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Abstract 

This thesis seeks to value the firm William Demant Holding, with the intent of making a buy, hold or sell 

recommendation on their shares. William Demant is a global hearing aid company with Danish origin, and a 

key player in the industry. The firm develops, manufactures and distributes hearing aid products and also have 

ties to the headphone market. 

 

In order to value the firm, the thesis performed a strategic analysis and a financial statement analysis, which 

was used to create a forecast for William Demant’s future earnings and assets. The value of the forecast was 

then calculated using an EVA valuation model, and a sensitivity analysis of the conclusion was performed to 

ensure the validity of the results. 

 

The strategic analysis included three parts: PESTLE, Porters Five Forces and Value chain analysis. The 

strategic analysis revealed that there is a global increase in demand for hearing aid products, which translate 

to projected growth in the industry. The US, which is a large market for William Demant, recently passed a 

new law, which allows for hearing aid devices to be sold over-the-counter, where consumers were previously 

required to buy them through hearing aid specialists. It also revealed that technology plays a key role in the 

industry, which forces the industry to invest in R&D to stay competitive. The industry is currently dominated 

by a few large firms, which all keep R&D investments high. The industry is considered to be profitable, with 

no substituting products, industry growth and high entry barriers, which prevents further competition. 

 
The financial statement analysis included two parts: profitability analysis and liquidity analysis. The 

profitability analysis revealed that William Demant is highly value-creating, and a strong performer in the 

industry, with higher than average industry returns. This stems from their lower production costs, which gives 

them a competitive advantage. The liquidity analysis showed that William Demant holds less liquidity than 

peers, which impacts the firm’s financial costs and management’s ability to implement strategies, however 

given the low amount of debt and the low interests rates, this is a limited concern. 

 

From the forecast and valuation model, it is shown that the value of one William Demant share at 22/02/2018 

is DKK 399.30, compared to a market price of DKK 210.60. As such, the stock is undervalued, and it is 

recommended to buy William Demant stock, as it is a sound investment. 

 

 

 

  



Copenhagen Business School  Cand.merc ASC 

Page 2 of 156 
 

Table of contents: 

1. Introduction ................................................................................................................................. 8 

2. Problem Statement ...................................................................................................................... 9 

2.1 Sub-Questions ....................................................................................................................... 9 

2.1.1 Strategic and Financial Analysis ..................................................................................... 9 

2.1.2 Forecast, Valuation and Sensitivity Analysis ................................................................ 10 

3. Methodology .............................................................................................................................. 10 

3.1 Research Onion ................................................................................................................... 10 

3.1.1 Research approach ....................................................................................................... 11 

3.1.2 Research strategy ......................................................................................................... 11 

3.1.3 Method choices and time horizons ............................................................................. 12 

3.1.4 Data collection methods .............................................................................................. 12 

3.1.4.1 Secondary data .................................................................................................................... 12 

3.2 Competing Paradigms of Research ..................................................................................... 12 

3.2.1 The Functionalist paradigm.......................................................................................... 13 

3.2.2 The Interpretative paradigm ........................................................................................ 13 

3.2.3 The Radical Humanist paradigm .................................................................................. 14 

3.2.4 Radical Structuralist paradigm ..................................................................................... 14 

3.2.5 The chosen paradigm ................................................................................................... 14 

3.3 Limitations ........................................................................................................................... 14 

3.4 Literature review ................................................................................................................. 15 

3.4.1 Strategic analysis in valuations .................................................................................... 15 

3.4.2 Environmental analysis ................................................................................................ 15 

3.4.3 Industry Analysis .......................................................................................................... 16 

3.4.4 Internal firm analysis .................................................................................................... 17 

3.4.5 Financial statement analysis ........................................................................................ 18 

3.4.6 Valuation model ........................................................................................................... 18 

4. Research approach and structure .............................................................................................. 19 

4.1 Chosen models and frameworks ......................................................................................... 20 

4.1.1 Strategic analysis .......................................................................................................... 20 

4.1.1.1 PESTLE .................................................................................................................................. 20 

4.1.1.2 Porter’s Five Forces ............................................................................................................. 20 

4.1.1.3 Porter’s Value Chain ............................................................................................................ 22 



Copenhagen Business School  Cand.merc ASC 

Page 3 of 156 
 

4.1.2 Financial analysis .......................................................................................................... 23 

4.1.3 Valuation ...................................................................................................................... 24 

5. Company Overview – William Demant ...................................................................................... 24 

5.1 History ................................................................................................................................. 24 

5.2 Business model and company strategy ............................................................................... 25 

5.3 Products and performance of business activities ............................................................... 25 

5.3.1 Hearing devices ............................................................................................................ 25 

5.3.2 Hearing implants .......................................................................................................... 26 

5.3.3 Diagnostic instruments ................................................................................................ 27 

5.3.4 Personal communication ............................................................................................. 27 

5.4 Ownership structure ........................................................................................................... 27 

5.5 William Demant stock price development .......................................................................... 28 

5.5.1 2009-2012 Highlights ................................................................................................... 28 

5.5.2 2013-2015 Highlights ................................................................................................... 28 

5.5.3 2016-2017 Highlights ................................................................................................... 29 

5.6 Company outlook ................................................................................................................ 29 

6. Strategic analysis ........................................................................................................................ 29 

6.1 PESTLE.................................................................................................................................. 29 

6.1.1 Political factors ............................................................................................................. 29 

6.1.1.1 North America ..................................................................................................................... 29 

6.1.1.2 Europe ................................................................................................................................. 30 

6.1.1.3 Emerging markets ................................................................................................................ 30 

6.1.2 Economic factors .......................................................................................................... 31 

6.1.2.1 GDP Growth ......................................................................................................................... 31 

6.1.2.2 Financial markets ................................................................................................................. 32 

6.1.2.2.1 Inflation ......................................................................................................................... 33 

6.1.2.3 Public spending on healthcare ............................................................................................ 33 

6.1.3 Sociological factors ...................................................................................................... 34 

6.1.3.1 Global market drivers .......................................................................................................... 34 

6.1.3.2 Societal factors relating to hearing loss .............................................................................. 35 

6.1.4 Technological factors ................................................................................................... 35 

6.1.4.1 Research and development ................................................................................................. 35 

6.1.4.2 Digitalisation of healthcare industry ................................................................................... 36 

6.1.4.3 Technology maturity level across markets .......................................................................... 36 



Copenhagen Business School  Cand.merc ASC 

Page 4 of 156 
 

6.1.5 Legal factors ................................................................................................................. 37 

6.1.5.1 Intellectual property ............................................................................................................ 37 

6.1.5.2 Healthcare approval processes ........................................................................................... 38 

6.1.5.2.1 Comparison of European and United States approval processes ................................. 38 

6.1.6 Environmental factors .................................................................................................. 39 

6.1.6.1 Growing importance of CSR................................................................................................. 39 

6.1.6.2 Global differences in CSR ..................................................................................................... 39 

6.1.6.3 CSR in the healthcare industry ............................................................................................ 40 

6.1.7 PESTLE Summary .......................................................................................................... 41 

6.2 Porter’s Five Forces – Global Hearing Aid Industry ............................................................. 42 

6.2.1 The global hearing aid industry .................................................................................... 42 

6.2.2 Threat of new entrants ................................................................................................ 42 

6.2.3 The power of suppliers ................................................................................................ 44 

6.2.4 The power of buyers .................................................................................................... 45 

6.2.5 Threat of substitutes .................................................................................................... 45 

6.2.6 Rivalry among existing competitors ............................................................................. 46 

6.2.7 Sub-conclusion Porter’s Five Forces Analysis .............................................................. 48 

6.3 Value chain analysis............................................................................................................. 49 

6.3.1 Firm infrastructure ....................................................................................................... 49 

6.3.2 Human resource management .................................................................................... 49 

6.3.3 Technology ................................................................................................................... 50 

6.3.4 Operations .................................................................................................................... 51 

6.3.5 Outbound logistics ....................................................................................................... 52 

6.3.6 Marketing and sales ..................................................................................................... 53 

6.3.7 Service .......................................................................................................................... 53 

6.3.8 Adapted value chain analysis ....................................................................................... 54 

7. Financial statement analysis ...................................................................................................... 55 

7.1 Evaluating the quality of the financial statements: ............................................................ 55 

7.1.1 Applied accounting policies ......................................................................................... 55 

7.1.2 The level of information ............................................................................................... 56 

7.1.3 Motives and indicators for accounting manipulation .................................................. 57 

7.1.4 Other sources of accounting noise .............................................................................. 58 

7.2 Adjusting for noise factors .................................................................................................. 58 

7.2.1  Adjusting for new accounting policies on joint ventures ........................................... 58 



Copenhagen Business School  Cand.merc ASC 

Page 5 of 156 
 

7.2.1.1 Adjusting the balance sheet ................................................................................................ 59 

7.2.1.2 Adjusting the income statement ......................................................................................... 60 

7.2.2 Adjusting for changes in classification of packaging .................................................... 61 

7.2.3 Adjusting for errors in the period 2011-2013 .............................................................. 62 

7.2.4 Adjusting for operating leases ..................................................................................... 62 

7.2.5 Adjusting for capitalized interest payments ................................................................ 63 

7.3 Assessment of William Demant accounting quality ............................................................ 63 

7.4 Reformulating the financial statements.............................................................................. 63 

7.4.1 Reformulating the balance sheet ................................................................................. 64 

7.4.1.1 Investments in associates .................................................................................................... 64 

7.4.1.2 Tax assets and liabilities ...................................................................................................... 64 

7.4.1.3 Operating leases converted to financial leases ................................................................... 65 

7.4.1.4 Cash ..................................................................................................................................... 65 

7.4.2 Reformulating the income statement ......................................................................... 66 

7.4.2.1 Share of profit/loss in associates/joint ventures ................................................................. 66 

7.4.2.2 Sale of assets ....................................................................................................................... 66 

7.4.2.3 Restructuring costs .............................................................................................................. 67 

7.4.2.4 Exchange rate differences ................................................................................................... 67 

7.4.2.5 Items in the comprehensive income statement.................................................................. 67 

7.4.2.6 Tax........................................................................................................................................ 67 

7.5 Industry benchmarks ........................................................................................................... 68 

7.6 Profitability analysis ............................................................................................................ 69 

7.6.1 EVA ............................................................................................................................... 70 

7.6.2 ROIC, Profit Margin and Invested Capital Turnover Rate ............................................ 71 

7.6.3 Decomposing the profit margin ................................................................................... 72 

7.6.3.1 Common size analysis .......................................................................................................... 72 

7.6.3.2 Time series analysis ............................................................................................................. 73 

7.6.3.3 Revenue growth .................................................................................................................. 74 

7.6.4 Decomposing the IC turnover rate .............................................................................. 75 

7.6.4.1 Common size analysis .......................................................................................................... 75 

7.6.4.2 Time-series analysis ............................................................................................................. 76 

7.6.5 Residual income and return on equity......................................................................... 77 

7.7 Liquidity analysis ................................................................................................................. 78 

7.7.1 Short term liquidity analysis ........................................................................................ 80 



Copenhagen Business School  Cand.merc ASC 

Page 6 of 156 
 

7.7.2 Long term liquidity analysis ......................................................................................... 81 

7.8 Sub-conclusion .................................................................................................................... 82 

8. SWOT .......................................................................................................................................... 83 

8.1 Strengths ............................................................................................................................. 83 

8.2 Weaknesses ......................................................................................................................... 84 

8.3 Opportunities ...................................................................................................................... 84 

8.4 Threats ................................................................................................................................. 84 

8.5 Complex factors ................................................................................................................... 85 

9. Forecasting ................................................................................................................................. 85 

9.1 The valuation model ............................................................................................................ 86 

9.2 The forecast model .............................................................................................................. 88 

9.2.1 Forecasting the financial value drivers ........................................................................ 89 

9.2.1.1 Forecasting revenue ............................................................................................................ 89 

9.2.1.1.1 Forecasting earnings from share profit from associates/joint ventures ....................... 90 

9.2.1.2 Forecasting costs ................................................................................................................. 90 

9.2.1.2.1 Forecasting depreciations and amortizations ............................................................... 91 

9.2.1.2.2 Forecasting tax .............................................................................................................. 91 

9.2.1.3 Forecasting invested capital ................................................................................................ 92 

9.2.1.4 Forecasting the terminal period .......................................................................................... 93 

9.2.1.5 Forecasting inflation ............................................................................................................ 94 

9.2.2 Forecasting the WACC.................................................................................................. 94 

9.2.2.1 Estimating the capital structure .......................................................................................... 95 

9.2.2.2 Estimating the required returns .......................................................................................... 96 

9.2.2.2.1 Estimating the risk-free rate .......................................................................................... 96 

9.2.2.2.2 Estimating the market premium ................................................................................... 97 

9.2.2.2.3 Estimating the required return on equity ..................................................................... 97 

9.2.2.2.4 Estimating the required return on debt ...................................................................... 100 

9.2.2.2.5 Estimating the required return on operating leases ................................................... 101 

9.2.2.3 Calculating the WACC ........................................................................................................ 101 

9.3 Forecast and valuation results .......................................................................................... 102 

10. Sensitivity analysis ................................................................................................................ 103 

10.1 Sensitivity of the WACC ................................................................................................. 104 

10.2 Sensitivity to terminal growth rate ................................................................................ 105 

10.3 Sensitivity to revenue .................................................................................................... 106 



Copenhagen Business School  Cand.merc ASC 

Page 7 of 156 
 

10.4 Sensitivity to costs ......................................................................................................... 107 

11. Discussion .............................................................................................................................. 108 

12. Conclusion ............................................................................................................................. 112 

Bibliography ..................................................................................................................................... 114 

Books, Reports and Journal articles ............................................................................................. 114 

Sources from websites: ................................................................................................................ 117 

Appendix .......................................................................................................................................... 121 

Appendix 1: William Demant Appendices ................................................................................... 121 

Appendix 2: GN Store Nord Appendices ...................................................................................... 129 

Appendix 3: Sonova Appendices .................................................................................................. 136 

Appendix 4: Times series analysis ................................................................................................ 142 

Appendix 5: Common size analysis .............................................................................................. 148 

Appendix 6: Forecasts .................................................................................................................. 154 

 

  



Copenhagen Business School  Cand.merc ASC 

Page 8 of 156 
 

1. Introduction 

In the eyes of many, valuations are boring. Some might even argue that they are pointless, since it is not 

uncommon that different analysts produce contradicting results for the same firm. This leaves the investor at 

crossroads - what recommendation should he or she trust? With this in mind, what is the purpose of conducting 

a valuation of a given firm? Our answer lies in the fact that valuations are complex and comprehensive in 

nature. There exist a vast number of important aspects that require analysis, when looking at firm and its 

environment. We are also brave enough to state that many crucial factors are often overlooked. Moreover, a 

firm valuation is a highly perishable product, perhaps more so now than ever. The world is moving fast, which 

has great impact on business environments and business models. What is considered to be true today may not 

be true tomorrow. This notion creates a strong demand for updated, in-depth valuations and analysis of both 

firms and industries, which consequently must provide solid basis for where a sole investor should place his 

or her money. Surely, no one could argue that this decision is boring but rather important and thought 

provoking, as it requires the decision-maker to have access to strong analysis with solid understanding of the 

firm, its industry and overall business environment. Therefore, we dare to say that valuations are exciting, as 

long as the firm and industry being analysed are interesting.  

 

One such industry is the healthcare industry. It is full of fascinating and varied firms producing a wide array 

of different products. One of the main challenges of the industry is that on one hand, firms aim to improve the 

lives and well-being of the consumers and on another hand, listed firms must provide value to their 

shareholders. Therefore, a healthcare firm must maintain a balance between these two opposing factors, which 

is why governments impose strict industry regulations.  

 

William Demant is a Danish hearing aid firm with global presence and moreover one of the largest players in 

the hearing aid industry – a sub-industry to the overall healthcare industry. Interestingly, three of the six key 

players in the global hearing aid industry are Danish; the other two being GN Store Nord and Widex. William 

Demant develops, manufactures and distributes hearing aid products. The firm has three main business 

activities, namely hearing devices, hearing implants and diagnostic instruments. In previous years, William 

Demant and the hearing aid industry as a whole have undergone high growth. This is reflected in the stock 

price of William Demant, which has been increasing substantially over the last five years. In February 2013, 

the stock price hovered around DKK 90-100, and on February 22nd 2018, the stock price was DKK 210.60. 

This corresponds to a return of approximately 20% per year over the period, in stock price alone despite not 

paying out any dividends to its owner. With such an increase in stock price it is worth considering if it is priced 

fairly or if the market is overestimating the future performance of William Demant. With that in mind, this 

thesis seeks to find the value of William Demant’s shares.  
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2. Problem Statement 

Valuation of intrinsic share price is a complex procedure, much due to the rapid changes that take place in the 

macro-environment, industries and within a given firm. The availability of in-depth and updated valuation 

studies is therefore fundamental for the financial success of an investor. This thesis seeks to find the true value 

of the William Demant stock from the point of view of an external passive investor. We define an external 

passive investor as an investor with no direct attachment to William Demant, who achieves no synergy from 

controlling interest and who is managing for long-term investment and not day trading. Moreover, the investor 

is considered to have equity-orientated intentions and this thesis so forth provides a basis for the ‘true’ value 

of William Demant. If the stock price is different from the stock market, the thesis will generate valuable 

insights that can benefit the investor financially when managing his or her portfolio. If the stock price is 

undervalued, the investor will be able to purchase shares that will create abnormal return as the market value 

corrects. Conversely, if the price is overvalued the investor can sell shares short. In blunt terms, in both 

abovementioned scenarios the investor can potentially make money. In general, this thesis seeks to investigate 

the key value drivers for William Demant, which would be of interest for external passive investors that are 

considering including William Demant stock in their portfolio. On this basis, we have formulated the following 

research question: 

 

2.1 Sub-Questions 

 In order to answer the research question efficiently the following sub-questions have been created:  

2.1.1 Strategic and Financial Analysis 

• How do identified macro drivers influence the activity in the hearing aid industry?  

• How do identified industry drivers influence the attractiveness and competitive dynamics of the 

hearing aid industry?  

• How does the value chain of William Demant create competitive advantage in relation to peers and 

in what sense are they drivers for future performance?  

• How has the financial performance historically been and to what degree can this expected to carry 

on in the future?  

• What are the strengths, weaknesses, opportunities and threats of William Demant?  

 

What is the fundamental value of William Demant’s equity, and what is the value of one William 

Demant share as of 22.02.2018 compared to the market capitalization on Copenhagen stock 

exchange?” 
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2.1.2 Forecast, Valuation and Sensitivity Analysis  

• What is the expected future growth and performance of William Demant? 

• What is the correct cost of capital?  

• How sensitive is the applied valuation to different key input factors and how sensitive is the buy/sell 

recommendation?  

3. Methodology 

The purpose of the methodology-section is to comprehensively explain how the research of this paper will be 

conducted and furthermore show the process of how the research questions are ultimately answered. While the 

body of the thesis have been outlined, it is important to present a thorough methodology that supports the 

purpose of the research that is undertaken, which ultimately ensures reliability and validity. The section is 

based on the framework of the ‘Research Onion’, which consists of six interrelated layers. By “peeling” one 

layer at the time, this paper enables an effective and academically sound methodology as well as appropriate 

and coherent research design, both of which can be justified and explained through the model (Saunders, et 

al., 2012). In order to provide a holistic and sound methodology the research onion is followed by the 

application of the ‘Four Competing Paradigms’.  

3.1 Research Onion 

Figure 1 below shows the structure of the Research Onion and it is interrelated layers:  

 
 

 

The main philosophical stance is epistemological since it sets out to provide acceptable knowledge regarding 

the field of research (Saunders, et al., 2012). The theoretical considerations and overall vision of the paper can 

be stated as positivistic with an “interpretivistic twist” since the thesis aims to generate, test and explain a 

specific research question through qualitative and quantitative data. Furthermore, positivism is a so-called 

Figure 1: Research Onion (Saunders, et al., 2012) 
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epistemological position that entails that the study of social reality must generate results that can be warranted 

as knowledge. In line with positivism, the study and research process must also be free of values and therefore 

objective, which is a significant requirement for the research question at hand (Bryman & Bell, 2011). 

Ultimately, this creates a research body that hypothetically could be replicated by other researchers and 

generate the same or similar results. Another prominent philosophical approach to business research includes 

ontology, which main concern is the nature of social entities and often positions itself in research through 

objectivism and constructivism. The focus here lies on social phenomena, social actors and culture and is 

consequently deemed inapplicable due to the nature of the thesis.  

3.1.1 Research approach 

The research scope along with the research question requires an inductive research approach as it is based on 

specific data analysis that will generate general conclusions about the research topic. In contrast, a deductive 

approach is usually based on a hypothesis formulated on pre-existing theory and most commonly tested 

through quantitative research (Bryman & Bell, 2011). Another reason for choosing an inductive approach is 

that it allows for a more open-minded and exploratory research process, which will be key when connecting 

the findings in the strategic and financial statement analysis to the forecast and valuation of the company. 

Positivism is usually linked with deduction due it is more scientific approach, yet induction can be used 

efficiently with positivism by analysing data at the initial stage that will inform and impact the generation of 

results (Flick, 2011). However, as stated by Bryman and Bell (pp. 15, 2011) a principle of positivism is to 

arrive at knowledge through the gathering of facts that provide basis for laws. It is important to note that just 

as deduction contain elements of induction; the inductive approach usually applies modicums of deduction 

(Bryman & Bell, 2011). One key issue of using deduction in this thesis is that it does not have a hypothesis, 

which is an important part of the deductive research approach (Ibid).  

3.1.2 Research strategy 

The research questions and scope of this thesis have been established with the approval of our supervisor, thus 

making the thesis a single-case study with William Demant as the focal point. The choice of a single-case 

study allows us to explain important “hows” and “whys” regarding the company and its external environment 

in connection to the research question. The choice of a single case study is apt for the explanatory nature of 

the research question since it permit the analysis of the entire context and the phenomenon it contains, which 

is necessary to connect the strategic and financial statement analysis to the forecasting and the valuation of the 

company as a whole (Saunders, et al., 2012). An obvious weakness of a single case study is risk of losing 

objectivity and the risk of producing results that go beyond the case study itself (Saunders, et al., 2007). This 

is usually linked to potential biases of the researchers. Nonetheless, the objective of this thesis is to analyse 

William Demant from an external perspective with the ultimate goal of valuing the firm. The firm is the key 

fundament of the paper, which constitutes the need for a single-case study.  
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3.1.3 Method choices and time horizons 

The thesis applies a mixed-method research approach, since it includes both qualitative and quantitative data. 

