 

mainly being a result of the price being paid for the efficiency improvements already completed in 

Royal Unibrew, and thus the absence of value creation through such initiatives. The evaluation has 

further been supported by a sensitivity analysis, which has clarified that even though the LBO model is 

sensitive towards changes within the main parameters, the conclusion remains the same, as even the 

most favorable conditions being tested, do not result in a acceptable return.   

! !
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As previously discussed, additional acquisitions during the holding period has been excluded from the 

LBO model due to the scope of the thesis. However, in terms of Royal Unibrew as a potential LBO 

candidate, a likely scenario will be for a PE fund to acquire the company as a platform investment with 

continuous acquisitions during the holding period. The strategy of acquiring Royal Unibrew as a 

platform investment is seen in the light of the significant consolidation within the brewing industry as 

well as the PE fund  acquisitions. Furthermore, as Royal Unibrew has 

managed to facilitate a comprehensive efficiency process prior to the intended acquisition by the PE 

fund, a strategy focusing on revenue growth seems more apparent.  

 

 

current strategic position. The description of the strategies will be limited to outlines, as a further 

specification will involve an extensive analysis. The strategies differ in terms of the geographical focus, 

with one emphasizing the establishment of a stronger position in the Nordics and one facilitating the 

partaking of growth opportunities in the developing countries. 

 

At the present time, Royal Unibrew has established a strategy of being a focused strong regional 

brewery. The strategy could be reinforced through additional acquisitions within the Nordic countries, 

creating a stronger Nordic player. This would allow Royal Unibrew to compete on a more equal basis 

in the Nordics against larger breweries such as Carlsberg (Berlingske Business 2013c). Accordingly, 

the company would be expected to represent a more attractive acquisition target at exit for larger 

strategic buyers such as Heineken, which has previously been mentioned as a potential buyer 

(Berlingske Business 2008). 

  

An alternative acquisition strategy could include acquisitions of local breweries in the developing 

countries with a special focus on Africa and Latin America, wherein Royal Unibrew has already 

established a favorable position in certain markets. Thus, Royal Unibrew would be able to obtain a 

larger market share with its already renowned brand, Vitamalt, within the market for malts and get a 

wider access to the growing consumption within the segments. In addition, Royal Unibrew would be 

less dependent on licensees and accordingly gain a larger control of its sales within the markets. Thus, 

the acquisition strategy in the developing countries would emphasize gaining higher sales by taking 
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advantage of the increasing population as well as the enhanced standards of living and by obtaining a 

more direct access to local knowhow through acquisition of local breweries. 

         

Offhand, it is difficult selecting specific acquisition candidates as potential add-ons for the LBO of 

Royal Unibrew. However, mature markets are more consolidated, why developing countries may 

present more opportunities in terms of acquisition candidates. Though, acquisition candidates will 

necessarily be possible to locate in mature markets as illustrated by Royal Unibrew  own acquisition 

of Hartwall, with which the company is expected to strengthen its Nordic position (Berlingske Business 

2013c). As previously described, larger breweries such as ABInBev and Heineken have also begun an 

acquisition process in the developing countries of local breweries, thus similarly inducing competition 

for targets herein (Ascher 2012). Furthermore, the time horizon of the acquisition strategies may be of 

different length, as acquisitions within the developing countries may entail a longer perspective due to 

required investments in infrastructure and lower absolute volumes. 

    

The approach of addressing an acquisition strategy in the LBO model may be considered. It will 

necessarily involve at screening of acquisition candidates, for which a valuation is conducted of the 

most relevant candidates, each from a LBO perspective, as the PE fund similarly finances the 

acquisition with a large portion of debt. For the purpose of acquiring additional companies, the bank 

puts an acquisition facility at the disposal during the holding period, which may be either committed or 

uncommitted, dependent upon the specific strategy established by the PE fund (Greisen 2013). If the 

PE fund has a preset strategy of acquiring Royal Unibrew as a platform investment the acquisition 

facility will presumably be committed. Thus, the bank commits to lending supplementary amounts for 

the purpose of financing additional acquisitions. A committed acquisition facility entails that the PE 

fund will have to pay a commitment fee, as the bank reserves equity for the purpose and thus requires a 

return. The acquisition facility entails several restrictions, which additionally specify what a permitted 

acquisition comprises. Besides limiting the acquisitions to companies within the same industry, the 

bank requires that the leverage ratio do not exceed the original level, at the PE 

Unibrew. However, the restrictions will necessarily depend on the specific acquisition target and PE 

fund. The acquisition facility thus functions similarly to the previously described term loans A and B, 

which implies that the PE fund has to contribute with additional equity in order to sustain the original 

leverage ratio (Greisen 2013). 
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An acquisition perspective within the LBO model would thus entail a comprehensive screening of 

potential candidates as well as an analysis of the derived synergies, which may be realized at the 

acquisition. The acquisitions would then cause an execution of several LBO models, which each would 

have to be consistent in terms of a debt structure and accordingly in terms of the total comprehensive 

LBO model of Royal Unibrew with the associated add-ons. Furthermore, a LBO as a platform 

investment would presumably constitute a prolonged time horizon compared to the settled holding 

period of 6 years in the present thesis.  

