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Executive summary 
 

The purpose of this thesis is to analyse the potential of Olvi Oyj as an acquisition target for Royal Unibrew A/S. 

The price of the acquisition target is one of the most important factor to consider in order to assess the 

attractiveness of Olvi as an acquisition target and is therefore the main focus of the this thesis. The thesis is 

limited in the sense that it ignores the potential synergy effects when two firms merge. In recent years the 

brewery industry has gone through substantial consolidation with increased number of large mergers and 

acquisitions. This trend provided a motive to create a hypothetical business case for an acquisition in the 

brewing industry. 

 The acquisition target, Olvi, is a Finnish brewery which has operations in Finland, the Baltics and Belarus with 

total revenue of around 330m EUR in 2014. Olvi´s product groups ranges from ciders and long drinks to juices, 

energy drinks and mineral waters but the two main product groups are beer and soft drinks.  

The valuation is based on a financial and strategic analysis where the macro and micro environment of Olvi is 

analysed in order to determine future growth opportunities, identify risks and determine the value drivers. The 

results from the previously mentioned chapters was the foundation for forecasting the future profitability and 

activity level of Olvi. 

Using the discounted cash flow model our estimated market price of Olvi is 23.62 EUR per share where the 

observed market price for the cut-off date was 20.4 EUR per share suggesting that Olvi´s stock price is 

undervalued. Due to numerous assumptions and estimates in the valuation model it was decided to support 

our main results with two different forecasting scenarios as well as a sensitivity analysis for our weighted 

average cost of capital.    
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1. Introduction 

 

In recent years the brewery industry on a global scale has gone through substantial consolidation. This has 

been the trend for the last couple of decades but the consolidation of the industry has accelerated even further 

in the past ten years (Carlsberg, 2015). This industry development possibly reached its all-time high when the 

AB InBev bid to acquire SABMiller was accepted in October 2015, which means that the two market leaders in 

the global brewing industry are merging. This trend provided a motive to create a hypothetical business case 

on a similar acquisition in the brewing industry. The thesis will be written from the perspective of the acquirer 

as the owner of the business case. The companies chosen for the case are Royal Unibrew as the acquirer and 

Olvi as the acquisition target. In July 2013 Royal Unibrew entered into agreement with Heineken to acquire 

Finland’s second largest brewery group Oy Hartwall Ab. The acquisition price was DKK 3.3 billion which is not 

far from the enterprise value of Olvi, which makes our hypothetical case realistic (Royal Unibrew, 2015). 

 

When analysing the potential for an acquisition target there are a number of factors to consider. According to 

Aswath Damodaran (2015) there are only three possible motives for acquisitions that are consistent with 

intrinsic value. First, if you believe that the company is undervalued you can buy it for less than the intrinsic 

value and create value where there is no need to change the company or realize any synergy effects. Second, if 

you believe the company is badly managed you can buy the company, turn it around and realize the benefits. 

Third, if you believe there is a possibility for synergy effects, you should be able to realize these benefits when 

the two firms merge.  

The price of the acquisition target is one of the most important factors to consider when acquiring a company 

because if the price is too high the acquirer destroys value for its shareholders when acquiring the target 

company. Therefore, our thesis is focused around the first motive that Damodaran puts forth, namely 

undervaluation. 

 

 

 

 



7 | P a g e  
 

1.1 Problem Statement 

As hinted in the introduction above the scope of the thesis can be summarised in the following problem 

statement: 

“The objective of the thesis is to assess the attractiveness of Olvi as an acquisition target for Royal 

Unibrew.” 

To further clarify how the thesis will be built and how the analysis of Olvi will be structured in order to 

determine its attractiveness the following sub-topics will be address: 

 The nature of the company’s business environment. 

 External and internal factors that influence the company’s cash flow potential and risks. 

 The company’s historical profitability and growth and the future possibilities.  

 The company’s position compared to competitors in the industry. 

 Our estimates of the company’s value compared to the market view. 
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1.2 Methodology 

The purpose of the methodology chapter is to provide descriptive information about the approaches within the 

theory of science used during the investigative design of this thesis along with underlying assumptions. For 

further clarification of chosen methods and practical information the research design, presentation method, 

data collection and analysis will be presented in the following sections. 

1.2.1 Research Design 

The investigative design of this thesis is built with a combination of an academic and practical perspective, and 

the research design will be in form of a quantitative analysis done with a theoretical approach in form of a case 

study. The analysis and research in this paper is based on extensive review of existing secondary data and 

literature. The presentation method used in this report will be done using inductive, bottom-up, approach with 

the aim of being understandable and easily accessible to the reader (Minto, 2007, p. 68). 

1.2.2 Data Collection 

The construction of this report was based on both qualitative and quantitative secondary data. The analysis 

done in this report will be built on secondary data which enabled exploration of the different areas needed for 

the construction of this thesis. The data collected consists of academic books, web-based articles, annual 

reports, company homepages and industry reports. In addition we retrieved useful data from the Bloomberg 

database.   

1.2.3 Limitations and future analysis 

The thesis is limited in the sense that we consider the share price as a stand-alone investment, ignoring 

potential synergy effects that might arise when the two firms merge. We would recommend that future 

analysis on Olvi as a target company in a merger would include the potential synergy effects between the 

companies. Our thesis will not include a section where we look at whether or not it is a strategically good move 

for Royal Unibrew to buy Olvi. Future research might include an analysis of the strategical possibility of Royal 

Unibrew increasing their presence in the Baltic countries. We have also chosen to ignore all legal aspects of the 

acquisition which includes a feasibility analysis of potential involvement of competition authorities. The legal 

aspect is especially interesting now, as recent news of ABinBev/SABMiller merger arise where competition 

authorities stepped in with a mandate that AB inBev divest part of SABMiller in order for the merger to go 

through. It would be interesting to include the legal aspect of the deal in a future analysis.   
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Figure 1 – Structure of thesis. Own creation 

1.3 Structure  

In the following section, the structure of the thesis will be presented. The aim is to provide the reader with a 

general overview of the thesis and the link between different sections in addition to provide an overall 

impression on how the problem statement will be addressed. 

As can be seen in figure 1 below, the first part of this thesis consists of general introduction of the problem 

statement, methodology and the theoretical foundation of the models and methods used as a foundation for 

this thesis. This is followed by presentation of Olvi’s history, operations, products, markets and strategy. The 

purpose of introducing Olvi is to further increase the reader’s knowledge of the company, which is essential 

before advancing to the analysis part. The analysis part of the thesis is divided into Strategic-, Financial- and 

Growth Analysis. Before advancing to the Valuation chapter, the information from the previous chapters will be 

used to form the Forecasting chapter which plays an important role of connecting the previous chapters to the 

valuation. As mentioned the Valuation chapter comes next and followed by Sensitivity Analysis. Finally the 

problem statement will be revisited and the conclusion of the thesis presented. 
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1.4 Theoretical Framework 

The aim of the theoretical framework is to provide a general description of the main theoretical models and 

methods used in this thesis. Any further explanations of assumptions and limitations that might arise when 

moving forward will be described when the models and methods are applied. 

1.4.1 Strategic Analysis 

The main objective of the strategic analysis is to shed light on the macro and micro environment surrounding 

Olvi’s operations and determine future growth opportunities and identify risks. The strategic analysis will be 

used to gain a broad understanding of Olvi’s operating environment. The structure of this chapter will be a top-

down approach starting with analysis of the macro environment of the countries and markets Olvi operates in. 

To locate the macro factors that may affect Olvi’s operations we will analyse the political, economic, socio-

cultural and technological factors (PEST) in the countries Olvi operates in.  

After the macro factors have been analysed and the external opportunities and threats have been identified we 

will turn to micro economic levels. By using Porters Five Forces we will determine the competitive intensity of 

the industry and the attractiveness of the market. The profit potentials of the industry will be determined by 

the collective strength of the five forces: threats of new entrants, threats of substitute products, bargaining 

power of customers, bargaining power of suppliers and intensity of competitive rivalry (Huggins & Izushi, 2011) 

The overall findings of this section will then be summarized and presented in form of SWOT analysis. The 

external factors of the PEST analysis and the Porter’s Five Forces model will presented as opportunities and 

threats, and the internal factors as strengths and weaknesses.  

1.4.2 Financial Analysis 

In the Financial Analysis chapter, Olvi’s value drivers will be analysed using financial ratios with the aim of 

mapping the firm’s economic well-being and uncovering different aspects of its performance and financial 

position (Petersen & Plenborg, 2012). The analysis will largely be based on financial statements and will 

accordingly rely on accounting quality. For the sake of a more meaningful analysis the accounting data will be 

reclassified to some extent. As a framework for the financial analysis the following methods will be used. The 

key financial figures will be used for the profitability analysis, including the ROIC, profit margin and turnover 

rate of invested capital. The level and trend of the key ratios will be analysed using a combination of time-
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series analysis, which is an important tool in generating input for the forecasting, and cross-sectional analysis, 

which will be used to examine the relative performance of Olvi compared to its competitors in the industry. 

The information obtained in the strategic and financial analysis chapters will play a vital role in the future 

forecasts for Olvi. The valuation section will rely on the results from the sections mentioned above as inputs. 

1.4.3 Valuation  

The valuation section will use the output from previous mentioned chapters with the aim of attaining realistic 

estimates of the market value and future earnings, cash flow, profit & loss and financial key ratios. The models 

and methods used in the chapter are presented below. 

1.4.3.1 The Model 

The theory provides several different approaches to value a firm. Berk & DeMarzo (2013) introduce the 

Discounted Free Cash Flow model (DCF), Dividend-Discount model, valuation based on comparable firms and 

Option based valuation. For this thesis, the Discounted Free Cash Flow method will be used. The DCF method 

relies solely on the cash flow in and out of the firm and therefore remains a favourite of practitioners and 

academics (Koller et al., 2010). According to Damodaran (2012) the DCF approach is the appropriate method to 

use when valuing assets or firms that derive their value from their capacity to generate cash flow in the future 

and is commonly used related to possible acquisitions. For these reasons the DCF model was chosen and do to 

the important advantage of not being constrained by leverage policy, the WACC method of the DCF will be 

used (Berk & DeMarzo, 2013). The WACC method is the method that is most commonly used in for capital 

budgeting purposes (Berk & DeMarzo, 2013). The enterprise DCF model discounts free cash flow with the 

weighted average cost of capital, a blended cost of all stakeholders (Koller et al., 2010). The main challenges 

that come with the model are to estimate an accurate cost of capital, forecast a precise growth rate, good risk 

measurements and lastly, since the model requires an estimation of the intrinsic value of the firm being valued, 

it requires very accurate and explicit inputs and information (Damodaran, 2012). 

1.4.3.2 Cost of Capital 

The cost of capital is a highly important concept in financial analysis since, in theory, all companies 

stakeholders are risk averse and therefore want to be compensated for bearing risks. In order to use the DCF 

model, analysts use weighted average cost of capital (WACC) to discount the free cash flow to firm (Petersen & 

Plenborg, 2012). The WACC is by definition the weighted average of the after-tax cost of debt and cost of 

equity (Koller et al., 2010). This model takes into account the fact that interest payments of debt are tax 
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deductible and will therefore lower firms effective after-tax cost of debt (Berk & DeMarzo, 2013, p. 514). The 

WACC formula consists of the cost of equity, the after tax cost of debt and the mix between the debt and 

equity based on market values (Koller et al., 2010). 

1.4.3.3 CAPM 

The cost of equity is based on three factors: the risk-free rate, the market risk premium, and a company-

specific risk adjustment. Models used to estimate the cost of capital include the Fama-French three-factor, 

arbitrage pricing theory model (APT), and Capital Asset Pricing Model (CAPM) (Berk & DeMarzo, 2013). The 

CAPM has been challenged by academics and practitioners. However, despite its recent criticism, Berk & 

DeMarzo (2013) state that CAPM is the best model for estimating the cost of capital when developing the 

WACC in company valuation. The CAPM will thus be the choice of method used in this thesis. 

The CAPM is based on estimations of the risk-free rate, beta and market risk premium. Berk & DeMarzo (2013) 

present the CAPM equation for expected return as follows: 

𝐸[𝑅𝑖] =  𝑟𝑓 + 𝛽𝑖 ∗ (𝐸[𝑅𝑀𝑘𝑡] −  𝑟𝑓) 

Since no asset is truly risk free, a proxy for the risk-free rate must be generated using default-free government 

bonds (Koller et al., 2010). Commonly used method is to choose a single yield to maturity bond, preferably ten 

years. In order to model inflation consistently between the cash-flow and the discount rate, government bonds 

denominated in the same currency as the projected free cash flow should be used (Koller et al., 2010). 

The market risk premium is the reward investors expect to earn for holding a portfolio with a beta of 1, the 

market portfolio itself (Berk & DeMarzo, 2013). The market risk premium is the difference between the 

market’s expected return and the risk-free rate (Koller et al., 2010). Like for the risk-free rate a proxy for the 

“market” must be generated (Livingston, 2014). Due to the fact that none of today’s models can generate a 

precise estimate, the proxy should be based on a calculated average premium (Koller et al., 2010).  

According to the CAPM, a stock’s expected return is driven by beta, which measures how much the stock and 

entire market move together (Koller et al., 2010). Since beta cannot be observed directly, an estimation of its 

value must be made. In this thesis the market model will be the starting point of the beta estimation. In the 

market model, which is the most common regression used for company’s raw beta estimation, the stock’s 

return, not price, is regressed against the market’s return (Koller et al., 2010):  

𝑅𝑖 =  𝛼 + 𝛽 ∗ 𝑅𝑚 + 𝜀 
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Estimating beta using historical regression can only lead to imprecise results. To improve the precision of the 

beta estimation, other factors will have to be taken into consideration. These factors include industry rather 

than company-specific factors, operating risk factors, such as leverage and short term deviations, e.g. due to 

changes in corporate strategy (Koller et al., 2010). These improvements will be covered in more detail in the 

Valuation chapter along with estimation of the required rate of return on debt and the capital structure. 
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2. Presentation of Olvi 

 

This section is intended as a presentation of Olvi as an acquisition target company. This presentation includes 

general information of the company’s history, operation and ownership structure. In addition, the features 

making the company an attractive acquisition target will be presented.  

2.1 History of Olvi 

Olvi is a Finnish beverage company founded on 5 October 1878 by William Gideon Åberg and his wife Onni. In 

1987 Olvi made a decision to issue shares that resulted in tremendous growth for the company. Olvi´s A-shares 

were then listed on the OTC List of the Helsinki Exchange. A total of 12.3 million marks were collected from the 

issue and used for expansion of the company. In 1998 these shares were listed on the main list of the NASDAQ 

OMX Helsinki stock exchange (Olvi Group, 2015). 

Olvi currently operates locally in Finland, Belarus, Estonia, Latvia and Lithuania. The following section will 

provide clearer overview of the markets Olvi operates in and which products it offers in the respective markets. 

2.2 Products and markets 

 

 

 

 

 

 

Figure 2 – Olvi group. Own creation, source: (Olvi Group, 2015) 

 

2.2.1 Finland 

Olvi’s brewery in Finland, Olvi plc, has been located in Luuniemi Iisalmi since the year it was established in 1878 

(Olvi Group, 2015). The brewery’s largest product groups in terms of litres sold are beer and soft drinks. The 

remaining product groups are ciders, long drinks and mineral waters. In 2013, Olvi’s market share in alcoholic 

beverages (beers, ciders and long drinks) was 24 percent, holding a leading market position in long drinks. In 
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mineral waters and soft drink, Olvi plc had a market share of 23 and 5 percent respectively (Olvi Group, 2013). 

In 2014 domestic sales increased by 2.7 million litres, however, the exports declined by 10.8 million litres, 

resulting in a total of 151.8 million litres sold or 26.3 percent of the Group sales, compared to 159.9 million 

litres, 28.7 percent of the Group sales in 2014 (Olvi Group, 2014).  

2.2.2 Estonia 

Olvi holds 100% of the shares in the oldest and largest drinks manufacturer in Estonia, AS A. Le Coq. Their 

portfolio includes 11 different product groups. The main product group is beers, followed by juices, waters and 

soft drinks. The remaining groups are cider, light alcoholic beverages, active juice drinks, sports and energy 

drinks, syrups and kvass. A. Le Coq has a leading market position in three product groups, beer, juices and long 

drinks. In addition, A. Le Coq ranks a strong second in the production of water, soft drinks and cider (A. Le Coq, 

2015). A. Le Coq has been awarded the title of The Most Competitive Food Industry Enterprise in Estonia for 

seven consecutive years, from 2007 to 2014, 2015 is yet to be announced (ECCI, 2015). This strong market 

position is a result of constant commitment to product quality and product development. Apart from 2013, the 

sales volume in Estonia has been increasing annually in recent years. In 2014 the sales were 131.5 million litres 

compared to 125 million litres in 2010, although slightly declining relatively to the Group sales. As a percentage 

the sales in Estonia accounted for 22.8% in 2014 compared to 26.4% in 2010 (Olvi Group, 2011, 2013 and 

2014).  

2.2.3 Latvia 

In April 1999 Olvi acquired a majority share in the Latvian brewery A/S Cesu Alus, and at the end of the 

accounting period in 2014 Olvi holds 99.86% of the company’s shares (Olvi Group, 2014). Cesu Alus is the 

oldest brewery in Latvia and its history goes all the way back to 1590. Olvi’s acquisition on the company marks 

the beginning of a new stage for Cesu Alus and in 2003 Cesu Alus became the second largest beer producer in 

Latvia (Cesu Alus, 2015). The sales volume has been relatively stable in the past years, although declining 

slightly in 2014, accounting for 14.3% and 13.2% of the total Group sales in 2013 and 2014 respectively (Olvi 

Group, 2014). The company’s main product groups are beer, light alcoholic drinks, energy drinks, non-alcoholic 

drinks, naturally fermented kvass and juice (Cesu Alus, 2015). Cesu Alus has a clear leading market position in 

ciders, long drinks in the Latvian market. In 2013 Cesu Alus improved its market position in the Latvian beer 

market and ranked number two, falling only a few percent short of the market leader (Olvi Group, 2013). 

Recently, Olvi’s market share in the Latvian beer market has been declining slightly and currently Olvi ranks in 

third place (Euromonitor, 2015). 
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2.2.4 Lithuania 

Olvi acquired its first share in the Latvian brewery Volfas Engelman in 1999, the same year as previously 

mentioned Cesu Alus. Volfas Engelman’s largest product group is beer. In addition the company produces cider, 

alcoholic drinks, non-alcoholic drinks and kvass. In the company’s largest product group, beer, the company 

managed to increase its market share in the declining Lithuanian beverage market and ranks number three, 

with 19 percent market share in 2013 (Olvi Group, 2013). The company is the clear market leader in long drinks 

and kvass on the Lithuanian market and one of two companies that battle for the leading position in ciders 

(Olvi Group, 2013). In 2014 a new canning line was introduced in Lithuania, which contributed to a clear 

improvement of the company. Sales volume increased by 16.5% and accounted for 14.1% of the total Group 

sales in 2014 compared to 12.5% in 2013 (Olvi Group, 2014). 

2.2.5 Belarus 

In 2008 Olvi continues to enter new markets and grow by acquisitions. Having acquired majority stake in 

breweries in Estonia, Latvia and Lithuania, the Group decided to enter the Belarusian brewery market (Olvi 

Group, 2015). That was done by acquiring 51 percent stake in one of the oldest breweries in Belarus, Lidskoe 

Pivo. Olvi has increased its ownership stake in the recent years and currently holds 94.57 percent stake in the 

company (Olvi Group, 2015). Lidskoe Pivo was founded in 1876 and in a few years it became the official beer 

supplier to the court of His Imperial Majesty in Saint Petersburg. The company´s main production group is beer 

and its main product is the Lidskoe Pivo beer. Besides beer, the company also produces kvass, cider, water and 

soft drinks (Lidskoe Pivo, 2015). The sales volume of the Belarusian brewery has been increasing for five 

consecutive years, amounting to 170 million litres in 2014, accounting for 29.5 percent of the total Group´s 

sales volume, the highest of all countries, compared to 111 million litres in 2010, 23.6 percent of the total (Olvi 

Group, 2011-2014).  

2.3 Share Price Performance 

Figure 3 below shows Olvi’s share price development in the period of January 2009 to July 2015, adjusted for 

the stock split on the 11th of April 2011. As can be seen from the figure 3, in the two year period prior to the 

stock split, the stock price had been increasing steadily. In the beginning of 2009 the central objectives of the 

Group were to improve profitability while maintaining good market position. After seeing good results from the 

above mentioned objectives, the focus changed and new objectives were set, mainly due to two key 

milestones. First, cost decreases were seen in all Group companies and due to new canning capacity 

domestically, Olvi´s production performance improved significantly. Second, successful takeover of the OAO 
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Lidskoe Pivo Brewery in Belarus opened up a whole new market for Olvi. Following these two milestones, the 

focus was set on two new objectives. First, after the successful production improvements and cost decreases 

the focus was set on increased automation levels and the development of internal logistics. Second, following 

the acquisition mentioned above, Belarus was defined as the future area of priority in productive investments 

and plans for Belarus were made until year 2014 

 

Figure 3 – Olvi´s share price. Own creation, source: (Nasdaq, 2015) 

The improvements continued in 2010 and Olvi Group set new records for sales volume, net sales and operating 

profit. In the Group´s new operating area Belarus, sales growth was rapid. The share price continued to 

increase throughout the year, although not quite at the same pace as the year before. 2011 Started out great 

and the share price increased steadily until the stock split. In April 2011 Olvi implemented a stock split in which 

one A-share produced one extra A-share, and one K-share produced one extra K-share so the number of shares 

doubled (Olvi Group, 2011). After the split, decline was seen in the stock price. From January 2012 to January 

2014 the stock price increased steadily and almost doubled during the period. Since then the price has been 

showing a slightly negative trend. 

2.4 Ownership Structure 

Olvi shares are distributed between two classes, A-shares and K-shares. The A-shares, a total of 17.026.552, are 

listed in the main market of NASTAQ OMX Helsinki and come with the voting rights of one vote per share. The 
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% Of voting rights 

Olvi Foundation Sporting Hekki Others

% Of share capital 

Olvi Foundation Sporting Hekki Others

Figure 4 – Share capital. Own creation, source: (Olvi Group, 2015) 

K-shares are 3.732.256 and come with the 20 votes per share. The owners of the shares are entitled to equal 

dividend. At August 31, 2015, the 20 largest shareholders owned 42.27 percent of the total share capital giving 

them the combined voting rights of 86.73 percent of the total votes. Olvi Foundation holds 890.613 A-shares 

and 2.363.904 K-shares which means they have the controlling interests with 52.54 percent of the total voting 

rights, although only holding 15.68 percent of the share capital. The second largest shareholder is Hortling 

Heikki with 99.760 A-shares and 903.488 K-shares, a share capital of 4.83 percent and voting rights of 19.82 

percent (Olvi Group, 2015). 

 

 

  

 

 

              

Figure 5 – Voting rights. Own creation, source: (Olvi Group, 2015) 

 

When firms have ownership structure like Olvi does, there are few issues that need to be addressed. First of all, 

Olvi has few large shareholders and in order to analyse what effects that has on the firm´s value, there are two 

factors that need to be pointed out. On one hand you have the Incentive effect. Large shareholders address the 

shareholder problem in that they do have interest in profit maximisation and actually enough control over the 

firm´s assets to have their interest respected. On the other hand there is the Entrenchment effect. Large 

shareholders may be tempted to represent their own interests, which need not coincide with the interests of 

other investors in the firm, or with the interest of employees and managers, and undertake actions that 

destroy the residual value of the firm. These actions might be extraction of private benefits of control at the 

cost of minority investors (Shleifer & Vishny, 1997) 

Secondly, this type of dual class structure has sometimes been criticized. By separating the cash flow rights the 

large owners can create the so called “controlling minority structure”, where they can individually retain 

control while holding only a small fraction of equity claims on the company´s cash flows. In a study done by 
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Bennedsen and Nielsen (2010), the effects of disproportional ownership were analysed. They found that having 

less than absolute control makes it harder for the largest owner to monitor management and to extract private 

benefits. A higher voting power to the largest owner thus improves the efficiency of monitoring, i.e. reduces 

the owner´s private costs to monitor management, the Incentive effect discussed above. On the other hand, 

higher voting power relative to cash flow rights increases the owner´s incentive to divert corporate value and 

extract private benefit, the Entrenchment effect. Although there are no empirical evidence that disproportional 

ownership structure has negative effect on firm´s performance, Bennedsen and Nielsen (2010) concluded that 

the Entrenchment effect dominates the Incentive effect as their results stated that disproportional ownership 

reduced the residual firm value and the discount was higher with dual class structure.  
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3. Strategic Analysis 

3.1 PEST Analysis 

The strategic analysis on the macro-economic factors surrounding Olvi’s operations will be performed in the 

form of a PEST analysis. The primary objective of the PEST analysis is to analyse and identify the relevant 

political, economic, social and technological factors that may affect Olvi’s cash flow potential and risk. Olvi’s 

operation as a Group is spread over several markets and countries that differ substantially in terms of social 

and economic situations and the face of directions and development (Olvi Group, 2014). For that reason, the 

analysis will largely be focused on the most relevant individual markets and segments when they apply, rather 

than treating the Group’s operation as one entity. The dynamics of the brewing industry is considered 

relatively stable and the products offered are simple in nature. For this reason, the strategic literature suggests 

that the macro analysis should to a large extent be conducted on a historical basis as a means of forecasting 

the future (Petersen & Plenborg, 2012). 

3.1.1 Political Factors 

 

Operating in the beer and soft drink industry on a multinational level, Olvi is exposed to a wide range of 

national and international laws and regulations. Any changes in governments and/or government policy in any 

of the countries Olvi operates in can have serious consequences for the Group. The most significant political 

risk factor for Olvi relates to VAT and excise tax regulations. For obvious reasons increases in VAT or excise tax 

rates will have negative effects on Olvi’s operations. Generally these increases result in higher price of the 

products which might lead to reduction in consumption. Governments have historically used excise duties in 

order to reduce consumption on products that are not considered healthy.  