The qualitative research method is applied to the strategic analysis-segment whilst quantitative research is 

applied to the financial statement analysis, forecast and actual valuation of the William Demant. A mixed-

method approach arguably offsets the limitations of the individual approaches and is moreover fundamental 

for this type of thesis as simply using a mono-method is deemed insufficient (Derby University, 2018). 

 

Regarding time horizons, the study is moreover based on a cross-sectional design, which entails data collection 

on more than one topic at a single point in time in order to create a substantial body of both qualitative and 

quantitative data in relation to more than one variable (Bryman & Bell, 2011). The entire process of writing 

the thesis started in early January 2018 and is finalized in mid-May the same year.  

3.1.4 Data collection methods 

It is of importance that the data collection and analysis correlates to the chosen methodological approach. The 

process is fundamental since it heavily impacts the study’s general reliability and validity (Saunders, et al., 

2007). Due to the nature of the thesis it is only based on qualitative and quantitative secondary data. Primary 

data is not deemed to generate any relevant results in relation to the research question. This is since an external 

investor would not have access to anything but officially published material, that is secondary data and thus 

neither should we. Other primary data sources such as surveys or focus groups would be of questionable value 

to the study due to it is topic and research question.  

3.1.4.1 Secondary data 

In the process of writing this thesis, both qualitative and quantitative secondary data have been used from a 

wide array of different sources including academic articles, financial statements, books and the internet. The 

full list can be found in the bibliography of the thesis.  

3.2 Competing Paradigms of Research  

To broaden the implications of the depicted research onion and particularly the epistemological foundation of 

the thesis, the four paradigms of research are clarified based on the research of Burrell and Morgan (Bryman 

& Bell, 2003). The consideration of these paradigms reflects necessary assumptions about the nature of 

organisations in relation to research. Before analysing the paradigmatic position of this thesis, it is first apt to 

scrutinize on their respective underlying assumptions. Each paradigm contains assumptions that can be 

described as either objectivist, which implies an external viewpoint on the organisation or subjectivist, which 

in contrast assumes that the organisation is a socially constructed product (Burrell & Morgon, 1979). 

Furthermore, each paradigm assumes the purpose of business research to either be regulatory, which focus is 

to describe what goes on in organisations or radical, which in contrast argues that the point of business research 
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is to make judgments on how organisations should operate (Bryman & Bell, 2003). To this end, the following 

framework is constituted as seen in figure 2.  

 
Figure 2: Four Competing Paradigms (Burrell & Morgon, 1979) 

The framework is relevant for the thesis since it highlights different types of organisational analysis since each 

paradigm seeks to address certain organisational structure and problem in contrasting ways (Bryman & Bell, 

2011). Next follows a short description of each paradigmatic position in order to evaluate the approach of this 

thesis.  

3.2.1 The Functionalist paradigm 

This is considered to be the dominant framework for organization analysis (Bryman & Bell, 2011). It is 

characterized by sociology of regulation and approach analysis in an objective manner. It is moreover strongly 

influenced by sociological positivism (Bryman & Bell, 2011). Consequently, it has a problem-solving 

orientation that leads to rational explanation (Bryman & Bell, 2003). On this basis, it is evident that most 

organizational theorists and industrial sociologists approach their subjects from a functionalist perspective 

(Burrell & Morgon, 1979).  

3.2.2 The Interpretative paradigm  

The interpretive paradigm has a subjectivist analytical approach of the social world and the main objective is 

to understand the nature of the world through the lens of subjective experience (Burrell & Morgon, 1979). The 

question often asked by the paradigm is whether organizations exist beyond the notions of social actors, which 

stipulates that understanding of organizations must be conducted through the people found within them 

(Bryman & Bell, 2003).  
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3.2.3 The Radical Humanist paradigm  

This paradigm can be connected to that of the interpretive since it views the world and organisations from a 

perspective that is nomalist, anti-positivist, voluntarist and ideographic (Burrell & Morgon, 1979). It is 

characterised by emphasis on the overthrowing or transcending of so-called current social arrangements (Ibid). 

This also regards organisations, where the radical humanist paradigm states that individuals need to 

emancipated and research on the topic must be guided based on the need for change (Bryman & Bell, 2003). 

To this end, it is a clear inversion of the functionalist paradigm.  

3.2.4 Radical Structuralist paradigm  

The fourth and last paradigm promotes a sociology from an objectivist standpoint and so forth shares a 

scientific approach with functionalist theory however with different ends (Burrell & Morgon, 1979). One key 

contrasting factor is that the radical structuralist paradigm in an analysis emphasises structural conflict, modes 

of domination, contradiction and deprivation (Ibid). Ultimately, it considers organisations to be products of 

structural power relations that consequently cause conflict (Bryman & Bell, 2003). 

3.2.5 The chosen paradigm  

The section of methodology is of great importance as it explains the thesis’ approach to social science and 

sociology in order to establish the apt approach to theory. By combining the research onion and the four 

competing paradigms this paper aims to extensively establish a reliable and valid research methodology that 

build on both applied concepts. From the applied research onion, it can see that the paper has an 

epistemological core with positivist considerations regarding how the thesis will set out to methodologically 

answer the research question.  

 

Looking at the matrix of the four competing paradigms, the first question in need of an answer is whether this 

thesis has a subjective or objective approach to social science. The research question along with the applied 

research onion clearly shows that we find ourselves on the right vertical axis of the matrix. By scrutinising on 

the principles of the radical structuralist paradigm, it is clear that the principles of conflict, contradiction and 

deprivation are unsuitable for the research topic of this thesis. Therefore, on the basis of the aforementioned 

in regards to methodology, the functionalist paradigm is argued to be the most apt approach for the research 

of this thesis.  

3.3 Limitations  

▪ Only publicly available information has been used as basis for information and sources 

▪ The cut-off date for the share price is 22/02/2017, which is the release date of the 2017 annual report, 

after which no share price-related information has been used  
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▪ There is a risk when so closely studying a subject, to develop bias towards it. This may affect the 

forecast, making the analysts desire for the firm to perform well, thus undervaluing it. This is taking 

into consideration throughout the thesis.  

▪ The hearing aid industry belongs in the healthcare and medical equipment subgroup of industries 

within the overall healthcare industry, which consequently limits the amount of secondary data 

available. Nonetheless, it is deemed that it is more applicable to focus on the specifics of the hearing 

aid industry than to analyse the overall healthcare industry.  

3.4 Literature review  

The purpose of this section is to create a basis for the chosen models and theoretical frameworks that ultimately 

will serve to answer the research question and related sub questions. When performing a valuation of a given 

company, financial information is typically considered a vital source of information. Yet, it is crucial that other 

information is collected and analysed such as understanding of firm strategy, competitors, industry structure 

and the market the firm serves. Valuations and its related aspects is a vast research topic and over the years, 

there has been many academic contributions to the area. It is therefore valuable to assess the body of research 

and identify what is already known about the topic in order to find relevant literature and furthermore 

synthesize literature that is particularly applicable for the nature of this thesis.  

3.4.1 Strategic analysis in valuations  

Strategic literature provides a basis for structure and types of analyses that can be used to cover crucial aspects 

of a company’s future performance and risk. According to Petersen and Plenborg (2012) this is done most 

efficiently by following a top-down approach meaning first analysing the business environment followed by 

industry structure and dynamics and lastly company-specific factors. Note, analyses should consistently be 

tilted towards understanding of future company performance (Petersen & Plenborg, 2012). So forth, the 

literature review for strategic analysis is based on the abovementioned structure.  

3.4.2 Environmental analysis 

Several scholars confirm the importance of analysing the macro-environment when valuing a company. A key 

argument is that an analyst must consider components of national economic nature that are affecting the subject 

company. These for example include GDP, inflation, interest rates, financial markets and consumer behaviour 

but more importantly must be adapted to suit the firm being valued. Long-term outlook of such variables is 

also a key driver in valuations as they provide basis for forecasting (Laro & Shannon, 2015). This rationale is 

supported more broadly by Sørensen (2012) and Petersen and Plenborg (2012), which both state that external 

factors form the frames for the firm’s growth and profitability options.  
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It is imperative to analyse the business environment of a given firm since these are changing and hostile. This 

means that the environment does not always accommodate to the interests of the firm and so forth firms need 

to respond and stay agile to changing macro conditions (Proctor, 2000). As such, firm behaviour can be 

considered patterns of inputs from the external environment in combination with interpretation of these inputs 

by firm employees (Dill, 1958). There are several theories and models for viewing, organising and evaluating 

a business environment. While the environment itself is a clear-cut concept, the challenge lies in the analysis 

of its properties (Lentz & Engledow, 1986). The baseline for environmental analysis is that models and theories 

must serve as reliable guide for environmental activities of a given firm. There is a wide array of environment 

models and Lentz and Engledow (1986) scrutinize on the following five: industry structure model, cognitive 

model, organisation field model, ecological and resource dependence model and era model. These are 

considered categories based on common disciplinary roots. The PESTLE (Political, Economic, Sociological, 

Technological, Legal, and Environmental factors) analysis is a known framework for evaluating the macro-

environment. Its history is rather vague as there is no clear documentation of its academic origin though used 

in many different academic and practical analyses. Aguilar (1967) discussed environmental factors affecting 

business in his book “Scanning the Business Environment”. Here, the acronym “ETPS” was generated to 

indicate Economic, Technical, Political and Social factors relating to business (Aguilar, 1967). This was further 

modified in the 1980s when the “STEPE” was created by Arnold Brown, which outlined the following 

environmental factors: Social, Technical, Economic, Political and Ecological (Richardson, 2017).   

3.4.3 Industry Analysis  

From a valuation perspective, analysis of a given industry’s structure, competitive dynamics and attractiveness 

provides indication of earning acceptable returns (Petersen & Plenborg, 2012). A further argument is that 

familiarity of a firm’s industry is critical since even highly profitable businesses are not suitable objects for 

valuation if they are subject to superior industry power in the short- and/or long-term (Schmidlin, 2014). 

Furthermore, Sørensen (2012) state that industry analysis is a fundamental part of a valuation since all 

industries inherently differ from each other. Sørensen (2012) also argues that in order to understand a firm’s 

growth and profitability outlook, one must also understand the industry the firm operates within since these 

are interrelated.  

 

There exists a vast body of research regarding the influence of industry organisation and structure on 

profitability (Bernard, et al., 2007). Much of the literature suggests that Porter’s Five Forces is the most 

efficient framework for analysing industry profitability in relation to a firm. Petersen and Plenborg (2012), 

Sørensen (2012) and Bernard et al. (2007) all support this argument. Yet, it is apt to scrutinize on the 

framework in order to see if it is compatible for this particular thesis. In recent years, some scholars have 

proposed several limitations to the framework. One paper states that it oversimplifies industry value chains, 

encourages the mind-set of an industry as a specific, solid entity although many industries appear more fluid 
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and that it overemphasises macro-analysis in relation to the industry (Grundy, 2006). Another critic regards 

the notion that technology, the internet and the ‘social era’ has made the framework too generic, as it neglects 

distinct important aspects of a given industry, which are fast and flexible (Merchant, 2012). This critic was 

countered with the argument that internet and technology have impact on industry structure by both increasing 

rivalry and by improving overall industry efficiency. As such, these two aspects can be “inserted” into the 

framework without difficulty (Porter, 2001). On different note, the framework on its own can be considered to 

disregard the role of culture, custom, history and politics (O'Shaughnessy, 1997).  

 

Based on abovementioned, it can be concluded that newer, extended and potentially industry-specific (meaning 

customised to an explicit industry such as healthcare) frameworks would be useful for reliable valuation of a 

given company yet the literature is insufficient.   

3.4.4 Internal firm analysis  

In order to complement macro- and industry analysis, an internal analysis of a given firm can be used to 

estimate potential future market gain. This constitutes a need for analysis of competitive advantage of the firm, 

preferably in relation to peers (Petersen & Plenborg, 2012). Schmidlin (2014) argues that the true art of 

valuation is found in analysis of a firm’s business model. The argument stems from the fact that long-term 

success heavily depends on a firm having a sustainable and profitable business model, with a competitive edge, 

in addition to other aspects such as cash flows and appropriate debt levels.  

 

There are several frameworks applicable for analysis of the internal activities of a company. Petersen and 

Plenborg (2012) propose Value Chain Analysis as it describes both primary and supporting activities of a 

company. This is furthermore an efficient tool for benchmarking competitors, since the analysis allows for 

comparison of key aspects of a peer groups’ value chain with that of the subject company. Sørensen (2012) 

argues that an analyst must understand if the firm has any unique resources with competitive advantages tied 

to them and that a value chain analysis can assist in discovering such unique resources. Nonetheless, the value 

chain, originally created by Porter, has been subject to criticism. Merchant (2012) argues that it is outdated 

and solely suited for mass-market, cost-driven approach where consumers remain at the final stage of the value 

chain. Based on the argument, the model does not apply to, for example, some companies within the tech 

sector. However, a more recent paper states that the framework continue to provide valid and reliable insights 

into the nature of competition and strategy (Stonehoue & Snowdon, 2007). Another prominent framework is 

the Resource-based-view (RBV) of the firm, which suggests that a firm’s competiveness stems from its 

resources and capabilities, which further can be analysed as valuable, rare, imitable and organisational (VRIO) 

(Barney & Wright, 2001). A more specific framework for internal analysis of a firm is the Growth-share 

matrix, originally created at Boston Consulting Group in 1968, which crystallises the relationship between 

market growth and market share in order to assist in determining prospects for business units and product lines. 
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The matrix dictates that the portfolio management of a firm should maintain so-called cows, divest dogs, invest 

in stars and weigh risks and rewards of question marks (Harvard Business Review, 2011). Yet, the matrix has 

been deemed to oversimplify matters as it proposes drastic measures for each product line of a company 

without considering the specific context of a given firm (Seeger, 1984).  

3.4.5 Financial statement analysis 

The most commonly used framework for financial statement analysis is the DuPont framework (Petersen & 

Plenborg, 2012), which is well suited for firms where operational and financial activities can be separated. The 

framework relies on measuring value created from operations, tracing the value to where it is created, using 

financial ratios. Liquidity analysis is also a common analysis to use, though far less fleshed out and structured, 

relying on separate and independent key ratios, all trying to describe various levels of financial distress 

(Petersen & Plenborg, 2012). The liquidity analysis does not care to measure value creation, but does a good 

job of analysing potential liquidity issues, and risk of bankruptcy. A last approach, which is rarely used outside 

of financial firms is the value-spread analysis (Tim Koller, 2010), which requires identifying different 

investments the firm has made, and valuing them all separately, using a required vs. realised return concept. 

The model requires immense information about risk, returns and amount invested in all different project the 

firm is undertaking. 

3.4.6 Valuation model 

There are many models that can be used for valuing firms such as the Net Present Value approach, the 

liquidation approach, the contingent claim approach, multiple approach and the Gordon Growth model. The 

Net present value approach is generally used (Petersen & Plenborg, 2012), and has several sub models which 

can be chosen from to best fit the firm. The liquidation approach is generally used for firms near bankruptcy, 

and assumes the value of the firm is the value from selling all the assets (Petersen & Plenborg, 2012), and as 

such is hardly applicable as the first chosen model. The contingent claim approach works on the concept of 

real options, valuing the firm based of potential future investments, which themselves depends on underlying 

factors (Petersen & Plenborg, 2012). While the approach is strong, it is best suited as a support model. The 

multiple approach relies on valuing the firm based off a single value driver compared to industry peers 

(Petersen & Plenborg, 2012). It is heavily reliant on assumptions about how similar the firms are, and is best 

used as a sanity check alongside other models (Sørensen, 2012). Gordon Growth model assumes that the firm 

will continue to generate value/cash in a state of constancy for infinity (Petersen & Plenborg, 2012), which is 

highly unrealistic. It is rarely used on its own and is instead used to limit the number of forecasted years 

(Sørensen, 2012).  
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4. Research approach and structure  

To ensure a holistic yet focused approach to answering the research question the thesis is structured on four 

fundamental analytical segments. First, a strategic analysis is conducted based on a number of relevant 

theoretical frameworks on macro- industry- and company-level. Second, financial statement analysis is 

performed with focus on accounting policies, reformulation of financial statements and financial analysis by 

comparing William Demant to industry benchmarks through the DuPont framework as well as liquidity 

analysis. Third, a forecast is conducted. The fourth and last key segment concerns the actual valuation of the 

company.  

 

A more comprehensive outline of the entire thesis can be seen in figure 3 below:  

 

Figure 3: Thesis structure. Own creation 
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4.1 Chosen models and frameworks 

4.1.1 Strategic analysis  

As mentioned, the strategic analysis will analyse internal and external non-financial aspects and main drivers 

of company performance. More specifically, three models/frameworks are used; the PESTLE in order to 

analyse the macro-environment, Porter’s Five Forces to analyse the industry and Porter’s Value chain and as 

well as the Adapted Value Chain analysis will analyse the internal aspects of William Demant. The 

considerations for the applied strategic models have been to cover both external and internal aspects to ensure 

a holistic analysis with focus on both current and future contexts.  

4.1.1.1 PESTLE  

The PESTLE analysis is a framework that takes into account macro factors through the perspective of strategic 

management. The framework consists of the following six factors: Political, Economic, Social, Technological, 

Legal and Environmental. Analysing these factors allows for understanding of market growth/decline, business 

position for a given company and potential directions for successful current and future operations. To this end, 

it is an efficient way to scan the macro-environment in relation to a firm (Jeffs, 2008). As this thesis focuses 

on a specific company, it is furthermore important to apply the PESTLE analysis in a way that proves relevant 

for William Demant and the research question at hand. As William Demant is a global company, the PESTLE 

analysis is applied to a single global market environment and not to specific countries/markets. The PESTLE 

analysis is applied in relevance to the hearing aid industry and William Demant and thus emphasize macro-

aspects accordingly. Specifically, the political factor focuses on government subsidization of healthcare with 

further focus on hearing aid-related products. Finally, the environment-factor is niched to the issue of corporate 

social responsibility (CSR).  

4.1.1.2 Porter’s Five Forces  

The Porter’s Five Forces-framework analyses the five forces that shape and influence industry competition. 

These are Threat of new entrants, Bargaining power of buyers, Threat of substitutes, Bargaining Power of 

Suppliers and Rivalry among existing competitors. The model is shown in figure 4. 
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Figure 4: Porters five forces (Porter, 1979) 

The reasoning for applying the model is that each industry has an underlying structure based on economic and 

technical characteristics that yield these competitive forces. The level of prominence of the five forces may 

differ in each industry (Porter, 1979). The overall goal of applying the model is to analyse how one can position 

a company to best cope with it is industry environment or how to influence the environment in way that favours 

that given company (Ibid). This is fundamental since the five forces ultimately decide the profit potential that 

exist in an industry. Next follows a short description of the key characteristics of each force.  

  

Threat of new entrants: new entrants in an industry result in new capacity, increased competition of market 

share and additional resources. The level of significance in terms of the threat of new entrants much relate to 

the existing barriers of entry as well as the reaction of existing competitors that may face the new entrants 

(Porter, 1979). 

  

Bargaining power of suppliers: the key issue here is that suppliers can affect industry participants by either 

raising prices or reducing quality of supplied goods and services (Porter, 1979). A supplier group is typically 

powerful if a small number of companies dominates it and if the product they supply is unique (Ibid).  

  

Bargaining power of buyers: sources of buyer power can relate to both consumers and industrial and 

commercial buyers. This force is powerful if for example the product is purchased in large volumes and/or if 

products that are purchased are standard and undifferentiated (Porter, 1979). 

  

Substitute products: the main impact of substitutes is that it can place a limit to the prices an industry can 

charge for it is products, which limits the potential of an industry. It is important to pay closer attention to 
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substitutes with trends of improving their price-performance trade-off in relation to the industry products 

(Porter, 1979).  

  

Rivalry among existing competitors: the intensity of rivalry in an industry increases if there for example are 

many existing competitors of similar size, slow industry growth, high fixed costs and high exit barriers (Porter, 

1979).  

  

Ultimately, through assessing the five forces of competition through the lens of Porter’s framework it is 

possible to specify the hearing aid industry’s dynamics in relation to the company strengths, weaknesses and 

strategy for the future as well as the possibility of earning abnormal returns in the industry.  

4.1.1.3 Porter’s Value Chain  

According to Porter, the competitive advantage of a company derives from the many activities a company 

pursues in it is design, production, marketing, delivery and various support functions. Each of these can affect 

the relative cost position of the company and create the basis for potential differentiation in relation to 

competitors (Karlof & Loevingsson, 2005). The rationale is that this enables an assessment of the competitive 

strength relative to it is peers (Petersen & Plenborg, 2012).  

  

The entire value system of a company, as described by Porter, is depicted in the figure 5.  

 

Figure 5: Porters value chain (Porter, 1979) 

The model projects the entire value chain of a company and the adding of value to a product from raw material, 

purchasing to the finished product or service. Through the model, it is apparent that each value-generating 

activity involves bought-in components, human resources, technology in some form and information flows. 
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The activities are also divided into two categories: primary and support activities. Primary activities are 

fundamental for creating the competitive advantage of a firm, which can result in market shares and attractive 

margins. Yet, managing of support activities and the extent to which they support the primary activities is an 

equally important aspect of a company (Petersen & Plenborg, 2012). Therefore, it is possible to scrutinize on 

certain aspects or links within the chain where a company is particularly competitive or vulnerable.   

 

The rationale behind choosing this particular model lies in the fact that William Demant has an extensive value 

chain, which furthermore can be ascribed to the large costs it appears to inflict. It is therefore interesting to dig 

deeper into the value chain of William Demant and dissect aspects and links of potential competitive 

advantage. The analysis is adapted based on accessible data and does therefore not include Purchasing and 

Inbound logistics. The value chain analysis of William Demant is followed by an adapted value chain analysis, 

which allows for comparison of cost efficiency with industry peers. A value chain analysis of William Demant 

complemented by benchmarking analysis is an efficient tool for assessing the competitive advantage of the 

company (Petersen & Plenborg, 2012). 