However, it is important to notice that the investment in the original target company should be able to 

create an acceptable return as a stand-alone investment, and not rely solely upon the add-ons during the 

holding period. Since the add-ons are more uncertain appearing further into the future, the valuation of 

the LBO as a platform investment necessarily becomes less reliable. However, if the PE fund appoints 

an add-on to be purchased simultaneously with the original target company, the investment is not 

considered to be as uncertain, and thus the return is allowed to rely on the investment in both 

companies.   

 

Conclusively, the add-on strategy would encompass additional complexities comprising an interesting 

perspective, although being too extensive for the scope of the present thesis. 
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Share Price Performance of Royal Unibrew in DKK, 2000-2012

Source: Own preparation with data fra Bloomberg 
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Short description 

Changes in energy prices, including the price of crude oil (petroleum), natural gas, gasoline and 

diesel, significantly influence the cost of the activities within the industry, such as costs of 

transportation and delivery as well as other operating costs (Royal Unibrew A/S, 2013). From the 

above-mentioned energy resources, natural gas comprises the only energy source, with a relatively 

low price, as it has declined markedly during the last five years. The remaining three energy 

resources including crude oil, gasoline and diesel increased massively with over 300 % from 2009 

until 2011, from where the prices have maintained the high level until now (Index Mundi, 2013).   

 
 
 
 
 
 

Source: Compiled by the Authors with data from Index Mundi

Crude Oil (petroleum) Monthly Price, simple average of three spot prices (Dated 
Brent, Texas Intermediate and the Dubai Fateh), USD per Barrel

Diesel Monthly Price, New York Harbor Ultra-Low Sulfur No 2 Diesel Spot Price, 
USD per Gallon

Gasoline Monthly Price, New York Harbor Conventional Gasoline Regular Spot 
Price FOB, USD per Gallon

Natural Gas Monthly Price, Natural Gas Price at the Henry Hub terminal in 
Louisiana, USD per Million Metric British Thermal Unit
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Source: Compiled by the Authors with data from Euromonitor

Total Volume of Beer and Wine in Denmark in Litres, Growth Index, 2005=100, 
from 2005-2012

Total Volume of Beer and Wine in Italy in Litres, Growth Index, 2005=100, from 
2005-2012

Total Volume of Beer and Wine in Nigeria in Litres, Growth Index, 2005=100, from 
2005-2012

Total Volume of Beer and Wine in Latvia in Litres, Growth Index, 2005=100, from 
2005-2012
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Operational leasing (DKKm) 2008 2009 2010 2011 2012
Capitalization rate 6

Operationel leasing payments 30.1 43.2 37.9 32.7 37.5

Capitalized operationel lease 180.6 259.2 227.4 196.2 225
Depreciations on capitalized lease 20.1 28.8 25.3 21.8 25.0
Interest on capitalized lease 10.0 14.4 12.6 10.9 12.5

Reorganized income statement (DKKm) 2009 2010 2011 2012
Net revenues 3,816 3,775 3,431 3,430
Production costs -2,005 -1,780 -1,577 -1,589
Gross profit 1,812 1,995 1,853 1,841
Sales and distribution expenses -1,105 -1,161 -1,052 -1,040
Administrative expenses -207 -200 -176 -158
Other operating income 4 4 4 5
EBITDA 504 638 629 647
Depreciations -217 -183 -122 -124
Leased depreciations -29 -25 -22 -25
EBIT 258 430 485 497
Tax -81 -111 -116 -112
NOPAT 176 318 369 386
Lease interest -14 -13 -11 -13
Tax shield 5 3 3 3
Net financial expenses -158 -73 -28 -38
Tax shield, net financial expenses 50 19 7 9
Income from investments in associates 26 31 14 34
Tax on income from investments in associates -8 -8 -3 -8
Net special expenses -35 -                  -                  -                  
Tax shield, net special expenses 11 -                  -                  -                  
Net profit for the year 52 278 351 373

Tax rate 32% 26% 24% 22%



 

Reorganized Balance Sheet (DKKm) 2008 2009 2010 2011 2012
Operating assets
Non-current:
Intangible assets 486            480            402            391            371            
Land and buildings 643            724            661            584            559            
Plant and machinery 529            651            513            443            433            
Other fixtures and fittings, tools and equipment 215            224            179            132            143            
Property, plant and equipment in progress 292            11              12              31              68              
Capitalized operational leases 181            259            227            196            225            
Current:
Inventories 415            238            187            173            180            
Trade receivables 542            409            407            379            365            
Prepayments 147            54              22              13              14              
Other receivables 114            21              26              14              12              
Total operating assets 3,563        3,071        2,637        2,356        2,371        
Financial assets
Non-current:
Project development properties 400            404            406            411            276            
Investments in associates 88              111            136            291            130            
Other investments 57              57              59              3               3               
Other receivables 12              13              6               5               10              
Receivables of associates 21              -                -                -                -                
Current:
Receivables from associates 1               1               2               2               1               
Corporation tax -                -                -                -                9               