Although all countries Olvi operates in, with the exception of Belarus, are in the European Union, the VAT and 

excise duties in each country can differ significantly. In recent years, the VAT rates have increased in all of the 

countries Olvi operates in. In 2010 the standard rates in Finland increased from 22% to 23% and again in 2013 

up to 24% making the VAT rates in Finland one of the highest in Europe (European Commission, 2015). In 

addition to the VAT, Finland currently has the highest excise duty on beer in Europe, EUR 32.05 per hl/° of 

alcohol, a rate which has increased more than 40% since 2008 (Earnst & Young, 2013). In 2009, Latvia and 

Lithuania also experienced increases in the standard VAT rates from 18% to 21% and 19% to 21% in Latvia and 

Lithuania respectively. Despite these increases both of these countries are still around the average in Europe.  
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Figure 6 – VAT rates. Own creation, source: (European Commission, 2015) 

The excise tax rates on beer in Latvia and Lithuania are both above the minimum rate of EUR 1.87 per hl/° of 

alcohol, although, compared to the average they are still relatively low. However, earlier this year the Latvian 

Prime Minister Laimdota Straujuma revealed that the ruling coalition parties in Latvia had agreed to increase 

the excise tax on alcoholic beverages. The excise tax on beer would rise 22.6% from the current level of EUR 3.1 

to EUR 3.8 per hl/° of alcohol Mr. Straujuma also said that further increases were expected in 2016 and 2017 

and could reach EUR 4.4 per hl/° of alcohol (The Baltic Course, 2015).  

In Lithuania, the excise duties on beer have, like the VAT, increased in recent years and the current rate is EUR 

2.71 per hl/° of alcohol (European Commission, 2015). The excise duties on beer in Lithuania is relatively low 

compared to the duties on spirits, which has resulted in large black market imports on spirits from Russia and 

Belarus (Žukauskas, 2012). On a speculative note, the Lithuanian government might consider future decreases 

of the excise duties on spirits in order to reduce these imports, similar to what they did to prevent the illegal 

imports of tobacco products. This might result in an increase of the excise duties on beer. 
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Figure 7  - Excise duty. Own creation, sources: (Euromonitor, 2015) and (European Commission, 2015) 

Belarus and Estonia are the countries that have the lowest VAT rates of the once that Olvi operates in. the VAT 

rate has been relatively stable in both countries and is expected to stay stable in the near future. The rate 

increased from 18% to 20% in 2009 in Belarus and 2010 in Estonia. The development of the excise duties in 

Estonia and Belarus has also followed a similar trend. The excise duties on beer in Estonia has increased in 

recent years and is the third highest of the countries Olvi operates in. Although the rate doesn’t come close to 

the one in Finland it is more than double the rate in Latvia and Lithuania, EUR 7.22 per hl/° of alcohol 

(European Commission, 2015). The increases of the excise tax rate in Estonia are expected to continue with the 

announced increases of 5% per year until 2016 (Earnst & Young, 2013). 

 

 

 

 

 

 

 

 

 

 

The excise duties in Belarus have also been increasing in recent years and after the two increases in January 

and July 2014 the excise duties on beer is 3500 BYR1 which is equivalent to EUR 20.32 per hl/° of alcohol 

(Euromonitor, 2015). This means that Belarus has the second highest excise duties on beer of the countries Olvi 

operates in. Belarus has in general high excise duties on alcoholic beverages which has resulted in decline in 

sales volume and according to Belarus’ budget plan, further increases of excise duties on spirits and non-grape 

                                                           
1
 Per 1 litre of RTD product (beer with alcohol content of 0.5-0.7%). 

2
 Using the EUR/BYR exchange rate on September the 9

th
 2015. 
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Figure 8 – GDP growth. Own creation, source: (The World Bank, 2015) 

wine are expected. Excise duties on beer on the other hand is expected to stay at current level (Euromonitor, 

2015) 

3.1.2 Economic Factors 

Before addressing the economic outlook for Olvi it is important to identify which factors have the most 

significant effects on Olvi’s operations. In addition to the tax legislation risk factors covered above, Olvi is 

exposed to negative changes in the economy which may impact consumer’s purchasing behaviour and foreign 

exchange rate risk (Olvi Group, 2013). 

3.1.2.1 Gross Domestic Production 

 To analyse the economic outlook for the countries Olvi operates in, the inflation-adjusted measure GDP will be 

used. GDP is calculated as the sum of the gross value added by all resident producers in the economy plus any 

product taxes, minus any subsidies not included in the value of the products. It is calculated without making 

deductions for depreciation of fabricated assets or for depletion and degradation of natural resources (The 

World Bank, 2015). 

As Figure 8 shows, all the countries were affected by the economic recession as can be seen by the substantial 

drop in the GDP growth rate during 2007 to 2009. In 2010 all countries had reached a positive GDP growth 

except for Latvia, but they reached it in 2011. Since 2011 the GDP growth rate for the countries has had a 
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slightly declining trend although still remaining positive, except from Finland where in 2012-2014 they have 

had a negative GDP growth rate. Finland has also the lowest average growth rate in the years 2006-2014, 0.49 

percent, whereas Belarus has the highest, 5.19 percent. The difference between the economic growth in 

Finland and the rest of the western world is striking, and according to Nordea Economic Outlook (2015), the 

gap only seems to be widening. Western countries have enjoyed a moderate growth cycle for several years, 

whereas Finland appears to have stagnated. The Finnish economy is expected to grow slightly, but a 

prerequisite for that is that the Finnish government executes quickly in finding and implementing reforms 

solution (Nordea Economic Outlook, 2015). 

The other countries all have around two percent average GDP growth rate. The average expected GDP growth 

rate for all the countries the next five years is above the nine year historical growth rate except Belarus.  

All else equal, this would seem as optimistic expectations given the recent history, again with the exception of 

Belarus which will be covered later. However, the recession period of 2009 – 2010 has resulted in lower short 

term historical average as compared to average further back in time. Keeping that in mind, these expected GDP 

growth rates are considered conservative to realistic. The economy in Estonia is expected to benefit from 

increased exports and investments. Consumption is expected to grow at a moderate level and real wage is 

expected to grow (Nordea Economic Outlook, 2015). 

The Latvian economy has been the best performer in the Baltics. There have however been some difficulties in 

retaining and attracting migrants in Riga, but rising wages should contribute positively to emigration reduction. 

In fact the Latvian labour market seems to be becoming more attractive as can be seen by growing number of 

employed youth (Nordea Economic Outlook, 2015). 

In Lithuania, the domestic activity is the main reason for economic growth. This can be seen with private 

consumption growth, falling unemployment, strong consumer confident and high activity in the real estate 

market. On the other hand exports, mainly to Russia, have decreased significantly. However the positive 

domestic activity outweighs the declining exports and the outlook for aggregated GDP growth is positive 

(Nordea Economic Outlook, 2015). 

The recent GDP development for Belarus has been slightly different compared to the other countries. To begin 

with, the GDP growth rate in Belarus was the least affected of all the countries by the resent economic crisis, 

and therefore much higher than the other countries. Second, the historical average from the past nine years 
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2008 2009 2010 2011 2012 2013 Average

Finland 85 84 83 85 79 80 83

Estonia 88 85 78 72 72 73 78

Latvia 68 69 70 74 76 78 73

Lithuania 91 83 90 96 96 93 92

Belarus 50 47 50 54 51 51 51

Average EU 78 75 73 73 72 71 74

Table 1 – Beer consumption. Own creation, source: (The Brewers of Europe, 2014) and (Euromonitor, 2015) 

has been significantly higher than the historical average. Therefore these estimates going forward can be 

considered realistic.   

3.1.2.2 Foreign Exchange Risk 

Foreign exchange risks affect Olvi through commercial transactions and can have negative effects on the 

company’s margins. These transactions are the cash flows from Olvi’s purchases and sales and investments in 

foreign subsidiaries and the conversion of their balance sheet items into euro. Do to the fact that most of the 

Group’s product sales and purchases of raw materials are denominated in euro and the fact that the Estonia 

Lithuania, Finland and Latvia are using the euro, the foreign exchange exposure mainly arises from the 

subsidiary in Belarus. The balance sheet conversion of the BYR to euro poses a risk for Olvi and can result on a 

decline in Olvi’s operating profit (Olvi Group, 2014). According to Olvi’s 2012 Annual report, the Group has not 

engaged in active currency hedging. However, in the 2013 and 2014 annual it is stated that the Group regularly 

assess this risk and the foreign exchange rates can be hedged if required by the situation at hand. The 

Belarusian Ruble has been showing devaluating trend recently which imposes uncertainty on the Belarusian 

operation and in fact this trend had its impact on Olvi’s net sales and earnings for 2014 (Olvi Group, 2014). 

3.1.3 Socio-Cultural Factors 

3.1.3.1 Consumption  

Table 1 depicts the development of beer consumption per capita for the period 2008 to 2013 presented in 

litres. As the table shows, the consumption varies between the countries. Lithuania has the highest per capita 

consumption of beer while Belarus has the lowest. Finland has the next highest consumption and although not 

as high as in Lithuania, the average still exceeds the average in the European Union over the same period by 9 

litres. The average per capita consumption in Estonia during this period was 78 litres and finally, Latvia is 

slightly below the EU average with 73 litres per capita.   
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Figure 9 – Indexed beer consumption. Own creation, sources: (The Brewers of Europe, 2014) and (Euromonitor, 2015) 

 

To analyse the historical trend and the development of the consumption, year 2008 was used as a base year 

and the per capita consumption in the following years was indexed against the consumption during that year. 

The average per capita beer consumption in the European Union has shown a slightly decreasing trend as 

figure 9 shows. The consumption in Finland has followed a similar pattern as the EU average, with a decline of 

5 litres per capita during the period. Lithuania and Belarus showed a similar trend during this period, the 

consumption fell slightly in 2009 compared to 2008 and then increased again the following two years before 

declining slightly during the period 2012 to 2013. However, although these two countries show a similar trend 

it needs to be kept in mind that the per capita consumption in Lithuania is more than 82% higher than in 

Belarus. Finally it is interesting to see how different the trend of consumption throughout the years looks like 

for Latvia and Estonia. Latvia, starting with 68 litres consumed per capita showed an increase in the 

consumption by almost 15% during the period. On the other hand, the per capita consumption in Estonia in 

2013 was 17% lower than in year 2008. However, although these countries had the largest change in 

consumption behaviour during the period it is interesting to see that they both showed the same trend of 

development towards the EU average and currently being the two countries with per capita consumption 

closest to the EU average.  
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Figure 10 – Unemployment. Own creation, source: (The World Bank, 2015) 

Although the economic situation in Europe has been turning slightly to the better in recent years and is 

expected to continue to show a positive trend, the beverage market in which OLVI operates in still seem 

challenging. The total consumption is expected to decline slightly, with consumption shifting more and more to 

less expensive products (Olvi Group, 2013). 

3.1.3.2 Unemployment 

An increase in the unemployment rate and consequently a decline in consumer purchasing power might have 

negative effect on the demand for the company’s products (Olvi Group, 2013). Figure 10 depicts the 

Unemployment rates for the countries Olvi operates in for the period 2005 to 2013. Belarus has the lowest 

unemployment rate and the most stable one. Finland has the second lowest unemployment rate which has 

been relatively stable in recent years although still being slightly higher than before the financial crisis hit 

Europe in 2008. The Baltic countries all show a similar pattern and following the financial crisis, unemployment 

increased significantly. It is interesting, when analysing the countries reaction to the financial crisis, to compare 

the growth rate of the unemployment rate with the growth rate of GDP. For all the countries except for Belarus 

there is a negative correlation of more than 0.9. This is not surprising since in general, if unemployment 

increases GDP is expected to fall, and vice versa. It is however surprising to find that there is a positive 

correlation in Belarus of 0.54 between GDP growth and growth in the unemployment rate.  
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Having analysed the relationship between unemployment and GDP, we will now turn to the effect 

unemployment has on beer consumption in the countries and finally we will revisit GDP and how GDP growth 

affects consumption. To do that, the correlation between the two variables during the period 2009 to 2013 was 

analysed. Not surprisingly, we found negative correlation between unemployment rate and consumption, 

although not as extreme as between GDP and unemployment. This means that when unemployment rate 

increases there can be seen a decline in beer consumption. Again however, Belarus was the only exception, the 

correlation was positive and close to 0.5 similar to the correlation between GDP and unemployment presented 

above.  

GDP growth on the other hand seems to be highly correlated with growth in beer consumption for Latvia, 

Lithuania and Belarus amounting to 0.63, 0.73 and 0.87 respectively. In Finland, GDP growth is also positively 

correlated with consumption growth, although not as strongly as the previously mentioned countries. Estonia 

is the only country with negative correlation, which could be expected given that they had the largest drop in 

consumption during the period while showing a positive GDP development. A possible explanation for this 

deviating behaviour in Estonia could be the fact that due to high taxes on alcohol in Estonia and relatively few 

bars, restaurants dominate the beer sale in Estonia and on-trade sales are less than 10% of the market (Earnst 

& Young, 2013). Therefore, while the GDP growth during the period was increasing, the slowing tourism in the 

country had negative effects on restaurants sales and consequently on beer sales. 

 

3.1.4 Technological Factors 

Technological factors affect Olvi’s operation throughout the whole value chain, ranging from production, 

distribution and communication to information security and IT. For a brewing company like Olvi, production 

has the highest weight when it comes to technological factors. Olvi strategy towards technological factors has 

been proactive towards production efficiency and optimisation as well as compliance with environmental law 

and regulation. Olvi’s strategy has involved high focus on production improvements and automation, logistics 

and automated high-storage, filling and canning lines and refill line for recyclable products (Olvi Group, 2015). 

In terms of environmental issues, technological improvements have played a large role in Olvi’s history. Energy 

efficiency has been improved in various ways in the production facilities, internal logistics have been made and 

due to new recycling line, bottle washing machine was closed which reduced the waste water load. 
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Figure 11 – Porters Five Forces. Own creation, source: (Petersen & Plenborg, 2012) 

 On the risk side it is also worth mentioning that Olvi is exposed to operational disruptions and deficiencies due 

to information technology and systems (Olvi Group, 2013). Finally, due to the increasing interest in diversity 

and variety in European beer culture in recent years, the amount of microbreweries has more than doubled 

since 2008. This development imposes a substitution product risk for Olvi. 

3.2 Porters Five Forces 

The attractiveness of an industry is ultimately a result of how likely companies can generate returns equal to or 

above the cost of capital. There are several factors influencing the attractiveness of the industry but it is 

generally accepted that as competition increases abnormal returns decrease. In order to get a better 

understanding of the competitive environment in the beverage industry it can be useful to perform a five 

forces analysis (Petersen & Plenborg, 2012). Figure 11 highlights those factors which we will discuss in detail in 

the next section.   

 

 

 

 

 

 

 

 

 

 

3.2.1 Bargaining Power of Suppliers 

Analysing the bargaining power of suppliers will enable us to understand the relative strength of suppliers to 

the industry. When suppliers have high bargaining power they are able to squeeze profitability from the market 
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participants by increasing prices and lowering product- or service quality. Two important factors, that influence 

the suppliers bargaining power, are industry concentration and switching costs (Petersen & Plenborg, 2012).  

In order to get a good understanding on how strong the bargaining power of suppliers to the beverage industry 

is, it is necessary to start the analysis by defining who the suppliers to the industry are. In broad terms the 

suppliers can be divided into three groups: suppliers of commodity inputs (sugar, hops, barley, oranges etc.), 

suppliers of machinery and suppliers of other materials used in the production (plastic bottles, aluminum cans 

etc.) where each group of suppliers has different bargaining power. Looking at the first group it can be said that 

this group of suppliers has little or no bargaining power mainly due to two reasons. First, commodity inputs 

have low switching cost due to the fact that the product is simple in nature (sugar is just sugar). Second, there 

is a very active market price for these commodities and therefore it is hard to imagine that suppliers have any 

bargaining power when it comes to the prices of these commodities. Coming over to the second group it is 

likely that this group has slightly more bargaining power. Setting up a full scale production line with expensive 

machines is a significant investment for the company, both in terms of the amount of capital invested as well 

as training employees to use the machines etc. Therefore companies can’t as easily switch out part of the 

production line without incurring additional costs and companies might also need to rely on the supplier for 

service maintenance and spare parts. The third and final group has similar characteristics as the first group and 

is therefore also considered having low bargaining power. Taking into account all three categories of suppliers 

the conclusion is that suppliers have low-to-medium bargaining power.   

3.2.2 Bargaining Power of Buyers 

Analysing the bargaining power of buyers will enable us to understand the relative strength of buyers to the 

industry. When buyers have high bargaining power the industry is typically less profitable. Two important 

factors, that influence the suppliers bargaining power, are the size of each buyer and switching costs (Petersen 

& Plenborg, 2012).  

The same goes with the analysis of the bargaining power of buyers as suppliers, it is essential to start out by 

defining who the buyers to the beverage industry are. Instead of thinking of the end users, that is, individuals 

who buy beer at the pub or their soda drink at the supermarket, it is imperative to look at the middleman. In 

the case of beverages there are two main groups of buyers which will be referred to as off-trade buyers and 
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Figure 12 – On-trade vs. off-trade sales. Own creation, sources: (The Brewers of Europe, 2014) and (Euromonitor, 2015) 

on-trade buyers3 (Earnst & Young, 2013).The most influential factor affecting the bargaining power of these 

two groups is the size of each buyer.  

As figure 12 shows, the proportion of on-trade beer consumption only accounts for around 6% to 15% of the 

total consumption in the markets that Olvi is operating in and therefore it is imperative to put more weight on 

the analysis of the off-trade part4.      

 

 

 

 

 

 

 

In order to assess the bargaining power of the off-trade buyers it is imperative to analyse the market 

concentration for the retail industry. To determine the market concentration the CR4 and HHI ratio will be 

found for all the countries. The CR4 concentration ratio measures the sum of the market sizes of the largest 4 

firms in the market. As an example, in a monopoly the CR is 100 percent since there is only one company with 

100 percent market share. Conversely, in perfect competition, each firm’s market share is so small that the 

concentration ratio is zero.  To supplement the concentration ratio we will calculate the Herfindahl-Hirschman 

Index (HHI), which measures the sum of squares of the market shares of all the firms in the market. Similar to 

CR, the higher HHI is, the more concentrated the market is. Hence, in monopoly, HHI =1002 = 10,000. The 

reason we will also compute the HHI, not only CR4, is the fact that in a market where there are few firms and 

one single firm is dominating the market, it will be reflected in the HHI, as it takes into account the relevant size 

distribution of the firms in a market (Norman, Pepall, & Richards, 2012).  

                                                           
3
 Off-trade buyers refers to wholesalers and retailers and on-trade buyers refers to restaurants, bars hotels etc. (often 

referred to as the hospitality sector) 
4
 No data available for Belarus 
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HHI is defined as: 

HHI = (𝑋1)2 + (𝑋2)2  + (𝑋3)2  + (𝑋4)2 … + (𝑋𝑛)2 

Where 

 X = Market share % * 100 

According to the United States Department of Justice, markets in which the HHI is between 1.500 and 2.500 are 

considered moderately concentrated, and markets where HHI exceeds 2,500 are considered highly 

concentrated. As seen in table 2 the countries Olvi operates in suggest a moderate concentrated industry 

which can in fact be defined as oligopolistic competition. The average CR4 in 2014 for the countries Olvi 

operates in was 66% and the average HHI 1,646. An industry with CR4 higher than 80 percent is considered 

highly concentrated and similarly, a HHI higher than 2,500 suggests a highly concentrated oligopolistic 

competition (Norman, Pepall, & Richards, 2012). Finland is considered highly concentrated with two large 

players dominating the market with a HHI of 2,835 which gives these two retailers high bargaining power. 

Lithuania and Latvia are considered moderately concentrated with HHI of 1,910 and 1,647 respectively which 

gives retailers moderate bargaining power. Turning to Estonia and Belarus we see that these two countries 

have low concentrated retail market thus not having low bargaining power. 

Table 2 – CR4 & HHI market concentration for retail industry 2014. Own creation, source: (Euromonitor, 2015) 

 

Switching over to the other group, on-trade buyers, the analysis becomes more complex due to lack of data on 

the market concentration. In general it could be expected that most players within the on-trade group have 

relatively limited bargaining power due to their size, e.g. small bar-, restaurant- or hotel owners. However 

there are cases where the company might be selling to a hotel chain or to a party who owns/represents several 

large bars or restaurants. In that case the buyer might have some bargaining power. 

CR4 HHI

Finland 86% 2835

Estonia 69% 1290

Latvia 66% 1647

Lithuania 73% 1910

Belarus 36% 546
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Our conclusion is that on a consolidated level the bargaining power of buyers is low to moderate due to an 

average HHI index of 1,646 for the off-trade buyers and our assumption that on-trade buyers have low 

bargaining power.  

3.2.3 Threat of New Entrants 

Analysing threat of new entrants will enable us to understand the probability of new players entering the 

market. When new players enter the market they strive to gain market share which ultimately affects 

profitability negatively. There are several important factors that come into play e.g. investment needs, 

profitability in the industry, importance of production location and switching costs (Petersen & Plenborg, 

2012).  

Investments / profitability 

The beverage industry is relatively capital-intensive industry because in order to manufacture and sell 

beverages the company needs to invest heavily in fixed assets like property, plant and equipment.  Companies 

in capital-intensive industries typically increase profitability by increasing economies of scale. High capital 

needs and the necessity for economies of scale both serve as a high barrier of entry to the beverage industry.  

Location 

In order to assess how important location is it is necessary to analyse several factors. Beverage companies are 

production companies, which generally would suggest that location matters because of additional costs 

incurred by shipping the product from A to B. That is however not always the case because it depends on how 

costly it is to ship the product in relation to its price. A computer chip manufacturer in South-Korea which sells 

its product in Europe does not incur high cost relative to the price of its product, both due to the fact that 

computer chips are very small and also because of relatively high selling price. The beverage industry, on the 

other hand, is faced with relatively large shipping cost compared to the price of its product, both because 

beverages are heavy to ship and unit price is low. Location therefore serves as a high barrier of entry to the 

beverage industry.  

Switching costs 

Customers switching costs in the beverage industry is very low for two reasons. First, there is no cancelation 

fee or other costs associated with switching producers. An example of this might be that if you decide to buy 

Heineken instead of Carlsberg beer you do not incur any additional costs when switching between producers. 

Second, there is little or no cost associated with extra time/effort needed to switch producers since beverages 
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are available in wide variety in most supermarkets. Switching costs therefore serve as a low barrier of entry to 

the beverage industry.  

3.2.4 Threat of Substitutes 

Analysing the threat of substitute products will enable us to understand the risk of substituting products in the 

market. Substitute products limit the profitability potential in an industry as high returns in the industry will 

make substitutes more attractive. Two important factors, that influence the risk from substitute products, are 

the price-performance relative to industry products and if they are produced by industries earning high 

returns. (Petersen & Plenborg, 2012)  

Olvi is categorized as being part of the beverage industry but due to the different nature and product mix 

within the industry it can be beneficial to divide the industry further up in order to make the analysis more 

concrete. As seen in figure 13 Olvi´s product mix can be divided into three main groups where each category 

represents different consumer needs5.  

 

                                                           
5
 In our analysis we focus on substitute products that are not already a part of Olvi’s product mix. 



35 | P a g e  
 

 

Figure 13 – Substitute products. Own creation. 

 

The first category, alcoholic beverages, is mostly used in conjunction with food and when people are out 

partying. The key element that separates this category from the other two is the fact that these drinks contain 

alcohol. Wine is considered a substitute product since it contains alcohol and is widely used with food and 

partying. Even though wine has some of the same characteristics as the other products in the category it is not 

a perfect substitute since wine has different flavour than the other products as well as being priced differently. 

Hard liquor is another product that might serve as a substitute but somewhat in a limited way. One might take 

a shot of vodka instead of grabbing a beer when at a party but it is hard to imagine that many would drink 

vodka instead of a beer when out dining6. First category is therefore considered as having low to medium 

threat of substitutes. Group two, sugar beverages, is mainly used in conjunction with food but also serves as 

energy booster due to caffeine and sugar intake. Possible substitute products for energy- and soft drinks might 

include coffee since it provides the consumer with caffeine. It is even easier to substitute some of the sugar 

drinks since the consumer can get similar effects from food products that contain sugar e.g. fruits and candy. If 

                                                           
6
 In our analysis of hard liquor, we assume that it is not mixed with other drinks because that might resemble a long drink, 

which is already a part of Olvi’s product mix. 
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the consumer is looking to increase energy he/she can substitute with food containing high energy e.g. energy 

bars and nuts. Even though food might in some cases be a substitute it is however far from being a perfect 

substitute since it is quite different in nature when compared to drinks. Second category is therefore 

considered to have low to medium threat of substitutes. The third group, waters, is the category which has the 

fewest substitutes. Water is mostly used in conjunction with food, exercise and as refreshment. Water is in its 

essence a product that is very hard to substitute due to the fact that water is something the body needs to 

survive. One could argue that wine might be a substitute for water since both drinks are used when eating food 

but due to the extremely different nature of these two products we conclude that water has no real 

substitutes. Third category is therefore considered as having no threat of substitutes.  

3.2.5 Industry Rivalry 

Industry rivalry can be defined as the competitive rivalry within the industry and the extent to which 

companies exert pressure on each other with the aim of limiting the profit potential of the competitors. When 

assessing the rivalry between the existing firms in the industry the market growth, market concentration, 

product differentiation and switching costs will be analysed. An important factor when analysing the previously 

mentioned components is the definition of “the market” (Norman, Pepall, & Richards, 2012). The companies in 

the industry Olvi operates in all have relatively similar product portfolio and preferably, the industry rivalry 

should reflect them all. For simplicity we will make the assumption that “the market” only includes beer and 

soft drinks. This can be seen as a strong assumption since by using beer and soft drinks only, we are excluding 

ciders, long drinks, mineral waters and other products. However, during the period of 2010 to 2013, beer and 

soft drinks accounted for more than 82 percent of total industry sales in Finland, while cider only accounted for 

around 5 percent. Given these facts, we consider this assumption sufficient.    