4.1.2 Financial analysis  

The purpose of the financial statement analysis is to assess William Demant’s historical financial performance 

and value creation, to use as a benchmark in the forecast. The idea is that past performance provides a 

reasonable benchmark for future value creation, and the value drivers can be tweaked to better represent the 

new strategic opportunities and threats the firm is facing. 

 

The financial statement analysis will be done in the style of a DuPont analysis, which is proposed by most all 

literature on the subject, such as Petersen and Plenborg (2012), Koller (2010) and Sørensen (2012). The 

DuPont analysis is based around the idea of separating operating and financial activities of the firm, with the 

argument that the financial activities does not hold any value, as financial decision generally adhere to the 

zero-NPV rule. The DuPont Framework starts at the top by measuring value creation though Economic Value 

Added (EVA), and then breaks it down into its key components, such as Return on Invested Capital (ROIC), 

Profit Margin (PM), Turnover rate on Invested Capital (Turnover on IC). Based off Petersen and Plenborg’s 

(2012) own framework, the analysis will be supplemented with analysis of the Residual Income (RI) and 

Return on Equity (RoE), which includes the financial side to see how much value is transferred to stockholders. 

The concept of this analysis is to find out if the firm is value creating or not, and where exactly the value is 

created or destroyed. For the financial statement analysis to work in the DuPont framework, the income 

statement and the balance sheet needs to be reformulated, which means separated into operating and financial 

activities.  
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In addition to the DuPont framework, a liquidity analysis will also be performed, using the key ratios suggested 

by Petersen and Plenborg (2012). These will investigate William Demant’s financial distress, and how risky 

their debt is. This approach differs entirely from the DuPont framework, as it focuses entirely on William 

Demants debt, and its ability to cover financial expenses. Any other expenses or returns to the shareholders 

are considered irrelevant for this. This section will conclude if William Demant can pay their debt 

commitments in both normal and distress situations, both short- and long term, and to what degree liquidity 

concerns affects management’s ability to choose strategy. The key ratios used are described in the actual 

analysis but will compare cash flows and earnings to the debt and financial costs, as well as the value of liquid 

assets compared to short-term debt, in order to evaluate William Demants ability to quickly generate cash to 

cover their bills (Petersen & Plenborg, 2012). 

4.1.3 Valuation  

The value of William Demant will be established through an enterprise present value approach (Petersen & 

Plenborg, 2012) .While there are many present value approach models, both enterprise and equity, the specific 

model will be determined later, in section 9.1. This is done to find the model best suited to the firm, and if the 

model is decided on prior to the analysis, this may not be the case. The model is chosen to be an enterprise 

model beforehand, as William Demant is not a financial firm, and as such operational and financial activities 

should be possible to separate. Since the financial statement analysis also requires that operational and financial 

activities can be separated, it seems sensible to choose a valuation model that is based on the same premise, 

such that the analysed data can be directly transferred to the valuation. It is however noteworthy that all the 

models are mathematically equal, and as such, the choice to some degree is moot (Petersen & Plenborg, 2012).  

5. Company Overview – William Demant     

5.1 History  

William Demant (hereafter called WD, when referring to the company) is a leading global hearing health 

company that develops, manufactures and sells products that help people with hearing loss. Its history can be 

traced back to 1904, when Hans Demant founded a hearing aid company with the objective to improve the life 

of his hearing-impaired wife (William Demant, 2018). In 1923, his son Willian moves the company to 

Copenhagen and starts a licence production of hearing aids and six years later he starts to import unassembled 

hearing aids that were assembled on Danish soil. In 1946, William Demant partners with American hearing 

aid producer Charles Lehman and together they form the American-Danish Oticon Corporation. About ten 

years later, William Demant and his wife donated their shares in Demant to the Oticon Foundation, which 

aimed to help people with hearing impairment. Other key years are 1973 when the second production facility 
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in Denmark and a factory in Scotland were set up, and 1977 when the Research Centre in Eriksholm was 

opened (William Demant, 2018).   

 

In 1995 the WD group acquired the Swiss company Bernafon and the same year WD Holding was listed on 

the Copenhagen Stock Exchange. In 1996 Oticon launches a digital hearing device called ‘DigiFocus’ – the 

first of it is kind – which allows user to have full volume control and immaculate quality of sound (William 

Demant, 2018). In 1987, the parent company Oticon Holding A/S decided to change it is name to William 

Demant Holding. From 2000, the company continued to develop state-of-the-art hearing aid products and also 

acquired a number of international hearing aid companies.  

5.2 Business model and company strategy  

The business model is based on three business activities: Hearing Devices, Hearing Implants and Diagnostic 

Instruments as well as the expansion of the company’s joint venture with the company Sennheiser 

Communcation in the Personal Communication area, which is a key player in the market for communicative 

headsets (William Demant, 2017). The strategy of the group is to continue its journey from once being merely 

a hearing aid company to expanding to a growth-orientated hearing aid healthcare company. This journey has 

to a large part been successful due to WD’s record of developing small players in different business areas to 

market-leading players. The long-term strategy is largely based on innovation through R&D in the different 

business activities combined with the ability to deliver products to end-users through a so-called multi-brand 

approach with an extensive and efficient global distribution and infrastructure set-up. A key ambition of the 

company is to continue to develop it is cochlear implant (CI) business – a surgically implanted hearing device 

(William Demant, 2017). The overall strategy of WD consist of six different focus areas: Multibrand Strategy, 

Leadership in R&D, Respond to Market Consolidation, Expand Diagnostic Instruments, Strengthen Hearing 

Implants and Implement Global, Cost-efficient Shared Services.  

5.3 Products and performance of business activities  

As mentioned, WD has three main business activities; hearing devices, hearing implants and diagnostic 

instruments along with a fourth business area consisting of personal communication.  

5.3.1 Hearing devices  

The hearing devices business is based on both wholesale and retail and grew organically by 9% in 2017 in 

terms of revenue. This is an increase in organic growth from 7% in 2016 (SEB , 2018). The hearing device 

business is the core business of WD and is comprised of three brands: Oticon, Bernafon and Sonic (William 

Demant, 2018). In 2017, the hearing device business of the company accounted for 87.6% of WD’s total 

revenue. The strong performance in recent time is linked to the launch of the Oticon Opn, which contributed 

to an increase in wholesale. A customer survey in The Hearing Review shows that of the first 700 users, 70% 
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were “very satisfied” with the product (William Demant, 2017). In the end of 2016, the Opn product range 

was increased by the Opn 2 and Opn 3, which also contributed to the positive growth of the business activity. 

Two other products that were launched in 2017 are the Bernafon Zerene 9 7 5, which was introduced in the 

largest markets with positive feedback and the Sonic Enchant 100 80 60 (William Demant, 2017). Table 1 

below shows the performance of the hearing device business of WD over 2016-2017:  

 
Table 1: Hearing Device revenue for William Demant. Compiled by authors based on data from (SEB , 2018) and (William Demant, 

2018) 

5.3.2 Hearing implants  

The hearing implants business activity consist of cochlear implants (CI) (surgically implanted electronic 

hearing device) and bone-anchored hearing systems (BAHS) (hearing based on bone conduction, which is 

inner ear conduction through bones of the skull). While the CI sales growth rate was below the overall market 

growth rate in 2016 it experienced stronger growth in the second half year of 2017 due to launches of Neuro 

System in new markets (William Demant, 2017). The key drivers of the business area include the increased 

recognition of CI as an efficient rehabilitation for adults with heavy hearing loss and the habilitating effect on 

children born with profound hearing difficulties or complete deafness. Other drivers are the growing customer 

segment of elderly in main markets and growing wealth in emerging markets (William Demant, 2017).  

 

The BAHS targets people with both conductive hearing loss and so-called single-sided deafness. In 2016, the 

BAHS sales were below expectation due to product launches from competition and the introduction of the WD 

product Ponto 3 late in the year. The launch of the Ponto 3, which benefit its end-users with hearing losses 

down to 65db led to stronger momentum into the second half-year of 2017 (William Demant, 2017). In table 

2 below the revenue and percentage growth for the hearing implants division of WD is depicted:  

 

 
Table 2: Hearing implant revenue for William Demant. Compiled by authors based on data from (SEB , 2018) and (William Demant, 

2018) 

Year 2017 H2/2017 H1/2017 2016 H2/2016 H1 2016

Revenue (DKKm) 11,495 5,813 5,682 10,515 5,419 5,096

Growth y-o-y 9% 7% 11% 14% 11% 17%

organic growth y-o-y 9% 9% 8% 7% 7% 6%

Hearing Devices

Year 2017 H2/2017 H1/2017 2016 H2/2016 H1 2016

Revenue (DKKm) 500 254 246 398 199 199

Growth y-o-y 25.6% 27.6% 23.6% 4.7% 6.4% 3.1%

organic growth y-o-y 28% 32% 24% 7% 9% 5%

Hearing Implants
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5.3.3 Diagnostic instruments   

This business activity is comprised by six companies within the WD Group in the US, UK, Germany and 

Denmark. These companies develop, manufacture and distribute products such as audiometers, 

tympanometers, balance systems and other instruments used by audiologists and ear-nose-and-throat 

specialists. The growth rate of the business activity was in line with the market growth rate, mainly due to 

strong performance in the Asia Pacific Region. 2016 highlights include the introduction of a patented software-

based tool, which allows self-assessment for automatic diagnostic audiometry, which was introduced to 

Veteran Affairs in the US (William Demant, 2017). In table 3 the revenue and percentage growth is showed:  

 

 
Table 3: Diagnostic instruments revenue for William Demant. Compiled by authors based on data from (SEB, 2018) and (William 

Demant, 2018) 

5.3.4 Personal communication   

Sennhouser Communication is a 50/50 joint venture with Sennheiser KG that manufactures headsets and 

solutions for the call centre market, office market and consumer gaming headsets for the gaming and mobile 

market. All three markets experienced double-digit growth during 2016 and this is continued in 2017 (William 

Demant, 2017). Yet competition is fierce and the focus of the joint venture is to improve distribution and 

increase product innovation since the integrated solutions for the three markets are becoming of increased 

importance (William Demant, 2017).  

5.4 Ownership structure  

WD Holding is listed on the Copenhagen Stock Exchange with the ticker WDH:DC. The share capital 

(nominal) is DKK 51,793,255 and the number of voting rights are 258,966,275 of DKK 0.2 each where all 

shares are equal and carry one vote (William Demant, 2018). William Demant og Hustru Ida Emilies Fond 

(the Oticon Foundation) has the majority of shares in William Demant Holding and it is intention is to maintain 

an ownership of 55-60% of the share capital. The Canada Pension Plan Investment Board is the only 

shareholder (as of July 2017) who has an ownership interest of <5% with a total of 20,352,691 shares or 7.86%. 

WD also offers stock remuneration to their employees, as part of their bonus plans (William Demant, 2018). 

Year 2017 H2/2017 H1/2017 2016 H2/2016 H1 2016

Revenue (DKKm) 1,194 617 577 1089 574 515

Growth y-o-y 10% 7% 12% 2% 2% 2%

organic growth y-o-y 12% 14% 10% 1% 1% 1%

Diagnostic Instruments
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5.5 William Demant stock price development  

 

Figure 6: William Demant historical stock price develoment. Compiled by authors based on data from (Nasdaq, 2018) 

5.5.1 2009-2012 Highlights 

In 2007-08, the hearing aid industry was negatively influenced by the financial crisis and the market 

experienced the first drop in hearing aid revenues in many years, which undoubtedly had great impact on the 

stock price of WD. Overall, this concretely showed the industry sensitivity to global economic fluctuations 

(William Demant, 2010). In 2010, WD regained its position as the fastest growing player in the industry, much 

due to successful product introductions and increased distribution power (William Demant, 2011). In 2011-

2012 the performance of the company was stable in relation to stock price, much due to product launches and 

a strategy to offer full service solutions in addition to the hearing aid product itself (William Demant, 2012) 

(William Demant, 2013).  

5.5.2 2013-2015 Highlights  

In 2013, WD acquired the French company Neurelec, which improved the company’s position in terms of 

fully implantable hearing solutions and thus created the opportunity for synergies between business divisions 

(William Demant, 2014). In 2014, the company experienced a decrease in revenues in the US market, due to 

US customers getting access to a premium product at attractive prices from a so-called big box retailer, this 

however stabilised later in the year (William Demant, 2015). In 2015, there were further company 

improvements in terms of distribution and furthermore investments in IT-infrastructure, including ERP-

systems, throughout the value chain (William Demant, 2016).  
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5.5.3 2016-2017 Highlights  

In 2016, the company continued its launch of its first proprietary cochlear implant called Neuro in key markets 

with positive feedback from stakeholders. Software development was emphasised as a key aspect of R&D and 

in the diagnostic instruments division a patented software-based assessment tool launched (William Demant, 

2018). In 2017, WD continued to perform in line with expectations through organic growth. Additionally, the 

global market for hearing aids consequently to have grown 1-3% (William Demant, 2017).  

5.6 Company outlook  

WD estimate that the hearing aid market will have a value growth rate of 5% over the course of 2018. The 

company furthermore approximate that the hearing aid wholesale market to grow by 2-4%, although with 

expectations of a decline in average sales price by a single digit percentage. Both the hearing implant market 

and the diagnostic instrument market are expected to grow by 10-15% and 3-5% respectively (William 

Demant, 2018). Such market development would have positive effect on the performance of the company. Yet, 

WD furthermore expects to have a negative currency exchange rate effect of approx. 4% on revenue in 2018. 

Lastly, the company projects an operating profit (EBIT) of DKKbn 2.550-2852, before announced 

restructuring costs of circa DKKm 150 (ibid). This can be compared to the 2017 EBIT, which was DKKbn 

2.338 (William Demant, 2018).  

6. Strategic analysis 

6.1 PESTLE  

The PESTLE analysis highlights the general environmental effects that WD must cope with (Wall, et al., 2010). 

The Political, Economic, Social, Technological, Legal and Environmental factors of the PESTLE-analysis 

affect the activities and short- and long-term performance of the company. As mentioned earlier, due to WD 

global operations, the PESTLE analysis will be applied to a single global market with focus on the key markets 

of the company, namely North America, Europe and Emerging Markets.  

6.1.1 Political factors  

This section concerns the political context and governmental acts that influence the macro-environment of 

WD. In general, governments impact business in a given industry by either enforcing regulations or by 

providing incentives and subsidies (Morrison, 2006). 

6.1.1.1 North America  

In the US, the Food and Drug Administration (FDA) enforces regulations that deal specifically with the 

manufacture and sale of hearing aid products (Food and Drug Administration, 2018). According to the FDA, 

a hearing aid dispenser (an organisation that measure hearing, fit and sell hearing aid products) that engage in 
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the sale of hearing aids to any member of the consuming public, should advise a prospective hearing aid user 

to consult with a licenced physician (preferably ear specialist) before the sale of the hearing aid is finalized. 

There are a number of conditions that the prospective user must fulfil that determines the need for a hearing 

aid device (Food and Drug Administration, 2018). FDA regulations furthermore have direct impact on the 

competitive landscape for hearing aid companies on the US market. Recently, the US senate voted to approve 

new legislation – the FDA Reauthorization Act, which later was signed by President Trump. The law allows 

hearing aid companies to produce and sell cheaper over-the-counter (OTC) hearing aid products without the 

need of approval and/or consultation with an audiologist (Reuters, 2017) (Hearing Aid Review, 2017).  

 

Regarding governmental incentives and subsidies for hearing aids in the US, there are a number of alternatives 

depending on the needs and background of the prospective hearing aid user. There exist a number of programs 

and foundations for children and students and in some states, people with low income may qualify for hearing 

aids through Medicaid whilst people with higher income temporarily may receive financial assistance with 

medical expenses relating to the use of hearing aids. Veterans of the military service can also qualify for 

financial assistance and rehabilitative services (Hearing Loss Association of America, 2018).  

6.1.1.2 Europe  

The regulatory impact on the hearing aid professionals is stipulated in the Directive 2005/36/EC, which defines 

current practices and the recognition of qualified professionals in the field (European Association of Hearing 

Aid Professionals, 2018). The abovementioned change in regulation for OTC hearing aids has implications for 

the Europe as well. Whilst there has been no similar legislation in the EU to date, debate on the issue exist. 

The President of the European Union of Hearing Aid Acousticians stated that he looked negatively on the 

development in the US and argued that the complex process of setting a hearing aid system is abolished by 

OTC sales that it is likely to disappoint the user eventually, which will have negative spill-over effects on the 

general perception hearing aid systems (Audiology World News, 2017).  

 

In terms of incentives and subsidies, these differ depending on country. In Denmark, Norway and the UK there 

is a system of controlled supply of hearing aids with limited choice of products and professionals and little 

input to be had from the prospective user. In France, there is relatively low level of reimbursement; €120 for 

the public and €350 on average for complementary insurance, which results in approx. an additional €1000 on 

average to be paid by the user (Hearing Review, 2015). Germany on the other hand, is in the middle where the 

user has the freedom to choose products in the middle range (€650-800) and can further choose to pay the 

difference for more expensive devices (Ibid). 

6.1.1.3 Emerging markets  

In Latin America, government reimbursements for hearing aid do exist and many public healthcare policies 

assist in the need for diagnosis, treatment and device donations. In Brazil, costs for hearing aids and implants 
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are reimbursed by the government to a relatively high extent (Med Device Online, 2014). There are also 

government attempts to increase awareness of hearing aids to the public as well as increase technical 

knowledge in hospitals with little experience of cochlear implants (Audiology World News, 2015).  

 

The Chinese government have made several steps in terms of regulating and subsidizing hearing aids. The 

Universal New-born Hearing Screening program (UNHS) was developed in 1995 and by 2010 it was 

implemented 20 out of 32 provinces (Liang & Mason, 2013). China is furthermore in the process of launching 

a national health reform, with the goal of establishing that every citizen has equal access to basic healthcare, 

including for hearing impairment (Yan, 2016). This also includes the funding of hearing devices and cochlear 

implants as well as training of surgeons, audiologists and rehabilitation personnel (Liang & Mason, 2013). 

However, challenges remain including lack of access to rural areas and inefficient capacity for financial 

assistance (Yan, 2016).  

6.1.2 Economic factors  

This section regards economic factors that drive the entire economy, which can have direct and indirect 

impact on business decisions and firm strategy in the short- and long-term.  

 

6.1.2.1 GDP Growth  

As is evident from the figure 7 below, the most recent financial crisis had negative impact on the entire global 

economy from 2007-2008 onwards. Since then, most economies have recovered and experienced positive GDP 

growth rates in the last years. Zooming in on the United States and the European Union, both experienced 

turmoil during the financial crisis but have managed to recover swiftly and had 1.5% respectively 1.9% GDP 

growth rate in 2016 (World Bank, 2018). The entire world experienced 3.0% real GDP growth during 2017. 

However, the Brazilian economy experienced recession from 2014 onwards due to financial and political 

instabilities in the country. Brazil officially ended the recession in the second quarter of 2017 thanks to 

increased private and public consumption as well as investments although there exists scepticism regarding 

the sustainability of the improved GPD growth rate (Financial Times, 2017). 
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Regarding prospects, global economic growth in 2018 is forecasted to be 3.1% after a strong 2017 in regard 

to investment, manufacturing and trade. Economic growth in advanced economies is forecasted to be 2.2% in 

2018, much due to central banks gradually eradicating their post-crisis accommodation, whilst emerging 

economies is projected to experience 4.5% growth over the course of 2018 (World Bank, 2018). More 

specifically, relatively strong growth in 2018 is projected for East Asia and Pacific-region (6.2%) and South 

Asia (6.9%) (Ibid).  

6.1.2.2 Financial markets  

There is uncertainty regarding the effects and correlation between healthcare spending and the overall 

economy. The correlation between health care spending and interest rates as well as the relative impact on 

economic performance across various industries is dependent on the source of financing for health care 

spending (US Department of Health & Human Services, 2005).  

 

As of now, the US Federal Reserve System (FED) has set the interest rate to 1.5%, with an adopted interest 

rate range of 1.25%-1.5%. The FED has gradually increased the interest rate since the 2008 – when the rate 

was 0.25% - indicating that the US is overcoming the financial crisis (Global Rates, 2018). In contrast, the 

European Central Bank’s (ECB) interest rate is set at 0.00% currently, and has gradually been decreasing since 

2011 when it was set at 1.00% (Global Rates, 2018). In terms of emerging markets, the interest rates are higher: 

the Chinese central bank People’s Bank of China (PBC) has set the current interest rate to 4.350% and the 

Brazilian central bank BACEN has set it to 6.750% (Global Rates, 2018) (Global Rates, 2018).  

 

Moving on to the issue of currencies, Denmark has a fixed-exchange-rate policy, which means that the Danish 

krone is pegged to the Euro in order to establish low and stable inflation. Denmark has conducted a fixed-

exchange rate policy since the early 1980s, first against the D-mark and from 1999 the Euro (Nationalbanken, 

2018). The spot exchange rate for the US Dollar to the Danish Krone has been declining over the last year 

from DKK 7.0209 on 27/02/2017 to DKK 6.0433 on 26/02/2018. In terms of the outlook for currencies, 

Figure 7: GDP Growth by area. (World Bank, 2018) 
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Danske Bank has forecasted (100) USD/DKK to be 581.8 in twelve months from 26th of March 2018 – a point 

where (100) USD/DKK was 604.3 (Danske Bank, 2018). This corresponds to a total decrease of 3.7%.  

6.1.2.2.1 Inflation  

Inflation is defined as the continued increase in the general level of prices of goods and services, which 

consequently results in purchasing power of a given currency is decreasing. Thus, central banks aim to limit 

inflation although avoid deflation in order to maintain a stable economy that runs smoothly (Statista, 2018). 

The rate of inflation is calculated as the percentage change in average CPI, which refers to a nation’s average 

prices levels based on the cost of typical basket of goods and services for a specific time-period (IMF, 2018). 