Cash at bank and in hand 90              92              37              19              274            
Total financial assets 669           678           647           730           702           
Total assets 4,232        3,749        3,284        3,087        3,073        

Equity 575           995           1,281        1,321        1,348        

Operating liabilities
Non-current:
Deferred tax 179            172            170            167            145            
Other payables -                -                13              23              9               
Current:
Repurchase obligation, returnable packaging 74              62              57              42              36              
Trade payables 523            419            430            398            431            
Vat, excise duties, etc. 61              98              66              68              65              
Other payables 336            228            226            222            220            
Total operating liabilities 1,174        979           961           920           906           
Financial liabilities
Non-current:
Mortgage debt 735            736            596            594            592            
Capitalized operational leases 181            259            227            196            225            
Current:
Mortgage debt 599            -                2               2               2               
Credit institutions 969            773            209            54              1               
Corporation tax -                6               8               0               -                
Total financial liabilities 2,483        1,774        1,043        846           819           
Total liabilities 4,232        3,749        3,284        3,087        3,073        

Net operating assets 2,390        2,092        1,676        1,436        1,464        
Net interest bearing debt 1,815         1,097         396            115            117            
NIBD + EK 2,390        2,092        1,676        1,436        1,464        
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Operational leasing (DKKm) 2008 2009 2010 2011 2012
Capitalization rate 6

Operationel leasing payments 484 774 433 545 547

Capitalized operationel lease 2904 4644 2598 3270 3282
Depreciations on capitalized lease 323 516 289 363 365
Interest on capitalized lease 161 258 144 182 182

Reorganized income statement (DKKm) 2009 2010 2011 2012
Net revenues 59,382        60,054        63,561        67,201        
Cost of sales -26,842       -25,821       -28,572       -30,469       
Gross profit 32,540       34,233       34,989       36,732       
Sales and distribution expenses -15,141       -16,321       -17,690       -18,778       
Administrative expenses -3,523         -3,618         -3,583         -3,848         
Net other operating income -45             227            249            145            
EBITDA 13,831       14,521       13,965       14,251       
Depreciations -3,779         -3,987         -3,784         -4,019         
Leased depreciations -516 -289 -363 -365
EBIT 9,536         10,245       9,818         9,867         
Tax -2,571         -2,462         -2,396         -2,265         
NOPAT 6,965         7,784         7,421         7,602         
Net financial expenses -2,990         -2,155         -2,018         -1,772         
Tax shield 806            518            493            407            
Net special expenses -695           -249           -268           85              
Tax shield 187            60              65              -20             
Share of profit, associates 112            148            180            108            
Tax on share of profit, associates -30             -36             -44             -25             
Interest on capitalized lease -258           -144           -182           -182           
Tax shield 70              35              44              42              
Net profit for the year 4,167         5,960         5,692         6,245         

Tax rate 27% 24% 24% 23%



 
Note: Total assets include the capitalized operational lease as illustrated above. 
 
  

Reorganized Balance sheet (DKKm) 2008 2009 2010 2011 2012
Total asset 145,543   139,159   146,830   150,984   157,247   
Financial assets:
Investments in associates 2,224        2,667        4,877        5,051        6,241        
Securities 125          111          158          158          154          
Retirement benefit plan assets 2              2              8              5              4              
Tax receivables 262          175          172          129          60            
Cash and cash equivalents 2,857        2,734        2,735        3,145        5,760        
Assets held for sale 162          388          419          570          27            
Operating assets 91,248     86,154     87,628     91,135     90,991     
Operating liabilities:
Deferred tax liabilities 9,885        9,688        9,929        9,652        9,682        
Provisions 2,175        2,445        2,018        1,512        1,849        
Other liabilities 10,168      11,591      12,300      11,752      10,967      
Trade payables 8,009        7,929        9,385        11,021      11,862      
Deposits on returnable packaging 1,455        1,361        1,279        1,291        1,381        
Invested capital (NOA) 59,556     53,140     52,717     55,907     55,250     
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Operational leasing (USDm) 2008 2009 2010 2011 2012
Capitalization rate 6

Operationel leasing payments 151 156 249 229 105

Capitalized operationel lease 906 936 1494 1374 630
Depreciations on capitalized lease 101 104 166 153 70
Interest on capitalized lease 50 52 83 76 35