3.2.5.1 Market Growth 

As mentioned in chapter 3.1.3.1, the beer consumption varies to a large extent between the countries Olvi 

operates in. As table 3 shows, the extremes in consumption development are in Latvia and Estonia with growth 

rate during the period of 2008 to 2013 of 14 percent and -18 percent respectively. Taking the average for the 

countries Olvi operates in during this period there was a negative growth in beer consumption of -0.8 percent. 

Comparing that with the average of all the countries in the European Union during that period we can see that 

the “Olvi countries” have experienced slower decline in consumption, as the average for the EU countries was -

8.97 percent.   
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Table 3 – Consumption growth. Own creation, source: (The Brewers of Europe, 2014) 

 

To measure the growth rates in the soft drink market, the total sales volume was used, which includes both on-

trade as well as off-trade. The average growth rate in soft drink sales in the countries Olvi operates in was 1.4% 

during the period of 2009 to 2014 (Euromonitor, 2015). The highest growth during the period was seen in 

Belarus, 19 percent. If the soft drink sales in Belarus are excluded, the average growth rate for the countries 

was -3.1 percent.  

Overall, there has been negative growth in the consumption of beer. This market development has negative 

effects on the conditions for creating economic profit for all firms in the industry which results in increased 

industry rivalry. If Belarus is excluded, the overall growth in soft drink sales was negative as well.  

3.2.5.2 Market Concentration 

In this section, the main focus will be on the market concentration of the beer industry, due to the high weight 

of beer sales in Olvi’s product portfolio. The market concentration of the soft drink industry will also be 

presented, but is intended as a supplement to the beer industry and will be used for comparison. 

In Finland the beer market is dominated by three companies: Carlsberg, Royal Unibrew and Olvi, which 

together account for 81 percent of the market. The CR4 and HHI are 83.5 and 2,380 respectively which is the 

second highest in both ratios for the countries Olvi operates in. As mentioned Olvi is one of the “big players” in 

Finland with a market share of 20%. Olvi has slightly improved its market share during last three years, which is 

a positive development for Olvi, especially given the declining consumption trend in Finland during that period. 

Royal Unibrew have also improved their position since entering the Finnish market in 2013 by acquiring the 

Hartwall business from Heineken. The market Leader in Finland on the other hand has dropped in 2014 

compared to previous two years, although still leading by more than ten percent with 36 percent market share. 

The soft drink industry on the other hand seems less concentrated in general for all the countries. The HHI in 

Finland is 1,414 and the CR4 is 55.9 and although Olvi is considered one of the “big players” in the Finnish beer 

Consumption growth 2008-2013

Finland -5.88%

Estonia -17.05%

Latvia 14.71%

Lithuania 2.20%

Belarus 2.00%

Average EU -8.97%
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market, they only rank number 8 when it comes to soft drink sales with 3.8 percent market share 

(Euromonitor, 2015). 

Table 4 – Market concentration. Own creation, source: (Euromonitor, 2015) 

 

In Estonia where Olvi holds the leading market position, the CR4 is 88.3 and the HHI is 3,489 in the beer 

market, which is the highest of the Olvi countries. These high rates suggest highly concentrated oligopoly in the 

market, which is exactly the case. Olvi has 44 percent market share and Carlsberg has 37 percent, meaning that 

only two companies account for 82 percent of the market. The market concentration in the soft drink industry 

is also highest in Estonia. 

Latvia and Lithuania have similar numbers when it comes to industry concentration in the beer market. In both 

countries, there are three market leaders: Carlsberg, Royal Unibrew and Olvi, which together account for more 

than 70% of the market. Latvia has slightly higher CR4, 79.7 while Lithuania has 76.1. However, the HHI in 

Lithuania (2,103) is higher than in Latvia (1,984). This is where the advantage of the HHI can be seen, as in 

Lithuania, the market leader (Carlsberg) has more than twice as large market share than the next company. 

Whereas in Latvia, Carlsberg’s market share is less than 0.5 percent higher than Royal Unibrew and Olvi, 

ranking third, is only around 3 percent away from the two. If the CR4 ratio is considered on its own, the 

concentration in the Lithuania and Latvia can be classified as medium, possibly slightly higher in Latvia. 

However, the HHI for the two countries reveals that the market concentration is in fact higher in Lithuania. In 

the soft drink market however, the concentration ratios differ greatly. The HHI in Latvia is 1,260 whereas the 

HHI in Lithuania is only 814 and is in fact the lowest of all the countries. 

Finally, the CR4 in Belarusian beer market is 81.9, which is higher than in Latvia and Lithuania, suggesting high 

market concentration. However, the HHI proves its usefulness once again, as the market share of the top four 

is much more evenly distributed than in the other countries. Hence, the HHI in Belarus of 1,881 is the lowest of 

all the countries. Referring to the guideline standards presented by United States Department of Justice, we 

Market concentration in 2014 HHI CR4 HHI CR4

Finland 2,380 83.5 1,014 55.9

Estonia 3,489 88.3 1,342 58.9

Latvia 1,984 79.7 1,260 58.0

Lithuania 2,103 76.1 813 39.8

Belarus 1,881 81.9 987 55.3

Beer Soft drinks
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come to the conclusion that the market concentration in the Belarusian beer industry is moderately 

concentrated. As for the other countries the market concentration is substantially lower in the soft drink 

industry in Belarus, and the HHI and CR4 are 987 and 55.3 respectively. 

As mentioned above, the overall conclusion of the market concentration is that in all countries Olvi operates in 

there is a relatively highly concentrated oligopolistic competition. However, it should be mentioned that if we 

include soft drink in the market definition, the concentration is slightly lower. However, given the high level of 

beer sales of Olvi’s total sales, we feel that these concentration estimates are fair estimates of Olvi’s operation. 

These conditions, along with the fact that this trend of increased market concentration can be expected to 

continue, lead to increased intensity of industry rivalry. 

3.2.5.3 Product Differentiation  

One of the drivers for volume growth in brewery industry is the product differentiation, which is largely 

supported by marketing and advertising activities (Carlsberg Group, 2008). Given the fact that beer is often 

consumed in a social setting, brand image is highly important. The beer industry is considered highly 

differentiated, which means that marketing is becoming increasingly important as it plays a major role in 

creating and reinforcing a brand’s image. In and industry like the brewery industry, this can be considered to be 

even more important since customers are not affected by high switching costs. As the previous sections have 

covered, the brewery industry is highly concentrated and accordingly there are large companies that can with 

economies of scale ensure advantage when it comes to marketing and advertising activities. Given the fact that 

the size of Olvi is not comparable to the large global companies in the industry, this can be considered a 

negative factor for Olvi. In conclusion, the market is considered to be highly differentiated, which in result 

increases the industry rivalry.  

3.3 SWOT Analysis and Conclusion 

To conclude the strategic analysis, which have highlighted the internal and external factors that can affect 

Olvi’s operation, a summary of the strengths, weaknesses, opportunities and threats (SWOT) will now be 

presented. In addition to providing overview of Olvi’s existing and future situation, the SWOT analysis also 

serves as a bridge between the strategic and financial analysis and will serve an important role of providing the 

basis for the forecasting of Olvi’s financials. 
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Figure 14 – SWOT. Own creation 

 

 

 

 

  

Strengths Weaknesses

 - Profitable operations  - Small scale operations compared to the "big four"

 - High market share in the 5 "Olvi countries"  - Political dependency (excise duties)

 - New production lines  - Lack of geographical diversification

 - Low brand awareness on a global scale

Opportunities Threats

 - Increasing beer consumption in Latvia  - Increasing VAT and excise taxes

 - Increased exports and investments in Estonia  - High excise duties in Finland and Belarus

 - Consumption and real wage growth in Estonia  - Economic uncertainty in Belarus and Finland

 - Rising wages in Latvia  - Decreasing beer consumption in Europe

 - Strong consumer confident in Lithuania  - High unemployment rate in the Baltic countries

 - Expected decrease in excise duties in Finland  - Increased number of microbreweries

 - Decreasing unemployment rate (except in Finland)  - Increasing industry rivalry

 - High barrier of entry in the beverage industry  - Low switching costs
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4. Financial Statement Analysis 

 

Olvi’s strategic position has now been established, and the essential non-financial value drivers have been 

identified. This chapter will present historical financial analysis of Olvi’s operations and the financial value 

drivers will be identified. The financial analysis will, together with the strategic analysis, form the basis for the 

assessment of Olvi’s future potential. This chapter includes presentation of accounting principles, 

reformulation of Olvi’s financial statements, profitability analysis and peer group analysis.   

4.1 Accounting Principles 

The financial statements analysis will largely be based on information from annual reports. The quality of 

findings will therefore depend heavily on the accounting quality. It is therefore necessary to assess the 

reliability of the annual reports before starting the financial analysis. This is done by performing an assessment 

of the accounting principles during the analysed period. 

According to Olvi´s annual reports, Olvi relies on the assistance of PricewaterhouseCoopers for the company’s 

auditing. Throughout the analysed period, Olvi’s consolidated financial statements have been prepared in 

compliance with the International Financial Reporting Standards (IFRS), observing the IAS and IFRS standards as 

well as SIC and IFRIC (including the annual interpretations update). The consistency in Olvi’s accounting 

principles increases the accountability and limits discrepancies between accounting profitability and economic 

profitability (Petersen & Plenborg, 2012).   

4.2 Reformulated Financial Statements 

4.2.1 Analytical Income Statement 

In order to measure Olvi’s profitability, the operating items need to be separated from the financing items. The 

purpose of separating these items is to provide clearer picture of the different sources of value creation in the 

firm. The operating activities are the main reason for value creation, and therefore important to separate from 

the financing part. A firm’s operation is what makes it unique, whereas the financial composition is easier to 

replicate. Making these adjustments is not always straight forward, as the definition of operations is not always 

clear. In addition to separating the financial items from the operational items, we want to highlight some of the 

more complex separations as well as certain adjustments that were made to the accounting items.    
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4.2.1.1 Adjustments for Hyperinflation 

In 2011, the Belarusian rouble devaluated heavily (totalling 170%) and Belarus was listed as a hyperinflationary 

economy (Olvi Group, 2011). The income statement and balance sheet were therefore reported in accordance 

with the IAS 29, which was applicable to the country. The income statement was affected by this in two ways, 

and due to the extreme numbers in 2011, we made adjustments that reduced this effect. First, the financial 

income was heavily affected due to this, and the effect on the company’s net monetary position due to the 

hyperinflation was 8,197 thousand euro. The financial income in 2011, totalling 8,352 thousand euro, consisted 

almost entirely of these adjustments. Second effect the devaluation of the rouble had on the income 

statement was the exchange rate losses, which were recognised in the other financial expenses. Given these 

special condition, and due to the fact that they were not reoccurring (in this extreme way), we make 

adjustments to these transitory items to better reflect recent history. To do that, we calculated the average for 

both items for the last three years and used that number as a proxy for 2011.   

Table 5 – Hyperinflation adjustments (in EUR 1,000) Own creation 

 

4.2.1.2 Corporate Tax 

The income tax expense reported in the income statement relates to operating as well as financing activities. 

Since the focus is on the operating activities the tax expense needs to be divided between these two activities 

and the tax benefits from financing activities need to be isolated from the operation activities (Petersen & 

Plenborg, 2012). 

In order to do so, a decision has to be made on what tax rate should be used. To estimate the tax for Olvi, the 

effective tax rate will be used. The effective tax rate is a proxy, for the net rate a company pays if all forms of 

taxes are included, and divided by the taxable income. For simple companies that only operate domestically, 

the corporate tax rate is commonly used in practice. However, given Olvi’s foreign operations, in countries with 

different corporate tax rate, adjustments have to be made. The corporate tax rate in Finland is 20 percent, and 

the weighted average corporate tax rate in the countries Olvi operates in is 19.1 percent7. As explained above, 

                                                           
7
 Weights are calculated using operating profit in each country in 2013. 

0 8,197 4,384 2,575 2,845 3,268

Other financial expenses (expense): 0 -14,028 -1,474 -3,273 -2,972 -2,573

Adjustment for hyperinflation, effect on 

the company´s net position (income):

2010 2011 2012 2013
Average last 

three years
2014
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the effective tax rate will be used since it reduces the possible bias that the statutory corporate tax rate 

typically leads to (Koller et al., 2010). To estimate the effective tax rate, the income taxes were divided by EBIT 

for the period 2010 to 2014. The average effective tax rate for that period was 20 percent8, which is in fact 

precisely the same as the corporate tax rate in Finland, and will be the tax rate we will use. 

4.2.1.3 Shares in associates 

Olvi’s associates in which the Group holds less than 51% stake are separated from the other Group companies. 

Since both of those firms, one being a cider manufacturer and the other a mineral water producer, are a part of 

Olvi’s core business we will include the income generated from those associates as part of Olvi’s operating 

income. Furthermore, we will include these investments in associates in the invested capital, as opposed to 

treating these as financial items.  

4.2.2 Analytical Balance Sheet 

As with the income statement, the balance sheet must be reformulated into financing and operating assets and 

liabilities. The analytical balance sheet must articulate with the classifications of items in the analytical income 

statement, that is, if share of profit in associates in the income statement is defined as part of operations, then 

shares in associates in the balance sheet must be defined as part of operations as well. The analytical balance 

sheet provides an important measure of the company’s total investments which is referred to as invested 

capital. Invested capital is measured as the difference between operating assets and operating liabilities. 

Alternatively invested capital is measured as the sum of equity and net interests bearing debt, which 

represents the amount a firm has invested in its operating activities and which requires a return (Petersen & 

Plenborg, 2012). In our attempt of reformulating the balance sheet we came across two items which we want 

to provide further explanation on. 

4.2.2.1 Shares in associates: 

Shares in associates are classified as an operating asset due to the reasons mentioned above in our analytical 

income statement. 

42.2.2. Liquid assets: 

According to Olvi’s Annual Report (2014, p. 25) liquid assets are defined as follows: 

“Liquid assets comprise cash, bank deposits withdrawable on demand, as well as other short-term very liquid 

investments.” 

                                                           
8
 The precise tax rate is 19.97% 
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It is clear from the description that liquid assets are what is called in general terms cash and cash equivalents. 

Cash and cash equivalents are often considered as excess cash which can be used to pay down debt or pay out 

dividends without affecting the underlying operations. It can be argued that some part of cash and cash 

equivalents is needed in the day to day operations where different rules of thumbs are used to estimate how 

much cash is supposed to be classified as operating cash. Due to limited information on operating cash in 

relation to financing cash and due to the fact that operating cash is modest in most cases we decide to classify 

liquid assets as financing activity (Petersen & Plenborg, 2012). 

4.3 Financial Ratio Analysis 

4.3.1 Profitability Analysis 

4.3.1.1 ROIC 

In order to be able to improve operations it is important to have an understanding of profitability, how it is 

measured and when/how value is created. A key financial ratio to measure profitability is return on invested 

capital (ROIC) which is the overall profitability measure for operations. Improving ROIC is critical in valuation 

terms since higher ROIC, ceteris paribus, will lead to a higher value. The ratio is generally expressed in 

percentage and defined as (Petersen & Plenborg, 2012):  

 𝑅𝑂𝐼𝐶 =  
𝑁𝑒𝑡 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑝𝑟𝑜𝑓𝑖𝑡 𝑎𝑓𝑡𝑒𝑟 𝑡𝑎𝑥 (𝑁𝑂𝑃𝐴𝑇)

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙
 × 100 

Or  

𝑅𝑂𝐼𝐶 = 𝑃𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛 × 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 𝑟𝑎𝑡𝑒 𝑜𝑓 𝑖𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙  

Where 

𝑃𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛 =  
𝑁𝑒𝑡 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑝𝑟𝑜𝑓𝑖𝑡 𝑎𝑓𝑡𝑒𝑟 𝑡𝑎𝑥 (𝑁𝑂𝑃𝐴𝑇)

𝑁𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠
 

And  

𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 𝑟𝑎𝑡𝑒 𝑜𝑓 𝑖𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 =  
𝑁𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙
 

There are generally three ways of computing ROIC, that is, by using invested capital based on beginning, ending 

or average invested capital figures. Balance sheet figures show a snapshot at a given point in time while figures 
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from the income statement show a development of an entire year. Calculating ROIC using beginning of year 

invested capital often leads to an overestimation of ROIC since additional capital employed during the year 

(which generates revenue) is not reflected in the calculations. The opposite can be said about end of year 

invested capital since capital employed late in the year might not create revenue until the next fiscal year. It is 

therefore more realistic to use average invested capital when calculating ROIC which we will use in our analysis 

going forward (Koller et al., 2010). As an analytical tool, ROIC is considered superior to return on equity (ROE) 

and return on assets (ROA) since the ratio only takes into account the underlying operations. Return on equity 

is not only affected by the underlying operations but also by capital structure which makes peer group analysis 

and trend analysis less relevant. Return on assets is an inadequate measure of performance since it ignores 

benefits from operating liabilities and also includes non-operating assets. Therefore we will focus most of our 

profitability analysis on ROIC. 

Return on invested capital should be measured with and without goodwill and acquired intangibles9. The main 

difference is that ROIC with goodwill is measuring the aggregate value creation for the company’s shareholders 

while ROIC excluding goodwill measures the underlying operating performance of the company where the 

latter is more useful in performance- and trend comparison against peers (Koller et al., 2010). In the case of 

Olvi it is especially relevant to analyse ROIC without goodwill since we will be comparing it to Carlsberg, a 

company which is known for growing through acquisitions.  

In order to understand how a company can improve its ROIC it can be useful to look at the DuPont model 

which breaks down the factors that influence ROIC. Increasing revenue or decreasing costs will improve profit 

margin which has a positive effect on ROIC. Increasing operating liabilities or decreasing operating assets 

increases turnover rate of invested capital which in return has a positive effect on ROIC. Increased ROIC is 

always positive but in order to measure if the company is creating value it is necessary to compare ROIC with 

WACC. If ROIC > WACC then the company is creating value and vice versa (Petersen & Plenborg, 2012). 

                                                           
9
 From now on goodwill and acquired intangibles will be referred to as goodwill 



46 | P a g e  
 

 

Figure 15 - Own creation, source: (Petersen & Plenborg, 2012) 

 

4.3.1.2 Olvi vs. Carlsberg 

An analysis of Olvi’s financial statement reveals that the company has a stable ROE ranging from around 15% - 

21% over the last 5 years. In 2014 the company saw a drop in ROE from 21.4% to 18.2% between years which 

can be explained by two factors. First, the company decreased its gearing which had a negative effect on ROE 

due to the fact that the company has a positive spread (ROIC > borrowing cost). Second, the company’s overall 

profitability, measured as ROIC, decreased by 3.04% between years which affects ROE negatively. 

Table 6 – Profitability (average balance sheet figures) - Own creation, sources: (Olvi's Annual Reports 2010-2014) 
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ROE N/A 15,1% 19,0% 21,4% 18,2% 18,4%

ROIC N/A 12,4% 12,6% 17,2% 14,2% 14,1%

ROIC exl. goodwill N/A 13,8% 13,8% 18,9% 15,4% 15,5%

Decomposition of ROE, -showing gearing effect

   NBC N/A -4,6% 4,0% -3,5% 0,0% -1,0%

   Spread N/A 7,8% 16,5% 13,8% 14,2% 13,1%

   Gearing N/A 0,35 0,39 0,30 0,28 33,0%

Effect of financial gearing (Spread * Gearing) N/A 2,7% 6,4% 4,2% 4,0% 4,3%

ROIC N/A 12,4% 12,6% 17,2% 14,2% 14,1%

ROE N/A 15,1% 19,0% 21,4% 18,2% 18,4%

Decomposition of ROIC, -showing profit margin and turnover rate of invested capital

Profit margin 10,0% 7,6% 7,7% 11,0% 10,1% 9,1%

Turnover rate of invested capital N/A 1,64 1,63 1,57 1,41 1,56

ROIC N/A 12,4% 12,6% 17,2% 14,2% 14,1%

Average2014Profitability analysis - Average balance sheet figures 2010 2011 2012 2013
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Diving into the underlying profitability of the company (without the impact of leverage) we see an increase in 

ROIC from 12.4% to 14.2% between years 2011 – 2014 with an average ROIC of 14.1% during the analysed 

period.  

 

Figure 16 - ROIC - Own creation, sources: (Olvi's and Carlsberg's Annual Reports 2010-2014) 

Decomposing ROIC into profit margin and turnover rate of invested capital reveals that the sole contributor to 

the positive trend of ROIC is an increase in profit margin from 7.6% to 10.1% while, turnover rate of invested 

capital decreases from 1.64 to 1.41 affecting ROIC negatively.  

      

Figure 17 - Profit Margin - Own creation    Figure 18 - Turnover rate of invested capital - Own creation 

Olvi’s profitability in comparison to one of its main competitor Carlsberg reveals that Olvi is considerably more 

profitable. The spread between Olvi’s and Carlsberg ROIC during the analysed period ranges from 5.6% to 
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10.8% and while Olvi is showing a positive trend in ROIC from 2011 and onwards, Carlsberg is trending 

downwards. As mentioned before, Olvi is able to improve its profit margin while turnover rate of invested 

capital is trending downwards. Carlsberg however has a stable turnover rate of invested capital while profit 

margin is trending significantly downwards.  

Trend analysis of Carlsberg’s income statement reveals that Carlsberg is in fact managing its cost relatively well 

with revenue growth. Cost of goods sold, which is the largest expense item on the income statement, increased 

by the same percentage as revenues. Another large item, sales and distribution expense, increases less than 

revenue therefore positively effecting Carlsberg’s PM. The reason for the deterioration in PM is almost solely 

due to increases in excise duties on beer and soft drinks, an expense that Carlsberg has little or no control over 

and in fact if excise duties had grown by the same rate as revenues, Carlsberg PM would be close to 10% for 

2014.  

Table 7 – Trend analysis Carlsberg. Own creation, source: (Carlsberg's Annual Reports 2010 – 2014) 

 

A trend analysis on Olvi’s revenue and operating expenses shows that cost of goods sold (i.e. materials and 

services) increases by 35% while sales increase by 23% over the analysed period, which shows that Olvi is not 

managing its core cost as well as Carlsberg. Olvi is however managing other large expense items relatively well 

e.g. personnel expenses and other operating expenses, which balance out the negative effect of cost of goods 

sold, resulting in a more stable PM for Olvi. In 2013, a new depreciation policy, which extends the depreciation 

period for property, plant and equipment, affects the profit margin in a positive way. As a result of the new 

depreciation policy, average depreciation as a percentage of tangible and intangible assets drops from around 

Revenue 100 106 114 115 113

Excise duties on beer and soft drinks etc. 100 108 122 128 127

Net revenue 100 106 111 111 107

Cost of sales 100 110 117 116 113

Gross profit 100 102 105 106 102

Sales and distribution expenses 100 108 110 109 109

Administrative expenses 100 97 104 111 115

Other operating income 100 82 18 2 45

Other operating expenses 100 72 N/A N/A N/A

Share of protif after tax, associates 100 122 73 78 276

Operating profit before special items 100 96 96 96 90

Special items, net 100 108 -34 187 543

EBIT 100 95 99 94 79

NOPAT 100 95 100 93 77

Trend analysis of revenue and operating expenses 2010 2011 2012 2013 2014
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12.5% to 7%. Our analysis shows that by holding the depreciation ratio constant at around 12.5% for 2013 and 

2014, Olvi’s profit margin would have dropped to 6.4% in 2014 which is in line with Carlsberg’s profit margin. 

Table 8 – Trend analysis Olvi. Own creation, sources: (Olvi's Annual Report's 2010-2014) 

 

In order to get a better understanding of the underlying causes of Olvi’s deteriorating turnover rate of invested 

capital as well as Carlsberg improvements in its turnover rate, we conducted an analysis where we look at the 

number of days on hand for each item making up invested capital. When calculating days on hand for each 

item we are applying a variation of trend- and common size analysis where we are able to obtain useful 

information on both the relative importance (weight) and the trend of each item making up invested capital 

(Petersen & Plenborg, 2012). Petersen and Plenborg (2012) define number of days on hand for each item as: 

𝐷𝑎𝑦𝑠 𝑜𝑛 ℎ𝑎𝑛𝑑 (𝑓𝑜𝑟 𝑒𝑎𝑐ℎ 𝑖𝑡𝑒𝑚) =  
360

𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 𝑟𝑎𝑡𝑒 (𝑜𝑓 𝑒𝑎𝑐ℎ 𝑖𝑡𝑒𝑚)
 

The ratio expresses how many days each accounting item is consuming cash where an increase/decrease in 

days on hand for operating assets is considered negative/positive and the opposite is true for operating 

liabilities (Petersen & Plenborg, 2012). In Olvi’s case the number of days on hand for invested capital increased 

from 224 to 276 from 2010-1014 which means that Olvi has tied up capital for extra 54 days in 2014 compared 

to 2010. Looking at each line item in the balance sheet we quickly identify that there are two items that explain 

the increase, namely tangible assets and accounts receivable where the former is the main culprit. Accounts 

receivables increase by 9 days, which implies that Olvi is on average giving its customers 9 more days in credit. 

This is a negative trend since it increases working capital and invested capital. Tangible assets increase by 43 

days, which indicates that Olvi is not managing its tangible assets well, which in return, is the main reason for 

the deterioration in the turnover rate of invested capital. The negative trend in utilization of intangible assets 

NET SALES 100 107 117 122 123

Increase (+) / decrease (-) in inventories of finished and unfinished products 100 175 22 33 167

Manufacture for own use 100 119 188 163 114

Other operating income 100 73 142 136 233

Materials and services 100 116 128 139 135

Personnel expenses 100 99 104 113 115

Depreciation and impariment 100 100 117 73 80

Other operating expenses 100 105 115 108 114

EBIT 100 88 100 142 135

NOPAT 100 80 90 134 123

2014Trend analysis of revenue and operating expenses 2010 2011 2012 2013
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can be explained in some part by Olvi’s new aggressive depreciation policy since the extension of the life time 

of assets results in overstated intangible assets compared to what it would have been with a conservative 

depreciation schedule10. The new depreciation policy should not affect the underlying profitability of Olvi 

(measured as ROIC) since the improvement in profit margin should be offset by deterioration in the turnover 

rate. 