According to the International Monetary Fund (IMF), the CPI inflation rate in 2018 for the world is 3.5%, in 

the US 2.5%, in the European Union 1.9% and in the Eurozone 1.5% (IMF, 2018). The long-term inflation 

target rate is 2% both for the US Federal Reserve and the European Central Bank (ECB) (Central Bank News, 

2018). 

6.1.2.3 Public spending on healthcare  

Public spending on healthcare refers to the final consumption of health care goods and services including 

personal health care and collective services (public health services and administration). Healthcare is generally 

financed through government expenditure, compulsory and voluntary insurance as well as private funds 

(OECD, 2018). Broadly, healthcare spending is increasing globally, particularly in emerging and lower 

income-countries. Other key drivers for the increased growth are ageing population globally, as life expectancy 

is projected to increase from 73 to 74.1 years between 2016 and 2021. This would result in a total amount of 

people aged 65 or more to 656 million, which equals 11.5% of the world’s population (Deloitte, 2017).  

 

Data from the World Bank in figure 8 shows the following spending on healthcare as percentage of GDP on a 

global scale:  

 
Figure 8: Global health expenditure. Compiled by authors based on data from (World Bank, 2018) 
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As the line graph shows, the growth in healthcare spending globally is volatile, where drops most likely can 

be ascribed to times of global economic turmoil. There was a rather steep decrease from 2009 to 2011, which 

is followed by a slight increase that took off further in 2014 onwards.  

6.1.3 Sociological factors  

As mentioned, the sociological factors examine the social environment of a given market. Based on the 

research scope of the thesis, this section includes sociological determinants that influence demand for hearing 

aids, regionally and globally.  

6.1.3.1 Global market drivers  

A key driver for growth in the hearing aid industry is hearing loss prevalence (Business Wire, 2017). This 

concerns year-to-year increase in people who suffer from hearing loss to different degrees and thus are in need 

of hearing aid products. According to the WHO, the definition of hearing loss with disabling effect is hearing 

loss greater than 40dB for adults and hearing loss greater than 30dB for children (World Health Organisation, 

2012). The total number of people suffering from disabling hearing loss globally is hard to come by but a 

number of studies provide estimates. A study by Wilson et Al (2017) state that in 2015, roughly half a billion 

people, or 6.8% of the total world population, had disabling hearing loss (Wilson, et al., 2017). Another study 

conducted by Stevens et al (2013) - based on analysis of 42 studies in 29 countries - estimated that the total 

number globally was approx. 426 million in 2013 (Stevens, et al., 2013). In developed countries, it was 

estimated that between 6.4% and 9.8% of total populations have disabling hearing loss. Moreover, see figure 

9 for complementary statistics based on 120 000 people regarding hearing loss prevalence in six developed 

countries in 2014-2015. 

 
Figure 9: Hearing prevelance in 2014-2015. Compiled by authors based on data from (Statista, 2018) 

Looking at emerging markets, World Health Organisation data estimates from 2012 shows the following on 

adult percentage hearing loss prevalence: East Asia males 7.4% and females 5.6%, South Asia males 9.5% 
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and females 7.0%, Latin America and the Caribbean males 7.6% and females 6.0% and Middle East and North 

Africa males 4.1% and females 2.9% (World Health Organisation, 2012). A study by Stevens et al (2013) 

stated hearing impairment prevalence is relatively higher in developing regions, particularly in sub-Saharan 

Africa and in South- and Southeast Asia. It is furthermore estimated that approx. 80% of people with hearing 

loss live in low- and middle-income countries (Wilson, et al., 2017). 

6.1.3.2 Societal factors relating to hearing loss  

Societal factors mainly relate to the issue of sensorineural hearing loss (SNHL), which concerns hearing 

problems in the inner ear – nerve-related hearing loss – and is caused by exposure to for example loud noise, 

head trauma and virus or diseases. It can also be due to genetically-related reasons such as hearing loss that 

runs within the family (HLAA, 2018). So forth, SNHL is caused by excessive noise and thus something that 

stems from everyday life and society as a whole. Excessive noise can cause hearing loss after one-time noise 

exposure of 120dB or continuous noise exposure of 85dB or more. In order to provide reference, noise at 110-

140dB includes rock concerts, firecracker, ambulance siren or home stereo speaker at maximum volume. 85-

100dB includes excessive noise caused by garbage trucks, motorcycles and jackhammers (Rosen, 2013). 

Furthermore, during 2011-2012 a study in the US based on 3583 respondents showed that 24.4% have 

experienced noise-induced hearing loss in one or both ears (Statista, 2018). The consequences of hearing loss 

are not only physical but also mental. Hearing loss is associated with social and emotional exhaustion and can 

cause career immobility (West & Stankovic, 2016). Additionally, hearing loss can create multiple difficulties 

for people affected. These include dangers of driving or walking across streets. People with hearing loss risk 

not hearing conversations or important messages, which ultimately this can lead to family conflict, social 

isolation and loss of self-esteem (NIDCD, 2014).  

6.1.4 Technological factors  

This section aims to depict how technological factors influence the business of WD. Therefore, this section 

focuses on insights regarding key drivers that influence the business environment for companies in the 

healthcare industry as well as analyse how different geographical markets differ in terms of levels of 

technology and innovation.  

6.1.4.1 Research and development  

High quality research and development (R&D) capabilities is imperative for long-term success for companies 

operating within pharmaceutical, life science and healthcare industries. The issue of R&D underlies the 

healthcare industry as new or improved products and patents drive demand and create relationships with 

consumers (Gyurjyan, et al., 2010). Healthcare companies therefore aim to outperform their competitors by 

seeking technological advantage through R&D activities. However, in recent years the R&D trend has been 

negative as R&D investments in the industry have increased substantially resulting in diminishing R&D 

productivity and return on investment for companies (David, et al., 2010). From a financial point of view, there 
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is a correlation between number of developed patents and returns in excess of equity yet increases in R&D 

expenditure in large-cap pharma companies can be viewed destructively by investors in the short-term 

(Feyzrakhmanova & Constantin, 2016).  

 

Figure 10 shows global R&D spending for different industries in 2017. The most spending occurs in the 

computing and electronics industry and the healthcare industry, both accounting for 23% of total global R&D 

spending. This clearly demonstrates the importance of R&D spending for companies in the healthcare industry.  

 
Figure 10: Percentage of global R&D 2017 by industry. Compiled by authors based on data from (Statista, 2018) 

6.1.4.2 Digitalisation of healthcare industry  

The healthcare industry has adopted IT in the same way as many other industries. Firstly, by using IT to 

integrate important processes within the company, for example HR and manufacturing and supply chain 

management. In more recent times, organisations within the private and public healthcare sector have further 

adopted IT by creating digital products, services, channels and processes (Gyurjyan, et al., 2010). There are 

many trends regarding technologies and digital innovation in healthcare including online patient communities, 

smart sensors, cloud computing, artificial intelligence, robotics and mobile apps, some of which have 

substantially disrupted the industry. Health technology can provide a number of benefits for users including 

the minimizing of avoidable service use such as house doctors, improved health outcome, improved prevention 

of health issues and increased patient independence (Deloitte, 2015). However, there exist negative aspects 

such as a patient unwillingness to electronically store personal health information online. 

6.1.4.3 Technology maturity level across markets  

Across the world, countries differ in terms of their level of technology and innovation. This is much due to the 

fact that some countries and regions are economically more developed and thus have a more advanced 

technological infrastructure than less economically developed countries. The Bloomberg innovation index 
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ranks countries’ level of innovation and technology by using seven different metrics: research and 

development, manufacturing, number of high tech companies, percentage of post-secondary education, 

research personnel and number of patents and government regulations regarding tech and innovation 

(Bloomberg, 2018). The 2018 index for fifty countries is topped by South Korea, Sweden and Singapore whilst 

the US dropped out from the overall top ten. See figure 11 for all geographical depiction of innovation across 

world:  

 

 
Figure 11: Bloomberg Innovation index 2018 (Bloomberg, 2018) 

As is evident from the figure, the most innovative and technologically advanced regions are Western Europe, 

North America and parts of East- and Southeast Asia. On the other hand, Africa, Central America and Africa 

are lagging behind (Bloomberg, 2018).  

6.1.5 Legal factors  

This section concerns legislation and relating matters that influence the business environment of WD. This 

includes intellectual property, patents and legal approval of healthcare products.  

6.1.5.1 Intellectual property  

Intellectual property (IP) is a valuable resource for companies in the healthcare industry and the protection of 

IP is thus important for the future success of a given company. Laws and regulations regarding IP protection 

differs across countries. The GIPC International Intellectual Property Index maps the national IP environment 
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for countries based on five different criteria: patents, copyright, trademarks, enforcement and membership and 

ratification of international treaties (Statista, 2017).   

 
Figure 12: GIPC International Intellectual Property Index 2017. Compiled by authors based on data from (Statista, 2017) 

Figure 12 show the ranking for IP protection for a number of selected countries from around the world (Statista, 

2017). Based on this, it is clear that the United States has the best and most efficient IP environment, followed 

by Western European countries such as United Kingdom, Germany and Sweden. Japan and South Korea also 

have high rankings with 31.3 points and 28.3 points respectively. However, countries such as China, Turkey, 

Russia, Brazil and Saudi Arabia all scored 20 or below, which shows that the issue of intellectual property 

protection is weaker in these countries. Consequently, this poses a threat for healthcare companies that operate 

in these markets since the risk of counterfeit copies of patented products is higher.  

6.1.5.2 Healthcare approval processes  

The regulation and approval of medical drugs and devices differs globally but share the goal of assuring safety 

and efficacy for products that are released in the marketplace. 

6.1.5.2.1 Comparison of European and United States approval processes  

The largest numbers of medical drugs and devices are processed and approved in the US and in the EU. The 

US relies on the centralized institution Food and Drug Administration (FDA) and therefore also on a highly 

centralized process facilitated by this organisation. The process starts with a classification of for example a 

given device depending on the risk it carries (Class I -low risk, Class II – intermediate risk, Class II – 

intermediate risk, Class III – high risk and Class III devices without predicates) and afterwards an application 

is sent for FDA approval (Norman, 2016). The process within the EU is almost identical but with one risk class 

less and final approval is decentralised through a notifying body in the given EU state, which assures 

compliance with regulations stated by the European Commission. If approved, the device can be marketed 

throughout the EU. Although the approval processes for the US and the EU are similar in nature, there exist 
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critical differences, which consequently result in regulatory divergences. As mentioned, the process in the US 

is highly centralized and can therefore be analysed as overemphasizing safety concerns at the cost of 

commercial companies. On the other hand, the EU system can be characterized as leaning more towards focus 

on commercial interest at the potential cost of patient safety (Norman, 2016). Due to the inefficacy caused by 

this difference in approval processes between the US and the EU, there are current legislative efforts to promote 

increased transparency and mutual standardisation of processes (Norman, 2016).  

6.1.6 Environmental factors  

This section concerns environmental factors that influence the business environment of WD. The section 

focuses on the issue of corporate social responsibility in relation to WD as well as the healthcare industry.  

6.1.6.1 Growing importance of CSR  

The growing importance of CSR in terms of MNEs can be related to the economic globalisation that has 

occurred over the last decades. Although it has had positive impact on many societies around the world, it has 

also resulted in for example increased income disparity, exploitation of labour and environmental disasters 

(Kelly, 2004). Thus, MNEs today are inclined to engage in CSR activities in order to create societal value but 

it can also be used as a tool for advertising or ease of market entry and CSR can therefore also constituted in 

a manner that provide economic and strategic benefit is to a given firm (Burke & Logsdon, 1996). 

6.1.6.2 Global differences in CSR  

The level and attitude towards CSR differs depending on geographical location such as country and region. A 

study by Baughn et al. (2007) on issue of CSR in relation to geographical location shows that that there is a 

strong relationship between CSR and the local context (Baughn, et al., 2007). More specifically, it is dependent 

on national economic, political and social factors, which affect a country’s institutional capacity to support 

and promote CSR activities (Baughn, et al., 2007). This is further depicted in the Country Sustainability 

Ranking conducted by RobecoSAM - an investment company specialised in sustainability investments. The 

ranking is based on 17 different environmental, social and governance indicators with a score of one to ten 

respectively (RobecoSAM, 2017). In figure 13 the top and bottom ten countries are presented:  
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Figure 13: Country Sustainability Ranking 2017 (RobecoSAM, 2017)  

6.1.6.3 CSR in the healthcare industry  

CSR in the healthcare industry, and perhaps in particular the pharmaceutical industry, is a well-known and 

well-used practice. This stems from the fact that the industries provide products that can cure life-threatening 

diseases and in general improves peoples’ wellbeing, however the industries can in instances be incapable of 

doing so at affordable prices (Nussbaum, 2009).  
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6.1.7 PESTLE Summary  

 
Figure 14: PESTLE summary, own creation 

From the PESTLE analysis it is possible to extract the most important factors that influence the hearing aid 

industry and WD, in the short- and long-term. From the political perspective, it is clear that the OTC-law in 

the US is likely to have impact on the hearing aid industry, and WD will have to adapt it is business model 

accordingly. Additionally, emerging markets are becoming increasingly attractive for hearing aid companies 

and this development is likely to continue in the long-term, however many of these markets are currently 

characterised by relatively lower purchasing power and ineffective IP-environments. Nonetheless, earlier 

investments by WD in selected markets such as China may result in higher returns in the future and should 

thus be taken into account. The current global economic climate is positive with many western countries 

experiencing solid recovery from the financial crisis of 2007-8. This can be connected to an increase in global 

public spending on healthcare, which is likely to have had positive impact on WD in recent years. Lastly, the 

PESTLE analysis shows that R&D is a key driving force for competitiveness within healthcare.  
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6.2 Porter’s Five Forces – Global Hearing Aid Industry  

6.2.1 The global hearing aid industry 

Before commencing more profound and detailed analysis, it is important to clarify and define the relevant 

industry. The aim is to provide an apt industry description, without it being too broad or narrow (Porter, 2008). 

The hearing aid industry can be defined as a “sub-industry” of the overall healthcare industry. The healthcare 

industry (or medical industry) consists of a wide array of companies and organisations that produce 

pharmaceuticals, provide medical services and manufacture medical equipment. Firms within the hearing aid 

industry are concerned with the manufacturing, distribution and sale of medical equipment, more specifically 

equipment that relate to hearing impairment and deafness. Generally, hearing aids can be defined as “sound-

amplifying devices designed to aid people who have a hearing impairment” (FDA, 2018) . The distribution 

structure is based on hospitals and other medical organisations, retail sales as well as direct sales and the key 

end-user group consist of individuals that suffer from hearing loss to various degrees (Ibid). The global hearing 

aid industry is dominated by six key players, which in 2011 together made up approximately 90% of the total 

global market: Siemens, WD, Sonova, GN Resound, Widex and Starkey. Notice that WD, GN Resound and 

Widex all are Danish companies (Frost and Sullivan, 2011). According to a study by Bernstein Research – 

cited in the hearing loss journal - the same number in 2013 was approx. 98% (Hearing Loss Journal , 2016). 

Market shares based on revenues of hearing aid companies in the US market in 2015 was the following: Sonova 

35%, WD 21%, GN Resound 17%, Starkey 16%, Siemens 12%, Widex 3% and other 1% (Statista, 2018).  

 

Two other key aspects of industry depiction are the geographic scope of competition as well as the industry 

life cycle, of which the latter traces the evolution of an industry based on the characteristics of its business 

activities (Porter, 2008). Regarding the hearing aid industry, the geographic scope of competition is global, 

with business activities taking place on all continents. Moreover, the hearing aid industry is currently in a stage 

of maturity; however, the industry is growing in terms of total revenues (Frost and Sullivan, 2011). 

6.2.2 Threat of new entrants  

This force concerns the threat of new entrants in an industry and is dependent on the height and strength of 

present entry barriers; if these are low threat of entry is high and vice versa (Porter, 1979). From the perspective 

of the supply side, there are clear examples of benefit of scale in the hearing aid industry. Scale economies can 

be found in many aspects of the value chain of a given company, and the most important ones vary depending 

on the industry (Porter, 1979). In table 4 the revenues of the respective key players apart from Starkey in the 

global hearing aid industry are shown:  
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Table 4: Revenue key firms in the hearing aid industry. Compiled by authors based on data from annual reports for respective firms. 

Recalculated to DKK using exchange rates from the 1/1/2016 

From the sheer size of the respective revenues of companies above it is reasonable to assume that the five 

companies have achieved scale of economies in the important aspects of their value chains. Consequently, they 

have accumulated high market knowledge, solid distribution set ups and strong relations with other industry 

stakeholders. Another factor that points to high entry barriers and thus relatively lower threat of entry are the 

high capital requirements. The competition within the hearing aid industry is highly dependent on technology 

and consequently R&D activities, which in turn require large up-front, unrecoverable investment. This point 

can be related to recent R&D expenditure by five of the six key players with the industry, see table 5:  

 

 
Table 5: R&D spending for key firms in the hearing aid industry. Compiled by authors based on data from annual reports for 

respective firms 

A factor that further lowers the threat of entrants is the fact that industry incumbents have other advantages 

independent of size, such as proprietary technology and patents. For example, in 2017 William Demant had 

patents and licences on their books for DKKm 40 (William Demant, 2018). This becomes a heightened entry 

barrier for new entrants in the sense that they must find ways to bypass abovementioned advantages, for 

example by buying patents from other actors or develop their own through R&D (Porter, 1979). This point 

also relates to the considerable brand value held by industry participants, which is difficult to replicate 

(Berenberg Equity Research , 2013). Another industry characteristic is that while margins and returns in the 

industry in general are adequate and attractive to a relatively high degree, they are not excessive meaning that 

for any given entrant it is likely to be a rather long-time period before reaching satisfactory level of return. The 

healthcare industry is characterised by relatively restrictive government policies since there in general exists 

Year 2016

Siemens 192.259                           

Sonova 16.440                             

William Demant 12.002                             

GN Resound 8.651                                

Widex 3.855                                

Revenue by firm (DKKm)

Year 2016

Siemens 18.313                             

Sonova 941                                   

William Demant 839                                   

GN Resound 677                                   

Widex N/A

R&D spending by firm (DKKm)
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licencing requirements for products and new entrants thus would require approval from national healthcare 

administrations before taking their products to the marketplace.  

 

To this end, new entrants to the industry is not a substantial threat, which is further proved by the fact that 

there has been no successful entrants in the wholesale hearing aid industry since 1978, though a number of 

large electronic companies have tried (Berenberg Equity Research , 2013). However, as mentioned before in 

the section 6.1.2, a new law in the US was recently passed by the senate and signed by President Trump, which 

allows for over-the-counter (OTC) sales of hearing aids with the aim of providing greater accessibility as well 

as affordability for the general public. The law is designed to enable primarily adults with perceived mild-to-

moderate hearing impairment to access hearing aids without prior consultation with a hearing care specialist 

(Hearing Review, 2017). Although this law is new and its impact on the industry is yet to present itself, it is 

clear that the US market is likely to change. From a speculative perspective, the OTC law can open up for 

more entrant’s due to the possibility of selling cheaper and less advanced hearing aids as well as access to new 

and larger distribution networks and retailers.  

 

In sum, the global hearing care industry is characterised by relatively high barriers to entry and the threat of 

entry is thus said to be moderately low. 

6.2.3 The power of suppliers  

Drawing on the notion that the hearing aid industry is dominated by six large players, the industry is not heavily 

dependent on suppliers. The value chains in each commercial market segment of the overall hearing aid 

industry support this. Within the hearing device commercial market, suppliers make up approximately 5% of 

the total value chain. In terms of diagnostic instruments, suppliers make up approximately 15% of the total 

value chain. The hearing implants commercial market, suppliers amount to approximately 10% of the total 

value chain (William Demant, 2016). According to Porter (2008), a group of suppliers is powerful if it is more 

concentrated than the industry it is supplying. However, since the hearing aid industry is largely made up by 

six major companies this appears unlikely. The size of the competing companies within the industry 

furthermore provides them with strong bargaining power as they purchase supplies and inputs in large volumes 

(Sydbank, 2017). 

 

Regarding the input to the product, there are five basic elements to all hearing aids: microphones, amplifier, 

loudspeaker, battery and computer chip that is programmed by a given hearing care professional. To this end, 

all hearing aids are based on a similar construction, yet the quality of each input differs (Oticon, 2018). 

Analysing the generic hearing aid any product input offered by suppliers does not appear to be differentiated. 

There exist many suppliers that offer such electronic components globally. 
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In sum, the power of suppliers in the global hearing aid industry is deemed low. 

6.2.4 The power of buyers  

The power of buyers depends on the specific product line or business activity of an industry player as 

consumers differ. Diagnostic instruments are sold mainly business-to-business, specifically to hospitals, 

hearing clinics and hearing aid dispensers (William Demant, 2016) . This buyer group can be said to make 

purchases that are relatively large, which results in increased negotiating leverage. The fact that diagnostic 

instruments are relatively standardised, since they can be purchased from any of the six industry key players, 

further increases the power of buyers. However, the switching cost will be quite high assuming that the 

respective hospitals and hearing clinics are trained in using a specific diagnostic instrument. Furthermore, 

buyers in the industry will face dire challenges in attempting to integrate backward and produce the products 

themselves, due to the differences in technological capacity, R&D and economies of scale between hospitals 

and hearing clinics vs. large hearing aid companies. Ultimately, the power of buyers in the diagnostic 

instrument-segment of the industry is deemed to be moderate.  

 

For hearing devices and hearing implants, products are traditionally purchased through hearing aid specialists 

and clinics before reaching the end-consumer (European Commission, 2001). In this instance, the product is 

obtained through a thorough process of consulting, testing and fitting service by a professional, which leaves 

the end-user with limited bargaining power. Moreover, hearing aid can be considered to be a luxury good in 

the sense that price is less important than the potential increase in quality of life for the consumer. Yet, a newly 

passed law in the US, which includes ‘Over the Counter Hearing Aid Act’, enables adults with mild-to-

moderate hearing loss to purchase hearing aid products over-the-counter (OTC), without the engagement of 

hearing aid professional (Hearing Review, 2017). This arguably provides the buyer with more bargaining 

power since he or she are free to choose a specific hearing aid device without have to invest his or her time in 

a process at a hospital or hearing clinic. It should also be mentioned that in any instance buyers constantly 

demand better product offerings in terms of quality, lower prices and product aesthetics (Sydbank, 2017).  