Reorganized income statement (USDm) 2009 2010 2011 2012
Net revenues 36,758          36,297          39,046          39,758          
Cost of sales -15,030         -13,948         -14,418         -14,332         
Gross profit 21,728        22,349        24,628        25,426        
Distribution expenses -2,560          -2,786          -3,201          -3,679          
Sales and marketing expenses -4,673          -4,375          -4,743          -4,865          
Administrative expenses -1,978          -1,678          -1,797          -1,949          
Net other operating income 676              609              699              684              
EBITDA 13,193        14,119        15,586        15,617        
Depreciations -2,789          -2,705          -2,750          -2,747          
Leased depreciations -104 -166 -153 -70
EBIT 10,300        11,248        12,683        12,800        
Tax -2,401          -2,811          -2,398          -1,971          
NOPAT 7,899          8,437          10,285        10,829        
Net financial expenses -4,419          -3,736          -3,137          -2,206          
Tax shield 1,030            934              593              340              
Restructuring -153             -252             -351             -36               
Fair value adjustments -67               -                  -                  -                  
Business and asset disposal 1,541            -16               78                58                
Disputes -                  -                  -                  -                  
Acquisition costs business combinations -                  -                  -5                -54               
Tax shield -308             67                53                5                  
Share of profit, associates 513              521              623              624              
Tax -120             -130             -118             -96               
Interest on capitalized lease -52               -83               -76               -35               
Tax shield 12                21                14                5                  
Net profit for the year 5,877          5,762          7,959          9,434          

Tax rate 23% 25% 19% 15%



 
Note: Total assets include the capitalized operational lease as illustrated above. 
 
( (

Reorganized Balance sheet (USDm) 2008 2009 2010 2011 2012
Total asset 82,219      113,461    115,836    113,801    123,251    
Financial assets:
Investment in associates 4,935          6,744          7,295          6,696          7,090          
Investment securities 366            332            884            347            7,083          
Income tax receivable 417            590            366            312            195            
Cash and cash equivalents 2,110          3,689          4,511          5,320          7,051          
Assets held for sale 37              66              32              1                34              
Operating assets 38,746      49,915      50,250      49,823      50,032      
Operating liabilities:
Employee benefits 2,162          2,611          2,746          3,440          3,699          
Deferred tax liabilities 8,677          12,495        11,909        11,279        11,168        
Trade and other payables 8,549          13,356        14,366        14,885        16,608        
Provisions 901            1,274          1,150          1,115          821            
Invested capital (NOA) 18,457      20,179      20,079      19,104      17,736      
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Note: Total assets include the capitalized operational lease as illustrated above. 

Operational leasing (EURm) 2008 2009 2010 2011 2012
Capitalization rate 6

Operationel leasing payments 48 66 47 85 124

Capitalized operationel lease 288 396 282 510 744
Depreciations on capitalized lease 32 44 31 57 83
Interest on capitalized lease 16 22 16 28 41

Reorganized income statement (EURm) 2009 2010 2011 2012
Net revenues 14,701       16,133       17,123       18,383       
Cost of sales -9,584        -10,244      -10,881      -11,725      
Gross profit 5,117        5,889        6,242        6,658        
Personnel expenses -2,379        -2,680        -2,838        -3,037        
Net other operating income 41             239            64             1,510         
EBITDA 2,779        3,448        3,468        5,131        
Depreciations -1,083        -1,118        -1,168        -1,316        
Leased depreciations -44 -31 -57 -83
EBIT 1,652        2,299        2,243        3,732        
Tax -331          -466          -515          -539          
NOPAT 1,321        1,832        1,728        3,193        
Net financial expenses -329          -509          -430          -270          
Tax shield 66             103            99             39             
Share of profit of associates and joint ventures 127            193            240            213            
Tax -25            -39            -55            -31            
Interest on capitalized lease -22            -16            -28            -41            
Tax shield 4               3               7               6               
Net profit for the year 1,142        1,568        1,560        3,109        

Tax rate 20% 20% 23% 14%

Reorganized Balance sheet (EURm) 2008 2009 2010 2011 2012
Total asset 20,851      20,576      26,831      27,637      36,723      
Financial assets:
Investments in associates and joint ventures 1,145         1,427         1,673         1,764         1,950         
Other investments 14             583            1,120         1,143         1,110         
Cash and cash equivalents 398            520            610            813            1,037         
Assets classified as held for sale 56             109            6               99             124            
Operating assets 13,845      12,504      16,109      16,288      21,722      
Operating liabilities:
Employee benefits 688            634            687            1,174         1,632         
Provisions 502            518            598            589 547            
Deferred tax liabilities 637            786            991            894            1,790         
Trade and other payables 3,846         3,696         4,265         4,624         5,273         
Invested capital (NOA) 8,172        6,870        9,568        9,007        12,480      
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Note: Total assets include the capitalized operational lease as illustrated above. 

Operational leasing (EURm) 2008 2009 2010 2011 2012
Capitalization rate 6

Operationel leasing payments 44 69 76 82 100

Capitalized operationel lease 264 414 456 492 600
Depreciations on capitalized lease 29 46 51 55 67
Interest on capitalized lease 15 23 25 27 33