Looking at Carlsberg’s PM and turnover rate the opposite is true. Carlsberg is able to decrease its number of 

days on hand for invested capital by 80 from 2010 to 2014. Looking at Carlsberg’s balance sheet, there are 

number of line items that make up the 80 days mentioned above. On an aggregated level, operating assets 

decrease by 98 days, which has positive effects on turnover rate of invested capital, whereas operating 

liabilities decrease by 19 days, affecting the turnover rate negatively. Two items on the assets side that have 

significant influence are intangible assets that decrease by 68 days and PPP (property, plant and equipment) 

which decreases by 31 days. Overall, we are seeing a positive trend in Carlsberg turnover rate of invested 

capital while we are seeing a negative trend from Olvi. However, the trend is only half of the story, we cannot 

forget that Olvi is still managing its invested capital significantly better than Carlsberg which can be seen by the 

fact that Olvi’s days on hand for invested capital is 277 days while Carlsberg’s is 399 days.  

As mentioned before, it can be beneficial to calculate ROIC without goodwill in order to isolate the underlying 

operating performance. As seen in figure 20, the trend in ROIC, both for Olvi and Carlsberg, is unchanged due 

to the fact that goodwill is stable for both companies in the analysed period and therefore we will not go into 

more details regarding the trend. By definition, ROIC excluding goodwill will be equal to or higher than ROIC 

including goodwill which explains the inflated ROIC below. Comparing the new ROIC reveals that Carlsberg 

might not be as far off from Olvi, when it comes to profitability, when we exclude goodwill from the picture. 

This can be seen by the fact that the spread between Olvi’s ROIC and Carlsberg has shrunk considerably and is 

now ranging from 0.5% to 6.4%. As seen in figure 19, goodwill as a percentage of operating assets is 

significantly higher for Carlsberg throughout the analysed period which explains the extreme increase in ROIC 

for Carlsberg compared to Olvi. The analysis also highlights the different growth strategies between the two 

companies, where Carlsberg is focusing on acquisitions and Olvi is mostly growing by expanding its current 

operations.    

                                                           
10

 A conservative depreciation schedule implies an accelerated depreciation of assets compared to an aggressive 
depreciation policy.  
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   Figure 19 - Goodwill/operating assets. Own creation  Figure 20 - ROIC Exc. Goodwill. Own creation 

       

4.3.1.3 Criticism – Choice of Carlsberg 

Choosing Carlsberg for comparison in our deep dive profitability analysis is not without its drawbacks because 

Carlsberg classifies expense items by function while Olvi classifies it by nature. The difference in classification of 

expense items creates difficulties in our comparison of trend analysis for Carlsberg and Olvi´s income 

statements. To name an example, Olvi´s depreciation expense is reported as a separate line item in the income 

statement while Carlsberg depreciation expense is included in several accounting items e.g. in cost of sales and 

sales and distribution expense. It is however important to note that the difference in classification of expense 

items does not affect the bottom line profitability of the firms (Petersen & Plenborg, 2012). It can be argued 

that Carlsberg is not the best company to use in our comparison to Olvi due to the large difference in size. The 

fact that Carlsberg operates in markets that Olvi is not present in means that Carlsberg’s risk profile is different 

which affects the validity of the profitability comparison.              

4.3.2 Growth Analysis 

Company growth is a function of numerous factors such as the firm’s competitive offerings, strategy, the 

market growth and the intensity of competition. Growth in sales is seen by many as the driving force of firm’s 

future progress and is generally associated with value creation. However, that is not always the case and 

therefore, further analysis is needed which will be presented below. 
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4.3.2.1 Sustainable Growth Rate 

The sustainable growth rate is an indication of how fast the firm can grow without changing its financial risk. 

Knowledge about the sustainable growth rate is important in valuing companies as it can be used to identify 

different sources of growth, including operating and financial factors (Petersen & Plenborg, 2012). The 

sustainable growth rate is computed as seen below. 

𝑔 = [𝑅𝑂𝐼𝐶 + (𝑅𝑂𝐼𝐶 − 𝑁𝐵𝐶) ∗
𝑁𝐼𝐵𝐷

𝐸𝑞𝑢𝑖𝑡𝑦
] ∗ 𝑀𝑖𝑛𝑜𝑟𝑖𝑡𝑦 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑠ℎ𝑎𝑟𝑒 ∗ (1 − 𝑃𝑂)  

From the formula above it can be seen that the pace with which a firm can grow sustainably is determined by a 

combination of the profitability of its operations, its financial leverage and its dividend policy. Table 9 presents 

the components for the sustainable growth rate for Olvi during the period of 2011 to 2014.   

Table 9 - Sustainable growth rate. Own creation, sources: (Annual Reports 2011-2014) 

 

Firstly, it should be noted that all else equal, an increase in ROIC or decrease in pay-out ratio will lead to higher 

sustainable growth rate. In contrast, it is not possible to establish similarly firm rules about the financial 

leverage, where a high financial leverage can have both a positive or negative effects, contingent on the 

interest margin (i.e. spread between ROIC and NBC). In Olvi’s case, the sustainable growth rate has been 

positively influenced by the firms operating profitability, as the ROIC has increased since 2011. However, the 

dividend policy of the firm has had negative effects on the sustainable growth rate due to increased pay-out 

ratio. In 2013, both of the factors mentioned above had a positive effect, the ROIC increased and the pay-out 

ratio dropped. This resulted in the highest sustainable growth rate during the analysed period. 

With regards to the financial leverage, it can be said that the positive spread improves Olvi’s profitability, 

inferring that the effect of the financial leverage is positive and accordingly has positive effect on the 

sustainable growth rate. In turn, this implies that Olvi would benefit from having a greater degree of financial 

leverage, although it should be mentioned that this would increase the firm’s financial risk. There are two 

2011 2012 2013 2014

ROIC 12,4% 12,6% 17,2% 14,2%

NBC -4,6% 4,0% -3,5% 0,0%

Spread (ROIC-NBC) 7,8% 16,5% 13,8% 14,2%

Gearing (NIBD/Equity) 0,35 0,39 0,30 0,28

Pay-out Ratio 53,3% 39,7% 30,8% 40,9%

Sustainable Growth Rate 7,1% 11,5% 14,8% 10,7%
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points in particular worth highlighting in connection with the changed risk profile. First, the financial risk will 

increase as the financial leverage increases, since investors (i.e. share- and debt holders) will require a higher 

return on their invested capital, which will in turn increase the NBC. Secondly, the spread might turn negative 

due to exogenous factors such as turns in the market place, which would imply that a high financial leverage is 

unfavourable.  

On a concluding note, a high sustainable growth rate implies that a company has chosen to reinvest most of its 

accounting profit instead of distributing it to its shareholders as dividends or share buy-backs. From a 

shareholders perspective this is only attractive if the reinvestments are value creating.  

4.3.2.2 Growth and Value Creation 

To further investigate Olvi’s growth and its connection to value creation we will start by illustrating the growth 

in selected accounting items presented in table 10. 

Table 10 – Growth. Own creation, sources: (Annual reports 2011-2014) 

 

As the table shows, the average growth rate during the period is positive for all of the selected items. We do 

however see that in 2014 the growth rate in all items, except for Invested capital, have experienced decline 

when compared to the previous year. Nevertheless, these numbers suggest that Olvi is a growth business. 

However, as mentioned in the profitability analysis, value is only created if accounting returns (ROIC) exceed 

the required return (WACC) (Petersen & Plenborg, 2012). This means that growth is only desirable if economic 

value added (EVA) increases. Olvi’s development of EVA is presented in table 11 below.  

 

Growth 2011 2012 2013 2014 Average

Revenues 6,6% 9,5% 4,8% 0,3% 5,3%

EBIT -12,5% 14,4% 41,5% -5,0% 9,6%

Net earnings -22,9% 34,3% 30,7% -3,2% 9,7%

Invested capital 11,6% 9,1% 8,4% 15,2% 11,1%

Owners equity -0,8% 15,0% 16,4% 12,2% 10,7%

Free cash flow -108,5% 885,3% 13,6% -86,9% 175,9%

Sustainable Growth Rate 7,1% 11,5% 14,8% 10,7% 11,0%



54 | P a g e  
 

Table 11- Growth in EVA. Own creation, sources: (Annual reports 2011-2014) 

 

The development of EVA was positive during the period of 2011 to 2013 with a substantial increase in 201311. 

Although the EVA is still positive in year 2014, and in fact higher than in 2011 and 2012, it declined by 27% from 

the previous year. This means that value is still being generated for investors, but it could have been even 

higher. It is clear from the above calculations that the growth in invested capital did not create value in 2014. 

Olvi’s shareholders have also shown negative reaction to this. In 2014 the share price showed a declining trend 

and dropped by nearly 25% from the beginning of the year to year end.  

4.3.2.3 Quality of Growth 

In order to further analyse the quality of growth it is appropriate to examine what the underlying reasons for 

growth in EVA are. To do so we revisit the DuPont model that was mentioned in the profitability analysis (figure 

15). First step is to assess if the growth is due to changes in profitability (ROIC) or in cost of capital (WACC). As 

firms have limited opportunities to affect the cost of capital we will focus on the changes in operating 

profitability. There are several possible ways of improving profitability and they can be divided between growth 

in EVA due to growth in core business, and growth due to transitory items. Naturally, growth in the firm’s core 

business is more attractive since these type of improvements are expected to be reoccurring.  

In terms of growth in core business Olvi has been investing in R&D projects including developments of new and 

existing products, packages, processes and production methods. Olvi has also introduced new canning lines in 

most of its breweries and investments to further increase production capacity in Belarus were high on the 

agenda for Olvi Group in 2015. Another example of growth in core business is to optimise invested capital. 

However, as we saw in the profitability analysis, the number of days on hands for invested capital has been 

increasing which is mainly due to tangible assets and accounts receivables.  

Regarding the growth due to transitory items of Olvi’s operations, the main point worth mentioning relates to 

changes in accounting policies. As mentioned above, Olvi recently changes depreciation policy which directly 

                                                           
11

 The WACC used in the table is taken from chapter 6.2.4. 

EUR (1.000) 2011 2012 2013 2014

ROIC 12,4% 12,6% 17,2% 14,2%

WACC 7,9% 7,9% 7,9% 7,9%

Invested capital, beginning of year 164.003  183.053  199.635  216.314  

EVA 7.351       8.471       18.589    13.573    

Growth in EVA N/A 15,2% 119,4% -27,0%
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contributes to growth in EVA. However, this type of change is transitory by nature and merely reflect artificial 

increase in the underlying operations. At first glance, extending the lifetime of depreciable assets seems like a 

sustained change. This is however not the case, as EVA will revert to a permanent level, if everything else is 

kept constant, hence the effects are non-lasting (Petersen & Plenborg, 2012). Furthermore, these type of 

accounting changes do not add any value as such since there is no association between the change in EVA and 

trends in the underlying business.  

To conclude, growth in EVA caused by improvements in the core business is preferable. In Olvi´s case, the 

changes in depreciation policy played a large role in the EVA growth. This needs to be kept in mind as it lowers 

the quality of the EVA growth, which has been relatively high from the year 2011 to 2014. 

4.3.3 Financial Risks 

Olvi is subject to a range of financial risks that might have negative effects on Olvi’s financial performance. 

These risks will be discussed briefly in this section.  

4.3.3.1 Foreign Exchange Risk 

As for other companies with international operations, Olvi’s business involves risks arising from exchange rate 

fluctuations. As mentioned in the strategic analysis, Olvi’s foreign exchange risks mainly arise from commercial 

transactions and conversion risk related to foreign subsidiaries. Due to the operational structure of the brewing 

industry and the fact that most of Olvi’s product sales and purchases of raw material are denominated in euro, 

the foreign exchange risk relating to commercial transactions is considered low. However, the risk related to 

the Belarusian subsidiary is considered high due to the instability of the Belarusian Ruble, and the financial 

statement conversion risk it imposes.  

4.3.3.2 Interest Rate Risk 

The risk that interest rates impose on Olvi’s cash flow and fair value mainly arises from non-current liabilities. 

According to Olvi’s financial statements (2014), the Group has diversified its borrowing between fixed- and 

variable-rate loans. In certain debt market conditions, the Group uses interest rate swaps to reduce interest 

rate risk. In terms of loans denominated in foreign currency, Olvi uses fixed currency swaps to hedge against 

the foreign exchange risk. Overall, the risk related to interest rate fluctuation is considered low for Olvi. 
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4.3.3.3 Credit Risk 

Credit risk, also known as counterparty risk, is the uncertainty surrounding whether a counterparty related to a 

transaction will perform its financial obligations in full and on time. Examples of credit risk include the failure to 

receive a payment for a product or service which a firm has provided. Olvi’s credit risk arises from wholesale & 

hotel, restaurant and catering customers with outstanding accounts receivable. To mitigate the credit risk, Olvi 

reviews the creditworthiness requirements for its customers regularly. The company’s accounts receivables are 

distributed across a wide and geographically diversified customer base, which mitigates the credit risk. In 

addition, investments related to cash management are made in liquid money market instruments, which are 

considered to have fundamentally low risk (Olvi Group, 2014). 

4.3.3.4 Capital Risk 

With the aim of generating the highest possible value added for investors, Olvi monitors its capital through 

ratios which present the development of Olvi’s equity in relation to assets and the gearing ratio. Olvi’s main 

principle when managing the capital risk is to maintain strong financial position and cost efficiency when 

fulfilling the Groups financing needs. In addition, Olvi strives to maintain optimal capital structure in order to 

reduce the cost of capital (Olvi Group, 2014).  

4.4 Peer Group Analysis 

In this section, Olvi will be compared to comparable companies within the same industry Olvi operates in. We 

have chosen six comparable companies, although it should be mentioned that some of the companies differ 

quite significantly in terms of size and what markets they operate in. However, comparing Olvi to these peers 

should give some indication on how Olvi stands compared to the industry leaders. First we will take a look at 

the level and trend of the profitability in the industry and then compare multiples. 

4.4.1 EBITDA Margin 

Since we are interested in the company’s operating profitability we will start by comparing the EBITDA margin. 

Olvi’s EBITDA margin has been relatively stable in recent years, although it has had a slightly negative trend. 

Carlsberg and Harboe have also had a similar negative trend as Olvi, whereas the other companies EBITDA 

margin has increased and is higher in 2014 than 2010. Although this decline in EBITDA margin has not been 

significant it might raise some red flags if this trend continues, as increased expenditures do not seem to be 

generating sufficient increase in profits.  
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ROIC 2014

Olvi 13.3%

Royal Unibrew 12.3%

Carlsberg 5.1%

Heineken 7.5%

Harboe 1.4%

SABMiller 6.9%
AB InBev 10.3%

Mean 8.1%
Median 7.5%

Figure 22 – ROIC. Own creation, source: (Bloomberg, 2015) 

       

Figure 21 - EBITDA Margin. Own creation, source: (Bloomberg, 2015) 

In 2014 Olvis EBITDA margin is the second lowest of the comparable companies and consequently well below 

the average of its peers. As can be seen from the figure 21 above, the economies of scale are clear in the 

beverage industry and therefore the two largest firms have significantly higher EBITDA margin than the other 

firms in the industry.  

4.4.2 ROIC 

Next indicator we will take a look at to compare the profitability in the industry is ROIC. Contrary to the EBITDA 

margin, Olvis ROIC has been relatively high compared to its peers. Olvi´s ROIC has ranged from 12% to 16.6% in 

the period 2010-2014 and the average for the period is 13.3%.  

 

 

 

 

 

Comparing this to the peers, we see that Olvi’s ROIC is currently the highest, and has the highest average ROIC 

for the period 2010-2014. The mean for 2014 is 8.1% which is well below Olvis ROIC of 13.3%. It should be 

noted though that looking at the ROIC without considering the WACC might give biased results. In addition it 

should be mentioned that Olvi has experienced growth by nature to larger extent than some of its peers, which 

EBITDA Margin 2014

Olvi 17.0

Royal Unibrew 18.7

Carlsberg 17.9

Heineken 21.9

Harboe 7.5

SABMiller 33.1

AB InBev 38.9

Mean 22.1

Median 18.7
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Figure 23 - EV/EBITDA. Own creation, source: (Bloomberg, 2015) 

have grown by acquisition. Nevertheless, these figures suggest that Olvi´s operations are profitable, and that 

they have a high ROIC both when comparing to the peers as well as Olvi´s WACC. 

4.4.3 EV/EBITDA 

We will conclude the comparable company analysis by comparing the EV/EBITDA multiple for Olvi and its 

peers.  

 

 

 

 

 

As the figure 23 shows, the EV/EBITDA multiple has in general had an increasing trend during the period 2010-

2014. In 2014 the mean and median was 11.1 and 10.9 respectively, which is slightly higher than Olvi’s multiple 

of 8.912. This suggests that Olvi is on average approximately 19.7% cheaper than the peers in the industry. If we 

use our own estimation of Olvi’s EV/EBITDA in 2014 of 9.8 Olvi is on average 11.6% cheaper than the industry 

peers. When using either Bloomberg’s estimate of Olvi’s EV/EBITDA multiple or our own, we find that Olvi is on 

average cheaper than its peers. This indicates that Olvi is either currently undervalued relative to comparable 

companies in the industry or that Olvi’s outlook for the future is not as good as for its peers.  

4.4.4 Peer Group Summary 

As we have seen, the level and trend of Olvi’s EBITDA margin is not as good as for most of the comparable 

companies in the industry. The slightly negative trend should raise more concerns however, since the most of 

the other firms are considerably larger and benefit from scale economies. Olvi’s ROIC on the other hand has 

been on average the highest of its peers, and currently one percent higher than Royal Unibrew which ranks 

                                                           
12

 Bloomberg’s estimate of Olvis EV/EBITDA multiple is 8.9, our own estimate is 9.8. 

EV/EBITDA 2014

Olvi 8.9

Royal Unibrew 12.0

Carlsberg 9.9

Heineken 10.9

Harboe 5.9

SABMiller 17.4

AB InBev 12.5

Mean 11.1

Median 10.9
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second and significantly higher than the peer group average13. Finally, Olvi’s EV/EBITDA multiple is the second 

lowest of its peers, suggesting that Olvi is undervalued relative to its peers or has worse future prospects. 

  

                                                           
13

 Generated from 2014 figures, the ROIC is likely to have changed during 2015. 
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5. Forecasting 

 

When designing a forecasting model there are typically two options that one can choose from, the first being a 

line-item approach where each accounting item is forecasted separately and the second option being a sales-

driven approach where most accounting items are linked to the level of activity (sales growth). In our forecast, 

we have decided to adopt the sales-driven approach since it is believed to provide a stronger link between the 

activity level in the company and the related accounting items. Before diving into more details about our 

forecast it is important to set the stage by explaining briefly the four steps we go through in order to derive our 

value of the firm. As seen in figure 24, we start by assessing the strategic and operational value drivers, which 

we have already discussed in previous chapters. Moving on to the financial value drivers it is imperative to 

mention that financial value drivers do not create value in themselves, but are merely a numerical translation 

of our strategic and operational analysis. Next step is to assess the cash flow risk which is defined in our WACC 

which leads us to our final firm value (Petersen & Plenborg, 2012).  

 

Figure 24 - Four steps to firm value. Own creation, source: (Petersen & Plenborg, 2012) 

 

In our forecast, we will rely on the eight financial value drivers suggested by Petersen & Plenborg (2012) where 

we provide explanations for each assumption/estimate we make. The level of aggregation we have chosen for 
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our value drivers is supported by the fact that the beverage industry is a stable and mature market which 

allows us to use a relatively high level of aggregation. Our forecasting model is divided up in two sections. The 

first section is an explicit 5 year sales-driven forecast and the second section is focusing on determining the 

terminal growth rate. There are two main reasons for our choice of the number of years in our forecasting 

period. First, sales growth is mean-reverting and according to Petersen & Plenborg (2012) it takes about 3-4 

years for companies experiencing high/low growth to revert to a long term average growth rate. Another 

reason is the fact that the beverage industry is a matured market with relatively stable growth rates which 

limits the need for a longer forecasting period. Forecasting future events is imbedded with some uncertainty 

and therefore it can be beneficial to include more than one scenario. Our forecast will be divided up in three 

scenarios namely realistic, optimistic and pessimistic scenario. We will focus most of our analysis on the 

realistic scenario but also provide supporting evidence for the optimistic and pessimistic scenarios.           

5.1 Realistic Scenario 

5.1.1 Revenue growth 

To forecast the revenue growth we use a combination of historical level and trend of revenue growth rate, 

information from our strategical analysis as well as forecasted GDP for the respective countries. As a starting 

point we computed the annual revenue growth rate for each country for the period 2011 to 2014. Given the 

fact that historical growth rates are not the best predictor of future growth rates we decided to put more 

weight on recent years. To compute the growth rate for 2015E for all countries (excluding Belarus) we assigned 

weights of 40, 30, 20 and 10 percent for years 2014, 2013, 2012 and 2011 respectively. Due to extreme 

volatility in growth rates for Belarus in years 2011 to 2012 due to low initial revenue, hyperinflation and 

currency depreciation we decided to exclude them from our analysis. Instead we decided to base our first year 

estimation on the last two years growth rates which were less volatile.  

 

To forecast the revenue growth for the remaining years we used information from the strategic analysis, 

combined with the economic outlook for each country. Figure 25 shows our trend forecast of the most 

influential factors, and the revenue impact they will have for each country.  
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Figure 25 - Revenue trend forecast. Own creation 

 

Finland 

In Finland, the beer consumption in recent years has been decreasing, mainly due to increased excise duties. 

We estimate the consumption to stay at the level it is at now, given how unlikely further increases in excise 

duties are. The VAT rates have been increasing in recent years and are currently among the highest in Europe. 

Excise duties in Finland have also increased and are currently the highest of all the countries in the European 

Union. Given the current high level of the VAT rate and the excise duties we expect the rates to stay at current 

level or decrease which would have positive effects on the revenue growth in Finland. 

 

Estonia 

Beer consumption in Estonia declined rapidly from 2008-2010 but from 2011 an onwards the consumption 

remained at constant level. Given this stability we estimate the consumption to remain the same therefore 

having neutral effect on revenue growth. The VAT rate in Estonia is around the average for EU, therefore we 

expect the rate to remain the same going forward having neutral effect on revenue growth. The Estonian 

government has announced they will increase excise duties of 5% a year until 2016 which effects revenue 

growth in Estonia negatively. 

Country Factor Trend forecast
Revenue 

impact

Beer consumption neutral

VAT rates neutral /decreasing

Excise duties neutral /decreasing

Beer consumption neutral

VAT rates neutral

Excise duties increasing

Beer consumption neutral/increasing

VAT rates neutral

Excise duties increasing

Beer consumption neutral/decresing

VAT rates neutral

Excise duties neutral/decresing

Beer consumption neutral

VAT rates neutral

Excise duties neutral

FI
LV

LT
EE

B
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Latvia 

Beer consumption in Latvia has been increasing gradually since 2008. Going forward, we expect the 

consumption to stay at current level, or continue on the growth path it has been on. The VAT rate in Latvia has 

been stable since 2009 and is close to the EU average. Therefore we expect the rate to remain the same going 

forward having neutral effect on revenue growth. The ruling coalition parties in Latvia have agreed to increase 

the excise duties in 2015 and further increases are expected in 2016 and 2017 which has negative effect on 

revenue growth.  

 

Lithuania 

Beer consumption in Lithuania has been relatively stable although showing slight decrease in 2013. Despite this 

trend, Lithuania still has the highest per capita consumptions of all the countries Olvi operates in. Going 

forward we expect the consumption to stay the same or decrease slightly. Lithuania VAT rate is the same as in 

Latvia and hasn’t been increased since 2009 and our estimate is that it remains at its current level. Excise duties 

in Lithuania are relatively low but recent history shows that Lithuanian government is willing to use tax policy 

to prevent black market import from other countries. Our estimate for the future is that excise duties will 

remain the same or decrease impacting revenue growth positively.  

 

Belarus 

Beer consumption in Belarus is the lowest of the countries Olvi operates in and has been very stable for several 

years. We expect this trend to continue and the consumption to remain at this level. The VAT rate in Belarus is 

close to the EU average and has not changed since 2009, therefore we expect it to stay at its current level. 

Excise duties in Belarus have been increasing, however due to limited data availability we will make the 

assumption that it will remain unchanged and have neutral effect on the revenue growth. As mentioned 

before, the revenue growth in Belarus has been extreme in recent history due to relatively low sales in the 

beginning of the analysis period, hyperinflation and currency devaluation. All of these factors bias the historical 

revenue growth, and since we estimate neutral effects from the strategic factors, we build our revenue growth 

forecast in Belarus on the two last years and estimate gradual annual decrease, reaching the terminal growth 

rate in 2019E.  
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Using each forecast year implied revenue weight for the countries compared to the total group income we 

calculate Olvi’s weighted revenue growth for the period. The total expected revenue growth is relatively stable, 

declining slightly in the years 2017E to 2019E.  

Table 12 - Revenue growth, Realistic Scenario. Own creation, sources: (Annual reports 2010-2014) 

 

5.1.2 EBITDA Margin 

Our forecast of EBITDA margin will be based on our financial and strategic analysis as well as information 

provided by Olvi´s management. Olvi´s EBITDA margin has been relatively stable for the last 5 years, ranging 

from 15.9% to 18.4% with a slight downward trend. The past three years have been very stable and in 2014 the 

EBITDA margin was just shy of 0.1% from the 5 year average. The fact that the EBITDA margin has been stable 

and because there are no obvious signs that support either upward or downward trend, going forward we 

assume the margin will stay at its average of 17.09% throughout the forecasted period.  

Table 13 - EBITDA Margin, Realistic Scenario. Own creation, sources: (Annual reports 2010-2014) 

 

5.1.3 Net Borrowing Rate  

In our previous analysis on return on debt we estimated the borrowing rate to be 2.998% according to our 

estimation of Olvi’s credit rating. We assume that Olvi risk profile will not change in the future since the 

company is close to its targeted capital structure which is expected to stay constant throughout the forecast 

period. As a result, the borrowing rate will be fixed at the current level in our forecast for the realistic scenario. 