 

On this basis, the power of buyers is deemed moderate.  

6.2.5 Threat of substitutes  

In order to provide appropriate analysis for the threat of substitutes in the hearing aid industry it is key to firstly 

describe the functions of hearing aid devices and diagnostic instruments so to show what needs they cover. 

Hearing aids can, based on technology and size, be classified as the following: behind-the-ear (BTE), in-the-

ear (ITE), in-the-canal (ITC), receiver-in-canal (RIC), completely-in-canal (CIC) and invisible-in-canal (IIC). 

Hearing implants are categorised as either bone-anchored hearing aids (BAHS) or cochlear implants. The 

function these products serve are to improve hearing by making sound audible to a person who suffers from 
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hearing loss to various degrees. The amount of benefit the person experiences from a given hearing aid product 

depends on type and severity (Frost and Sullivan, 2011). Diagnostic instruments are used to examine a person’s 

hearing difficulties through for example audiometers. It is also used for impedance and fitting purposes. The 

customer segments for diagnostic instruments include new-born screening, paediatricians, general 

practitioners and audiologists (Frost and Sullivan, 2011).  

 

Regarding hearing impairment there are no clear-cut substitutes for either hearing devices or diagnostic 

instruments. Other options could be to remain hearing impaired and/or use sign language. Hearing aids could 

also hypothetically be substituted by highly advanced stem cell treatments that regenerate hair cells and 

consequently lead to improved ability of hearing. In practice, the procedure involves the growing hair cells in 

laboratories followed by implanting them in the ear. It should however be noted that this is still on a research-

basis and there is a lot of work ahead to improve the effect of the procedure (Harvard Stem Cell Institute, 

2018). Nonetheless, such research can have great impact on the industry in the future.  

 

On this basis, the threat of substitutes in the industry is deemed low.  

6.2.6 Rivalry among existing competitors   

Intense rivalry effectively limits the profitability of an industry. The degree to which profitability is limited is 

dependent on two factors. Firstly, based on the intensity with which companies in the industry compete, and 

secondly on the basis on which they compete (Porter, 2008). The intensity of competition is amongst things 

based on the number and size of competing companies. As mentioned, there are six firms that dominate the 

industry, which suggest that intensity of competition is low. Additionally, they differ in size (based on revenue) 

which further suggest lower intensity of competition. Due to these characteristics, companies are less likely to 

poach business from each other (Ibid). The hearing aid industry is currently growing, and total revenues of the 

industry have been increasing on a yearly basis. Several forecasts show that the industry is expected to continue 

it is growth. Reuters (2017) states that the hearing industry is forecasted to grow with a CAGR of 5.1% between 

2017-2023 (Reuters, 2017). A more optimistic forecast expects the industry to grow with a CAGR of 8% in 

the same period (Business Wire, 2018). Since industry growth is relatively high, this suggest lower intensity 

of competition, since industry participants do not have the same need to fight for market share (Porter, 2008). 

Yet, the industry has relatively high exit barriers, which suggest increased intensity of rivalry as these barriers 

prevent firms to leave the industry even if they would make negative returns (Ibid). The reason is that the firms 

have made large investments in what can be described as non-transferable fixed assets, such as R&D facilities 

and manufacturing plants. Moreover, all six main firm in the industry have several thousand employees, which 

creates high redundancy cost if a firm were to leave the market.  
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Regarding the basis on which firms in the hearing industry compete, it is important to analyse whether price 

competition is liable. roducts of rivals are not identical although they serve the same purpose for the consumer 

and it is also arguable that the switching cost is high since the purchase of a hearing aid most often is based on 

a longer procedure with a hearing specialist. These two aspects point to lower risk of price competition (Porter, 

2008).  

 

Regarding whether hearing aid products can be considered as perishable products is a complex issue. Hearing 

aid are small and technologically advanced products. Hearing technology is developing at a similar rate as 

smartphones, which means that available hearing aids on the market are upgraded and becoming more efficient 

and user-friendly on a regular basis. It should also be noted that hearing aids are electronic products that are 

used more intensely than other electronic products such as laptops or smartphones, which also shortens their 

overall life span (Healthy Hearing, 2014). Hearing aids can be considered to be relatively perishable products, 

which makes price competition more likely within the industry since firms will aim to sell certain products 

before they become technologically obsolete (Porter, 2008). Building on this notion, intensity of rivalry will 

increase as industry participants are forced to provide new and improved products to the marketplace as well 

as upgrade existing product lines  

 

On this basis, the rivalry among existing competitors is deemed moderate  
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6.2.7 Sub-conclusion Porter’s Five Forces Analysis  

 

Figure 15 Porter's five forces summary. Own creation 

In figure 15, each force of the industry is estimated in terms of strength along with key underlying drivers. 

Based on the analysis it is clear that the global hearing aid industry has a relatively high level of profitability. 

This is due to number of ‘controlling’ forces that steer industry profitability. There is a low number of industry 

participants with high R&D capabilities and thus to some extent unique resources that cannot be duplicated 

easily by potential market entrants. Moreover, the industry is growing on a yearly basis in total revenues, which 

arguably makes each player less likely of aggressively aiming at competitors’ market shares. This is coupled 

with moderate power of buyers due to the characteristics and buying procedures of the products offered in the 

industry as well as current low threat of substitutes. It is furthermore important to invest in R&D, as successful 

product development is a key controlling force for profitability and as a source of company competitive 

advantage. This pushes companies to emphasize these activities and failure to do so is likely to quickly result 

in a poor industry positioning. However, it should be noted that overspending on R&D is also possible, if the 

value lost by actual R&D spending is greater than the value received from it. Although, the optimal amount 
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for R&D spending for companies within the hearing aid industry is difficult to estimate, without internal 

information. 

6.3 Value chain analysis 

As previously stated, each firm is a collection of activities that are performed to cater and serve it is products 

and services. According to Porter (1985), all these activities are categorised as either primary or support and 

are represented by a value chain. Thus, differences between competitor’s value chains are an important source 

of competitive advantage (Porter, 1985). On this theoretical basis, the internal analysis aims to dissect and 

analyse the value chain of WD, which will assist the process of understanding how value is created or lost in 

terms of WD’s business activities. This analysis will start by depicting the support activities of WD, followed 

by it is primary activites.  

6.3.1 Firm infrastructure  

The infrastructure of a given firm supports the entire value chain and solely individual activities. An important 

aspect of firm infrastructure is management, which undoubtedly has a lot of impact, influence and decision-

rights on all activities within the value chain (Porter, 1985). WD uses a two-tier management system, which 

consists of the Board of Directors and Executive Management. As is common, the Board of Directors 

supervises performance on behalf of shareholders as well as contribute to company strategy while the executive 

board is responsible for the daily operations of WD. The current CEO, Søren Nielsen, joined the company in 

1995 and has during his time working across several business areas; between 2008 and 2015, he was head of 

the hearing aid activities and from 2015 to 2017 he was COO and Deputy CEO of WD Holding. He became 

President and CEO of WD Holding in April 2017 and his time as CEO is thus quite limited (William Demant, 

2018). It is quite complex to evaluate the capabilities of management but a proxy for managerial performance 

is company stock price. When Søren Nielsen became CEO of WD, the stock price was DKK 151.80, and as 

of February 22, the stock price is now DKK 210,6 which equals about a 38,7% increase in stock price (Yahoo 

Finance, 2018). All management and key executives of WD are Danish, which potentially could be negative 

in terms lack of contextual knowledge that at times are necessary for global operations (Global Data, 2018). 

6.3.2 Human resource management  

Human resource management is an important support activity in the value chain as it determines the skills and 

motivation of current and future employees of the company as well as relating costs. The human resource 

management consequently affects the competitive advantage of WD to a high degree (Porter, 1985). As WD 

develops, manufactures and sells advanced hearing aid devices and relating products globally, there is a large 

emphasis on engineers in addition to other business functions such as IT, Finance, HR and Quality. Engineers 

are an important part of WD’s competitive advantage since they are fundamental for the continued 

development and improvement of hearing technology that the company offers. A clear indicator of WD’s 
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human resource management is the fact that the company for two years in a row has been elected as the number 

one Danish employer for engineers within ‘Electronics and Telecommunications’ and number ten in overall 

rankings. Mads Kamp, VP HR for Oticon and WD stated that the company focus on being attentive to the 

labour market and strive for a working culture that is in line with expectations of both graduates and more 

experienced employees (William Demant, 2018). Furthermore, according to a study by Universum – a global 

leader in employer branding – on ‘Denmark’s 100 Most Attractive Employees 2017’, WD was ranked 44th of 

the total 100 within engineering and natural sciences (Universum, 2017). In order to attain qualified and 

talented graduates, WD deploys a graduate program, which lasts for two years and have several different 

specialist lines in the field of business and engineering. 

6.3.3 Technology  

According to Porter, all value activities in a company embody technology to some extent. It can be through 

know-how, specific procedures or actual technology within equipment. The actual nature of technology 

development as a support activity differs depending on industry (Porter, 1985) . Within the hearing aid 

industry, R&D is categorized as the most important source of competitive advantage since the development of 

new and more advanced products and patents is crucial to the long-term success of companies within the 

industry. 

 

WD states that R&D and innovation leadership are key stones in it is global business strategy. The company 

has stated six strategic focus points, and three of them refer to innovation and R&D: innovation – expand our 

product innovation skills and leadership in R&D, diagnostic – expand diagnostic instruments through 

innovation, integration and new business, medical – grow our global hearing implant position through 

innovation and sales focus (William Demant, 2018).   

Undoubtedly, the international R&D organization is a key catalyst for innovation projects for WD. The 

company relocated their R&D centre from Switzerland to Poland and Denmark during the course of 2017 and 

therefore currently has R&D sites in Denmark, France, Sweden and Poland (William Demant, 2018). Table 6 

shows R&D spending over the last five years and further shows and verifies WD’s strategic commitment to 

R&D: 

 
Table 6: R&D spending William Demant 2013-2017. Compiled by authors based on data from (William Demant, 2018) 

From 2013 to 2017, WD so forth increased it is spending on R&D by DKKm 285 with a compound annual 

growth rate of 7.71%. The company furthermore recognizes the importance of protecting and maintaining their 

patents, as it is a strong source of competitive advantage. WD aims to continue to develop and monitor the 

Year 2017 2016 2015 2014 2013

DKKm 919 839 763 680 634

R&D Spending
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safeguarding of their patents in a way that prevents third-party infringements as well as ensure that the 

company’s products do not infringe on patents of third parties (William Demant, 2018). However, WD is and 

has been involved in a number of legal disputes regarding patents. Most notably, the company was involved 

in a dispute over 15 patents with it is competitor GN Store Nord, which was settled in 2016 with the result of 

an annual net licence payment to WD (Lynge, 2016). Currently, the company holds a book value of DKKm 

40 in patents and licences and have over 2017 added 2DKKm and disposed 3DKKm. The WD R&D hub is 

the Eriksholm Research Centre. Located 50 km from headquarters, it allows for efficient information flow. 

The research conducted at Eriksholm is focused on three themes: cognitive hearing science, eHealth and 

advanced algorithms (William Demant, 2018). Evidence of WD’s technological capabilities are found in 

number and performance of new product launches in recent times. In terms of hearing aids, the company 

launched the Oticon Opn in June 2016 with a new open sound paradigm, which receives positive feedback and 

recognition. The Opn product lines are furthermore expanding in terms of styles, features and price points and 

in December 2017 WD introduced connectivity to smartphones through Bluetooth Low Energy (BLE) 

technology, which allows the user to stream phone calls and music with high quality through the hearing aid 

without compromising it is chargeability and signal processing (William Demant, 2018). In terms of hearing 

implants, WD launched Ponto 3 Superpower (bone anchored hearing systems BAHS) during 2017, which can 

be used for conductive hearing losses down to 65 decibels. Over the course of 2018 the company will 

launch Neuro 2, which will be the smallest behind-the-ear (BTE) device on the market coupled with wide array 

of design choices. Lastly, in 2017 WD also launched Amtax – a diagnostic instrument that is tablet-based. 

6.3.4 Operations  

Operations refer to the company activities of transforming inputs into final product and includes machining, 

assembly, packaging, maintenance, testing and facility operations (Porter, 1985). WD state that all companies 

within the group collaborate to a great extent through the value chain, including business activities concerning 

purchasing and manufacturing (William Demant, 2018). WD has two global production sites in Poland and in 

Mexico along with major local facilities that provide custom production in Italy, UK, Denmark, Canada and 

the US. The future ambition of the WD is to have three main production hubs globally (Schneider, 2016). WD 

used to have a large production facility in Thisted, Denmark but in 2016, the company decided to move the 

production to Poland in order to optimize production through cost efficiency. The transfer of production 

activities is expected to be fully completed by the end of 2018 (William Demant, 2018). The company 

furthermore expects to achieve approximately DKKm 200 in annual savings based on the initiative (DR, 2016). 

 

WD conducts advanced hearing aid manufacturing with the aim of having lean production set up as well as 

low service frequency. The introduction of ‘nanocoating’ of hearing aid products in 2013 - a process of 

equipping the hearing aid with a thin nano-sized polymer barrier against sweat, oil and humidity – had positive 

impact on durability of hearing aids (Schneider, 2016). Figure 16 and 17 below show indexes for time per 
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hearing aid and service frequency improvements for 2011-2016 and 2013-2016 respectively. The base index 

year 100 for time per hearing aid is 2011 and equivalent for service frequency is 2013 (Schneider, 2016).  

 
Figure 16 William Demant Service Frequency (Schneider, 2016) Figure 17 William Demant production time per hearing aid 

(Schneider, 2016)  

6.3.5 Outbound logistics  

Outbound logistics concern collecting, storing and distributing the product to buyers. This includes 

warehousing, delivery, order processing and scheduling (Porter, 1985). WD employs global distribution for 

all it is business activities: hearing devices, hearing implants, diagnostic instruments and personal 

communication. WD recognizes the importance of an efficient distribution network and benefit customers and 

end-users with it is multibrand approach, which is backed by a broad global distribution set-up as well as 

infrastructure. The global structure of WD’s value chain in relation to outbound logistics is seen in the figure 

18 below:  

 
Figure 18: William Demant Warehouse and shipping (Schneider, 2016) 

As seen in figure 18, outbound logistics are handled by wholesale back office before reaching the customer. 

During 2016, WD implemented a global enterprise resource planning system (ERP) integrated with business 

process deployment in order to further increase efficiency. This was conducted through a country-by-country 

approach (over the course of 2015-2016 approx. eleven global ERP systems went live) with the overall aim of 

lowering cost and risk (Schneider, 2016). As of December 2017, WD had inventory that totalled DKKbn 1.35 

and since cost of goods sold for the year equalled DKKbn 3.06, the company had 161 days of inventory on 
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hand (inventory turnover of 2.3 for the year). This is a small improvement from December 2016, when the 

responding numbers were DKKbn 1.30 or 164 days of inventory on hand (Wright Investors Service, 2018).  

6.3.6 Marketing and sales 

Marketing and sales activities relate to the process of providing means by which buyers can purchase products 

of the company such as advertising, channel selection, channel relations and pricing (Porter, 1985). For hearing 

aid, which constitute the main part of it is business, WD uses a wide array of sales channels, ranging from 

specialized professionals to complementary businesses. These include public hospitals, value-added 

wholesalers, conventional retail chains, direct online sales, specialty retailers (audiologists, pharmacies and 

opticians) and multi-line retailers. In reference to marketing, conventional retail chains are characterized by 

high marketing spend whilst multi-line retailers are characterized by low marketing spend (William Demant, 

2016). As mentioned earlier in the study, wholesale is an important channel within the hearing aid industry. 

As of 2016, WD has wholesale companies in following countries: US, Canada, Brazil, South Africa, Spain, 

UK, France, Belgium, Germany, Poland, Slovakia, Italy, Norway, Sweden, Finland and Turkey. The company 

also has focus on retail business. Although characterized by higher spending on sales and marketing as well as 

lower contribution to EBIT, WD considers it an important value driver since it allows the company to get 

closer to the end-user – an interaction that serves as basis for product development and innovation. 

Furthermore, retail channels also allow for WD to get a better understanding of the customer journey and 

related business challenges (ibid). There is also a clear synergy between the company’s wholesale and retail 

channels such as deeper market insight and access and further competencies in lead generation. The retail 

strategy of WD is based on organic and selective acquired growth through a country-by-country strategy (ibid). 

WD applies a local marketing approach, which responds to local contexts, and allows for transfer of best 

practices between different geographic locations. Important aspects of it is marketing activities include data 

mining, profiling, segmentation and telemarketing.  

6.3.7 Service  

Service activities of the company are those that enhance or maintain value of the product and includes repair, 

parts supply and other types of adjustments (Porter, 1985). WD develops, manufacture and distributes 

advanced high-quality hearing aids and related products. Therefore, low service frequency as well as efficient 

service activities are important for customer satisfaction. WD benefit is from having a large global shared 

service center in Poland called DGS, formerly Oticon Polska Production, which provides a range of services 

for WD companies on a global basis. With it is 2200 employees, DGS is an important aspect of the value chain 

for streamlining and reducing total cost. DGS provides service and repair activities for both wholesale and 

retail business. The process of this is depicted in the figure 19 below:  
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Figure 19: William Demant service and repair (Schneider, 2016) 

6.3.8 Adapted value chain analysis  

Table 7 below shows the 2017 adapted value chain analysis for WD and two competitors: GN Resound and 

Sonova. Additional competitors are not included due to lack of available and updated financial data.  

 
Table 7: Adapted value chain analysis. Compiled by authors based on data from William Demant, GN Resound and Sonova 

Firstly, it is clear from the analysis that WD clearly has the lowest production costs relative to it is revenue 

meaning that the company has cost-efficient production, which is a clear competitive advantage since this is a 

fundamental aspect of a company’s value chain. However, looking at distribution costs WD is lagging behind 

with a difference of 14 and 12 percentage points respective to GN Resound and Sonova. Sonova has the highest 

administration cost amounting to 10% of revenue whilst WD and GN Resound have quite similar ratios of 6% 

and 7%. As mentioned earlier in the Porter’s five forces analysis, R&D is a key source of competitive 

advantage for companies in the hearing aid industry. GN Resound has a higher relative spending to it is revenue 

than WD and Sonova, meaning that they have a slightly stronger R&D focus, which can have positive impact 

on future revenue. However, the difference in percentage points is marginal. The operating expenses (OPEX) 

of the three companies is quite similar. Sonova’s operating expenses make up a total of 81% of revenue whilst 

the same percentage for WD and GN Resound is 83%. From the adapted value chain analysis, it is possible to 

conclude that WD is in a position to gain higher market shares and margins based on it is production cost 

efficiency, however there is a possible trade off against it is higher distribution cost. GN Resound spends more 

2017

Production/

Revenue

Distribution

/Revenue

Administration/

Revenue

R&D/ 

Revenue

Operating 

Expenses

/Revenue

WD 24% 46% 6% 7% 83%

GN Resound 37% 32% 7% 8% 83%

Sonova 31% 34% 10% 6% 81%



Copenhagen Business School  Cand.merc ASC 

Page 55 of 156 
 

on R&D, which theoretically could be a source of competitive advantage, yet this spending is not substantially 

higher. More in-depth peer and benchmark analysis is conducted in the financial statement analysis.   

7. Financial statement analysis 

The financial statement analysis will consist of two parts: a DuPont analysis, whereby the value creation in 

WD is analysed as well as what exactly is creating the value. Additionally, a liquidity analysis is performed to 

analyse the likelihood of WD not being able to pay their debt and thus defaulting. As part of these two analyses, 

there will be an industry average to compare with. Prior to these analyses however, some initial analysis is 

required. Firstly, the accounting data needs to be evaluated, to ensure that it is reliable and useful for the 

analysis - if there are any problems adjustments must be made. Secondly, the DuPont analysis requires that 

the income statement and balance sheet be reformulated. Third, all of the above needs to be done for the 

competitors, such that their key ratios can be averaged. 

7.1 Evaluating the quality of the financial statements: 

Before a useful analysis of WD’s financial statements can be performed, it is first necessary to analyse the 

accounting quality. Petersen and Plenborg (2012) defines accounting quality as: 

“Good accounting quality is defined as the financial reporting that provides the input which best supports 

the decision models used” 

 

For this thesis, the decision models used is a present value model, to benefit equity-oriented stakeholders. The 

financial statement analysis will be used to forecast the future earnings and cash flows for the company. It will 

be used to understand where value is created and spot potential problems or bad decisions, which may affect 

the future earnings of the company. Additionally, it will be used to evaluate the liquidity risk of WD. As such, 

the quality will depend on the applied accounting policies and any changes in these, whether they provide 

sufficient information to properly evaluate how past performance will affect future performance, and a limited 

motivation for, and no indication of, manipulation from the management. WD’s reported income statement 

can be seen in appendix 1.1, and the balance sheet can be seen in appendix 1.2. 

7.1.1 Applied accounting policies 

In this section, the accounting policies used by WD are first presented with any significant changes that have 

been made over the ten year period. WD adhere to the IFRS disclosure requirements for reporting class D 

(listed) companies, as is the standard for companies in Europe. All items are calculated based on historical 

cost, with the exception of obligations for contingent considerations, share-based remuneration, and 

derivatives and financial assets that are available for sale - these are measured at fair values (William Demant, 

2008-2018). The income statement is broken down by functions, and all items are shown in DKK, given that 
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the parent company is Danish. Production cost include cost of raw material, consumables, production staff as 

well as maintenance and depreciation, amortization and impairment losses on assets used in the production 

process. Notably, certain packaging cost were included in production cost prior to 2014, however has since 

been reclassified to distribution costs, which in 2013 had a value of 26 DKKM (William Demant, 2015). This 

has no effect on profit is for the year, but does affect gross profit. 