Reorganized income statement (EURm) 2009 2010 2011 2012
Net revenues 18,703       18,020       19,408       21,760       
Net operating expenses -14,455      -13,718      -14,584      -16,424      
EBITDA 4,248       4,302       4,824       5,336       
Depreciations -1,033       -1,084       -1,124       -1,182       
Leased depreciations -46 -51 -55 -67
EBIT 3,169       3,167       3,645       4,087       
Tax -858          -917          -1,075       -821          
NOPAT 2,311       2,250       2,571       3,266       
Net financial expenses -706          -563          -525          -562          
Tax shield 191           163           155           113           
Exceptional Items 2               -472          -436          1,026         
Tax -1             137           129           -206          
Share of profit from associates 516           873           1,024         1,152         
Tax -140          -253          -302          -232          
Interest on capitalized lease -23            -25            -27            -33            
Tax shield 6               7               8               7               
Net profit for the year 2,157       2,135       2,615       4,531       

Tax rate 27% 29% 29% 20%

Reorganized Balance sheet (EURm) 2008 2009 2010 2011 2012
Total asset 36,077     32,042     37,960     39,606     56,251     
Financial assets:
Investments in joint ventures -               5,995        5,822        5,813        5,520        
Investments in associates 1,826        1,787        2,213        2,719        4,946        
Available for sale investments 52             40             32             35             31             
Loan participation deposit -               -               -               -               100           
Derivatives financials instruments 847           749           429           346           756           
Cash and cash equivalents 673           422           779           1,067        745           
Operating assets 17,079     14,333     17,101     17,672     24,025     
Operating liabilities:
Trade and other payables 3611 2586 3372 3,585        4,166        
Provisions 1460 672 808 873           1,303        
Deferred tax liabilities 2309 2030 2374 3,236        4,827        
Invested capital (NOA) 9,699       9,045       10,547     9,978       13,729     
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Pretax ROIC 2009 2010 2011 2012
Royal Unibrew 13.3% 26.9% 37.5% 41.6%
Carlsberg 16.9% 19.4% 18.1% 17.8%
ABInBev 53.3% 55.9% 64.7% 69.5%
Heineken 22.0% 28.0% 24.2% 34.7%
SAB-Miller 33.8% 32.3% 35.5% 34.5%

Operating-cash tax rate 2009 2010 2011 2012
Royal Unibrew 31.6% 25.9% 23.9% 22.5%
Carlsberg 27.0% 24.0% 24.4% 23.0%
ABInBev 23.3% 25.0% 18.9% 15.4%
Heineken 20.0% 20.3% 23.0% 14.4%
SAB-Miller 27.1% 29.0% 29.5% 20.1%

ROIC 2009 2010 2011 2012
Royal Unibrew 9.1% 19.9% 28.6% 32.2%
Carlsberg 12.4% 14.7% 13.7% 13.7%
ABInBev 40.9% 41.9% 52.5% 58.8%
Heineken 17.6% 22.3% 18.6% 29.7%
SAB-Miller 24.7% 23.0% 25.0% 27.6%

Turnover rate 2009 2010 2011 2012
Royal Unibrew 1.98 2.36 2.65 2.87
Carlsberg 1.05 1.13 1.17 1.21
ABInBev 1.90 1.80 1.99 2.16
Heineken 1.95 1.96 1.84 1.71
SAB-Miller 2.00 1.84 1.89 1.84

EBIT margin 2009 2010 2011 2012
Royal Unibrew 6.8% 11.4% 14.1% 14.5%
Carlsberg 16.1% 17.1% 15.4% 14.7%
ABInBev 28.0% 31.0% 32.5% 32.2%
Heineken 11.2% 14.2% 13.1% 20.3%
SAB-Miller 16.9% 17.6% 18.8% 18.8%
Source: Compiled by the Authors with data from Annual Reports
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Return on Invested Capital Including Goodwill, 2009-2012

Source: Compiled by the Authors with data from appendix 4-8 and annual reports
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DKKt
SALES PRICE
Building rights in square meters 102,500
Fair value per square meter 3,400
Sales price 348,500

DEFERRED TAX
Deferred tax (prior to sale in 2012) 60,000
Adjustment due to sale in 2012 -33,172
Derred tax 2013 26,828

ADJUSTMENT OF REVALUATION
Revaluation 2012 112,320
Deferred tax 2013 26,828
Adjustment of revaluation 85,492

PROFIT FROM SALE 
Sales price 348,500
Cost price 276,338
Adjustment of revaluation 85,492
Profit from sale 157,654
Source: Compiled by the Aurthors with data from annual report, 2013 note 14 and 17
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Forecast of EBIT in a Down Scenario
Budgetting (DKKm) 2013E 2014E 2015E 2016E 2017E 2018E
Net revenues 3,433      3,531      3,633      3,756      3,889      4,030      
Percentage growth 0.1% 1.3% 1.4% 1.9% 2.0% 2.1%
Production costs -1,628    -1,624    -1,671    -1,690    -1,750    -1,814    
Percentage of revenue 47% 46% 46% 45% 45% 45%
Gross profit 1,804      1,907      1,962      2,066      2,139      2,217      
Sales and distribution expenses -1,201    -1,236    -1,272    -1,127    -1,167    -1,209    
Percentage of revenue 35% 35% 35% 30% 30% 30%
Administrative expenses -159       -163       -168       -174       -180       -186       
Percentage of revenue 4.6% 4.6% 4.6% 4.6% 4.6% 4.6%
Other operating income 4            4            4            4            4            4            
EBITDA 448       512       527       770       797       825       
Depreciations -124       -128       -132       -136       -141       -146       
Percentage of revenue 3.6% 3.6% 3.6% 3.6% 3.6% 3.6%
EBIT 324       384       395       634       656       680       