5.1.4 Tax Rate 

The tax rate used for NOPAT calculation and tax shield effects from financing activities is the effective tax rate. 

Although the corporate tax rates differ slightly in the countries Olvi operates in, the estimated effective tax rate 

is precisely the same as the domestic corporate tax rate in Finland. Since the governments in Olvi’s respective 

countries have not announced any increases or decreases we will use the effective tax rate at a constant level 

throughout the forecast period for all scenarios. 

Value driver 2010 2011 2012 2013 2014 E2015 E2016 E2017 E2018 E2019

Revenue growth 6,60% 9,49% 4,81% 0,30% 3,58% 3,64% 3,49% 3,22% 2,87%

Revenue  267.509  285.174  312.230  327.256  328.239  340.002  352.362  364.676  376.417  387.229  

Value driver 2010 2011 2012 2013 2014 E2015 E2016 E2017 E2018 E2019

EBITDA margin 18,36% 15,89% 16,77% 17,37% 17,05% 17,09% 17,09% 17,09% 17,09% 17,09%

EBITDA  49.123 45.320 52.359 56.837 55.955 58.092 60.204 62.308 64.314 66.161
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5.1.5 Depreciation as a percentage of intangible and tangible assets  

Olvis new depreciation policy, which was introduced in 2013, distorts the 5 year historical average of the 

depreciation rate. Using a 5 year historical average as our forecast for the future would cause us to overstate 

the depreciation rate due to the sharp decrease after the new policy was introduced. We assume that the new 

depreciation policy will hold in the future and our forecast will be based on the two year average depreciation 

rate which is 7.08%. In our optimistic and pessimistic scenario we assume the same rate since we find it 

unlikely that the policy will change again. 

5.1.6 Intangible and Tangible Assets  

Olvi’s intangible and tangible assets as a percentage of revenue has been relatively stable ranging from 53% to 

57% with the exception of 2014 where it increased to 65%. Going forward we will assume a constant ratio of 

57.09% which is the five year average.  

5.1.7 Net Working Capital 

Olvi’s NWC as a percentage of revenue has been increasing gradually from 7.74% in 2010 to 10.03% in 2014. 

This is a result of increased accounts receivable in relation to revenue. This can be seen in more detail in our 

profitability analysis where days on hand for accounts receivable increased by 9 days from 2010 to 2014. In our 

realistic scenario we assume that the rate will stay constant at its current level of 10.03%.   

5.1.8 NIBD as a percentage of invested capital 

Olvi’s management has stated that they strive to maintain optimal capital structure. No announcements have 

been made in 2014 about changes in capital structure as in 2013. Therefore we assume Olvi has reached its 

optimal capital structure and assume a constant ratio of 22.77 percent throughout the forecast period.  

 

The analysis above will be summarised in table 14, where the historical development and forecast of all the 

value drivers for the realistic scenario are shown.   
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Table 14 - Value drivers, Realistic Scenario. Own creation, sources: (Annual reports 2010-2014) 

 

5.2 Optimistic Scenario 

5.2.1 Revenue 

Although the revenue growth in Finland has declining in recent years, the negative 12.9% in 2014 revenue 

growth might be a one off case. In addition, the Finnish government is likely to decrease the VAT rate and 

excise duties to boost domestic production and possibly to increase exports, which have been decreasing in 

Finland. In the Optimistic scenario we set the first forecast year to 4.3% which is the average of the revenue 

growth for the period 2010 to 2013, therefore excluding the extreme case of 2014. We estimate the revenue in 

the following years to grow at a positive but declining trend (Olvi Group, 2014). 

In the optimistic scenario for Estonia we expect the revenue to stay constant, at the level of the weighted 

average for the last for years. Although the government are increasing excise duties we do not expect any 

impact on the revenue growth in Estonia. Similarly, we do not expect the excise duty increases in Latvia to be 

reflected in the firm’s revenue growth. On the contrary, we expect increased beer consumption and increasing 

revenue growth for the first two years and constant, but positive thereafter. In the realistic case, the revenue 

growth for Lithuania is relatively high compared to the others. It is our perception that the expected reduction 

in excise duties will have positive impact on revenue growth in Lithuania and that it will grow at an increasing 

level, higher than in the realistic case. Finally, we set the first forecast year for Belarus at 20.4% which is the 

weighted average for the last for years, as was done for all other countries in the most realistic case. After that 

we estimate linear decrease towards the terminal growth rate in year 2019E. One of the factors that might 

result in revenue growth matching this optimistic forecast is the cooperation agreement between the 

Belarusian subsidiary and PepsiCo, Inc. in 2014. 

The development of Olvi´s operations in the optimistic scenario would result in Belarus to have the highest 

weight in the Group´s income, 30 % an increase from 23% in 2014, while Lithuania would only account for 8% 

of the total, compared to 10% in 2014. 

Realistic Scenario

Value drivers 2010 2011 2012 2013 2014 E2015 E2016 E2017 E2018 E2019

1. Revenue growth 6,60% 9,49% 4,81% 0,30% 3,58% 3,64% 3,49% 3,22% 2,87%

2. EBITDA margin 18,36% 15,89% 16,77% 17,37% 17,05% 17,09% 17,09% 17,09% 17,09% 17,09%

3. Net borrowing rate -2,998% -2,998% -2,998% -2,998% -2,998% -2,998% -2,998% -2,998% -2,998% -2,998%

4. Tax rate -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97%

5. Depreciation as a % of int. & tang. assets -13,02% -11,63% -13,01% -7,27% -6,89% -7,08% -7,08% -7,08% -7,08% -7,08%

6. Int. & tang. assets as a % of revenue 53,52% 56,18% 53,70% 57,25% 65,92% 57,09% 57,09% 57,09% 57,09% 57,09%

7. NWC as a % of revenue 7,74% 7,96% 10,11% 8,74% 10,03% 10,03% 10,03% 10,03% 10,03% 10,03%

8. NIBD as a % of invested capital 21,19% 29,95% 26,16% 20,70% 22,77% 22,77% 22,77% 22,77% 22,77% 22,77%

Historical Forecast
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Table 15 - Revenue growth, Optimistic Scenario. Own creation, sources: (Annual reports 2010-2014) 

 

The total revenue growth for Olvi in the Optimistic case follows a similar trend as the realistic case, just at a 

higher level. 

5.2.2 EBITDA Margin 

Olvi is facing challenges in its operations in Finland due to weakened consumer purchasing power and 

intensified price competition. Olvi has invested intensively in logistics in Finland with the aim of increasing 

efficiency in the operation. If the reorganization of the Finish operations proves successful it will affect EBITDA 

margin in a positive way. In our optimistic scenario we assume that the Baltic operations will continue to be 

strong and that the situation in Latvia, which has been improving, will continue to improve effecting EBITDA 

margin in a positive way. There are also opportunities for EBITDA margin improvements in Lithuania due to a 

new canning which was introduced in 2014 which could have a positive effect. Taking these factors into 

consideration we assume that EBITDA margin going forward will increase to 21% on average throughout the 

forecasted period (Olvi Group, 2014).  

Table 16- EBITDA Margin, Optimistic Scenario. Own creation, sources: (Annual reports 2010-2014) 

 

5.2.3 Net Borrowing Rate 

In our optimistic scenario, Olvis growth and EBITDA margin will increase (as mentioned above) which has a 

positive effect on Olvis key financial ratios used to estimate the borrowing rate. Improvements in the financial 

ratios, ceteris paribus, will lower the borrowing cost and therefore we assume a 2% borrowing rate going 

forward.  

5.2.4 Intangible and Tangible Assets 

In our optimistic scenario we assume that Olvi will be able to decrease its intangible and tangible assets as a 

percentage of revenue to 53.52% which is the lowest ratio Olvi achieved during the last 5 years. 

5.2.5 Net Working Capital 

Currently the NWC as a percentage of revenue is at the highest level it has been for the five years. In our 

optimistic scenario we assume that Olvi will be able to improve the ratio where we assume a constant level of 

8.91% which is the 5 year average.  

Value driver 2010 2011 2012 2013 2014 E2015 E2016 E2017 E2018 E2019

Revenue growth 6,60% 9,49% 4,81% 0,30% 7,82% 7,06% 6,03% 4,76% 3,40%

Revenue  267.509  285.174  312.230  327.256  328.239  353.906  378.891  401.752  420.876  435.201  

Value driver 2010 2011 2012 2013 2014 E2015 E2016 E2017 E2018 E2019

EBITDA margin 18,36% 15,89% 16,77% 17,37% 17,05% 21,00% 21,00% 21,00% 21,00% 21,00%

EBITDA  49.123 45.320 52.359 56.837 55.955 74.320 79.567 84.368 88.384 91.392
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The Optimistic scenario above will be summarised in table 17, where the historical development and forecast 

of all the value drivers are shown. 

 

Table 17 - Value drivers, Optimistic Scenario. Own creation, sources: (Annual reports 2010-2014) 

 

5.3 Pessimistic Scenario 

5.3.1 Revenue 

In the pessimistic case for Finland, we fixed the revenue growth rate at -3.5 percent, which is the time 

weighted historical average. This implies that the VAT rates and consumption would not be lowered as in the 

other cases, resulting in decline in consumption and a decline in Olvi’s domestic revenue. The revenue growth 

in Estonia has been stable at 1.5 percent and the profitability has been at a good level for the past two years, 

but given the promised increases in excise taxes until 2016 we forecast 0.5 percent decrease in revenue growth 

until 2016 and constant thereafter. In Latvia, the weakened overall market situation and diminished intra-

Group sales has proven to be a challenge for Olvi, compared to the other Baltic units. In addition the 

government in Latvia have agreed on increasing excise duties on annual basis until 2017. Our estimate is 

therefore a revenue growth decline for the Latvian operation. Lithuania has clearly improved its performance 

in recent years which has resulted in high revenue growth. In the pessimistic case we set the revenue growth 

for Lithuania going forward at a more moderate level due to uncertainty in excise duties development for the 

country. Due to the devaluation trend and the overall uncertainty in the economic environment in Belarus we 

decided make downward adjustment to the high growth forecast in the other scenarios. As we have mentioned 

the possibly biased historically high revenue growth rates in Belarus might not be the best reflection on the 

future development.  

Table 18 - Revenue growth, Pessimistic Scenario. Own creation, sources: (Annual reports 2010-2014) 

 

Optimistic Scenario

Value drivers 2010 2011 2012 2013 2014 E2015 E2016 E2017 E2018 E2019

1. Revenue growth 6,60% 9,49% 4,81% 0,30% 7,82% 7,06% 6,03% 4,76% 3,40%

2. EBITDA margin 18,36% 15,89% 16,77% 17,37% 17,05% 21,00% 21,00% 21,00% 21,00% 21,00%

3. Net borrowing rate -2,998% -2,998% -2,998% -2,998% -2,998% -2,000% -2,000% -2,000% -2,000% -2,000%

4. Tax rate -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97%

5. Depreciation as a % of int. & tang. assets -13,02% -11,63% -13,01% -7,27% -6,89% -7,08% -7,08% -7,08% -7,08% -7,08%

6. Int. & tang. assets as a % of revenue 53,52% 56,18% 53,70% 57,25% 65,92% 53,52% 53,52% 53,52% 53,52% 53,52%

7. NWC as a % of revenue 7,74% 7,96% 10,11% 8,74% 10,03% 8,91% 8,91% 8,91% 8,91% 8,91%

8. NIBD as a % of invested capital 21,19% 29,95% 26,16% 20,70% 22,77% 22,77% 22,77% 22,77% 22,77% 22,77%

Historical Forecast

Value driver 2010 2011 2012 2013 2014 E2015 E2016 E2017 E2018 E2019

Revenue growth 6,60% 9,49% 4,81% 0,30% 0,37% -0,12% -0,51% -0,67% -0,58%

Revenue  267.509  285.174  312.230  327.256  328.239  329.452  329.050  327.357  325.169  323.293  
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5.3.2 EBITDA Margin 

In our pessimistic scenario, Olvi is not able to respond to the challenges in Finland and we assume increased 

price pressure as well as further weakening of consumer purchasing power. Furthermore we assume that the 

increased investment in Belarus will not improve performance. Going forward we assume EBITDA margin will 

drop to 14.5% on average throughout the forecasted period.  

Table 19- EBITDA Margin, Pessimistic Scenario. Own creation, sources: (Annual reports 2010-2014) 

 

5.3.3 Net Borrowing Rate 

The same argument goes for the pessimistic scenario, that is, lower growth and EBITDA margin has a negative 

effect on the financial ratios resulting in a higher borrowing rate. In the pessimistic scenario we assume a 4% 

borrowing rate throughout the forecasted period.  

 

5.3.4 Intangible and Tangible Assets 

In our pessimistic scenario we assume that Olvi will keep its intangible and tangible assets as a percentage of 

revenue at 65.92% which is the current level as well as the highest level during the last 5 years. 

 

5.3.5 Net Working Capital 

During the period 2010 to 2014, the ratio between NWC and revenue has increased gradually. In the 

pessimistic scenario we will assume that this trend will continue to increase by 0.5% annually during the 

forecast period. 

 

The Pessimistic scenario above will be summarised in table 20, where the historical development and forecast 

of all the value drivers are shown. 

 

Value driver 2010 2011 2012 2013 2014 E2015 E2016 E2017 E2018 E2019

EBITDA margin 18,36% 15,89% 16,77% 17,37% 17,05% 14,50% 14,50% 14,50% 14,50% 14,50%

EBITDA  49.123 45.320 52.359 56.837 55.955 47.770 47.712 47.467 47.150 46.878
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Table 20 - Value drivers, Pessimistic Scenario. Own creation, sources: (Annual reports 2010-2014) 

 

5.4 Forecasting conclusion 

Our main focus for analysing Olvi´s profitability has been on ROIC and therefore we want to conclude the 

forecasting chapter by discussing the sustainability of ROIC as well as examining Olvi´s forecasted ROIC for all 

scenarios.   

As with sales growth, ROIC has a tendency for mean-reverting over a long period of time. There are however 

two important differences between the mean-reversion of sales growth and ROIC. First, ROIC has a slower 

mean-reversion compared to growth rates or about 15 years compared to around 4 years. Second, ROIC does 

not mean-revert completely to the aggregate long run median which is an important factor since it shows that 

companies that have high ROIC are able to maintain its competitive advantage in the long run. The fact that 

companies are able to sustain its competitive advantage in the long run has important implications for 

calculating the terminal value of the business (Koller et al., 2010). The fact that our forecasting is only 5 years 

means that the terminal value will represent a significant proportion of the firm´s value which makes our 

assumption about long term profitability vital in our valuation. Many analysts base their terminal value on the 

economic concept that ROIC will approach WACC in the long run which can be an overly pessimistic view when 

we look at the evidence above. Therefore it is important to put forth the question: How likely is it that Olvi will 

be able to remain its relatively high ROIC? Evidence shows that the probability for companies with ROIC ranging 

from 10-20% to drop below 10% in ROIC is merely 25%. The probability that the company stays within the 

range of 10-20% ROIC is 40% which leaves a probability of 35% that the company will improve its ROIC above 

20% (Koller et al., 2010).The empirical evidence therefore suggests that the probability of Olvi sustaining its 

ROIC or improving it is 75%.  

In our realistic scenario, Olvi´s ROIC increases from 14.2% to a long term average of 15.8% which is above its 

WACC.14 Since ROIC > WACC in we conclude that Olvi is creating value throughout the forecasting period. In our 

                                                           
14

 See chapter 6.2.4 for our calculation of Olvi´s WACC 

Pessimistic Scenario

Value drivers 2010 2011 2012 2013 2014 E2015 E2016 E2017 E2018 E2019

1. Revenue growth 6,60% 9,49% 4,81% 0,30% 0,37% -0,12% -0,51% -0,67% -0,58%

2. EBITDA margin 18,36% 15,89% 16,77% 17,37% 17,05% 14,50% 14,50% 14,50% 14,50% 14,50%

3. Net borrowing rate -2,998% -2,998% -2,998% -2,998% -2,998% -4,000% -4,000% -4,000% -4,000% -4,000%

4. Tax rate -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97% -19,97%

5. Depreciation as a % of int. & tang. assets -13,02% -11,63% -13,01% -7,27% -6,89% -7,08% -7,08% -7,08% -7,08% -7,08%

6. Int. & tang. assets as a % of revenue 53,52% 56,18% 53,70% 57,25% 65,92% 65,92% 65,92% 65,92% 65,92% 65,92%

7. NWC as a % of revenue 7,74% 7,96% 10,11% 8,74% 10,03% 10,53% 11,03% 11,53% 12,03% 12,53%

8. NIBD as a % of invested capital 21,19% 29,95% 26,16% 20,70% 22,77% 22,77% 22,77% 22,77% 22,77% 22,77%

Historical Forecast
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optimistic scenario, Olvi´s ROIC increase from 14.2% to a long term average of 22.4% where we conclude that 

Olvi creates value throughout the forecasted period. In order to assess the likelihood of Olvi increasing its ROIC 

to 22.4% we would like to refer back to the analysis carried out by Koller et al. (2010) which showed that 

historically there is 35% chance that a company with ROIC ranging between 10-20% is able to increase its ROIC 

above 20%. Moving on to our pessimistic scenario, Olvi´s ROIC decreases from 14.2% to a long term average of 

10% which is just above its WACC. Again, we conclude that Olvi is creating long term value in our pessimistic 

scenario.  

Table 21 - ROIC incl. Goodwill. Own creation, sources: (Annual reports 2010-2014) 

 

  

ROIC incl. Goodwill 2011 2012 2013 2014 E2015 E2016 E2017 E2018 E2019

Realistic 12,4% 12,6% 17,2% 14,2% 14,9% 15,8% 15,8% 15,8% 15,8%

Optimistic 12,4% 12,6% 17,2% 14,2% 20,7% 22,8% 22,7% 22,6% 22,4%

Pessimistic 12,4% 12,6% 17,2% 14,2% 10,3% 10,3% 10,2% 10,1% 10,0%
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6. Valuation 

 

In this chapter the intrinsic value of Olvi will be computed. We will begin this section by discussing the 

valuation model and since the theory behind the DCF model has been reviewed in the Theoretical Framework 

chapter we will focus on the pros and cons of the model. Next we will estimate the cost of capital which is used 

to discount the FCF. Thereafter we discount the projected FCF and the terminal value to the present value 

using the WACC, and the enterprise value is computed. Finally, as the projected FCF and the WACC are derived 

from variety of assumptions and judgements we will perform sensitivity analysis to test the impact of these 

assumptions on the valuation (Pearl & Rosenbaum, 2013).  

6.1 Valuation Model 

The valuation model we chose is the enterprise value approach of the DCF model. If the analysts complies with 

the underlying assumptions, the DCF model yields unbiased value estimates (Petersen & Plenborg, 2012) . In 

following section we will elaborate further on the pros and cons of the model. 

Pros 

The DCF model is based on projected free cash flow, which is considered to be more fundamental approach 

than using multiples-based methods. It is also considered to be market independent, in the sense that it is 

more insulated from market bubbles and distressed periods. In addition, the model does not rely entirely upon 

truly comparable companies or transactions. This gives the DCF model advantage when there are limited 

number of comparable public companies. Finally the model is considered relatively technically simple. This 

allows for a certain level of flexibility which allows the analyst to run multiple scenarios in order to address the 

sensitivity to improving or declining growth rates, margins, capex requirements and the efficiency of the 

working capital (Pearl & Rosenbaum, 2013). 

Cons  

As the model is dependent on financial projections, accurate forecasting of financial performance is of high 

importance. The level of accuracy has proven to be a challenge, especially when the projection period 

lengthens. Another issue is the sensitivity to assumptions in the model. Small changes in the key assumptions 

can sometimes produce significantly different valuation ranges. Another factor worth mentioning the terminal 
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value. The present value of the terminal sometimes accounts for 75 percent or more of the total value, which 

decreases the relevance of the projection period’s annual FCF. Finally, basic DCF assumes constant capital 

structure which poses problems when you expect the company to change its capital structure over the 

projection period (Pearl & Rosenbaum, 2013). 

 

6.2 Cost of Capital  

When valuing a company using the DCF model, a weighted average cost of capital (WACC) needs to be 

estimated. WACC is a broadly accepted standard to use as a discount rate to calculate the present value of a 

company’s projected free cash flow and terminal value (Pearl & Rosenbaum, 2013). The following formula for 

WACC includes the market value of net interest-bearing debt (NIBD) and equity (E), the required rate of return 

on NIBD and equity and the corporate tax rate. 

𝑊𝐴𝐶𝐶 =
𝑁𝐼𝐵𝐷

(𝑁𝐼𝐵𝐷 + 𝐸)
∗ 𝑟𝐷 ∗ (1 − 𝑡) +

𝐸

(𝑁𝐼𝐵𝐷 + 𝐸)
𝑟𝐸 

The components of WACC are discussed and estimated in the following chapters. Since none of the variables 

are directly observable, we will employ various models, assumptions and approximations to estimate each 

component. We will begin estimating the capital structure. Next we will use the CAPM to estimate the required 

rate of return on equity. After that we will estimate the required rate of return on debt, and finally we will 

calculate the WACC for Olvi using the estimations in this chapter as inputs. 

6.2.1 Capital Structure 

As mentioned above, the capital structure will be based on market values since they reflect the true 

opportunity cost of lenders and investors (Petersen & Plenborg, 2012). According to Koller et al (2010), the cost 

of capital should rely on target weights, rather than current weights. The reason for this is that at any point, a 

company’s current capital structure may not reflect the level of the target capital structure over the life of the 

business, e.g. due to short-term swings in the company´s stock price. We will therefore start by estimating 

historical market value of NIBD and Equity and adjust it according to Olvi’s strategy to estimate target capital 

structure. 
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Table 22 - Capital structure. Own creation, sources: (Annual reports 2010-2014) 

 

The market value of net interest bearing debt cannot be observed directly so the book value will be used as a 

proxy (valuation book). The market value of equity is calculated as the total shares outstanding multiplied by 

the share price at the last trading day of each year. The reason for using end of the year share price is so that 

the market value of equity matches the date of the market value of NIBD.  

As table 22 shows, Olvi’s leverage ratio has been decreasing in recent years. In the end of 2014 the 

NIBD/(NIBD+Equity) ratio was 11.34 percent, a bit lower than the average for five years analysed, 12.51 

percent. According to Olvi’s financial statements (2014) , the objective is to maintain optimal capital structure, 

which means they may adjust the dividends accordingly. Given these findings, the estimated target capital 

structure will be set at 12 percent NIBD/(NIBD+Equity). 

6.2.2 Capital Asset Pricing Model 

6.2.2.1 Risk-Free Rate  

Default-free government bonds will be used in the estimation of the risk-free rate. Government bonds come in 

many maturities and ideally, each cash-flow should be discounted using a government bond with the same 

maturity. However for simplicity, most practitioners use a single yield, 10-year government bonds (Koller et al., 

2010). Since most of Olvi’s cash flows are in Euro, a Euro area government benchmark bond should mitigate 

inflation inconsistency between the projected cash flows and the discount rate. The yield on a Euro area 10-

year government bond in September 2015 was 1.48 (ECB, 2015). 

 The current yield15 is relatively low in a historical comparison, and a historical average might generate more 

realistic number. However, the risk-free rate is by definition the rate that can be obtained now, when the cost 

of capital is calculated and therefore using historical average as a proxy for the future risk-free rate is an error 

                                                           
15

 The current yield used is the yield as it was in September 2015. 

Outstanding shares 10,379,000 20,758,808 20,758,808 20,758,808 20,758,808 -

Share price end of year 15.34 14.79 19.52 28.34 20.95 -

Market cap end of year 159,213,860 307,025,610 405,215,680 588,310,060 434,901,050 -

NIBD end of year 34,749,000 54,831,000 51,146,000 43,698,000 55,636,000 -

NIBD/(NIBD+Equity) 17.92% 15.15% 11.21% 6.91% 11.34% 12.51%

AverageCapital Structure 2010 2011 2012 2013 2014
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(Kamal , 2010). The yield of 1.48 of the Euro benchmark government bond will therefore be used as a proxy for 

the risk-free rate. 

6.2.2.2 Systematic Risk  

Intuitively, owners required rate of return increases if systematic risk (βe) increases (Petersen & Plenborg, 

2012). To estimate the beta we will begin by finding the company’s raw beta, using regression. After that we 

will improve the estimate using industry comparables and smoothing techniques.  

The method used to find the raw beta was the market model, the most common regression used to estimate 

company’s raw beta. The stock’s return is regressed against the market’s return as the following equation 

shows (Koller et al., 2010). 

𝑅𝑖 = 𝛼 +  𝛽𝑚 + 𝜀 

Olvis stock return is regressed against the S&P 500 using 60 observation points, five years of monthly returns 

(Koller et al., 2010). The estimated raw beta of Olvi based on the historical regression is β = 0.34. However, the 

standard error of the beta estimate was 0.21 and using the 95 percent confidence level as a guide, Olvi’s true 

beta should lie between -0.079 and 0.768 which is far too imprecise and much to large range to rely solely on 

for Olvi’s beta estimation.  

For comparison, the same regression is made, only now using 132 observation points (months), instead of 60. 

This resulted in estimated raw beta of 0.69, with lower limit of 0.34 and upper limit of 1.04 using the 95 

percent confidence level, or two standard errors of 0.176, a slightly tighter range than before.  

In order to visually observe the development of Olvi’s raw beta, we plotted the company’s 60 month rolling 

beta. As figure 26 shows, Olvi’s raw beta has been gradually decreasing in recent years. The average 60 month 

beta over the whole period was 0.715.   
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Figure 26 - Rolling Beta. Own creation, source: (Yahoo Finance, 2015) 

The analysis above clearly show how volatile and imprecise the beta estimation process can be, and how highly 

it is affected by predetermined estimation criteria. To improve the beta estimation, industry betas are 

recommended, rather than company specific betas, due to the similar operating risk companies in the same 

industry face. In order to exclude the important factor of leverage, an unlevered industry beta is suggested 

(Koller et al., 2010). According to Damodaran (2015) the unlevered beta for the beverage industry is 0.68 and 

0.47 for alcoholic- and soft drink beverages respectively. Adjusting for the fact that alcoholic beverages have a 

higher weight in Olvi’s total income than soft drinks, the weighted unlevered industry beta is estimated 0.617. 