 

Research costs are recognized in the income statement as they occur, but development cost that satisfies the 

capitalization criteria are capitalized (William Demant, 2008-2018).The inventory calculations are done in 

accordance with the FIFO principle, meaning that items that are bought first are sold first. Additionally, 

indirect production costs are allocated based on assumptions related to capacity utilization in production, 

production time and others; however, they do not specify further (William Demant, 2008-2018). Subsidiaries 

are included in the financial statements as per the proportional consolidation method, and joint ventures are 

calculated per the equity method. However, prior to 2014 joint ventures were also consolidated per the 

proportional consolidation method, which creates significant changes between the financial statements prior 

and after 2014. In 2013 revenue from joint ventures, since reclassified amounted to DKKm 251 and cost of 

DKKm 201. This has significant effect on the income statement, all thought not on profit, and a slight effect 

on the balance sheet (William Demant, 2015). 

 

Finally, in 2015 certain tangible assets classified under tangible assets “Prepayments and assets under 

construction” were reclassified as intangible assets “Prepayments and assets under development”, which did 

not exist prior to 2015 (William Demant, 2016). 

7.1.2 The level of information 

When judging the level of information in financial statements, the most important part is the ability to 

distinguish between transitory and permanent items. In WD’s annual reports, they do not directly report special 

or non-recurring items anywhere. In some years there are notes describing restructuring costs, however this is 

not always reported, and seem to only be done in the more recent years, and in previous years when large 

restructuring projects were going on (William Demant, 2008-2018). In the management reports, there are 

several cases whereby they refer to restructuring projects, potential lawsuit costs, or other special items, and 

their expectations for some cost to transfer into the next year, however size of these costs are not always 

disclosed. As such, it would appear that a fair amount of the special items are hidden, and cannot easily be 

sorted out from the permanent items (William Demant, 2008-2018). 

 

Regarding the restructuring costs, a firm of this size is likely to have continued restructuring costs, and as such, 

they would not actually be transitory. Therefore, these should be included as permanent items. The few times 
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where they do report on restructuring costs, it is in relation to larger than usual restructuring projects, and those 

reported cost would then indeed be transitory. 

 

Overall, while WD does occasionally report on transitory items, there are many instances where the company 

does not report sufficient information to distinguish these. While this causes some issues in perfectly 

distinguishing transitory and permanent items, it is generally considered that most transitory items are reported. 

As such, a small degree of accounting noise is likely to be expected, coming from the inability to perfectly 

separate permanent and transitory items. 

7.1.3 Motives and indicators for accounting manipulation 

Any manipulation of the financial reports would lower the validity and reliability of the financial statement 

analysis. It might obstruct poor performance or poor liquidity, which management may wish to hide from 

shareholders due to incentive plans, or from debt holders with debt covenants. 

Throughout the period 2007-2017, the independent auditor’s report, created by Deloitte, have had no marks 

against the company’s reports, and continuously stated that the annual reports provide a “true and fair view of 

the group’s financial position” (William Demant, 2008-2018). As such, the annual reports are considered up 

to code, and at least in accordance with the international financial reporting standards. That being said, certain 

errors occurred in the 2013 statement, which was corrected in 2014 (William Demant, 2014), which are more 

detailed in section 7.1.4. 

 

Note 1.2 “Employee” discloses any bonus agreement with top management. In the note it is seen that the CEO 

is given a bonus of one year’s salary every four years, to be paid out upon termination of his employment, 

which in 2016 equalled 42 million Danish kroner, and was paid out to the 2017, when the company changed 

CEO. In 2016, some members of the Executive Board and some senior members of management enrolled in a 

share-based remuneration program, making their pay directly tied to the share price of the company. Finally, 

as stated in note 8.1 “Related parties”, throughout the period there have been no transactions with the Executive 

Board and the Board of directors, apart from normal remuneration (William Demant, 2008-2018).  

 

There is no mention of any debt covenants, and as such it must be assumed that WD does not engage in these. 

However, they do state every year, that they have never defaulted on any debt payments. 

 

Overall, there does seem to be an incentive to engage in manipulation of the annual reports from the 

management side; however, it does not appear to be out of the usual. In fact, given the lack of debt covenants, 

the incentive is considered lower than most cases, as stock-based remuneration are not uncommon. 
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7.1.4 Other sources of accounting noise 

As with many other companies, WD has off balance sheet assets. Particularly, as shown in note 7.3 “Operating 

Lease commitments” they have certain operating lease commitments (William Demant, 2008-2018). These 

are not shown on the balance sheet, and while this does not affect value creation, it makes it difficult to compare 

them to other firms that do not use operating leases - simply put, they will appear to have a lower invested 

capital, and as such a higher ROIC. This might also affect liquidity analysis, as it understates the financial 

costs and liabilities (Petersen & Plenborg, 2012). 

 

Additionally, in the annual report for 2014, there was a large amount of small corrections to the financial 

statements of 2013, as it contained several errors. These errors relate to the acquisition of minor US retailers, 

in the period 2011-2013. The errors were discovered during 2014 and were adjusted for in the annual report 

for the year. The majority of these errors relate to 2013 and 2014, and as such were promptly corrected in the 

2014 report, however an unspecified amount relates to the previous years (William Demant, 2015).  

 

Finally, in 2014 and 2016, WD has been capitalizing small amount of interest payments as intangible assets 

and reported in note 3.1 “intangible assets” (William Demant, 2008-2018). These should not be capitalized, 

but instead included as financial costs instantly. 

7.2 Adjusting for noise factors 

From the evaluation of the accounting data, certain issues arose which causes accounting noise in the financial 

statements, which in turns makes it hard to evaluate the past performance of the firm. In this section, these 

problems shall be adjusted for, as best as can be done, given the information available in the financial reports 

and other sources. As most of the problems do not have sufficient information to solve them perfectly, this 

means that most of the adjustments will have certain assumptions, and will likely contain their own degree of 

noise. It is however the opinion of the authors that all adjustments made will lower the overall noise levels in 

the accounting data. 

7.2.1  Adjusting for new accounting policies on joint ventures 

To adjust for the difference in accounting policies on joint ventures, it is first needed to understand the 

differences between the two accounting policies. Under propositional consolidation a percentage of all 

revenue, cost, assets and liabilities of the joint ventures accounts, are added to the parent company. As such, 

if WD had 50% equity stake in the joint venture, and the joint venture generated revenue of DKKm 754, WD 

would add 50% · 754 = 377 revenue to their own accounts. Similarly, would be done for all cost and balance 

accounts (Barry Elliott, 2013). 
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Under the equity method, only two items are affected. In the income statement, any profit received from the 

joint venture, is added to “Share of profit after tax, associated and joint ventures”. In the balance sheet, the 

investment in the joint venture is recorded at cost and adjusted for post-acquisition changes in the investor’s 

share of net assets of the joint venture (Barry Elliott, 2013). 

 

As such, the task is two-fold: first, adjust revenue, cost, assets and liabilities from the joint venture, and then 

calculate the share or profit after tax, and the adjustment for the investment. To do that, the note for “related 

parties” prior to year 2014, contains information about how much revenue, cost, asset and liabilities are 

consolidated into the financial accounts - however the information is heavily aggregated, with all costs being 

summed as one number, and assets and liabilities only being split into current, and non-current asset and 

liabilities. However, in note 9.2 “restatement of the 2013 financial figures” in the 2014 report, we see how 

each account is affected in 2013 (William Demant, 2015). Using that, it is assumed that the relative split of 

cost, assets and liabilities in 2013 holds true for every year prior. This is unlikely to be a realistic assumption 

but provides a decent estimate. In the next two parts, we show how the income statement and balance sheet 

are adjusted individually.  

7.2.1.1 Adjusting the balance sheet 

For the balance sheet, information is provided regarding the current assets, non-current assets, current 

liabilities and non-current liabilities consolidated every year, in note 7.2 “Related parties” (William Demant, 

2008-2018). These assets/liabilities are split out into different assets/liabilities, how much the assets for the 

joint venture were split in 2013. To explain this, the weights for the non-current assets will be calculated here. 

 

Under non-current assets, there are a total of 17 accounts, however the joint venture does not add any assets to 

many of these. As seen in note 9.2 “restatement of the 2013 financial figures” (William Demant, 2015), only 

deferred tax assets, PPE and intangible assets are affected by the removal of the joint ventures assets - and PPE 

and intangible assets are aggregated, so there is no information as to what accounts under those are actually 

affected. As such, we sum the changes made to these three accounts together and find the weight that each of 

them has.  

 

𝑅𝑒𝑙𝑒𝑣𝑎𝑛𝑡 𝑛𝑜𝑛𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠 = 𝐷𝑒𝑓𝑒𝑟𝑟𝑒𝑑 𝑡𝑎𝑥 𝑎𝑠𝑠𝑒𝑡𝑠𝑛𝑜𝑛−𝑐𝑢𝑟𝑟𝑒𝑛𝑡 + 𝑃𝑃𝐸 + 𝑖𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒 

= 1 + 8 + 3 = 12 

𝑊𝑒𝑖𝑔ℎ𝑡𝑖𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒 =
3

12
= 25% 

As such, 25% of non-current assets from the joint venture is then allocated to intangible assets. Similar is then 

done for deferred tax assets and PPE. However, PPE and intangible still needs to be split into it is sub accounts, 

for which there is no supporting information. To solve this, all cost assigned to these accounts, is split even 
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amongst the sub accounts, relative to their size. As such, for intangible assets, there were three accounts in 

2013 and prior - Goodwill, Patents and licenses, and Other intangible assets, with values of DKKm 3548, 

DKKm 35 and DKKm 35 respectively. As such, the weights are calculated as: 

 

𝐼𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒 𝑎𝑠𝑠𝑒𝑡𝑠 𝑡𝑜𝑡𝑎𝑙 = 𝐺𝑜𝑜𝑑𝑤𝑖𝑙𝑙 + 𝑝𝑎𝑡𝑒𝑛𝑡 𝑎𝑛𝑑 𝑙𝑖𝑐𝑒𝑛𝑠𝑒𝑠 + 𝑜𝑡ℎ𝑒𝑟 𝑖𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒 𝑎𝑠𝑠𝑒𝑡𝑠 

= 3548 + 35 + 35 = 3618 

𝑊𝑒𝑖𝑔ℎ𝑡𝐺𝑜𝑜𝑑𝑤𝑖𝑙𝑙 = 𝑊𝑒𝑖𝑔ℎ𝑡𝑃𝑃𝐸 ·
𝐺𝑜𝑜𝑑𝑤𝑖𝑙𝑙

𝑅𝑒𝑙𝑒𝑣𝑎𝑛𝑡 𝑖𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒
=  25% ·

3548

3618
= 24,52% 

𝐴𝑙𝑙𝑜𝑐𝑎𝑡𝑒𝑑 𝑡𝑜 𝑔𝑜𝑜𝑑𝑤𝑖𝑙𝑙 = 𝑁𝑜𝑛𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠 · 𝑊𝑒𝑖𝑔ℎ𝑡𝐺𝑜𝑜𝑑𝑤𝑖𝑙𝑙 = 12 · 24,52% = 2,9424 

 

Similar is done for PPE, to finish off allocating to non-current asset, and all these steps are repeated for current 

assets, non-current liabilities and current liabilities. Note that, the second weighting done for PPE and 

intangible assets, are only done for those two in particular, and is not relevant in the other situations. 

 

Finally, to calculate the change in “investment in joint ventures and associates”, simply calculate the total 

change in assets and the total change in liabilities and subtract them. For 2013 that would then be: 

𝑇𝑜𝑡𝑎𝑙 𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑎𝑠𝑠𝑒𝑡𝑠 = −12 − 55 = −67 

𝑇𝑜𝑡𝑎𝑙 𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 = −1 − 32 = −33 

𝐶ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 𝑖𝑛 𝑗𝑜𝑖𝑛𝑡 𝑣𝑒𝑛𝑡𝑢𝑟𝑒 𝑎𝑛𝑑 𝑎𝑠𝑠𝑜𝑐𝑖𝑎𝑡𝑒𝑠 = −33 − (−67) = +32 

For the full calculations of adjustments, please see appendix 1.3.2. 

7.2.1.2 Adjusting the income statement 

In 2013, the total revenue and cost from the joint venture amounted to DKKm 251 and DKKm 201 respectively 

(William Demant, 2015). Using the note “restatement of the 2013 financial figures”, the relative size of the 

cost pools can be calculated, but before that, there is a matter of tax. In the cost of DKKm 201 tax is included. 

Tax inherently depends on both revenue and costs, and as such should not be a fixed relative size, to the rest 

of the costs, but should be percentage of the pre-tax profit. As such, the tax costs must be calculated for each 

year, before the relative sizes are found. 

In 2013 tax from the joint venture amounted to DKKm 17, meaning that the profit before taxes were 251 −

201 + 17 = 67, which implies an effective tax rate of 
17

67
= 25,37%. Assuming that the tax rate (𝜏) is constant 

for every year prior to 2014 for the joint venture, the tax costs can be calculated through the following formula: 

 

𝐸𝐵𝐼𝑇 =
𝑟𝑒𝑣𝑒𝑛𝑢𝑒 − 𝑐𝑜𝑠𝑡𝑠

1 − 𝜏
=

251 − 201

1 − 25,37%
= 67 

𝑇𝑎𝑥 𝑐𝑜𝑠𝑡𝑠 = 𝐸𝐵𝐼𝑇 − 𝑅𝑒𝑣𝑒𝑛𝑢𝑒 + 𝐶𝑜𝑠𝑡𝑠 = 67 − 251 + 201 = 17 
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The numerical example here is for 2013, just to illustrate that it calculates tax cost correctly. With that done, 

“the share of profit after tax from joint ventures” can be calculated as revenue minus costs. 

 

Share of profit from joint ventures = Revenue − Costs = 251 − 201 = 50 

 

Note that, in the note 9.2 revenue actually only amount to DKKm 250 and not DKKm 251 - this is because 

DKKm 1 is included in comprehensive income statement, as other comprehensive income. Given that this is 

both a small value, and that items in the comprehensive income statement might change between being 

negative and positive between years, as many are exchange rate gains or similar, this is ignored. No amount 

of revenue is allocated to other comprehensive income. Please see appendix 1.3.1, for the exact adjustment 

made to every year. 

7.2.2 Adjusting for changes in classification of packaging 

The classification changes did not affect profit, but did impact production cost and distribution costs, by 

moving about DKKm 26 in 2013 from production to distribution. Unfortunately, there is no information to 

explain how much this amounts to in years prior to 2013, and therefore it has to be estimated. With little 

information to go on, this estimate will be calculated as a fixed percentage of production costs, which will be 

moved to distribution costs. The fixed percentage will be calculated using the actual percentage of production 

costs moved to distribution costs in 2013, using note 9.2 “restatement of the 2013 financial figures” (William 

Demant, 2015). It can be argued that it should be a fixed percentage of distribution costs that needs to be added, 

rather than a fixed percentage of production costs that needs to be moved, and the two methods does produce 

somewhat different results, because production and distribution costs, does not increase similarly over the 

period. Overall, there is little information to help explain which is better, and the differences are small. 

Arguably, since these costs used to be related to production costs, they are more likely to wary with these, and 

therefore we choose to set a fixed amount of production costs to be moved. 

 

To calculate this rate, we take the DKKm 26 moved and divide it with the total production costs in 2013 (after 

the adjustments made in section 7.2.1.2. This gives us the following rate1: 

𝑝𝑎𝑐𝑘𝑎𝑔𝑖𝑛𝑔 𝑟𝑒𝑎𝑙𝑙𝑜𝑐𝑎𝑡𝑖𝑜𝑛 𝑟𝑎𝑡𝑒 =
26

2415
= 1,08% 

As such, every year prior to 2013, we move 1,08% of the production costs to distribution costs. The full list of 

adjustments related to the packaging definition can be seen in appendix 1.3.3. 

                                                      
1 The total production costs in 2013 were DKKm 2537, and as seen in appendix 1.3.1, it was lowered DKKm 122 due to changes in 

the accounting policies for joint ventures. 
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7.2.3 Adjusting for errors in the period 2011-2013 

In the 2014 report, the majority of these errors were corrected (William Demant, 2015). It is unknown how 

much of these errors relate to 2011 and 2012, or even what accounts they affect. As such, there is simply not 

enough information to even attempt to adjust for the errors. However, from the 2014 report we know that the 

errors in those years were minor. As such, we make no adjustment for this, but simply accept that there might 

be a small degree of noise in the 2011-2012 accounts. 

7.2.4 Adjusting for operating leases  

The main difference between operating leases and financial leases is that financial leases are recorded on the 

balance sheet and amortized over it is lifetime, with interest payments along the way. The operational leases 

however, is simply the cost of leasing the asset in the current year (Petersen & Plenborg, 2012). Operating 

lease commitments can be recalculated as financial lease commitments and Petersen et al. (2012) show a 

method for doing this. However, that method requires information regarding the value of the lease 

commitments, the discount rate, the exact lifetime of the lease, and requires that each lease can be differentiated 

from another. WD does not report sufficient data to do this, and as such, a pragmatic solution is deemed apt. 

In note 7.3 we are given information about the lease commitments to be paid within 1 year, 1-5 years, and 

more than 5 years, as well as the payment that is included in the income statement for the current period. By 

assuming that these cash commitments are linear and that no lease commitments are longer than 10 years, the 

cash flows that WD has the pay, can be estimated on an annual basis. Then, using an AAA rated corporate 

bond as a proxy for the discount rate, as proposed by Tim Koller (2010) the value of the cash commitments 

can be estimated. The AAA rated bond used will be one issued by Danske Bank in DKK at the start of 2008 

called dk0030091301 (Danskebank, 2008). The bond is chosen because it is the only bond that is issued in 

DKK that is AAA rated, and which runs throughout the entire period. While ideally it had been better to pick 

a new bond for every year, to ensure the bonds expiration time matches the cash flows of the leases, the Danish 

corporate bond market is small, and such data is not available.  

 

The bond uses a floating rate, that is the CIBOR 6-month rate, which is what we will then use as our proxy. 

While we note that a floating rate is not the same as the effective rate, the bond’s price has been close to par 

at 100dkk, throughout the entire period, at most deviating by about 0,5DKK (Euroinvestor, 2018). As such, 

the floating rate should approximately equal the effective rate, and thus is considered a good enough proxy. 

Using the discount rate, we can then calculate the financial expenses, by multiplying the value of the leases 

with the discount rate. Unfortunately, there is no efficient way to calculate the amortization, as the operating 

leases cannot be separated from one another, which is why it is assumed that amortizations simply equal the 

lease payment minus the financial expenses related to leasing. This way, we ensure that this does not affect 

the profit for the year. 
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To finish the adjustment, in each year the lease payment is subtracted from production costs, and the 

amortization added to it. The financial lease expenses are added to financial expenses. This solution is not 

ideal and changing an operating lease to a financial lease should in fact impact the profit, however it would 

only do so in the short term, and not in the long term. Without the ability to properly calculate the amortization, 

the profit might be affected long term, which would be an unacceptable noise factor, not to mention potential 

tax issues. For the list of adjustments to every year, please see appendix 1.3.4. 

7.2.5 Adjusting for capitalized interest payments 

Firstly, it is important to note that these capitalized interest payments are small, with a value of DKKm 3 in 

2015 and DKKm 1 in 2014 (William Demant, 2008-2018). As such, while they are a source of noise, they 

would only affect financial ratios in the very late decimals, however for the sake of being as correct as possible, 

and because the correction is simple and without any assumptions, they will be adjusted.  

To adjust for them, in every year the capitalized interests are subtracted from intangible assets, and added back 

to financial expenses. Because this affects profit, and therefore equity, we also lower equity by an amount 

equal to how much intangible assets were lowered. For a full list of adjustments, please see appendix 1.3.5. 

7.3 Assessment of William Demant accounting quality 

Overall, the accounting quality of WD will suffice. There was a strong need for adjustments, most of which 

required a fair amount of assumptions. However, with the adjustments made, most of the noise should have 

been mitigated. To see the adjusted income statement please see appendix 1.1.1, and for the adjusted balance 

sheet please see appendix 1.2.1. It is worth noting that because of the adjustments, the accounting noise on the 

aggregated numbers (total assets, total liabilities, profit for the year) should be eliminated, however some 

degree of accounting noise might still exist in the individual accounts. For all balance sheet accounts, it is 

likely to be somewhat distorted as the joint ventures assets and liabilities were allocated based off heavy 

assumptions, however when looking at the aggregated values, such as non-current and current assets and 

liabilities, these should be completely noise-free, and the noise in the individual accounts should be minor in 

most cases. In terms of manipulation, there is certainly incentive to manipulate, but it seems relatively small, 

and not out of the usual. 

 

Overall WD’s accounting data is deemed fit for use, in analysing the historical performance of the firm, and 

any liquidity issues it might have. 

7.4 Reformulating the financial statements 

Reformulating the financial statements is the art of separating all items into two types: financial and operating. 

This is because, the value is generated by the firms operating activities, and as such, it makes sense to focus 
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the analysis on these. In fact, most financial theory relies on the no arbitrage concept, which states that all 

financial decisions must have a present value of 0 - that is, there can be no value generation from financial 

decisions (Petersen & Plenborg, 2012). It also makes it possible to calculate other key numbers, such as 

invested capital (IC), Net interest-bearing debt (NIBD), and Net Operating Profit After Tax (NOPAT), which 

are key components in the DuPont analysis. Note that no items are removed, but that the reformulation is 

simply a reclassification. To separate the two types of items, the following definition for financial items will 

be used: Financial items are any items which are interest-bearing, or for which their book value is calculated 

using net present value methods. This definition however, is not followed perfectly, as some interest-bearing 

items are operating - those items and the reasoning behind their classification, is discussed separately. 

7.4.1 Reformulating the balance sheet 

As part of the reformulated balance sheet, items are also broken down by asset and liabilities, which gives us 

four categories: operating assets, operating liabilities, financial assets and financial liabilities. Using these four 

categories, IC and NIBD can be calculated as follows: 

𝐼𝐶 = 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑎𝑠𝑠𝑒𝑡𝑠 − 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 

𝑁𝐼𝐵𝐷 = 𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 − 𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠 

Additionally, using these formulas, the reformulated balance sheet must ensure that the following formula 

holds: 

𝐼𝐶 = 𝑁𝐼𝐵𝐷 + 𝐸𝑞𝑢𝑖𝑡𝑦 

If this formula were to not hold true, it would imply that certain items had been removed from the balance 

sheet. While most of the items are straightforward to separate, some items require a more in-depth discussion. 