Source: Compiled by the Authors with data from Annual Report and own estimations

Forecasting of Working capital measured in days in hand in a Down Scenario
M easured in days 2013E 2014E 2015E 2016E 2017E 2018E
Days of inventories 41.4       41.4 41.4 41.4 41.4 41.4
Growth % 0% 0% 0% 0% 0%
Days of receivables 42 41.7 41.7 41.7 41.7 41.7
Growth % 0% 0% 0% 0% 0%
Days of payables -172.7 -176.2 -179.7 -183.3 -183.3 -183.3
Growth % 2% 2% 2% 0% 0%
Liquidity cycle -90 -93 -97 -100 -100 -100
Growth % 4% 4% 4% 0% 0%
Net working capital -194      -197      -218      -228      -236      -245      
Source: Compiled by the Authors with data from Royal Unibrew's annual reports

Forecast of CAPEX in a Down Scenario
Capital Expenditures (DKKm) 2013E 2014E 2015E 2016E 2017E 2018E
CAPEX -206 -212 -218 -150 -156 -161
Percentage of revenue 6% 6% 6% 4% 4% 4%
Source: Compiled by the Authors with data from Annual Reports and own estimations
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Free Cash Flow in a Down Scenario
FCF (DKKm) 2013E 2014E 2015E 2016E 2017E 2018E
EBIT 324 384 395 634 656 680
Profit from sale of project development property 158 0 0 0 0 0
Interest expenses -137 -126 -120 -109 -91 -70
EBT 345 258 275 525 565 609
Tax -90 -67 -71 -136 -147 -158
Net income 255 191 203 389 418 451
+ Depreciations 124 128 132 136 141 146

-14 -3 -22 -10 -8 -9
- CAPEX 206 212 218 150 156 161
+Non-taxable income from project development property 191 0 0 0 0 0
FCF 378 110 139 384 412 444
Source: Compiled by the Authors

Debt repayment in the Down Scenario
DKKm Entry
NIBD/EBITDA, at entry 5.0x
Leverage 3,046      

% Absolute
Term Loan A 0.45       1,371      
Term Loan B 0.55       1,675      

DKKm 2013E 2014E 2015E 2016E 2017E 2018E
Free Cash Flow 378        110        139        384        412        444        
Mandatory repayment A 69          69          137        137        137        -            
Mandatory repayment B -            -            -            -            -            -            
Cash available for optional debt repayment 310        41          2            247        275        444        
Optional debt repayment
Optional repayment senior A 310        41          2            247        223        -            
Optional repayment senior B -            -            -            -            52          444        
Cash  available after optional debt repayment -            -            -            -            -            -            
Term Loan A
Repayment schedule 0.05       0.05       0.10       0.10       0.10       0.15       
Beginning balance 1,371      993        883        744        360        -            
Mandatory repayment 69          69          137        137        137        -            
Optional repayment 310        41          2            247        223        -            
Ending balance 993        883        744        360        -            -            
Interest rate 0.05       0.05       0.05       0.05       0.05       0.05       
Interest expense 53          42          37          25          8            -            
Term Loan B
Repayment schedule -            -            -            -            -            -            
Beginning balance 1,675      1,675      1,675      1,675      1,675      1,624      
Mandatory repayment -            -            -            -            -            -            
Optional repayment -            -            -            -            52          444        
Ending balance 1,675      1,675      1,675      1,675      1,624      1,179      
Interest rate 0.05       0.05       0.05       0.05       0.05       0.05       
Interest expense 84          84          84          84          82          70          
Total interest and repayments
Total Interests 137        126        120        109        91          70          
Total repayments 378        110        139        384        412        444        

Debt, beginning balance 3,046      2,668      2,558      2,419      2,035      1,624      
Repayments 378        110        139        384        412        444        
Net Interest bearing debt, ending balance 2,668     2,558     2,419     2,035     1,624     1,179     
Source: Compiled by the Authors with input from Greissen 2013, Andersen& Melander 2007 &  Spli id 2007
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Exit values and returns in the Down Scenario
IRR and M BM  (DKKm) 2018E
EBITDA 2018 825               
Enterpise Value, exit 8,896            
NIBD, exit 1,007            
Equity, exit 7,889            
IRR 13.2%
M oney Back M ultiple 2.1               
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Forecast of EBIT in a Down Scenario
Budgetting (DKKm) 2013E 2014E 2015E 2016E 2017E 2018E
Net revenues 3,536      3,635      3,741      3,867      4,003      4,149      
Percentage growth 3.1% 4.3% 4.4% 4.9% 5.0% 5.1%
Production costs -1,626    -1,563    -1,609    -1,663    -1,721    -1,784    
Percentage of revenue 46% 43% 43% 43% 43% 43%
Gross profit 1,909      2,072      2,132      2,204      2,282      2,365      
Sales and distribution expenses -1,167    -1,200    -1,235    -1,160    -1,201    -1,245    
Percentage of revenue 33% 33% 33% 30% 30% 30%
Administrative expenses -124       -127       -131       -135       -140       -145       
Percentage of revenue 3.5% 3.5% 3.5% 3.5% 3.5% 3.5%
Other operating income 4            4            4            4            4            4            
EBITDA 623       749       771       913       945       979       
Depreciations -128       -132       -135       -140       -145       -150       
Percentage of revenue 3.6% 3.6% 3.6% 3.6% 3.6% 3.6%
EBIT 495       618       635       773       800       829       
Source: Compiled by the Authors with data from Annual Report and own estimations