Now, after having computed the unlevered industry beta, we re-lever the beta using the target NIBD/Equity 

level of 13.67 percent and obtain Olvi’s re-levered industry beta of 0.701. 

Due to the fact that the beverage industry is a well-defined industry and the fact that Olvi was in fact one of the 

68 companies included in Damodaran (2015) dataset when computing the industry beta, the re-levered is 

considered should suffice as an estimate of Olvi´s beta. However, due to the fact that the re-levered industry 

beta is significantly higher than estimation of Olvi´s raw beta using the market model above when using 60 

observations as recommended, we will make one final adjustment for comparison. 

This method is called beta smoothing, which dampens extreme observations toward the overall average as this 

formula presented by Koller et al. (2010) shows:     



77 | P a g e  
 

𝐴𝑑𝑗𝑢𝑠𝑡𝑒𝑑 𝐵𝑒𝑡𝑎 = 0.33 + 0.67(𝑅𝑎𝑤 𝐵𝑒𝑡𝑎) 

Inserting the previously obtained raw beta of 0.34 into the smoothing formula we obtain an adjusted beta of 

0.56. Doing the same for the raw beta of 0.69, which was obtained using 132 observations, the adjusted beta is 

0.79.  

Taking all the above into consideration, we conclude that the raw beta estimated using the market model 

regression is far too reliant on number of observations and the standard error is too high. The beta smoothing 

brought the adjusted beta closer to the industry average. However, as mentioned above, the raw beta used as 

an input in the formula is too imprecise to be considered a good reflection of present and, more importantly, 

the future beta for Olvi. The beta used for calculation of the required return on equity will be the re-levered 

industry average of 0.701.  

6.2.2.3 Market Portfolio Risk Premium 

Estimation of the market risk premium is one of the most debated issues in finance (Koller et al., 2010). To 

determine the markets expected return, a proxy for the “market” must be generated (Livingston, 2014) . Since 

none of today’s models can provide a precise estimate the proxy will be based on a calculated average market 

risk premium. According to Koller (Koller et al., 2010) historical risk premium varies between 4.5 and 5.5 

percent. According to Damodaran (2015) dataset however, it seem like the risk premium has been increasing in 

recent years. In January the market risk premium in Western Europe was estimated 6.88 percent and in July 

6.97 percent. Arguably, Greece and Cyprus play a large role in increasing this average with risk premium of 19.3 

and 15.6 respectively in July 2015. Adjusting for these extremes would lower the average risk premium. 

However, The Western Europe average does not include Belarus, which had a risk premium of 17.6 in July 

2015. Taking all the above into consideration, a market risk premium of 6 percent will be used. 

6.2.2.4 Liquidity Premium 

Liquidity refers to the degree to which a stock can be converted into cash and the costs and problems related 

to the transaction. Highly liquid stocks are desirable since they can be quickly converted into cash, with 

minimum transaction costs and with high degree of certainty of realising the expected net proceeds. Empirical 

studies have revealed that investors demand a premium of 3 to 5 percent when investing in stocks with limited 

or no liquidity (Petersen & Plenborg, 2012) . This theory is much related to the concept of a Size Premium, 

which is also based on empirical evidence, suggesting that smaller-sized companies are riskier. Like the 
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Liquidity Premium theory, the Size Premium suggests that due to limited trading volume of smaller companies, 

the covariance calculations become imprecise (Pearl & Rosenbaum, 2013). 

To analyse Olvi’s liquidity we gathered data on daily trading volume for two months (August and July) for Olvi’s 

stock. For comparison we gathered the same data for Royal Unibrew and Carlsberg (B – shares). The average 

daily trading volume for Olvi’s stocks was only 4,416, which is only 4 percent of the daily trading volume of 

Royal Unibrew’s stocks (108,870), and only 1.14 percent of Carlsberg – B daily volume (386,982). Comparing 

the average volume to the outstanding shares, the daily volume of Olvi’s share traded is only 0.029 percent of 

the outstanding shares. For comparison, the average daily trading volume of Royal Unibrew and Carslberg as a 

percentage of the outstanding shares is 0.18 and 0.37 respectively, suggesting significantly lower liquidity of 

Olvi’s shares.  

Given these information we will assume 3 percent liquidity premium when calculating the required return on 

Equity. When calculating the CAPM, the liquidity premium is simply included by adding the (3 percent) 

premium to the required rate of return computed using the CAPM formula.  

6.2.2.5 Calculation of CAPM 

Using the estimations above as inputs, the required rate of return on Equity (rE) is: 

𝑟𝐸 =  𝑟𝑓 + 𝛽𝑖 ∗ (𝐸[𝑟𝑚] −  𝑟𝑓) + 𝐿𝑖𝑞𝑢𝑖𝑑𝑖𝑡𝑦 𝑃𝑟𝑒𝑚𝑖𝑢𝑚 = 1.48% + 0.701 ∗ 6% + 3% = 8.7%  

6.2.3 Required Rate of Return on Debt 

The required rate of return for debt (NIBD) is comprised of three variables: the risk-free rate, the credit 

spread16, and the corporate tax rate. For the required rate of return on debt, yield to maturity of long term 

option free bonds will be used on an after-tax basis. Technically speaking, the yield is the promised rate of 

return on company’s debt and therefore the yield to maturity is only a proxy for expected return. It assumes 

that all payments are made in time and the debt is paid in full and is therefore theoretically inconsistent, as 

expected cash flow should be discounted by expected return, not promised yield. We will therefore use the 

yield as an input for calculation of the credit spread by comparing it to the risk-free rate. However, it should be 

noted that for companies with investment-grade debt, the probability is so low that this inconsistency is 

immaterial, especially compared to the estimation error surrounding beta and the market risk premium (Koller 

et al., 2010). Thus, the yield to maturity is often considered a suitable proxy.  

                                                           
16

 The credit spread is equivalent to the risk premium on debt. 
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To determine the yield to maturity an indirect method will be used. First we will determine Olvi’s credit rating. 

Then we will examine the average yield spread on a portfolio of long-term bonds with the same credit rating. 

The yield spread is then added to the risk free rate and multiplied by 1 minus the tax rate.  

To estimate the credit rating of Olvi, few key financial ratios were calculated and compared to Moody’s credit 

rating criteria. The following table show how Olvi has ranked historically according to the criteria, along with 

average historical average rating compared to financial ratio, and overall average for each year.  

Table 23 - Credit Rating. Own creation, source: (Petersen & Plenborg, 2012) 

 

According to our findings, Olvi’s credit dating is the investment grade A- for all of the years except for 2011 

where they are rated BBB+. For comparison, according to Bloomberg’s credit rating at the 15th of October, Olvi 

was rated with Investment Grade 6 (IG6), which is equivalent to credit rating A. Our estimate of Olvi’s credit 

rating is therefore one investment grade lower than Bloomberg’s.  

Next we need to construct a portfolio of long term bonds with the same credit rating, A-. In Bloomberg’s fixed 

income search we set up the search criteria for active bonds, with S&P Rating available (for investment grade 

bonds, later filtered to A-), data on yield to maturity, and the original maturity of the bonds had to be 10 years 

(in order to match the length of the risk free rate), and finally they had to be European bonds corporate bonds. 

163 bonds bet this criteria and the average yield to maturity on those bonds was 2.998 percent. Comparing this 

to our risk-free rate of 1.48percent, Olvi’s credit spread is 1.52 percent. The required rate of return after 

adjusting for the tax shield is therefore 2.4 percent.  

 

 

Credit Rating 2010 2011 2012 2013 2014 Average

EBIT interest cover (x) AAA AA AA AA AA AA

Free operating cash flow / total debt (%) AA+ AA+ AA+ AA+ AA+ AA+

ROIC (%) BBB BBB A- BBB+ BBB+

Operating income(EBIT)/revenue (%) B CCC CCC B+ B B

Long-term debt/capital (%) AA+ AAA AA+ AAA AAA AAA

Total debt/capital (%) BB- B+ BB+ BB+ BB+ BB+

Implied Credit Rating A- BBB+ A- A A- A-



80 | P a g e  
 

6.2.4 Calculation of WACC 

 

All the components necessary to calculate Olvi’s WACC have now been determined. Using the estimated 

variables above as inputs, the WACC can be calculated: 

7.93 = 0.12 ∗  2.998% ∗ (1 − 0.2) + 0.88 ∗ 8.7%  

6.2.5 CAPM criticism 

Using CAPM to estimate our required return on equity opens up the question about how good of a predictor 

CAPM is. There are a number of assumptions embedded in CAPM which have been subject to rigorous 

empirical tests during the last few decades where it has been shown that CAPM does not hold. Instead of going 

into detail about each assumption, we have decided to highlight the assumption regarding unconstrained 

leverage due to the fact that the unconstrained leverage has implication for the relationship between beta and 

expected return. One of CAPM basic assumptions is that all investors choose a portfolio with the highest 

expected excess return per unit of risk (Sharpe ratio) where the investors use leverage or de-leverage to adjust 

the portfolio to their risk preferences. However, many investors are constrained in the leverage they can take 

and are forced to overweight risky assets (high beta stocks) in order to suit their preferences. This behaviour of 

investors tilting more towards high beta stocks pushes up the prices of these risky assets which in return lowers 

the risk adjusted return. Therefore the theoretical security market line (SML) is too flat compared to the one 

observed in the market (Pedersen & Frazzini, 2014). The reason for highlighting this particular fault of CAPM is 

because our beta estimation for Olvi is relatively low which might lead us to underestimate the required return 

on equity which is why we have decided to include return on equity in our sensitivity analysis.  

6.3 Valuation of Olvi 

Olvi´s price per share for our three scenarios ranges from 16.44 to 37.45 with a realistic scenario yielding a 

price per share of 23.62. We base our valuation on end of year 2014 figures and do not incorporate any 

information from the quarterly reports of 2015. Therefore, we compare our price to the observed closing price 

per share at 31. December 2014 which was 20.4. For our realistic scenario we find that the company is 

undervalued by 15.8% which suggests that there is a buy opportunity from an intrinsic value perspective. In our 

optimistic case we find the company to be undervalued by 83.6% and in our pessimistic case the company is 

overvalued by 19.4%. Our scenario analysis allows us to see how changes in growth and the underlying 

profitability of the company affect the value of the company. There are however, other factors which have 
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significant influence on the end results e.g. terminal growth and WACC but these factors will be used in our 

sensitivity analysis to show how the price per share in our realistic case would vary with different estimates of 

the two factors. In our calculations for price per share we make the assumption that both A- and K-shares are 

priced the same. One might argue that the latter ought to have higher value due to the fact that these shares 

have a 20 to 1 voting right which is why we include a sensitivity analysis on the price premium of the K-shares.  

Table 24 - Valuation overview. Own creation 

 

6.4 Sensitivity Analysis 

In our sensitivity analysis we start out by looking at WACC and terminal growth, before diving into more 

specific parameters of WACC, as well as our price premium on the K-shares. For each parameter we show the 

change in share price as well as the corresponding percentage indicating if it is over- or undervalued compared 

to the market price of 20.4. Our analysis shows that the price is very sensitive to WACC where an 

increase/decrease of 2% results in a price range from 17.07 to 37.1 where the stock price becomes overvalued 

by 16% and undervalued by 82%17. The price sensitivity for the terminal growth is not as extreme as for the 

WACC due to the fact that we have chosen smaller intervals where we show the change in price as terminal 

growth increases/decreases by maximum 0.5%. The price range is 21.99 to 25.55 where the stock remains 

undervalued throughout the whole range.   

 

                                                           
17

 We use the following formula in our calculations where a positive/negative sign represents a premium/discount: 

 𝑃𝑟𝑖𝑐𝑒 𝑝𝑟𝑒𝑚𝑖𝑢𝑚/𝑑𝑖𝑠𝑐𝑜𝑢𝑛𝑡 = − (
𝐸𝑠𝑡𝑖𝑚𝑎𝑡𝑒𝑑 𝑝𝑟𝑖𝑐𝑒

𝑂𝑏𝑠𝑒𝑟𝑣𝑒𝑑 𝑚𝑎𝑟𝑘𝑒𝑡 𝑝𝑟𝑖𝑐𝑒
− 1) 

Valuation overview Realistic Optimistic Pessimistic

Present value of FCFF in forecasting period 146.368 204.727 98.849

Present value of FCFF in terminal period 400.686 629.379 299.142

Estimated market value of firm (enterprise value) 547.054 834.106 397.991

Net interest-bearing debt 56.761 56.761 56.761

Estimated market value of equity 490.293 777.345 341.230

Number of A-shares 17.026.552 17.026.552 17.026.552

Number of K-shares 3.732.256 3.732.256 3.732.256

Total number of shares 20.758.808 20.758.808 20.758.808

Estimated market value of equity pr. share (EUR) 23,62 37,45 16,44
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        Table 25 - Terminal growth and WACC. Own creation                       Table 26 - Under-/Overvalued. Own creation 

           

Diving into more details on the parameters making up WACC we show the price sensitivity of changes in cost of 

equity (re), cost of debt (rd), tax rate and gearing ratio (NIBD/NIBD+EQUITY). As with terminal growth, we 

chose relatively small intervals for these parameters since we have already shown in our WACC sensitivity 

analysis how the price moves with larger intervals in WACC. Changes in cost of debt have almost no effect on 

the price because of the low gearing ratio (12%) and will therefore not be discussed in further detail. Cost of 

equity has more effect on the price changes due to low gearing ratio as well as larger intervals in our sensitivity 

analysis compared to cost of debt. A one percent change in cost of equity translates into a price range of 20.25 

to 28.19 where the stock price remains undervalued in all cases except one where it is roughly on par.       

     Table 27 - rE and rD. Own creation                                                               Table 28 - Under-/Overvalued. Own creation 

           

The tax rate has an effect on the value in two ways, both through the WACC and the actual taxes paid in our 

forecasting model. Increasing the tax rate has a negative effect on value when we look solely on taxes paid 

while increasing the tax rate has a positive effect on value through a lower WACC (due to higher tax shield). It 

becomes apparent from the sensitivity analysis that the negative effect on increasing the tax rate outweighs 

the positive effect of higher tax shield since the price per share drops. The positive effect through a higher tax 

shield is almost insignificant due to low debt levels. By splitting up the WACC formula into “debt side” and 

“equity side” it becomes apparent that due to low debt levels the “debt side” only amounts to 0.29% of the 

23,62 1,66% 1,91% 2,16% 2,41% 2,66%

5,93% 33,16 35,01 37,10 39,48 42,24

6,93% 26,52 27,67 28,95 30,36 31,94

7,93% 21,99 22,77 23,62 24,54 25,55

8,93% 18,71 19,27 19,86 20,50 21,20

9,93% 16,22 16,63 17,07 17,54 18,04

W
A

C
C

Terminal growth
0,00 1,66% 1,91% 2,16% 2,41% 2,66%

5,93% -63% -72% -82% -94% -107%

6,93% -30% -36% -42% -49% -57%

7,93% -8% -12% -16% -20% -25%

8,93% 8% 6% 3% -1% -4%

9,93% 20% 18% 16% 14% 12%

W
A

C
C

Terminal growth

23,62 7,69% 8,19% 8,69% 9,19% 9,69%

2,50% 28,49 25,97 23,83 22,00 20,41

2,75% 28,34 25,84 23,72 21,91 20,33

3,00% 28,19 25,72 23,62 21,82 20,25

3,25% 28,05 25,59 23,51 21,73 20,17

3,50% 27,90 25,47 23,41 21,64 20,09

rE

r D

0,00 7,69% 8,19% 8,69% 9,19% 9,69%

2,50% -40% -27% -17% -8% 0%

2,75% -39% -27% -16% -7% 0%

3,00% -38% -26% -16% -7% 1%

3,25% -37% -25% -15% -6% 1%

3,50% -37% -25% -15% -6% 1%

rE

r D
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total calculated WACC of 7.93%18. This result shows that even by increasing the tax rate to 100% we would only 

lower the WACC by 0.29%, which in return, explains why the positive effect of higher tax shield has almost no 

effect on the value. The combined positive and negative effect of a higher tax rate does not have significant 

effect on the price where an increase by 3% shifts the price down to 22.51 where it remains undervalued by 

10%. Increasing the debt ratio has a positive effect on the price through a lower WACC due to higher tax shield 

and because more weight is being put on return on debt (which is lower than return on equity). Increasing the 

debt ratio has a moderate effect on the value where an increases/decrease of 6% results in a price range of 

22.06 to 25.4 where the price remains undervalued in all scenarios.    

     Table 29 – NIBD/(NIBD + Equity) and Tax. Own creation                         Table 30 - Under-/Overvalued. Own creation 

           

 

Our price per share is significantly affected by changes in our beta estimate where a decrease of 0.2 in beta 

pushes the price up to 29.31 where the stock would be undervalued by 44%. Increasing the beta to 0.9 would 

shift the price to 19.68 where the stock price would go from being 16% undervalued to 4% overvalued. By 

relaxing the assumption that K-shares have the same value as A-shares we use the formula below to calculate 

price per A-share given a specific price premium on K-shares. 

𝑃𝑟𝑖𝑐𝑒 𝑝𝑒𝑟 𝐴 − 𝑠ℎ𝑎𝑟𝑒 =  
(𝐸𝑎+𝑘 − ( 𝐸𝑘 ∗ (1 + 𝑃𝑘)))

𝐴
 

Where 

Ea+k = Total market value of equity (A + K Shares) 

Ek = Market value of equity (K-shares) 

Pk = Price premium on K-shares 

                                                           
18

 By “debt side” we refer to 
𝑁𝐼𝐵𝐷

(𝑁𝐼𝐵𝐷+𝐸)
∗ 𝑟𝐷 ∗ (1 − 𝑡)  where the  calculation is as follows: 

 0.29 = 0.12 ∗ 0.02998 ∗ (1 − 0.1997) 

23,62 6,00% 9,00% 12,00% 15,00% 18,00%

16,97% 23,12 23,90 24,72 25,61 26,55

18,47% 22,59 23,36 24,17 25,04 25,97

19,97% 22,06 22,81 23,62 24,48 25,40

21,47% 21,53 22,27 23,06 23,91 24,82
22,97% 20,99 21,73 22,51 23,34 24,24

NIBD / (NIBD + Equity)

Ta
x

0,00 6,00% 9,00% 12,00% 15,00% 18,00%

16,97% -13% -17% -21% -26% -30%

18,47% -11% -14% -18% -23% -27%

19,97% -8% -12% -16% -20% -24%

21,47% -6% -9% -13% -17% -22%

22,97% -3% -7% -10% -14% -19%

NIBD / (NIBD + Equity)

Ta
x
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A = Number of A-shares outstanding 

As an illustrative example of the formula above we use 30% price premium with the following results: 

22.07 =  
( 490,293,039 − ( 88,150,492 ∗ (1 + 0.3)))

17,026,552
 

Our analysis shows that the price per A-share is moderately sensitive to the price premium on K-shares mainly 

because K-shares only represent 18% of total outstanding shares. The price premium would have to jump to 

30% in order for the price to become undervalued.   

     Table 31- Beta and Share premium. Own creation                                   Table 32 - Under-/Overvalued. Own creation 

           

 

  

23,62 0,50 0,60 0,70 0,80 0,90

0% 29,31 26,18 23,62 21,49 19,68

5% 28,99 25,89 23,36 21,25 19,47

10% 28,67 25,61 23,10 21,02 19,25

15% 28,35 25,32 22,84 20,78 19,04

20% 28,03 25,03 22,58 20,54 18,82

25% 27,71 24,74 22,32 20,31 18,61

30% 27,38 24,46 22,07 20,07 18,39

Beta

Sh
ar

e
 p

re
m

iu
m

 

0,00 0,50 0,60 0,70 0,80 0,90

0% -44% -28% -16% -5% 4%

5% -42% -27% -15% -4% 5%

10% -41% -26% -13% -3% 6%

15% -39% -24% -12% -2% 7%

20% -37% -23% -11% -1% 8%

25% -36% -21% -9% 0% 9%

30% -34% -20% -8% 2% 10%

Beta

Sh
ar

e
 p

re
m

iu
m
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6.5 Conclusion 

The purpose of this thesis has been to determine if Olvi is an attractive acquisition target for Royal Unibrew. As 

has been stated, the main focus has been on the intrinsic value of Olvi and if the company is over- or under-

priced compared to the market value. We therefore focused on the share price as a stand-alone investment, 

ignoring other relevant factors that need to be considered when two firms merge.  

To begin with, Olv’s operations, products and markets were analysed and the historical development of Olvi’s 

share price was studied. Olvi operates in 5 countries and is one of the top four beer producers in all of those 

countries. The level of revenue generated as a percentage of the Group’s total revenue has remained relatively 

stable, except in Belarus which has increased significantly in recent years.  

Thereafter the macroeconomic factors affecting Olvi’s operations were highlighted. The analysis revealed that 

the VAT and excise taxes in the countries have had an increasing trend. The VAT rates in the countries are 

relatively similar in all the countries. The excise duties on the other hand differ significantly and is the highest in 

Finland and Belarus.  

The GDP levels in the countries have been decreasing but are, with the exception of Finland, expected to 

increase slightly in the near future. There are some uncertainties regarding the economic outlook for Finland, 

but if government reforms prove to be successful, Finland should recover and the GDP growth should reach the 

level of the other countries. There are also certain risks related to political instability in Belarus and uncertainty 

with the Belarusian Ruble.  

The overall consumption in the countries Olvi operates in has declined slightly in recent years. However, the 

decline has not been as high as the average in for all the EU countries. The unemployment rate has also been 

declining countries although slightly increasing in Finland.  

The microeconomic factors were also analysed using the Porter’s Five Forces model. The bargaining power of 

both the suppliers and buyers was concluded to be low to moderate. When reviewing the threat of new 

entrants, the locational importance and capital intensity of the industry served high barrier of entry. Finally, the 

microeconomic factors were completed by analysing the industry rivalry. To do that, the market growth, 

market concentration and product differentiation were examined and the overall conclusion was that there is 

high industry rivalry. 
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After having identified these non-financial value drivers, we then turned to the financial analysis. We analysed 

the historical performance of Olvi and compared the results to Olvi´s peer group. The profitability analysis 

revealed that Olvi has relatively high ROIC compared to its peer although it’s EBITDA margin lower than the 

peer group average. The profit margin was the driver for the increasing ROIC whereas the turnover rate of 

invested capital decreased from 1.64 in 2011 to 1.57 in 2014 impacting the ROIC negatively. The negative trend 

in utilization of intangible assets can however to a large extent be explained by a new aggressive depreciation 

policy.   

The growth analysis shows that Olvi’s EVA is positive during the analysed period. The growth in EVA was also 

positive although declining slightly in 2014.  

Olvi is subject to a range of financial risk that might affect Olvi’s performance. The main risks we identified 

were foreign exchange risk, interest rate risk, credit risk and capital risk. The residual risk, after mitigating 

actions have been taking into account for these risk factors is considered to be relatively low.  

In our forecast we used a sales-driven approach which provides a strong link between the company’s activity 

level and the related accounting items. We started by assessing the strategic and operational value drivers and 

then moved to financial value drivers, which work as a numerical translation of our strategic and operational 

analysis. Given the level of uncertainty when forecasting future events we decided to include “optimistic” and 

“pessimistic” scenarios to support our “realistic” scenario.  

In the realistic scenario we estimated a share price of 23.62 compared to the observed closing price per share 

of 20.4 at 31. December 2014. This suggests that Olvi is undervalued by the market and should be an attractive 

acquisition target for Royal Unibrew. In the Optimistic case we estimated Olvi’s share price to be 36.79 which 

should make Olvi even more attractive. Finally, in the pessimistic scenario we estimate a share price of 16.76 

which means that Olvi is overvalued by the market.  

A highly influential factor in the valuation is the estimation of the weighted average cost of capital. The WACC 

relies on a number of assumptions that need to be made carefully. After gathering all relevant components, 

our estimation of the WACC for Olvi was 7.93. 

Finally, in order to study how sensitive our valuation estimate of Olvi was, we conducted sensitivity analysis on 

the factors that rely to a large extent on assumptions. The analysis revealed that the price is very sensitive to 

increases or decreases in the estimated WACC. To further analyse the effects of the cost of capital we included 
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re and rd. Increasing or decreasing the rd did not have significant effect on the price, due to the low level of 

debt, but the price was highly sensitive to changes in the return on equity. This means that if some of the many 

assumptions that needed to be made in the CAPM calculations are wrong, the price could be heavily affected. 