As such, rather than going through each item, only the more debateable items will be discussed next. For the 

reformulated balance sheet, see appendix 1.2.2. 

7.4.1.1 Investments in associates 

Investment in associates is a complicated post, which can both be operating and financial. Technically, it 

should be considered an investment in stocks, which would be interest-bearing, however many firms choose 

to invest in other firms to gain operating advantages through synergies (Petersen & Plenborg, 2012). In such 

cases, the investment becomes an operating asset, rather than a financial asset.  

In the case of WD, the investments in associates mainly relate to their investment in Sennheiser 

Communications A/S, which is a joint venture between WD and Sennheiser that produces headphones. While 

this is not directly related to hearing aids, it relies on the same technology, and would most likely have many 

operating synergies. Therefore, this item is classified as an operating asset. 

7.4.1.2 Tax assets and liabilities 

Tax assets and liabilities mainly stems from either the firm’s depreciations schemes differing with the tax 

authorities, or from tax losses carried forward (Petersen & Plenborg, 2012). As such, it can stem from both 
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operating and financial items, and as it is not reported how much is related to what, there is no way to separate 

them. However, WD has a low debt part, relative to their operations, with low financial expenses, which seem 

to suggest they would mainly stem from operating activities. Additionally, Tim Koller (2010) advises for 

simply threating them as operating, and therefore any tax assets and liabilities are considered to be operating. 

7.4.1.3 Operating leases converted to financial leases 

The operating leases were converted to financial leases as part of the evaluation of accounting data and have 

both an asset and a liability part. The asset part is related to operating activities, and the amortizations tied to 

them were decided, to be included in production costs. However, the value of the leases was calculated using 

NPV techniques, which suggests it is financial, and the liability generates interest expenses. Given that the 

asset part relates to production, it is considered operating, and the liability is considered financial, as it 

generates financial expenses. 

7.4.1.4 Cash 

Cash is used to pay for all expenses, both operating and financial, however at the same time, most cash is tied 

to bank accounts and as such generate some amount of interest for the firm. At the same time, cash can be used 

to pay out dividends, buy back shares or similar, which implies it is financial in nature. Therefore, Petersen 

and Plenborg (2012) suggests threating all cash as a financial asset, however Tim Koller (2010) and Sørensen 

(2012) argues that some amount of the cash is operating. As such, cash is separated into operational cash, 

which is the cash needed to run operations and is consequently threated as an operating asset, and excess cash, 

which is not needed for operations and is deemed a financial asset. 

 

Determining the amount of cash needed for operations however, is complex. Sørensen (2012) suggest a rule 

of thumb, which is to treat all cash up to 0,5-2% of revenue as operating, and the rest as excess. However, this 

method does not take into account industry specific problems, which may require more cash on hand. The idea 

of using revenue to determine operating cash however is good, as it allows for scaling through growth, but the 

percentage needs to be industry specific. Therefore, we look historically at what WD has held in the past, 

which is shown in table 8 below.  

 
Table 8: Cash/Revenue ratio for William Demant. Compiled by authors based on data from (William Demant, 2008-2018) 

Since 2007, WD has held between 2%-6.3% in cash. While it is not known in which years WD held excess 

cash, it can be argued that the years with the lowest cash percentages, are the years whereby they did not hold 

any, or at least a low amount of excess cash. For these calculations, we use the four years with the lowest 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

WD 5,3% 5,9% 6,3% 4,7% 3,7% 3,4% 3,1% 3,0% 2,2% 2,0% 2,1%

Lowest value: 1 2 3 4 Average

WD 2,0% 2,1% 2,2% 3,0% 2,3%

Cash / Revenue for William Demant
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cash/revenue percentage, to calculate an average, which ends up at 2,3%. So forth, cash up to 2,3% of revenue 

is considered operating, and any additional is considered excess. 

 

To clarify, we felt it was more appropriate to calculate the operating cash percentage across the industry, using 

the benchmark firms to gather data as well. However, this did not work out, because the firms hold drastically 

different amounts of cash, with Sonova holding up to 24.7% of revenue in cash in 2007, which effectively 

ruins the comparisons. As such, it was decided to calculate the average on a firm basis, rather than industry. 

7.4.2 Reformulating the income statement 

When reformulating the income statement, items are also classified as special or core items, with special 

meaning to non-reoccurring. This is because the intent is to measure ongoing value creation, and items which 

only appear once, do not contribute to on-going value creation (Petersen & Plenborg, 2012). As part of the 

reformulation the following will be calculated: 

 

𝑁𝑂𝑃𝐴𝑇 = 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑅𝑒𝑣𝑒𝑛𝑢𝑒 − 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑐𝑜𝑠𝑡𝑠 − 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑇𝑎𝑥

± 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑆𝑝𝑒𝑐𝑖𝑎𝑙 𝑖𝑡𝑒𝑚𝑠 𝑎𝑓𝑡𝑒𝑟 𝑇𝑎𝑥 

 

𝑁𝑒𝑡 𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠

= 𝑁𝑒𝑡 𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠, 𝑝𝑟𝑒𝑡𝑎𝑥 − 𝑇𝑎𝑥 𝑠ℎ𝑖𝑒𝑙𝑑 ± 𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑠𝑝𝑒𝑐𝑖𝑎𝑙 𝑖𝑡𝑒𝑚𝑠 𝑎𝑓𝑡𝑒𝑟 𝑡𝑎𝑥 

 

Deprecations are also separated from all other items, such that EBITDA can be calculated. To see the 

reformulated income statement, please see appendix 1.1.2. 

While most of the items are straightforward to separate, some items require a more in-depth discussion. 

Therefore, rather than going through each item, only the more advanced and complex items will be discussed 

here. 

7.4.2.1 Share of profit/loss in associates/joint ventures 

Just as the balance post “investment in associates” was defined to be operating, this post is also considered to 

be operating. This is because it is the investment that generates the profit/losses, and as such the two must both 

be defined similarly. It is also considered core, because it is likely to reoccur in the future, as long as the 

investment is held. 

7.4.2.2 Sale of assets 

Sale of assets is defined as a special operating item. Gains and losses on these are simply a result of depreciation 

schemes, and as such is not included as part of core. 
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7.4.2.3 Restructuring costs 

Restructuring costs are per definition special, as they occur when a firm attempt to adjust to the market they 

are in and this, in general, only happen occasionally. However, larger firms often have restructuring costs 

every year, as they are constantly trying to keep up with the market. This implies that not all restructuring costs 

are special, and that only truly large restructuring costs should be considered special. Restructuring costs also 

relate directly to operations (Petersen & Plenborg, 2012). In WD’s case, they mention restructuring costs in 

all of their annual reports, but do not specify how much is spent on them. That is, with the exception of 2015-

2017, where they started a large new restructuring project. As such, it is considered that all reported 

restructuring costs are special, and that any that are not reported are simply core and reoccurring. All 

restructuring costs are also considered operating, as the intent of them is to improve operating efficiency. 

7.4.2.4 Exchange rate differences 

Exchange rate differences often relate to operations; however, the firm has the option of hedging currencies to 

avoid this. As such, it is a financial decision where exchange rate differences stem from, and therefore it is 

classified as a financial item. At the same time, managing exchange rates is a challenging task, and it is not 

realistic to expect to always have either positive or negative exchange rate differences. As such, these are also 

considered as special items. 

7.4.2.5 Items in the comprehensive income statement 

The items in the comprehensive income statement, are items which go past the normal income statement and 

straight to equity, sometimes referred to as the “dirty surplus” (Sørensen, 2012). These items are unrealized 

gains/losses on assets and liabilities. The fact that they are unrealized makes them special. The items are also 

financial, as they either directly involved the use of financial instruments or relate to financials decisions (Tim 

Koller, 2010). Particularly for the hedging instruments, it is notable that this item often transfers part of it is 

gains and losses, to various parts of the income statement. Given that all gains and losses from hedging 

instruments are defined as financial, these transfers are reversed, such that all gain and losses from hedging 

instruments are considered financial. 

7.4.2.6 Tax 

Tax needs to be separated into each of the four categories, however this is not directly reported and thus needs 

to be estimated. This is done by first calculating the effective tax rate for the year, and then using that to 

calculate the tax amounts, for each section. This does imply that all categories use the same effective tax rate, 

which is probably not the case, however without additional reporting this is the best estimate available. Note 

that certain items are not included in the tax calculations. All items in the comprehensive income statement 

have their tax reported separately, which is why it makes no sense to include them in the standard tax 

calculations - why settle for an estimate, when it is directly reported how they are taxed? 
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7.5 Industry benchmarks 

To create the industry benchmark, the two firms Sonova and GN Store Nord are used. These firms are both 

major players in the hearing aid industry, and use largely similar accounting standards, and are geographically 

closely located, with GN Store Nord being located in Denmark, and Sonova being located in Switzerland. For 

both companies, an analysis of the accounting quality as well as a reformulation have been performed, however 

it is undesirable to go through this in greater detail, which is why only the most important parts are briefly 

mentioned here.  

 

Related to accounting quality, the important points were the following. For both firms, operating leases have 

been converted to financial leases, in the same way as for WD. These adjustments are shown in Appendix 

3.3.1 for Sonova, and 2.3.1 for GN Store Nord. For Sonova, the annual reports are not reported at 31/12 as 

with the other firms, but rather at 31/3. This means that it is slightly different periods that are being compared 

but given that they still include the same time length, and thus the same potential seasonality, this is not 

considered to be a large problem. However, it does mean that Sonova’s annual report for 2017 is not available, 

meaning that the industry averages for 2017 does not include Sonova.  

 

Related to reformulation, the important points were the following: for both firms, investments in associates is 

considered to be operational, and any profit/loss from associates is also considered operating. Also, for both 

firm, the operating cash percentage is calculated similarly to how it was calculated for WD, as the average of 

the four lowest cash/revenue ratios since 2007. For both firms, tax is separated just as for WD. This also means 

that items for which tax is reported separately, are not included in effective tax rate or tax amount calculations, 

which for both firms means items from the comprehensive income statement, and for GN Store Nord it also 

means the divestment of GN Otometrics, which has tax reported separately 

 

For Sonova, it is not reported how much depreciations/amortizations/impairments make up in each cost pool. 

Therefore, a new line has been added called “remove depreciation, amortization and impairments”, which 

simply subtracts the above, such that EBITDA can still be calculated. However, it does mean that all of the 

line items include depreciations/amortizations and impairments, which in particular means that gross profit 

and EBITDA is slightly different for Sonova. For Sonovas financial reports, both reported, adjusted and 

reformulated, as well as all adjustments made, please see appendix 3 related subsections. For GN Store Nord’s 

financial reports, both reported, adjusted and reformulated, as well as all adjustments made, please see 

appendix 2 related subsections. 
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7.6 Profitability analysis 

The profitability analysis will be composed of two parts: first an analysis of the operating profitability through 

a DuPont analysis, and then an analysis of the impact of the financial leverage and ROE. The Dupont Analysis 

works by first calculating the exact value creation from operations in the firm, and then breaking it down into 

key ratios, which are then further broken down. Through this, it is first analysed if the firm is value creating, 

and then afterwards where the value is created (Petersen & Plenborg, 2012). The full model can be seen in 

figure 20. 

 
Figure 20: DuPont Analysis (Petersen & Plenborg, 2012) 

EVA stands for Economic Value Added and is calculated as 𝐸𝑉𝐴 = (𝑅𝑂𝐼𝐶 − 𝑊𝐴𝐶𝐶) ∗ 𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 

and thus show the difference between the realized and required return, multiplied by how much was invested. 

This gives an absolute measurement of the value created by the firm in the period. EVA is then broken into 

two parts - Operating (ROIC) and capital structure (WACC) (Petersen & Plenborg, 2012).  

 

WACC is calculated as 𝑊𝐴𝐶𝐶 = 𝑟𝑒 ∗
𝐸

𝐷+𝐸+𝑂𝐿
+ 𝑟𝑑 ∗ (1 + 𝜏) ∗

𝐷

𝐷+𝐸+𝑂𝐿
+ 𝑟𝑂𝐿 ∗ (1 − 𝜏) ∗

𝐿

𝐷+𝐸+𝑂𝐿
 and as such 

is a weighted average of the required returns. Note that the formula is slightly different from normal, as it also 

includes a secondary type of debt “OL”, which stands for operating leases, which is a second type of debt that 

can separated from other debt and has its own required returns. The WACC depends on the required returns 

of the debtholders and owners, as well as the capital structures between them (Petersen & Plenborg, 2012). 

For equity, debt and leases market values are used to get a better estimate for the opportunity costs. The 

required returns and capital structures are calculated using historical values at the time of the annual reports, 

similar to how it is later done in section 9.2.2, where we also go into greater detail about WACC. To see the 
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WACC’s used in the analysis, please see appendix 1.4.2 for WD, 2.4.2 for GN Store Nord, and 3.4.2 for 

Sonova. 

 

ROIC is calculated as 𝑅𝑂𝐼𝐶 =
𝑁𝑂𝑃𝐴𝑇

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙
 and show the realized returns from operations. ROIC depends 

on the profit margin and invested capital turnover rate through the following relationship: 𝑅𝑂𝐼𝐶 = 𝑃𝑀 ∗

𝐼𝐶 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 and is subsequently broken down into these two for further analysis (Petersen & Plenborg, 2012).  

 

Profit margin is calculated as 𝑃𝑀 =
𝑁𝑂𝑃𝐴𝑇

𝑅𝑒𝑣𝑒𝑛𝑢𝑒
, and shows how much of the generated revenue is turned into 

profit. As such, it depends on the revenue and income sources, against the costs of the firm (Petersen & 

Plenborg, 2012). 

 

Invested capital turnover rate (IC turnover) is calculated as 𝐼𝐶 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =
𝑅𝑒𝑣𝑒𝑛𝑢𝑒

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙
, and shows how 

much revenue is generated relative to how much is invested, and thus how well the invested capital is utilized. 

The IC turnover depends on both revenue and all the factors included in invested capital (Petersen & Plenborg, 

2012). 

 

The analysis of the impact from financial leverage on profitability, will start by looking at how much value is 

transferred to the owners, by calculating Residual value. Residual value is calculated as 𝑅𝑉 = (𝑅𝑂𝐸 − 𝑟𝑒) ∗

𝐵𝑉𝐸 and will be further deconstructed into ROE and Financial leverage (Petersen & Plenborg, 2012). Cost of 

equity will be estimated later in section 9.2.2.2.3. Note that when calculating these key ratios, special items 

are excluded, and for any balance sheet items, average values are used. Special items are excluded, as the focus 

is on the ongoing value creation, and special items are by definition non-reoccurring. Average balance items 

are used, as it gives a better idea of how much was held of an asset and/or liability over the period. Averages 

are calculated as 
𝑃𝑟𝑖𝑚𝑜 𝑣𝑎𝑙𝑢𝑒+𝑈𝑙𝑡𝑖𝑚𝑜 𝑣𝑎𝑙𝑢𝑒

2
. 

7.6.1 EVA 

 
Table 9: EVA for WD, Sonova and GN Store Nord. Compiled by authors based on data from financial statements 

Firstly, note that unlike the other sections, there is no industry average for EVA, as EVA is an absolute measure 

and not a relative measure. As such, an average would be nonsensible, and instead the EVA for each firm is 

shown. Throughout the period, WD have gradually increased their EVA almost every year, with the exception 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008

WD (DKKm) 1513 1333 1381 1191 1076 1155 1107 989 704 666

Sonova (CHFm) 245 256 282 267 33 173 171 159 243

GN Store Nord (DKKm) 960 812 683 637 572 125 629 1633 8906 -9

Economic Value Added (EVA)
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being 2013 and 2016, however these were minor drops. The EVA of the firm has increased gradually, which 

implies that WD has had valuable growth in the period. Throughout the 10-year period, the firm has increased 

their value generation by 127%.  

 

In the same period, the rest of the industry has also had positive EVA except for GN Store Nord in 2008. Apart 

from that however, the industry seems to be doing well. Different from WD though, is that Sonova has barely 

increased their value creation in the past ten years, and in fact had a large drop around 2009-2012. GN Store 

Nord have started from negative, and in 2009 had a huge boost in value added, which quickly dropped between 

2009-2012. From there, their value creation has grown at a rapid rate. 

 

Overall, this implies that WD is a safe and high performer, managing to increase their value creation an 

impressive amount, in a period where competitors either did not grow, or had volatile swings in their value 

creation. 

7.6.2 ROIC, Profit Margin and Invested Capital Turnover Rate 

 
Table 10: ROIC, PM, IC turnover historically. Compiled by authors based on data from financial statements 

WD have managed to generate large returns and is generally above or about the same as the industry. However, 

over time their returns have dropped and gotten closer to that of the industry, implying that they can no longer 

sustain such abnormal returns, however they remain above industry levels. At the same time, the industry 

returns have also dropped over time, with them starting at 17% and now being at 13%, so it seems that this is 

an industry development, which admittedly has hit WD relatively harder, as their ROIC dropped from 26% to 

14,5%. This drop however happened relatively quickly, and from 2008 to 2013, the ROIC had dropped by ten 

percentage points, and from there remained more stable, dropping only two percentage points in the next five 

years. 

 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008

ROIC:

WD Roic 14,54% 13,86% 15,24% 15,16% 16,31% 19,91% 21,97% 25,19% 24,70% 26,29%

Industry ROIC 13,15% 12,86% 14,95% 15,88% 15,85% 6,05% 9,78% 10,92% 13,93% 16,96%

Profit Margin:

WD PM 14,68% 14,36% 15,15% 14,72% 14,53% 16,14% 16,51% 17,17% 15,33% 14,78%

Industry PM 12,47% 13,18% 14,37% 15,18% 15,13% 6,59% 11,42% 11,81% 12,01% 11,97%

IC Turnover:

WD IC Turnover 0,99 0,97 1,01 1,03 1,12 1,23 1,33 1,47 1,61 1,78

Industry IC Turnover 1,05 0,98 1,04 1,03 1,04 0,92 0,81 0,88 1,00 1,19

Profit margin and Turnover rate
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The IC turnover rate has been relatively stable for the industry, hovering around 1 throughout most of the 

period. For WD, the IC turnover started out being much larger than the rest of the industry, at 1,78 in 2008, 

but has since dropped over time, and by 2014 it had dropped to 1,03, and has since then remained close to the 

rest of the industry. This matches well with the large ROIC that WD had between 2008 and 2013. 

 

The profit margin has also remained relatively stable for the industry, with an average of 12,4% with a single 

outlier in 2011, where it dropped to 6,6%. WD has managed to have a higher profit margin than the industry 

average throughout most of the period with the exception being during 2014 and 2015, and on average 

managed a profit margin of 15,3%. Additionally, it is noteworthy that during 2012 where the rest of the 

industry performed poorly, WD managed to keep their profit margins high. 

 

From this it can be concluded that WD generates somewhat larger returns than the industry it competes in. 

This is largely due to their profit margin, which has been above the industry average for the most part. Their 

large returns early in the period, can be attributed to them having a much higher IC turnover, which have 

dropped to industry levels over time, and as such their success these days comes from their profit margins. 

7.6.3 Decomposing the profit margin 

In deconstructing the PM, a common size analysis and times-series analysis of cost will be applied to get an 

idea about the relevance and development of the different costs. The growth factors for WD will also be 

analysed. Only an extract of the analysis is shown here, but for the full analysis of all three firms, please see 

appendix 4 and 5. Note that for Sonova the numbers include depreciations and amortizations, as those cannot 

be extracted due to a lack of reporting. 

7.6.3.1 Common size analysis 

 
Table 11: Commonsize of William Demants reformulated Income statement. Compiled by authors based of financial statements. 

From the common size analysis, we can see that WD’s largest cost factor is distribution costs, which have 

gotten far more significant over time, going from 34% of revenue to 44% over the period. Production costs 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Averages

Revenue 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00

Production costs -0,23 -0,23 -0,25 -0,26 -0,27 -0,26 -0,26 -0,25 -0,26 -0,28 -0,26

Gross profit 0,77 0,77 0,75 0,74 0,73 0,74 0,74 0,75 0,74 0,72 0,74

R&D Costs -0,06 -0,06 -0,07 -0,07 -0,07 -0,07 -0,07 -0,08 -0,09 -0,09 -0,07

Distribution costs -0,44 -0,45 -0,42 -0,40 -0,40 -0,39 -0,37 -0,36 -0,35 -0,34 -0,39

Administrative expenses -0,05 -0,05 -0,05 -0,06 -0,06 -0,06 -0,06 -0,06 -0,07 -0,07 -0,06

Share of profit after tax, associated and joint ventures 0,00 0,01 0,00 0,01 0,01 0,01 0,01 0,00 0,00 0,00 0,00

EBITDA 0,22 0,21 0,22 0,22 0,22 0,24 0,24 0,25 0,24 0,23 0,23

depreciations, amortizations -0,03 -0,03 -0,03 -0,03 -0,03 -0,03 -0,03 -0,03 -0,03 -0,03 -0,03

Core operating profit before tax 0,19 0,18 0,19 0,19 0,19 0,21 0,22 0,22 0,21 0,20 0,20

Operating tax -0,04 -0,04 -0,04 -0,04 -0,04 -0,05 -0,05 -0,05 -0,05 -0,05 -0,05

Core operating profit 0,15 0,14 0,15 0,15 0,15 0,16 0,17 0,17 0,15 0,15 0,15

Commonsize analysis of cost/revenue for William Demant
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account for about 26% of revenue but has been decreasing over time, which has improved the gross margin. 

Administrative costs accounts for about 5-7% of revenue and as such is a smaller factor. R&D costs take up 

slightly more than administrative expenses, at about 6-9% of revenue, however it is notable that it is now 

slightly lower than in the past, which could indicate a decreased investment in R&D. When comparing with 

the rest of the industry, WD’s production costs account for much less, with Sonova at about 31%, and GN 

Store Nord at about 40%, indicating that WD are managing to produce more efficiently. They also have slightly 

lower administrative expenses, and these two factors make up the main difference for the higher profit margin. 