Forecasting of Working capital measured in days in hand in an Up Scenario
M easured in days 2013 2014 2015 2016 2017 2018
Days of inventories 41.4       41.0 40.6 40.2 39.8 39.4
Growth % -1% -1% -1% -1% -1%
Days of receivables 42 40.8 40.0 39.2 38.4 37.7
Growth % -2% -2% -2% -2% -2%
Days of payables -172.7 -183.1 -194.1 -205.7 -214.0 -222.5
Growth % 6% 6% 6% 4% 4%
Liquidity cycle -90 -101 -113 -126 -136 -145
Growth % 13% 12% 11% 7% 7%
Net working capital -181      -202      -266      -339      -400      -467      
Source: Compiled by the Authors with data from Royal Unibrew's annual reports

Forecast of CAPEX in a Down Scenario
Capital Expenditures (DKKm) 2013E 2014E 2015E 2016E 2017E 2018E
CAPEX -106 -109 -112 -77 -80 -83
Percentage of revenue 3% 3% 3% 2% 2% 2%
Source: Compiled by the Authors with data from Annual Reports and own estimations
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Free Cash Flow in an Up Scenario
FCF (DKKm) 2013E 2014E 2015E 2016E 2017E 2018E
EBIT 495 618 635 773 800 829
Profit from sale of project development property 158 0 0 0 0 0
Interest expenses -132 -109 -88 -60 -26 -4
EBT 520 509 547 713 774 824
Tax -135 -132 -142 -185 -201 -214
Net income 385 377 405 528 573 610
+ Depreciations 128 132 135 140 145 150

-1 -20 -64 -72 -61 -67
- CAPEX 106 109 112 77 80 83
+Non-taxable income from project development property 191 0 0 0 0 0
FCF 599 419 493 663 699 745
Source: Compiled by the Authors

Debt repayment in the Up Scenario
DKKm Entry
NIBD/EBITDA, at entry 5.0x
Leverage 3,046      

% Absolute
Term Loan A 0.45       1,371      
Term Loan B 0.55       1,675      

DKKm 2013E 2014E 2015E 2016E 2017E 2018E
Free Cash Flow 599        419        493        663        699        745        
Mandatory repayment A 69          69          137        -            -            -            
Mandatory repayment B -            -            -            -            -            -            
Cash available for optional debt repayment 531        351        356        663        699        745        
Optional debt repayment
Optional repayment senior A 531        351        215        -            -            -            
Optional repayment senior B -            -            141        663        699        173        
Cash  available after optional debt repayment -            -            -            -            -            572        
Term Loan A
Repayment schedule 0.05       0.05       0.10       0.10       0.10       0.15       
Beginning balance 1,371      771        352        -            -            -            
Mandatory repayment 69          69          137        -            -            -            
Optional repayment 531        351        215        -            -            -            
Ending balance 771        352        -            -            -            -            
Interest rate 0.05       0.05       0.05       0.05       0.05       0.05       
Interest expense 48          25          8            -            -            -            
Term Loan B
Repayment schedule -            -            -            -            -            -            
Beginning balance 1,675      1,675      1,675      1,534      872        173        
Mandatory repayment -            -            -            -            -            -            
Optional repayment -            -            141        663        699        173        
Ending balance 1,675      1,675      1,534      872        173        -            
Interest rate 0.05       0.05       0.05       0.05       0.05       0.05       
Interest expense 84          84          80          60          26          4            
Total interest and repayments
Total Interests 132        109        88          60          26          4            
Total repayments 599        419        493        663        699        173        

Debt, beginning balance 3,046      2,447      2,027      1,534      872        173        
Repayments 599        419        493        663        699        173        
Net Interest bearing debt, ending balance 2,447     2,027     1,534     872        173        -            
Source: Compiled by the Authors with input from Greissen 2013, Andersen& Melander 2007 &  Spli id 2007
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Exit values and returns in the Up Scenario
IRR and M BM  (DKKm) 2018E
EBITDA 2018 979              
Enterpise Value, exit 10,551          
NIBD, exit -172             
Equity, exit 11,295          
IRR 20.2%
M oney Back M ultiple 3.0              
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Date Debt/ 
EBITDA