To support that we saw that changes in Beta had significant effect on the share price. We also performed 

sensitivity analysis on the terminal growth, D/(D+E), Tax and share premium on the K-shares. Changes in all of 

these variables affected the estimated share price, but not as severely as the previously mentioned variables.  
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Appendices 
 

Appendix 1 – Analytical income statement Olvi 

 

  

NET SALES 267.509 285.174 312.230 327.256 328.239

Increase (+) / decrease (-) in inventories of finished and unfinished products -1.683 -2.947 -369 -562 -2.813

Manufacture for own use 57 68 107 93 65

Other operating income 717 522 1.020 972 1.674

Materials and services 109.674 126.852 140.717 152.805 148.219

Personnel expenses 37.021 36.593 38.341 41.734 42.506

Depreciation and impariment 18.640 18.637 21.822 13.627 14.907

Other operating expenses 70.782 74.052 81.571 76.383 80.485

EBIT 30.485 26.683 30.537 43.210 41.048

Assumed tax rate -19,97% -19,97% -19,97% -19,97% -19,97%

Tax on EBIT -3.646 -5.142 -6.506 -7.349 -7.975

NOPAT 26.839 21.541 24.031 35.861 33.073

Financial Income 514 3.423 4.871 3.105 3.990

Financial expenses -1.831 -5.141 -3.093 -4.501 -3.985

NFE before tax -1.317 -1.718 1.778 -1.396 5

Tax on NFE -263,0029912 -343,08211 355,064023 -278,7791767 0,998492753

NFE after tax -1.580 -2.061 2.133 -1.675 6

PROFIT BEFORE TAXES 29.168 24.965 32.315 41.814 41.053

Income taxes -3.909 -5.485 -6.151 -7.628 -7.974

NET PROFIT FOR THE PERIOD 25.259 19.480 26.164 34.186 33.079

End of year 

2014
Analytical income statement (EUR 1.000)

End of year 

2010

End of year 

2011

End of year 

2012

End of year 

2013
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Appendix 2 – Analytical balance sheet Olvi (1/2) 

 

 

Non-current operating assets 14% 3% 13% 16%

Tangible assets 124.857 142.443 146.749 165.783 192.149

Goodwill 17.169 16.761 17.730 17.805 18.217

Shares in associates 0 0 1.077 1.077 1.125

Other intangible assets 1.134 1.017 2.119 2.701 4.562

Loan receivables and other non-current receivables 137 141 408 349 333

Deferred tax receivables 1.682 196 83 87 163

Total non-current operating assets 144.979 160.558 168.166 187.802 216.549

Current operating assets

Inventories 35.124 35.875 40.583 41.178 43.522

Accounts receivable and other receivables 47.270 52.718 53.345 57.705 66.309

Income tax receivables 0 0 693 848 1.023

Other non-current assets held for sale 333 56 163 124 421

Total current operating assets 82.727 88.649 94.784 99.855 111.275

TOTAL OPERATING ASSETS 227.706 249.207 262.950 287.657 327.824

Non-current operating liabilities

Other liabilities 1.755 0 250 0 2

Deferred tax liabilities 1.847 2.097 3.200 3.761 5.598

Total non-current operating liabilities 3.602 2.097 3.450 3.761 5.600

Current operating liabilities

Accounts payable and other liabilities 59.739 63.726 58.669 66.704 72.899

Income tax liability 362 331 1.196 878 25

Total current operating liabilities 60.101 64.057 59.865 67.582 72.924

TOTAL OPERATING LIABILITIES 63.703 66.154 63.315 71.343 78.524

NET OPERATING ASSETS (INVESTED CAPITAL) 164.003 183.053 199.635 216.314 249.300

Analytical Balance sheet (EUR 1.000)
End of year 

2010

End of year 

2011

End of year 

2012

End of year 

2013

End of year 

2014
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Appendix 3 – Analytical balance sheet Olvi (2/2) 

 

  

Shareholders equity

Share capital 20.759 20.759 20.759 20.759 20.759

Other reserves 1.092 1.092 1.092 1.092 1.092

Treasury shares -222 -8 -8 -8 -8

Translation differences -4.402 -18.248 -17.687 -20.321 -22.964

Retained earnings 109.750 123.286 141.317 167.420 191.408

Total shareholders equity held by parent company shareholders 126.977 126.881 145.473 168.942 190.287

Share beloning to non-controlling interest 2.277 1.341 1.939 2.597 2.252

Total shareholders equity 129.254 128.222 147.412 171.539 192.539

Interest-bearing debt

Non-current financial liabilities 35.607 30.949 42.474 28.483 30.040

Current financial liabilities 7.578 28.266 15.996 24.348 31.652

Interest-bearing assets

Financial assets available for sale 545 548 549 549 549

Liquid assets 7.891 3.836 5.698 7.507 4.382

NET INTEREST BEARING DEBT 34.749 54.831 52.223 44.775 56.761

INVESTED CAPITAL 164.003 183.053 199.635 216.314 249.300
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Appendix 4 – Number of days on hand Olvi 

 

 

Non-current operating assets

Tangible assets 170 182 172 185 214

Goodwill 23 21 21 20 20

Other intangible assets 2 1 2 3 5

Loan receivables and other non-current receivables 0 0 0 0 0

Deferred tax receivables 2 0 0 0 0

Total non-current operating assets 198 206 197 209 241

Current operating assets

Inventories 48 46 47 46 48

Accounts receivable and other receivables 64 67 62 64 74

Income tax receivables N/A N/A 1 N/A N/A

Other non-current assets held for sale 0 0 0 0 0

Total current operating assets 113 113 111 111 124

TOTAL OPERATING ASSETS 311 319 307 321 365

Non-current operating liabilities

Other liabilities 2 N/A 0 N/A 0

Deferred tax liabilities 3 3 4 4 6

Total non-current operating liabilities 5 3 4 4 6

Current operating liabilities

Accounts payable and other liabilities 82 82 69 74 81

Income tax liability 0 0 1 1 0

Total current operating liabilities 82 82 70 75 81

TOTAL OPERATING LIABILITIES 87 85 74 80 87

NET OPERATING ASSETS (INVESTED CAPITAL) 224 234 233 241 277

2014Number of days on hand  2010 2011 2012 2013
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Appendix 5 – Analytical income statement Carlsberg 

 

Revenue 81.295 86.555 92.367 93.732 91.569

Excise duties on beer and soft drinks etc. -21.241 -22.994 -25.899 -27.180 -27.063

Net revenue 60.054 63.561 66.468 66.552 64.506

Cost of sales -28.982 -31.788 -33.831 -33.622 -32.725

Gross profit 31.072 31.773 32.637 32.930 31.781

Sales and distribution expenses -17.158 -18.483 -18.912 -18.717 -18.695

Administrative expenses -4.040 -3.903 -4.185 -4.502 -4.633

Other operating income 815 671 145 17 369

Other operating expenses -588 -422 0 0 0

Share of protif after tax, associates 148 180 108 116 408

Operating profit before special items 10.249 9.816 9.793 9.844 9.230

Special items, net -249 -268 85 -466 -1.353

EBIT 10.000 9.548 9.878 9.378 7.877

Assumed tax rate 20% 20% 20% 20% 20%

Tax on EBIT -2.316 -2.242 -2.215 -2.201 -1.986

NOPAT 7.684 7.306 7.663 7.177 5.891

Financial income 1.085 630 900 721 806

Financial expenses -3.240 -2.648 -2.672 -2.254 -1.997

NFE before tax -2.155 -2.018 -1.772 -1.533 -1.191

Tax on NFE 431 404 354 307 238

NFE after tax -1.724 -1.614 -1.418 -1.226 -953

Profit before tax 7.845 7.530 8.106 7.845 6.686

Corporate tax -1.885 -1.838 -1.861 -1.894 -1.748

Consolidated profit 5.960 5.692 6.245 5.951 4.938

Analytical income statement (DKK million)
End of year 

2014

End of year 

2013

End of year 

2012

End of year 

2011

End of year 

2010
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Appendix 6 – Analytical balance sheet Carlsberg (1/2) 

 

Non-current operating assets

Intangible assets 87.771 89.041 91.216 91.895 81.754

Property, plant and equipment 32.480 31.848 31.991 33.482 28.748

Investments in associates and joint ventures 4.877 5.051 6.241 2.359 4.277

Receivables 1.747 1.650 2.208 2.093 2.131

Deferred tax assets 1.301 1.199 1.170 1.175 1.430

Total non-current operating assets 128.176 128.789 132.826 131.004 118.340

Current operating assets

Inventories 4.191 4.350 4.541 4.762 4.498

Receivables from subsidiareis 5.687 7.855 7.828 7.888 6.872

Tax receivables 172 129 60 203 196

Other receivables 1.766 1.846 2.093 2.001 2.614

Prepayments 938 867 853 1.566 977

Total current operating assets 12.754 15.047 15.375 16.420 15.157

Assets held for sale 419 570 0 0 1.068

TOTAL OPERATING ASSETS 141.349 144.406 148.201 147.424 134.565

Non-current operating liabilities

Deferred tax liabilities 9.947 9.652 9.682 8.837 7.105

Provisions 1.506 1.001 1.230 1.278 2.646

Total non-current operating liabilities 11.453 10.653 10.912 10.115 9.751

Current operating liabilities

Trade payables 9.385 11.021 11.862 12.927 12.031

Deposits on returnable packaging 1.279 1.291 1.381 1.630 2.046

Provisions 512 511 619 530 510

Corporate tax 534 527 537 531 775

Other liabilities etc. 11.378 10.490 9.784 9.248 9.326

Liabilities associated with assets held for sale 178 828 0 0 0

Total current operating liabilities 23.266 24.668 24.183 24.866 24.688

TOTAL OPERATING LIABILITIES 34.719 35.321 35.095 34.981 34.439

NET OPERATING ASSETS (INVESTED CAPITAL) 106.630 109.085 113.106 112.443 100.126

Analyitical balance sheet (DKK million)
End of year 

2014

End of year 

2013

End of year 

2012

End of year 

2011

End of year 

2010
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Appendix 7 – Analytical balance sheet Carlsberg (2/2) 

 

 

Appendix 8 – Profitability analysis Carlsberg 

 

  

EQUITY

Share capital 3.051 3.051 3.051 3.051 3.051

Reserves -7.056 -8.740 -6.476 -13.755 -31.006

Retained earnings 68.253 71.555 73.686 78.515 80.392

Equity, shareholders in Carlsberg A/S 64.248 65.866 70.261 67.811 52.437

Non-controlling interest 5.381 5.763 3.389 3.688 3.560

Total equity 69.629 71.629 73.650 71.499 55.997

INTEREST BEARING ASSETS

Securities 124 134 0 0 0

Retirement benefit plan assets 8 5 0 0 0

Cash and cash equivalents 2735 3145 5760 3714 2418

Securities 34 24 0 0 0

Total interest bearing assets 2.901 3.308 5.760 3.714 2.418

INTEREST BEARING DEBT

Borrowings 32.587 34.364 36.706 30.686 38.690

Retirement benefit obligation and similar obligations 2.434 3.263 3.957 3.093 4.580

Other liabilities 922 1.262 1.201 1.354 1.442

Borrowings 3.959 1.875 3.352 9.525 1.835

Total interest bearing debt 39.902 40.764 45.216 44.658 46.547

NIBD 37.001 37.456 39.456 40.944 44.129

INVESTED CAPITAL 106.630 109.085 113.106 112.443 100.126

ROIC N/A 6,8% 6,9% 6,4% 5,5% 6,4%

Decomposition of ROIC, -showing profit margin and turnover rate of invested capital

Profit margin 9,5% 8,4% 8,3% 7,7% 6,4% 8,1%

Turnover rate of invested capital N/A 0,80 0,83 0,83 0,86 0,83

ROIC N/A 6,8% 6,9% 6,4% 5,5% 6,4%

ROIC excl. goodwill N/A 13,1% 13,3% 12,5% 11,5% 12,6%

201220112010 AverageProfitability analysis 20142013
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Appendix 9 – Days on hand Carlsberg 
 

 

 

 

  

Non-current operating assets

Intangible assets 394 375 360 358 326

Property, plant and equipment 146 134 126 130 115

Investments in associates and joint ventures 22 21 25 9 17

Receivables 8 7 9 8 8

Deferred tax assets 6 5 5 5 6

Total non-current operating assets 575 543 525 510 472

Current operating assets

Inventories 19 18 18 19 18

Receivables from subsidiareis 26 33 31 31 27

Tax receivables 1 1 0 1 1

Other receivables 8 8 8 8 10

Prepayments 4 4 3 6 4

Total current operating assets 57 63 61 64 60

Assets held for sale 2 2 N/A N/A 4

TOTAL OPERATING ASSETS 635 609 586 574 536

Non-current operating liabilities

Deferred tax liabilities 45 41 38 34 28

Provisions 7 4 5 5 11

Total non-current operating liabilities 51 45 43 39 39

Current operating liabilities

Trade payables 42 46 47 50 48

Deposits on returnable packaging 6 5 5 6 8

Provisions 2 2 2 2 2

Corporate tax 2 2 2 2 3

Other liabilities etc. 51 44 39 36 37

Liabilities associated with assets held for sale 1 3 N/A N/A N/A

Total current operating liabilities 104 104 96 97 98

TOTAL OPERATING LIABILITIES 156 149 139 136 137

NET OPERATING ASSETS (INVESTED CAPITAL) 479 460 447 438 399

Number of days on hand 20142013201220112010
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Appendix 10 – Forecasted income statement (realistic scenario)

 

 

 

  

  

NET SALES 267.509 285.174 312.230 327.256 328.239 340.002 352.362 364.676 376.417 387.229

Increase (+) / decrease (-) in inventories of finished and unfinished products -1.683 -2.947 -369 -562 -2.813

Manufacture for own use 57 68 107 93 65

Other operating income 717 522 1.020 972 1.674

Materials and services -109.674 -126.852 -140.717 -152.805 -148.219

Personnel expenses -37.021 -36.593 -38.341 -41.734 -42.506

Depreciation and impariment -18.640 -18.637 -21.822 -13.627 -14.907 -13.745 -14.245 -14.743 -15.217 -15.654

Other operating expenses -70.782 -74.052 -81.571 -76.383 -80.485

Operating expenses (excluding depreciation and amortization) -281.910 -292.158 -302.369 -312.103 -321.068

EBITDA 49.123 45.320 52.359 56.837 55.955 58.092 60.204 62.308 64.314 66.161

EBIT 30.483 26.683 30.537 43.210 41.048 44.347 45.959 47.565 49.096 50.506

Tax rate -20% -20% -20% -20% -20%

Tax on EBIT -3.646 -5.142 -6.506 -7.349 -7.975 -8.856 -9.178 -9.499 -9.804 -10.086

NOPAT 26.837 21.541 24.031 35.861 33.073 35.491 36.781 38.066 39.292 40.420

Financial Income 514 3.423 4.871 3.105 3.990

Financial expenses -1.831 -5.141 -3.093 -4.501 -3.985

NFE before tax -1.317 -1.718 1.778 -1.396 5 -1.702 -1.558 -1.614 -1.671 -1.725

Tax on NFE -263,003 -343,082 355,064 -278,779 0,998 340 311 322 334 344

NFE after tax -1.580 -2.061 2.133 -1.675 6

PROFIT BEFORE TAXES 29.166 24.965 32.315 41.814 41.053

Income taxes -3.909 -5.485 -6.151 -7.628 -7.974

NET PROFIT FOR THE PERIOD 25.257 19.480 26.164 34.186 33.079 34.129 35.534 36.774 37.955 39.040

Analytical income statement (EUR 1.000) End of year 2010 End of year 2011 End of year 2012 End of year 2013 End of year 2014 E2015 E2016 E2017 E2018 E2019
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Appendix 11 – Forecasted balance sheet (realistic scenario) (1/2) 

 

  

Non-current operating assets 14% 3% 13% 16%

Tangible assets 124.857 142.443 146.749 165.783 192.149

Goodwill 17.169 16.761 17.730 17.805 18.217

Shares in associates 0 0 1.077 1.077 1.125

Other intangible assets 1.134 1.017 2.119 2.701 4.562

Loan receivables and other non-current receivables 137 141 408 349 333

Deferred tax receivables 1.682 196 83 87 163

Total non-current operating assets 144.979 160.558 168.166 187.802 216.549

Current operating assets

Inventories 35.124 35.875 40.583 41.178 43.522

Accounts receivable and other receivables 47.270 52.718 53.345 57.705 66.309

Income tax receivables 0 0 693 848 1.023

Other non-current assets held for sale 333 56 163 124 421

Total current operating assets 82.727 88.649 94.784 99.855 111.275

TOTAL OPERATING ASSETS 227.706 249.207 262.950 287.657 327.824

Non-current operating liabilities

Other liabilities 1.755 0 250 0 2

Deferred tax liabilities 1.847 2.097 3.200 3.761 5.598

Total non-current operating liabilities 3.602 2.097 3.450 3.761 5.600

Current operating liabilities

Accounts payable and other liabilities 59.739 63.726 58.669 66.704 72.899

Income tax liability 362 331 1.196 878 25

Total current operating liabilities 60.101 64.057 59.865 67.582 72.924

Tangible and intangible assets 143.160 160.221 167.675 187.366 216.386 194.114 201.171 208.202 214.904 221.077

NWC (Net working capital) 20.706 22.691 31.552 28.599 32.914 34.094 35.333 36.568 37.745 38.829

TOTAL OPERATING LIABILITIES 63.703 66.154 63.315 71.343 78.524

NET OPERATING ASSETS (INVESTED CAPITAL) 164.003 183.053 199.635 216.314 249.300 228.208 236.504 244.769 252.649 259.906

Analytical balance sheet (EUR 1.000) End of year 2010 End of year 2011 End of year 2012 End of year 2013 End of year 2014 E2015 E2016 E2017 E2018 E2019
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Appendix 12 – Forecasted balance sheet (realistic scenario) (2/2) 

 

 

Appendix 13 – Forecasted cash flow statement (realistic scenario)  

 

Shareholders equity

Share capital 20.759 20.759 20.759 20.759 20.759

Other reserves 1.092 1.092 1.092 1.092 1.092

Treasury shares -222 -8 -8 -8 -8

Translation differences -4.402 -18.248 -17.687 -20.321 -22.964

Retained earnings 109.750 123.286 141.317 167.420 191.408

Total shareholders equity held by parent company shareholders 126.977 126.881 145.473 168.942 190.287

Share beloning to non-controlling interest 2.277 1.341 1.939 2.597 2.252

Equity, beginning of period 192.539 176.249 182.656 189.040 195.126

Profit 34.129 35.534 36.774 37.955 39.040

Dividends -50.419 -29.127 -30.391 -31.869 -33.436

Total shareholders equity 129.254 128.222 147.412 171.539 192.539 176.249 182.656 189.040 195.126 200.730

Non-current financial liabilities 35.607 30.949 42.474 28.483 30.040

Current financial liabilities 7.578 28.266 15.996 24.348 31.652

Interest-bearing assets

Financial assets available for sale 545 548 549 549 549

Liquid assets 7.891 3.836 5.698 7.507 4.382

NET INTEREST BEARING DEBT 34.749 54.831 52.223 44.775 56.761 51.959 53.848 55.729 57.524 59.176

INVESTED CAPITAL 164.003 183.053 199.635 216.314 249.300 228.208 236.504 244.769 252.649 259.906

NOPAT 26.837 21.541 24.031 35.861 33.073 35.491 36.781 38.066 39.292 40.420

Depreciation and impariments 18.640 18.637 21.822 13.627 14.907 13.745 14.245 14.743 15.217 15.654

Δ Net working capital -1.180 -1.239 -1.235 -1.177 -1.084

Net investments 8.526 -21.302 -21.773 -21.920 -21.827

FCFF 56.583 28.485 29.801 31.412 33.164

New net financial liabilities -4.802 1.889 1.882 1.794 1.652

Net financial expenses after tax -1.362 -1.247 -1.292 -1.337 -1.380

FCFE 50.419 29.127 30.391 31.869 33.436

Dividends -50.419 -29.127 -30.391 -31.869 -33.436

Cash surplus 0 0 0 0 0

End of year 2011 End of year 2012 End of year 2013 End of year 2014 E2016 E2017 E2018 E2019E2015Cash flow statement (EUR 1.000) End of year 2010



102 | P a g e  
 

Appendix 14 – Forecasted income statement (optimistic scenario) 

 

 

  

 

 

NET SALES 267.509 285.174 312.230 327.256 328.239 353.906 378.891 401.752 420.876 435.201

Increase (+) / decrease (-) in inventories of finished and unfinished products -1.683 -2.947 -369 -562 -2.813

Manufacture for own use 57 68 107 93 65

Other operating income 717 522 1.020 972 1.674

Materials and services -109.674 -126.852 -140.717 -152.805 -148.219

Personnel expenses -37.021 -36.593 -38.341 -41.734 -42.506

Depreciation and impariment -18.640 -18.637 -21.822 -13.627 -14.907 -13.411 -14.358 -15.224 -15.949 -16.492

Other operating expenses -70.782 -74.052 -81.571 -76.383 -80.485

Operating expenses (excluding depreciation and amortization) -279.586 -299.324 -317.384 -332.492 -343.809

EBITDA 49.123 45.320 52.359 56.837 55.955 74.320 79.567 84.368 88.384 91.392

EBIT 30.483 26.683 30.537 43.210 41.048 60.909 65.209 69.144 72.435 74.900

Tax rate -20% -20% -20% -20% -20%

Tax on EBIT -3.646 -5.142 -6.506 -7.349 -7.975 -12.163 -13.022 -13.808 -14.465 -14.957

NOPAT 26.837 21.541 24.031 35.861 33.073 48.746 52.187 55.336 57.970 59.943

Financial Income 514 3.423 4.871 3.105 3.990

Financial expenses -1.831 -5.141 -3.093 -4.501 -3.985

NFE before tax -1.317 -1.718 1.778 -1.396 5 -1.135 -1.006 -1.077 -1.142 -1.196

Tax on NFE -263,003 -343,082 355,064 -278,779 0,998 227 201 215 228 239

NFE after tax -1.580 -2.061 2.133 -1.675 6

PROFIT BEFORE TAXES 29.166 24.965 32.315 41.814 41.053

Income taxes -3.909 -5.485 -6.151 -7.628 -7.974

NET PROFIT FOR THE PERIOD 25.257 19.480 26.164 34.186 33.079 47.837 51.382 54.474 57.056 58.985

Analytical income statement (EUR 1.000) End of year 2010 End of year 2011 End of year 2012 End of year 2013 End of year 2014 E2015 E2016 E2017 E2018 E2019
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Appendix 15 – Forecasted balance sheet (optimistic scenario) (1/2) 

 

 

Non-current operating assets 14% 3% 13% 16%

Tangible assets 124.857 142.443 146.749 165.783 192.149

Goodwill 17.169 16.761 17.730 17.805 18.217

Shares in associates 0 0 1.077 1.077 1.125

Other intangible assets 1.134 1.017 2.119 2.701 4.562

Loan receivables and other non-current receivables 137 141 408 349 333

Deferred tax receivables 1.682 196 83 87 163

Total non-current operating assets 144.979 160.558 168.166 187.802 216.549

Current operating assets

Inventories 35.124 35.875 40.583 41.178 43.522

Accounts receivable and other receivables 47.270 52.718 53.345 57.705 66.309

Income tax receivables 0 0 693 848 1.023

Other non-current assets held for sale 333 56 163 124 421

Total current operating assets 82.727 88.649 94.784 99.855 111.275

TOTAL OPERATING ASSETS 227.706 249.207 262.950 287.657 327.824

Non-current operating liabilities

Other liabilities 1.755 0 250 0 2

Deferred tax liabilities 1.847 2.097 3.200 3.761 5.598

Total non-current operating liabilities 3.602 2.097 3.450 3.761 5.600

Current operating liabilities

Accounts payable and other liabilities 59.739 63.726 58.669 66.704 72.899

Income tax liability 362 331 1.196 878 25

Total current operating liabilities 60.101 64.057 59.865 67.582 72.924

Tangible and intangible assets 143.160 160.221 167.675 187.366 216.386 189.396 202.767 215.001 225.236 232.902

NWC (Net working capital) 20.706 22.691 31.552 28.599 32.914 31.547 33.774 35.811 37.516 38.793

TOTAL OPERATING LIABILITIES 63.703 66.154 63.315 71.343 78.524

NET OPERATING ASSETS (INVESTED CAPITAL) 164.003 183.053 199.635 216.314 249.300 220.943 236.541 250.813 262.752 271.695

End of year 2011 End of year 2012 End of year 2013 End of year 2014 E2015 E2016 E2017 E2018 E2019Analytical balance sheet (EUR 1.000) End of year 2010
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Appendix 16 – Forecasted balance sheet (optimistic scenario) (2/2) 

 

 

Appendix 17 – Forecasted cash flow statement (optimistic scenario)  

 

Shareholders equity

Share capital 20.759 20.759 20.759 20.759 20.759

Other reserves 1.092 1.092 1.092 1.092 1.092

Treasury shares -222 -8 -8 -8 -8

Translation differences -4.402 -18.248 -17.687 -20.321 -22.964

Retained earnings 109.750 123.286 141.317 167.420 191.408

Total shareholders equity held by parent company shareholders 126.977 126.881 145.473 168.942 190.287

Share beloning to non-controlling interest 2.277 1.341 1.939 2.597 2.252

Equity, beginning of period 192.539 170.638 182.685 193.707 202.928

Profit 47.837 51.382 54.474 57.056 58.985

Dividends -69.738 -39.335 -43.451 -47.835 -52.079

Total shareholders equity 129.254 128.222 147.412 171.539 192.539 170.638 182.685 193.707 202.928 209.835

Non-current financial liabilities 35.607 30.949 42.474 28.483 30.040

Current financial liabilities 7.578 28.266 15.996 24.348 31.652

Interest-bearing assets

Financial assets available for sale 545 548 549 549 549

Liquid assets 7.891 3.836 5.698 7.507 4.382

NET INTEREST BEARING DEBT 34.749 54.831 52.223 44.775 56.761 50.305 53.856 57.105 59.824 61.860

INVESTED CAPITAL 164.003 183.053 199.635 216.314 249.300 220.943 236.541 250.813 262.752 271.695

NOPAT 26.837 21.541 24.031 35.861 33.073 48.746 52.187 55.336 57.970 59.943

Depreciation and impariments 18.640 18.637 21.822 13.627 14.907 13.411 14.358 15.224 15.949 16.492

Δ Net working capital 1.367 -2.227 -2.038 -1.705 -1.277

Net investments 13.579 -27.729 -27.458 -26.184 -24.158

FCFF 77.103 36.589 41.064 46.030 51.000

New net financial liabilities -6.456 3.551 3.249 2.718 2.036

Net financial expenses after tax -909 -805 -862 -914 -958

FCFE 69.738 39.335 43.451 47.835 52.079

Dividends -69.738 -39.335 -43.451 -47.835 -52.079

Cash surplus 0 0 0 0 0

E2019Cash flow statement (EUR 1.000) End of year 2010 End of year 2011 End of year 2012 End of year 2013 End of year 2014 E2015 E2016 E2017 E2018
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Appendix 18 – Forecasted income statement (pessimistic scenario) 

 

 

 

  

 

NET SALES 267.509 285.174 312.230 327.256 328.239 329.452 329.050 327.357 325.169 323.293

Increase (+) / decrease (-) in inventories of finished and unfinished products -1.683 -2.947 -369 -562 -2.813

Manufacture for own use 57 68 107 93 65

Other operating income 717 522 1.020 972 1.674

Materials and services -109.674 -126.852 -140.717 -152.805 -148.219

Personnel expenses -37.021 -36.593 -38.341 -41.734 -42.506

Depreciation and impariment -18.640 -18.637 -21.822 -13.627 -14.907 -15.379 -15.360 -15.281 -15.179 -15.091

Other operating expenses -70.782 -74.052 -81.571 -76.383 -80.485

Operating expenses (excluding depreciation and amortization) -281.681 -281.338 -279.890 -278.020 -276.416

EBITDA 49.123 45.320 52.359 56.837 55.955 47.770 47.712 47.467 47.150 46.878

EBIT 30.483 26.683 30.537 43.210 41.048 32.392 32.352 32.186 31.971 31.786

Tax rate -20% -20% -20% -20% -20%

Tax on EBIT -3.646 -5.142 -6.506 -7.349 -7.975 -6.469 -6.461 -6.427 -6.384 -6.348

NOPAT 26.837 21.541 24.031 35.861 33.073 25.923 25.891 25.758 25.586 25.438

Financial Income 514 3.423 4.871 3.105 3.990

Financial expenses -1.831 -5.141 -3.093 -4.501 -3.985

NFE before tax -1.317 -1.718 1.778 -1.396 5 -2.270 -2.294 -2.306 -2.309 -2.308

Tax on NFE -263,003 -343,082 355,064 -278,779 0,998 453 458 461 461 461

NFE after tax -1.580 -2.061 2.133 -1.675 6

PROFIT BEFORE TAXES 29.166 24.965 32.315 41.814 41.053

Income taxes -3.909 -5.485 -6.151 -7.628 -7.974

NET PROFIT FOR THE PERIOD 25.257 19.480 26.164 34.186 33.079 24.106 24.056 23.913 23.738 23.591

Analytical income statement (EUR 1.000) End of year 2010 End of year 2011 End of year 2012 End of year 2013 End of year 2014 E2015 E2016 E2017 E2018 E2019
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Appendix 19 – Forecasted balance sheet (pessimistic scenario) (1/2) 

 

 

Non-current operating assets 14% 3% 13% 16%

Tangible assets 124.857 142.443 146.749 165.783 192.149

Goodwill 17.169 16.761 17.730 17.805 18.217

Shares in associates 0 0 1.077 1.077 1.125

Other intangible assets 1.134 1.017 2.119 2.701 4.562

Loan receivables and other non-current receivables 137 141 408 349 333

Deferred tax receivables 1.682 196 83 87 163

Total non-current operating assets 144.979 160.558 168.166 187.802 216.549

Current operating assets

Inventories 35.124 35.875 40.583 41.178 43.522

Accounts receivable and other receivables 47.270 52.718 53.345 57.705 66.309

Income tax receivables 0 0 693 848 1.023

Other non-current assets held for sale 333 56 163 124 421

Total current operating assets 82.727 88.649 94.784 99.855 111.275

TOTAL OPERATING ASSETS 227.706 249.207 262.950 287.657 327.824

Non-current operating liabilities

Other liabilities 1.755 0 250 0 2

Deferred tax liabilities 1.847 2.097 3.200 3.761 5.598

Total non-current operating liabilities 3.602 2.097 3.450 3.761 5.600

Current operating liabilities

Accounts payable and other liabilities 59.739 63.726 58.669 66.704 72.899

Income tax liability 362 331 1.196 878 25

Total current operating liabilities 60.101 64.057 59.865 67.582 72.924

Tangible and intangible assets 143.160 160.221 167.675 187.366 216.386 217.185 216.921 215.805 214.362 213.126

NWC (Net working capital) 20.706 22.691 31.552 28.599 32.914 34.683 36.286 37.736 39.110 40.500

TOTAL OPERATING LIABILITIES 63.703 66.154 63.315 71.343 78.524

NET OPERATING ASSETS (INVESTED CAPITAL) 164.003 183.053 199.635 216.314 249.300 251.868 253.207 253.540 253.472 253.626

End of year 2011 End of year 2012 End of year 2013 End of year 2014 E2015 E2016 E2017 E2018 E2019Analytical balance sheet (EUR 1.000) End of year 2010
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Appendix 20 – Forecasted balance sheet (pessimistic scenario) (2/2) 

 

Appendix 21 – Forecasted cash flow statement (pessimistic scenario)  

 

 

Shareholders equity

Share capital 20.759 20.759 20.759 20.759 20.759

Other reserves 1.092 1.092 1.092 1.092 1.092

Treasury shares -222 -8 -8 -8 -8

Translation differences -4.402 -18.248 -17.687 -20.321 -22.964

Retained earnings 109.750 123.286 141.317 167.420 191.408

Total shareholders equity held by parent company shareholders 126.977 126.881 145.473 168.942 190.287

Share beloning to non-controlling interest 2.277 1.341 1.939 2.597 2.252

Equity, beginning of period 192.539 194.522 195.556 195.814 195.761

Profit 24.106 24.056 23.913 23.738 23.591

Dividends -22.123 -23.022 -23.655 -23.791 -23.472

Total shareholders equity 129.254 128.222 147.412 171.539 192.539 194.522 195.556 195.814 195.761 195.880

Non-current financial liabilities 35.607 30.949 42.474 28.483 30.040

Current financial liabilities 7.578 28.266 15.996 24.348 31.652

Interest-bearing assets

Financial assets available for sale 545 548 549 549 549

Liquid assets 7.891 3.836 5.698 7.507 4.382

NET INTEREST BEARING DEBT 34.749 54.831 52.223 44.775 56.761 57.346 57.651 57.726 57.711 57.746

INVESTED CAPITAL 164.003 183.053 199.635 216.314 249.300 251.868 253.207 253.540 253.472 253.626

NOPAT 26.837 21.541 24.031 35.861 33.073 25.923 25.891 25.758 25.586 25.438

Depreciation and impariments 18.640 18.637 21.822 13.627 14.907 15.379 15.360 15.281 15.179 15.091

Δ Net working capital -1.769 -1.603 -1.450 -1.374 -1.391

Net investments -16.178 -15.096 -14.165 -13.737 -13.855

FCFF 23.355 24.553 25.425 25.655 25.284

New net financial liabilities 585 305 76 -16 35

Net financial expenses after tax -1.817 -1.836 -1.846 -1.848 -1.847

FCFE 22.123 23.022 23.655 23.791 23.472

Dividends -22.123 -23.022 -23.655 -23.791 -23.472

Cash surplus 0 0 0 0 0

E2019Cash flow statement (EUR 1.000) End of year 2010 End of year 2011 End of year 2012 End of year 2013 End of year 2014 E2015 E2016 E2017 E2018
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Appendix 22 – Valuation results (realistic scenario) 

 

 

 

 

 

1 2 3 4 5 

EUR 1.000 E2015 E2016 E2017 E2018 E2019 Terminal

FCFF 56.583 28.485 29.801 31.412 33.164 2,16%

WACC 7,93% 7,93% 7,93% 7,93% 7,93%

Discount factor 0,93 0,86 0,80 0,74 0,68

Present value of FCFF 52.425 24.452 23.702 23.147 22.642

Present value of FCFF in forecasting horizon 146.368

Present value of FCFF in terminal period 400686

Estimated marked value of firm (aka enterprise value) 547.054

Net interest-bearing debt 56.761

Estimated marked value of equity 490.293

Number of shares 20.758.808 17.026.552 A Shares

3.732.256 K Shares

Estimated market value of equity pr. share (EUR) 23,62

Book value of equity pr. share (EUR) 9

Valuation - Discounted cash flows model - an enterprise value approach 

Input Input

E(rm)-rf 0,06 NIBDMV 12,00%

rf 0,0148 EquityMV 88,00%

βe 0,70 debt rd 2,998%

Liq. Prem 3% t 19,97%

equity re 8,69%

Re 8,7%

WACC 7,93%

Cost of Capital

WACCCAPM
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Appendix 23 – Valuation results (optimistic scenario) 

 

 

 

 

 

1 2 3 4 5 

EUR 1.000 E2015 E2016 E2017 E2018 E2019 Terminal

FCFF 77.103 36.589 41.064 46.030 51.000 2,16%

WACC 7,84% 7,84% 7,84% 7,84% 7,84%

Discount factor 0,93 0,86 0,80 0,74 0,69

Present value of FCFF 71.500 31.465 32.747 34.040 34.975

Present value of FCFF in forecasting horizon 204.727

Present value of FCFF in terminal period 629379

Estimated marked value of firm (aka enterprise value) 834.106

Net interest-bearing debt 56.761

Estimated marked value of equity 777.345

Number of shares 20.758.808 17.026.552 A Shares

3.732.256 K Shares

Estimated market value of equity pr. share (EUR) 37,45

Book value of equity pr. share (EUR) 9

Valuation - Discounted cash flows model - an enterprise value approach 

Input Input

E(rm)-rf 0,06 NIBDMV 12,00%

rf 0,0148 EquityMV 88,00%

βe 0,70 debt rd 2,00%

Liq. Prem 3% t 19,97%

equity re 8,69%

Re 8,7%

WACC 7,84%

Cost of Capital

CAPM WACC
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Appendix 24 – Valuation results (pessimistic scenario) 

 

 

  

1 2 3 4 5 

EUR 1.000 E2015 E2016 E2017 E2018 E2019 Terminal

FCFF 23.355 24.553 25.425 25.655 25.284 2,16%

WACC 8,03% 8,03% 8,03% 8,03% 8,03%

Discount factor 0,93 0,86 0,79 0,73 0,68

Present value of FCFF 21.619 21.039 20.167 18.838 17.186

Present value of FCFF in forecasting horizon 98.849

Present value of FCFF in terminal period 299142

Estimated marked value of firm (aka enterprise value) 397.991

Net interest-bearing debt 56.761

Estimated marked value of equity 341.230

Number of shares 20.758.808 17.026.552 A Shares

3.732.256 K Shares

Estimated market value of equity pr. share (EUR) 16,44

Book value of equity pr. share (EUR) 9

Valuation - Discounted cash flows model - an enterprise value approach 

Input Input

E(rm)-rf 0,06 NIBDMV 12,00%

rf 0,0148 EquityMV 88,00%

βe 0,70 debt rd 4,00%

Liq. Prem 3% t 19,97%

equity re 8,69%

Re 8,7%

WACC 8,03%

Cost of Capital

CAPM WACC
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Appendix 25 – Market share Belarus (Beer) 

 

  

Table 13 GBO Company Shares of Beer: % Total Volume 2010-2014

% total volume 2010 2011 2012 2013 2014

Coca-Cola Beverages Belarus  16 18,1 20,6 22,6 22,4

Darida COOO  18 15,2 14,8 13,3 11,9

Minski Zavod Bezalcoholnyh Napitkov ZAO (MZBN)  16 14,8 13,6 12,6 11,6

Lidskoe Pivo OAO  6,6 6,6 8 8,8 9,4

Aquatriple SP OOO  4,1 4 4,6 5,2 6,2

Oasis COOO  - - 3,5 3,8 4,2

Frost & Co  5,1 4,3 4,2 3,8 3,9

Savushkin Produkt OAO  1,1 1,9 2,3 2,8 3,6

Amazon Kolorit OOO  2,4 2,9 3,1 3 3,4

Coca-Cola Hellenic Bottling Co SA  1,6 2,6 2,4 2,5 2,6

Pivovarni Heineken IZAO  - 2,5 1,9 1,8 1,8

Leto Trade OOO  1 0,8 1,4 1,5 1,7

Krinitsa OAO  1,4 1,6 1,3 1,6 1,6

Firma ABC ODO  1,3 1,2 1,4 1,5 1,6

Beverage Partners Worldwide SA  0,8 0,6 0,6 0,8 0,9

PepsiCo OOO Holdings  2 1,4 1,1 0,9 0,6

Sandora TOV  0,7 0,6 0,5 0,5 0,6

Lyahovichsky Konservny Zavod OAO  0,4 0,4 0,6 0,4 0,6

Brestskoye Pivo OAO  1 0,8 0,6 0,5 0,4

Pridvinye (Vitebsky Likerovodochny Zavod) OAO  0,1 0,2 0,2 0,2 0,3

Gamma Vkusa OAO  0,3 0,3 0,2 0,2 0,2

Pruzhansky Konservny Zavod OAO  0,3 0,4 0,4 0,2 0,2

Borisovsky Konservny Zavod  0,6 0,5 0,4 0,3 0,2

Maloritski Konservno-Ovoshchesushilny Kombinat OAO - 0,1 0,2 0,2 0,2

Nidan Soki OAO  0,5 0,4 0,2 0,2 0,2

Gormolzavod No2 OAO  0,5 0,3 0,3 0,2 0,2

Coca-Cola Co, The  0,1 0,1 0,2 0,2 0,2

Minsk Kristall OAO  0,1 0,2 0,1 0,2 0,2

Vitmark-Ukraine SP TOV  0,4 0,3 0,2 0,2 0,2

Belkoopsoyuz CHUP  0,2 0,2 0,2 0,1 0,1

Staraya Krepost IP  2,9 4 - - -

Veinyanski Rodnik  2,1 1,3 - - -

Santa Bremor SP  0,9 0,4 - - -

Pivovarennaya Kompaniya Syabar SZAO  2,3 - - - -

Eksmontbel IP  1,9 - - - -

Dvinski Brovar SP  0,3 - - - -

Private Label  - - 0,4 2 2,1

Others  7,3 11,3 10,6 7,9 6,5

Total  100 100 100 100 100
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Appendix 26 – Market share Estonia (Beer) 

 

  

Table 10 GBO Company Shares of Beer: % Total Volume 2010-2014

% total volume 2010 2011 2012 2013 2014

A Le Coq AS  21,5 22,6 22,8 23,4 24,6

Coca-Cola HBC Eesti AS  20,2 20 21,9 22,6 22,8

Rimi Eesti Food AS  6,1 6,1 6 6 5,9

Varska Vesi AS  4,4 4,7 5,1 5,4 5,6

Saku Õlletehase AS  3,9 3,9 4 4,1 4,2

Gutta SIA  4 3,9 3,7 3,6 3,5

Poltsamaa Felix AS  2,7 2,9 3,2 3,3 3,2

PepsiCo Estonia AS  1,7 1,9 2,2 2,3 2,3

Saare Foods OÜ  1,8 1,9 2 2 2

Salesmart Eesti OÜ  - - 2,2 2,1 1,8

IDS Borjomi Europe UAB  0,8 1 1,3 1,4 1,5

Birštono Mineraliniai Vandenys & Ko UAB 0,5 0,8 1 1,2 1,3

Cido Partikas Grupa SIA  1,5 1,4 1,3 1,2 1,1

Largo AS  1,2 1,2 1,1 1,1 1

Liviko AS  1 1 0,9 0,9 1

Eesti Tarbijate Keskühistu  1 1,1 1 1 0,9

Viru Joogid AS  1,5 1,5 1,1 0,8 0,7

Viru Õlu AS, Eesti  0,7 0,7 0,7 0,7 0,7

Red Bull GmbH  0,5 0,5 0,5 0,6 0,6

Polska Woda Sp zoo  0,5 0,5 0,5 0,5 0,6

Sinebrychoff Oy Ab  0,4 0,3 0,3 0,3 0,3

Selver AS  0,4 0,4 0,4 0,4 0,3

Liiwi Heliis AS  0,4 0,4 0,3 0,2 0,2

Vrumona BV  - - 0,1 0,1 0,2

Harboes Bryggeri A/S  0,3 0,2 0,2 0,2 0,2

Monster Beverage Corp  - - 0,1 0,1 0,1

Rongu Mahlad AS  0,1 0,1 0,1 0,1 0,1

Unilever Eesti OÜ  0,1 0,1 0,1 0,1 0,1

Jungent Estonia OÜ  - 0 0 0,1 0,1

Prisma Peremarket AS  0,5 0,6 0 0 0

Oy Marli Ab  2,3 2,1 - - -

Maxima Eesti OÜ  0,7 0,8 - - -

Eckes-Granini Eesti AS  0,5 0,5 - - -

Menken Drinks BV  0,6 0,3 - - -

Procordia Food AB  0,1 0,1 - - -

Other Private Label  6,5 5,7 5,4 5,2 5,1

Others  11,7 11 10,2 9,2 7,9

Total  100 100 100 100 100
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Appendix 27 – Market share Finland (Beer) 

 

Table 10 GBO Company Shares of Beer: % Total Volume 2010-2014

% total volume 2010 2011 2012 2013 2014

Coca-Cola Finland Oy  17,2 17,9 17 16,7 16,2

Eckes-Granini Finland Oy Ab  15,2 15 15,2 15 15,1

Kesko Oyj  11,4 11,9 12,5 12,9 13,2

Hartwall Oy Ab  12,6 12,1 12,1 12,1 11,4

S Group  - - 6,5 6,9 7,2

PepsiCo Nordic Finland Oy  6,2 6,9 6,5 6,5 6,6

Valio Oy  7,4 6,6 6 5,9 5,9

Olvi Oyj  3,8 3,3 3,7 3,8 3,8

Lidl Suomi Ky  2 2,1 2,2 2,5 2,7

Finn Spring Oy  2,1 2,2 2,1 2,1 2

Sinebrychoff Oy Ab  1,9 1,8 1,9 1,9 2

Arla Oy  - - - - 1,7

Vip-Juice Maker Oy  1,6 1,5 1,4 1,4 1,4

Skånemejerier AB  0,5 0,5 0,8 0,8 0,8

Felix Abba Oy Ab  0,6 0,6 0,5 0,5 0,5

Tuko Logistics Osk  - 0,3 0,3 0,3 0,3

Barr (AG) Plc  0,3 0,3 0,3 0,3 0,3

Orangina Group  0,2 0,2 0,2 0,2 0,2

Bonne Juomat Oy  0,4 0,3 0,4 0,4 0,2

Kopparberg Finland Oy Ab  0,2 0,2 0,2 0,2 0,2

Laitilan Wirvoitusjuomatehdas Oy  0,2 0,2 0,2 0,2 0,2

Gustav Paulig Oy Ab  0,1 0,1 0,1 0,1 0,1

Green Room Oy  0,1 0,1 0,1 0,1 0,1

Suomen Nestlé Oy  0,1 0,1 0,1 0,1 0,1

Suomen Lähikauppa Oy   0,1 0,1 0,1 0,1 0,1

Altia Oyj  0,1 0,1 0,1 0,1 0,1

Vitamin Well AB  0 0 0 0,1 0,1

Rockstar Inc  0,1 0,1 0,1 0 0

Brämhults Juice AB  0 0 0 0 0

Soda Club Ltd  0 0 0 0 0

Arla Ingman Oy Ab  0,2 0,7 1,4 1,5 -

Fresh Del Monte Produce Inc  0,3 0,2 0,2 0,2 -

Ocean Spray Cranberries Inc  0,2 0,2 0,2 - -

Inex Partners Oy  6,5 6,6 - - -

Tuko Logistics Oy  0,3 - - - -

Others  7,8 7,7 7,3 7 7,3

Others 

100 100 100 100 100
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Appendix 28 – Market share Latvia (Beer) 

 

  

Table 10 GBO Company Shares of Beer: % Total Volume 2010-2014

% total volume 2010 2011 2012 2013 2014

Cido Grupa SIA  23,4 22,3 20,9 21 21,4

Coca-Cola HBC Latvia SIA  16,4 16,2 15,9 16,7 17

Gutta SIA  12,1 11,9 11,8 11,8 11,8

Aldaris AS  9,3 8,9 8,5 8,1 7,8

Cesu Alus AS  6,4 5,2 5,4 5,8 5,9

Ilgezeem SIA  2,1 2,2 2,5 2,5 2,8

Rimi Latvia SIA  9,6 11,3 11,5 5,6 2,7

Leversa SIA  1,8 2 2,1 2,2 2,3

Nestlé SA  1,8 1,9 1,9 2 1,9

Spilva SIA  1,6 1,7 1,7 1,7 1,7

Simeks SIA  0,9 1 1,1 1,2 1,2

Venden SIA  - 0,5 0,8 1 1,1

GG & MW  1 1 1 1,1 1,1

Puratos Latvia SIA  - 0,9 1 1 1

Danone, Groupe  0,8 0,8 0,9 0,9 0,9

Maxima Latvija SIA  1,9 1,9 2 0,9 0,8

Pepsi-Cola General Bottlers  0,7 0,7 0,7 0,7 0,8

Elmenhorster Vilnius UAB  0,5 0,6 0,6 0,6 0,6

Pfanner Getränke GmbH, Hermann  0,5 0,5 0,5 0,6 0,6

Eckes-Granini Latvija SIA  0,3 0,3 0,3 0,3 0,3

Novartis AG  0,2 0,2 0,2 0,2 0,2

Milda KM SIA  0 0,1 0,1 0,1 0,2

Red Bull GmbH  0,2 0,1 0,1 0,1 0,1

Sinebrychoff Oy Ab  0,1 0,2 0,1 0,1 0,1

XTC Establishment  0,1 0,1 0 0 0

Osotspa Co Ltd  0,1 0,1 0,1 0 -

Selita ir Ko UAB  0,2 0,2 0,1 - -

Heemann Mineralbrunnen  0,2 0,2 - - -

Herbapol Lublin SA  0,1 0 - - -

Pure Food SIA  0,8 - - - -

Others  6,8 7 8,3 13,8 15,6

Others 

Total 99,9 100 100 100 100
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Appendix 29 – Market share Lithuania (Beer) 

 

 

 

  

Table 10 GBO Company Shares of Beer: % Total Volume 2010-2014

% total volume 2010 2011 2012 2013 2014

Coca-Cola HBC Lietuva UAB  10,6 11,3 12 12,4 13,2

Druskininku Rasa UAB  13 11,2 9,3 9 9,2

Birštono Mineraliniai Vandenys & Ko UAB 6,6 7,8 9,8 8,9 9

Neptuno Vandenys UAB  4 5,7 7,1 7,6 8,4

Eckes-Granini Lietuva UAB  7 7 6,9 7,1 7,1

Švyturys Utenos Alus UAB 10,7 8,3 6,8 6,4 6,6

Gelsva M Gumbreviciaus PPI  4,7 5,1 5,1 5,1 4,9

Maspex Wadowice Grupa  3,1 3,1 3 2,9 3

Cido Grupa SIA  4,3 3,5 3,3 3,4 2,9

Selita ir Ko UAB  3 2,6 2,9 2,9 2,9

Baltijos Mineraliniu Vandenu Ko UAB  4,2 2,9 2,8 2,7 2,6

IDS Borjomi Europe UAB  - 2,3 2,2 2,2 2,3

Volfas Engelman AB  - 1,8 2,1 2,2 2,2

Gubernija AB  1 1 1,6 1,6 1,7

PepsiCo Inc  1,2 1,2 1,3 1,4 1,6

Maxima LT UAB  3,3 4,2 3,3 2,4 1,5

Nestlé SA  1,3 1,8 2 1,6 1,4

Rimi Lietuva UAB  0,4 0,7 0,7 0,7 0,8

Wild GmbH & Co KG, Rudolf  - - - 0,6 0,6

Red Bull GmbH  0,3 0,4 0,4 0,5 0,5

Gutta AS  0,5 0,4 0,5 0,5 0,4

Dr Pepper Snapple Group Inc  - - - - 0,4

Gerolsteiner Brunnen GmbH & Co KG  - - - - 0,4

Unilever Lietuva UAB  - 0,3 0,4 0,4 0,4

Geroves Konservu Fabrikas UAB  - 0,2 0,3 0,3 0,3

Nestlé Waters Deutschland AG  - 0,2 0,2 0,2 0,2

Altanea Gida AS  0,1 0,1 0,2 0,2 0,2

Teisseire France SAS  - - - 0,1 0,1

Next Sp Zoo  0,1 0,1 0,1 0,1 0,1

Nutrition & Santé SAS  0 0 0,1 0 0

Naturalios Sultys UAB  0,8 0,8 0,7 - -

Ipeka PI  0,4 0,3 0,1 - -

Ragutis AB  1,4 - - - -

Cido Partikas Grupa SIA  0,3 - - - -

Shark AG  0,1 - - - -

Others  17,6 15,5 14,7 16,6 15,2

Private Label 

Others 

Total 100 99,8 99,9 100 100,1
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Appendix 30 – Regression Olvi vs. SP500 (60 obs.) 

 

 

Appendix 31 – Regression Olvi vs. SP500 (132 obs.) 

 

  

SUMMARY OUTPUT

Regression Statistics

Multiple R 0,209093104

R Square 0,043719926

Adjusted R Square 0,027232339

Standard Error 0,056212945

Observations 60

ANOVA

df SS MS F Significance F

Regression 1 0,008379054 0,008379 2,651687 0,108860516

Residual 58 0,183273922 0,00316

Total 59 0,191652976

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%

Intercept 0,006905542 0,007565807 0,91273 0,365163 -0,008239066 0,02205015 -0,008239066 0,022050149

X Variable 1 0,344457467 0,211531209 1,6284 0,108861 -0,078968251 0,76788319 -0,078968251 0,767883186

SUMMARY OUTPUT

Regression Statistics

Multiple R 0,325757

R Square 0,106117

Adjusted R Square0,099241

Standard Error0,08493

Observations 132

ANOVA

df SS MS F Significance F

Regression 1 0,111321 0,111321 15,43295 0,000138

Residual 130 0,937712 0,007213

Total 131 1,049033

CoefficientsStandard Error t Stat P-value Lower 95%Upper 95%Lower 95,0%Upper 95,0%

Intercept 0,013018 0,007457 1,74582 0,083205 -0,00173 0,027771 -0,00173 0,027771

X Variable 10,690707 0,17582 3,92848 0,000138 0,342867 1,038547 0,342867 1,038547
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Appendix 32 – Tax rate calculations 

  
Operating 

profit (2013)  Corporate tax rates weights 

Finland 20% 12844 0,297115362 

Estonia 20% 15998 0,370075644 

Latvia 15% 2458 0,056859978 

Lithuania 15% 1264 0,029239631 

Belarus 18% 10665 0,246709385 

Average 18% 43229 1 

Weighted 19,1% 
  Eff. Average 19,97% 
   