Sr. Debt/ 
EBITDA

31-12-1999 4.7 3.2
31-12-2000 4.0 3.0
31-12-2001 3.7 2.3
31-12-2002 3.8 2.4
31-12-2003 3.9 2.3
31-12-2004 4.3 3.0
31-12-2005 4.2 3.6
31-12-2006 4.5 3.9
31-12-2007 4.9 4.4
31-12-2008 4.1 3.5
31-12-2009 3.9 3.3
31-12-2010 4.1 3.8
31-12-2011 4.3 4.0
31-12-2012 4.6 4.4

Source: Compiled by the Authors with data from S& P Capital IQ
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Description  
Since it is the assumed that Royal Unibrew is able to obtain financing, which solely comprises bank loans, 

the historical interest rates are based on the ending balance values of credit institutions on the balance sheet, 

both appearing as a non-current and a current liability. Based on the beginning and ending balance on the 

balance sheet, an average balance for each year is derived, as we assume the interest payments occur linearly 

throughout the year. Thus, the yearly interest rates are calculated by dividing the yearly interest expense to 

credit institutions with the average balance of credit institutions.   

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Credit Institutions (DKKt) 2009 2010 2011 2012
Beginning balance 1,568,223    773,301      209,003      53,654        
Ending balance 773,301      209,003      53,654        634            
Average balance 1,170,762    491,152      131,329      27,144        
Interest expense 103,175      30,565        3,773          756            
Interest rate 9% 6% 3% 3%
Source: Compiled by the Authors with data from Annual Reports
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Revenue (2012-2015E)
Local currency 2012 2013E 2014E 2015E
Carlsberg 67,201           67,579           70,458           73,425           
Anheuser 39,758           43,513           48,152           51,007           
Olvi 312               331               347               369               
SAB Miller 21,760           23,213           23,412           25,100           
Heineken 18,383           19,507           20,024           20,929           
C&C Group 481               477               670               701               
Britvic PLC 1,256             1,319             1,368             1,423             
Molson Coors 3,917             4,213             4,345             4,462             
Asahi 1,579             1,680             1,698             1,718             
Kirin 2,186             2,272             2,249             2,262             
Nigerian Breweries 252,674         277,023         314,864         363,601         
Harboe 1,410             1,344             1,375             1,416             
China Resources 126,236         142,702         163,233         186,964         
Tsingtao 23,580           29,165           33,400           37,529           
Beijing Yanjing 11,628           14,158           15,542           16,816           
Boston Beer Co 580               727               848               950               

Enterprise Value
Local currency 2012
Carlsberg 123,059         
Anheuser 173,754         
Olvi 463               
SAB Miller 86,227           
Heineken 42,474           
C&C Group 1,112             
Britvic PLC 1,394             
Molson Coors 12,141           
Asahi 1,342             
Kirin 2,131             
Nigerian Breweries 1,147,203       
Harboe 828               
China Resources 81,871           
Tsingtao 42,406           
Beijing Yanjing 17,988           
Boston Beer Co 1,630             
Source: Bloomberg

EBITDA, 2013E
Local currency 2013E
Carlsberg 13,770           
Anheuser 17,019           
Olvi 57                 
SAB Miller 5,733             
Heineken 4,252             
C&C Group 136               
Britvic PLC 179               
Molson Coors 1,330             
Asahi 188               
Kirin 302               
Nigerian Breweries 85,388           
Harboe 92                 
China Resources 8,517             
Tsingtao 3,309             
Beijing Yanjing 1,689             
Boston Beer Co 140               
Source: Bloomberg
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EV/EBITDA & CAGR

Carlsberg 8.9 3%
Anheuser 10.2 9%
Olvi 8.1 6%
SAB Miller 15.0 5%
Heineken 10.0 4%
C&C Group 8.2 13%
Britvic PLC 7.8 4%
Molson Coors 9.1 4%
Asahi 7.1 3%
Kirin 7.0 1%
Nigerian Breweries 13.4 13%
Harboe 9.0 0%
China Resources 9.6 14%
Tsingtao 12.8 17%
Beijing Yanjing 10.6 13%
Boston Beer Co 11.6 18%

EV (2012)/ 
EBITDA (2013)

CAGR (2012-
2015E)

EV/EBITDA, CAGR & EBITD-.margin
EV/EBITDA CAGR EBITDA-margin

Carlsberg 8.9 3% 22%
Olvi 8.1 6% 19%
Heineken 10.0 4% 23%
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SUMMARY OUTPUT

Regressions Statistics
Multiple R 0.485039788
R Square 0.235263596
Adjusted R Square 0.180639567
Standard Error 2.089836137
Observations 16

ANOVA
df SS MS F Significance F

Regression 1 18.81028911 18.81028911 4.306961616 0.056866754
Residual 14 61.14381113 4.367415081
Total 15 79.95410024

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%
Intercept 8.380035156 0.907225587 9.236991631 2.47365E-07 6.434229794 10.32584052 6.434229794 10.32584052
X-variable 1 19.32873099 9.313605558 2.075322051 0.056866754 -0.646966227 39.30442821 -0.646966227 39.30442821