Where WD spend the most is their distribution costs, which takes up about 39% of revenue on average, 

compared to 30% and 29% for Sovono and GN Store Nord respectively. WD spends about the same on R&D 

as Sonova does at about 6% of revenue each, but substantially more than GN Store Nord, which spends around 

4%. This seems to indicate that WD is unlikely to fall behind the competitors in terms of new product quality. 

It is also positive to see that WD’s high profit margin does not stem from them not investing in R&D, which 

is something that could easily be done to produce short-term results. The profit is from associates and joint 

ventures, which mainly relates to the headphone market, accounts for a small part of WD’s revenue, and as 

such is largely an insignificant post. 

7.6.3.2 Time series analysis 

 
Table 12: Time series of William Demant reformulated income statement. Compiled by authors based of financial statements. 

WD has seen high growth throughout the period, with over 11% yearly growth in revenue, which has been 

happening rather smoothly over the period, with revenue growing every year. Most costs have grown less than 

revenue, which gives a positive effect on the profit margin. For instance, production costs which is the second 

largest cost factor, only grew at 8,9% a year, and administrative expenses grew 8% a year on average. It would 

seem WD are managing to better exploit economies of scale, associated with their high growth in the market. 

However, as noted the profit margin has not increased over time, and this is because while those costs have 

not grown significantly, distribution costs have grown far more than revenue on average over the time period, 

and distribution costs is by far the largest cost factor for WD. It has grown at 14,5% a year, which has allowed 

it to considerably eat away at the profit margin. This high growth in distribution costs is not entirely unique to 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Geo average

Revenue 2,59 2,37 2,12 1,84 1,75 1,62 1,50 1,30 1,06 1,00 11,1%

Production costs 2,15 1,97 1,90 1,73 1,67 1,49 1,39 1,17 0,99 1,00 8,9%

Gross profit 2,76 2,52 2,21 1,88 1,78 1,67 1,55 1,36 1,08 1,00 11,9%

R&D Costs 1,75 1,62 1,58 1,41 1,31 1,22 1,19 1,13 1,08 1,00 6,4%

Distribution costs 3,38 3,13 2,61 2,17 2,04 1,84 1,65 1,37 1,07 1,00 14,5%

Administrative expenses 1,99 1,84 1,72 1,57 1,53 1,43 1,35 1,25 1,06 1,00 8,0%

Share of profit after tax, associated and joint ventures 2,99 4,58 2,71 3,67 2,77 2,54 3,05 1,28 0,50 1,00 13,0%

EBITDA 2,44 2,19 2,00 1,75 1,69 1,68 1,62 1,45 1,10 1,00 10,4%

depreciations, amortizations 2,41 2,45 1,94 1,75 1,72 1,53 1,28 1,25 1,06 1,00 10,3%

Core operating profit before tax 2,45 2,15 2,01 1,75 1,68 1,71 1,67 1,48 1,10 1,00 10,4%

Operating tax 2,08 1,72 1,53 1,50 1,56 1,52 1,63 1,38 1,12 1,00 8,5%

Core operating profit 2,57 2,30 2,17 1,83 1,72 1,77 1,68 1,51 1,10 1,00 11,1%

Time series analysis for William Demant (base=2008)
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WD, with both Sonova and GN Store Nord showing the same signs. However, their distribution costs have not 

increased quite as much relative to their respective revenues, as it has for WD. R&D have grown considerably 

less than revenue, meaning that WD is investing less in R&D. it how notable however, that if one includes 

deprecations and amortizations from R&D, the costs have kept up with revenue. This implies that investments 

in R&D is still high, but that more investments are being capitalized. 

 

The profit gained from their associates and joint ventures have also grown substantially over the period, with 

an annual 13% growth in profit. This is mostly related to the sale of headphones, where WD’s German joint 

venture is performing well. While this is a positive development, the post is so small it barely accounts for 1% 

of revenue, and as such it does little to improve the profit margin. The growth also seems somewhat unreliable, 

as the post varies wildly between years. 

 

It is also noted that WD’s tax have grown less than revenue, which can easily be explained by the fact that 

Denmark lowered it is corporate tax rate between 2014 and 2017 (Skatteministeriet, 2018). 

7.6.3.3 Revenue growth 

 
Table 13: Revenue growth as reported by William Demant. Compiled by authors based of financial statements. 

These growth factors are taken directly from the annual reports and have not gone through the adjustments we 

made earlier. This is because there is not sufficient information to recalculate it, after the adjustments related 

to the joint ventures, seeing as the joint venture also performs acquisitions. However, the numbers still give a 

strong indication of where growth is coming from. Overall WD is using a mixed strategy, with both acquiring 

new business and growing it organically every year. Organic growth has been their main factor of growth, 

which has been high throughout the period, with only a few years of poor growth, namely 2008 and 2012. 

Years such as 2010 and 2017 however, have seen high organic growth. 

 

Acquisitions over the period vary a bit, which likely comes down to finding valuable acquisitions. As WD puts 

it in their annual report “we will continue to priorities value-adding investment opportunities and acquisitions” 

which clearly shows they are actively looking for potential acquisitions, however as they also state it, those 

acquisitions must be valuable (William Demant, 2018). The exact method for determining what is and what is 

not valuable is unsurprisingly not reported. 

 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008

Organic growth 9,0% 6,0% 4,0% 4,0% 3,0% 0,0% 9,0% 13,0% 3,0% 1,0%

Acquired growth 2,0% 7,0% 3,0% 3,0% 6,0% 3,0% 7,0% 5,0% 3,0% 0,0%

Exchange rates -1,0% -1,0% 7,0% -2,0% -2,0% 3,0% 1,0% 4,0% 0,0% -4,0%
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Growth from exchange rates is largely irrelevant, unless it is massive changes such as the one seen in 2015. 

This is because exchange rates tend to vary year by year, and this means that minor changes can be considered 

financial factors. Large changes though, which are not reversed in the later years, indicate a continuous source 

of value for the company. In 2015, WD had growth of about 7% from exchange rates, which did drop of 

slightly in the following years. As such, one could consider this to be a value increase going forward. For the 

most part though, the exchange rate growths are small and tend to cancel each other out. 

7.6.4 Decomposing the IC turnover rate 

In deconstructing the IC turnover, a common size analysis and time-series analysis of invested capital will be 

used, to get an idea about the relevance and development of the assets invested. For the common size analysis, 

everything will be calculated as relative size to invested capital. Only an extract of the analysis is shown here, 

but for the full time series analysis and common size analysis of all three firms, please see appendix 4 and 5 

respectively. 

7.6.4.1 Common size analysis 

 
Table 14: Common size of Invested Capital for William Demant. Compiled by authors based of financial statements. 

In terms of assets, WD has seen quite a shift, with intangible assets going from 14% of invested capital, to 

over 50% from 2008 to 2017. With that in mind, it is not surprising that all other factors in invested capital 

have dropped significantly, with non-current operating assets dropping from 54% to 37%, and current 

operating dropping from 66% to 36%. It is noticeable that current operating assets have dropped a fair bit more 

than the non-current operating assets. Looking at the rest of the industry, we see that this shift towards more 

intangible assets is a happening in all firms, with Sonova going from 43% to 76%, and GN Store Nord going 

from 67% to 74%. While less extreme, we still see that these firms have increased their share of intangible 

assets considerably, and still hold much more intangible assets than WD does. 

 

Inventories and receivables make up a large amount of the invested capital, but it is lowered significantly over 

the period. This is once again an effect of intangible assets taking over a larger amount of the total invested 

capital, but it does show that WD have changed their asset structure significantly. 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Averages

Invested capital 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00

Intangible Operating assets 0,51 0,52 0,50 0,42 0,42 0,37 0,33 0,33 0,23 0,14 0,38

Non-current Operating assets 0,37 0,35 0,36 0,39 0,40 0,45 0,45 0,45 0,49 0,54 0,43

Current operating assets 0,36 0,36 0,37 0,40 0,42 0,45 0,52 0,54 0,60 0,66 0,47

Operating liabilities 0,24 0,23 0,22 0,22 0,24 0,27 0,30 0,32 0,33 0,34 0,27

Inventories 0,10 0,10 0,11 0,13 0,13 0,14 0,17 0,18 0,21 0,24 0,15

Total receivables 0,29 0,28 0,29 0,32 0,32 0,36 0,39 0,40 0,42 0,44 0,35

Commonsize analysis of Invested Capital for William Demant
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7.6.4.2 Time-series analysis 

 
Table 15: Time Series of Invested Capital for William Demant. Compiled by authors based of financial statements. 

WD has invested a lot over the period, with their invested capital being about 4,5 times higher than it was in 

2008, which equals about 18% growth a year, much higher than the growth in revenue. This goes a long way 

in explaining why the IC turnover rate fell - while revenue increased a lot over the period, WD have increased 

investments even more so, clearly trying to capture the growth in the market. 

 

Intangible operating assets have skyrocketed over the period, with a growth of almost 37% a year on average, 

with the remaining invested capital growing far slower. This is largely because of goodwill, which makes up 

far the largest amount and growth in intangible assets, which stems from WD acquiring many new businesses 

over the period, as we saw in section 7.6.3.3. Goodwill arises when firms buy other firms, at a different price 

than their book value (Barry Elliott, 2013). As such, this high growth in goodwill seems to indicate that WD 

have been acquiring many firms at over fair value, which may indicate that they are paying high premiums. 

However, that is speculation at best, without more data. 

  

As was speculated earlier, the growth in current operating assets is a fair bit smaller than non-current operating 

assets, which in part seem to be because inventories have growth marginally over the period. This means that 

WD is holding smaller inventories, and thus saving money on storing, which increases the cash flows. On the 

other hand, receivables are still growing at a high pace, and in fact is growing more than revenue did, which 

means that WD is giving out longer credit times to their customers, which decreases cash flows.  

This differs from the rest of the industry, with both Sonova and GN Store Nord2 having their inventories grow 

more than their revenue, and thus holding larger inventories. For both, receivables have also grown less or 

similar to revenue, thus having the opposite effect as it did for WD. 

                                                      
2 While it may look like GN Store Nord have barely increased their inventories, this comes from them holding an abnormally high 

amount in 2008, and it dropping to about half that in 2009. From there it grew steadily at about 8% 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Geo average

Invested capital 4,53 4,34 3,99 3,17 2,88 2,42 2,06 1,78 1,23 1,00 18,3%

Intangible Operating assets 16,76 16,46 14,52 9,73 8,79 6,43 4,96 4,24 2,05 1,00 36,8%

Non-current Operating assets 3,10 2,83 2,65 2,30 2,15 2,02 1,70 1,49 1,13 1,00 13,4%

Current operating assets 2,46 2,37 2,21 1,93 1,82 1,65 1,62 1,47 1,12 1,00 10,5%

Operating liabilities 3,17 2,98 2,64 2,01 2,02 1,92 1,81 1,69 1,19 1,00 13,7%

Inventories 1,85 1,78 1,81 1,65 1,56 1,38 1,47 1,35 1,08 1,00 7,1%

Total receivables 2,93 2,80 2,62 2,29 2,11 1,99 1,81 1,63 1,17 1,00 12,7%

Time series analysis of Invested capital for William Demant (base=2008)
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7.6.5 Residual income and return on equity 

 
Table 16: Residual income, Financial gearing and ROE. Compiled by authors based of financial statements. 

Note that there is no industry average for residual income just as for EVA, as it is an absolute measure, and 

thus subject to scale effects or similar effects. Just as EVA, the residual income is positive throughout the 

entire period for WD and grows over time at a good speed. Their competitors once again are shown to create 

much less value for their shareholders, and Sonova barely manages to create any extra value for these. GN 

Store Nord does manage to increase their value creation over the period but is seeming to destroy a large 

amount of value at the start of the period, which actually means that they created the least amount of value 

across the entire period. It is again seen that all firms in the industry are managing to create value for their 

stockholders, which implies that investments in the industry is valuable. 

 

In regard to the actual returns, we see that all firms manage to create high returns, with WD being much above 

the industry over the entire period. In particular in 2008-2011, when WD had incredibly high returns, which 

stems from them generating incredibly high earnings, while having a low amount of equity. As we saw, over 

the period, they increase their equity to finance investments, and as they do, value goes up.  

 

WD has had a major change in their financial gearing, and so has the industry. WD has gone from holding 

about five times more debt than equity, to now holding slightly more equity than debt. This change mainly 

happened between 2008 and 2012. At the same time, the rest of the industry have moved to about the same 

position but done so from the other end - they have increased their amount of debt, having held mostly just 

equity, and little debt. It is worth reminding here that the average for 2017 is just GN Store Nord, and not 

Sonova due to a lack of data, so it is likely the true average here is actually that WD still holds a fair amount 

more debt than the industry, given that Sonova played a large part in lowering the industry average financial 

gearing. 

 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008

Residual income

WD RI (DKKm) 1649 1476 1416 1182 1095 1123 1099 968 712 619

Sonova RI (CHFm) 256 251 277 262 33 178 197 297 235

GN RI (DKKm) 969 820 687 618 540 120 105 70 -5801 -235

Financial gearing

WD FG 0,84 0,85 0,78 0,70 0,74 0,82 1,00 1,41 2,64 4,97

Industry FG 0,75 0,43 0,24 0,19 0,15 0,18 0,22 0,24 0,20 0,11

Return on Equity:

WD ROE 25,6% 24,5% 26,1% 24,8% 27,3% 33,8% 41,5% 55,8% 81,9% 133,7%

Industry ROE 22,1% 17,7% 16,9% 17,4% 17,1% 6,5% 11,5% 12,9% -47,2% 14,3%

Residual income and Return on equity
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Table 17: Time series of Equity and debt for William Demant. Compiled by authors based of financial statements. 

The shift from debt to equity seems to come mostly from increasing equity, rather than lowering debt, with 

equity growing at about 34% a year. This is not too surprising, given that WD does not pay dividends, but only 

does some light share-buybacks to cover employee stock remunerations. WD seems to have chosen to finance 

their high growth mainly through withholding dividends, which seems sensible giving that the returns in the 

market is substantially higher than what is required at the moment, which leads to valuable growth, rather than 

bad growth (Petersen & Plenborg, 2012). The fact that WD is withholding dividends is also confirmed in the 

annual report, where no dividends has been paid out for the past ten years (William Demant, 2008-2018). This 

shift from less debt and more equity for WD, implies they now have a less risky business structure, as the 

threat of default is substantially lower. 

7.7 Liquidity analysis 

The liquidity analysis seeks to evaluate if WD is likely to be unable to pay their debt and thus default. It does 

this by calculating several financial ratios and analysing trends in these compared to the industry levels 

(Petersen & Plenborg, 2012). The analysis is split into two parts, short term and long-term liquidity analysis.  

In the short term, it is analysed to what degree WD can pay their short term financial obligations. The ratios 

used are: 

 The liquidity cycle =
365

(
𝑟𝑒𝑣𝑒𝑛𝑢𝑒

𝑖𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦+𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠+𝑝𝑟𝑒𝑝𝑎𝑖𝑑 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠−𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
)
, which calculates how many days 

it takes to convert working capital to revenue (Petersen & Plenborg, 2012). 

 

Current ratio =
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
, which calculates to what degree the current assets, which are often 

considered the most liquid and easily convertible to cash, can cover the short term financial obligations 

(Petersen & Plenborg, 2012). 

 

Quick ratio =
𝐶𝑎𝑠ℎ+𝑠𝑒𝑐𝑢𝑟𝑖𝑡𝑖𝑒𝑠+𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
, which is similar to the current ratio in what it measures, but only 

includes the absolutely most liquid assets (Petersen & Plenborg, 2012). 

 

CFO to short-term debt ratio =
𝐶𝑎𝑠ℎ𝑓𝑙𝑜𝑤 𝑓𝑟𝑜𝑚 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
, which seeks to evaluate how much of the short-term 

debt can be covered, with the operating cash flow generated in a year. By inversing it, it can be calculated how 

many years it takes to pay back the short-term financial obligations (Petersen & Plenborg, 2012). 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Geo average

Invested capital 4,53 4,34 3,99 3,17 2,88 2,42 2,06 1,78 1,23 1,00 18,3%

NIBD 2,49 2,45 2,21 1,59 1,45 1,29 1,16 1,18 0,97 1,00 10,7%

Equity 13,98 13,10 12,22 10,50 9,51 7,64 6,22 4,60 2,45 1,00 34,1%

Timeseries (base=2008) Invested Capital for William Demant (finance)
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In the long term, it is analysed to what degree WD can pay their long term financial obligations. The ratios 

used are: 

Financial leverage =
𝑇𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝐸𝑞𝑢𝑖𝑡𝑦
 and Solvency ratio=

𝐸𝑞𝑢𝑖𝑡𝑦

𝑇𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠+𝐸𝑞𝑢𝑖𝑡𝑦
, which both shows the capital 

structure, in their own way. Market values are used when calculating these, as they give better insight into how 

willing investors are to continue investing into the firm and are often closer to the realizable value if the firm 

is sold, whereas book values are simply an accounting construct (Petersen & Plenborg, 2012). 

 

Interest coverage ratio=
𝐸𝐵𝐼𝑇

𝑁𝑒𝑡 𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠
 and interest coverage ratio (cash)=

𝑐𝑎𝑠ℎ 𝑓𝑙𝑜𝑤 𝑓𝑟𝑜𝑚 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑠

𝑁𝑒𝑡 𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠
, 

which tries to estimate to what degree generated profit and cash flows, can cover the financial expenses for the 

period (Petersen & Plenborg, 2012). 

 

CFO to debt ratio=
𝐶𝑎𝑠ℎ𝑓𝑙𝑜𝑤 𝑓𝑟𝑜𝑚 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑠

𝑇𝑜𝑡𝑎𝑙 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 which, calculates to what degree the cash flow generated in a 

year, can cover the full amount of debt the firm has (Petersen & Plenborg, 2012). 

 

Capital expenditure ratio=
𝐶𝑎𝑠ℎ𝑓𝑙𝑜𝑤 𝑓𝑟𝑜𝑚 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑠

𝐶𝑎𝑠ℎ𝑓𝑙𝑜𝑤 𝑓𝑟𝑜𝑚 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑠
 and Capital reinvestment ratio =

𝐶𝑎𝑠ℎ𝑓𝑙𝑜𝑤 𝑓𝑟𝑜𝑚 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑠

𝑅𝑒𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑠
 which both calculates to what degree the cash flows generated by operations, can 

cover the new investments required, with the first formula covering all investments, and the later only including 

the needed reinvestments to keep the business as is (Petersen & Plenborg, 2012). 

 

Note that for all of these key ratios, the reformulated financial statements are not used, but rather the adjusted 

financial statements. This is because, the reformulated separates into operating and finance, which is relevant 

when measuring value creation, but for these analyses all debt sources should be included, also operating. 

Additionally, when using asset and liability, end of year values is used, to give the most up to date information 

about the firm’s financial position.  
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7.7.1 Short term liquidity analysis 

 
Table 18: Short term liquidity risk key ratios. Compiled by authors based of financial statements. 

Note that the high industry values for 2010 and 2011 for many of the ratios occur because in that period GN 

Store Nord held abnormally high receivables, which affect the numbers. This is isolated to GN Store Nord and 

is only for those two years. 

 

WD’s liquidity cycle has gone up considerably over the period, going from about 43,7 days to convert working 

capital to revenue to 57,5. This is happening at the same time as the industry average have been going down. 

That being said, WD is generally doing fine relative to the industry, which have had a much higher liquidity 

life cycle. For the industry to need about 1½-2 months to convert working capital to revenue, is reasonably 

low, and implies that additional cash can somewhat quickly be generated. 

 

WD’s current ratio is far below the industry level, and in fact for most of the period, it is well below 1. It has 

been increasing over the period but is still at rather low levels. We see the same for the Quick ratio, whereby 

WD’s ratio is small, compared to the industry meaning that WD is far less liquid than the rest of the industry. 

Petersen and Plenborg (2012) suggest the rule of thumb that a current ratio of 2 is reasonable, which both WD 

and the rest of the industry is far from (Petersen & Plenborg, 2012). This indicates that should WD find itself 

in sudden financial distress, they will have a hard time generating the cash needed to pay their debt off quickly. 

When looking at the operating cash flows ability to cover the short-term debt, once again WD performs much 

worse, taking around twice as long as the rest of the industry, before they can pay off their short-term debt. 

Overall WD’s short-term financial situation is below industry levels. Their short-term cash supply is well 

below average, and their operating cash flows takes far too long to pay off their short-term debt, which gives 

way for some concern about the firm. This is likely to both limit management’s ability to enforce strategy, 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Average

The Liquidity cycle:

WD LC 57,45 58,61 63,78 67,93 59,90 50,69 50,89 52,05 48,37 43,73 55,34

Industry LC 40,29 71,05 82,87 82,27 83,63 80,76 195,13 167,48 90,00 91,86 98,53

Current ratio:

WD Current ratio 0,94 0,88 0,94 0,78 0,81 0,81 1,18 1,06 0,84 0,78 0,90

Industry Current ratio 1,49 1,63 1,78 1,82 1,81 1,89 2,61 2,36 1,67 1,96 1,90

Quick ratio:

WD quick ratio: 0,34 0,32 0,34 0,25 0,21 0,18 0,22 0,17 0,09 0,06 0,22

Industry quick ratio: 1,20 1,26 1,36 1,41 1,43 1,51 2,25 1,97 1,36 1,69 1,55

CFO to short-term debt ratio:

WD CFO to short-term debt ratio: 0,33 0,29 0,31 0,29 0,28 0,30 0,50 0,29 0,36 0,32 0,33

Industry CFO to short-term debt ratio 0,77 0,80 0,76 0,80 0,67 1,50 0,57 0,57 0,71 0,66 0,78

Years to pay back short-terrm debt:

WD 3,05 3,47 3,22 3,47 3,63 3,31 2,01 3,41 2,81 3,16 3,15

Industry 1,31 1,25 1,34 1,28 1,52 0,82 1,90 1,95 1,51 2,03 1,49

Short term liquidity risk



Copenhagen Business School  Cand.merc ASC 

Page 81 of 156 
 

given limited liquidity, and is likely to increase financial expenses. It should be noted that the entire industry 

is low in most short-term liquidity measures. 

7.7.2 Long term liquidity analysis 

 
Table 19: Long term liquidity risk key ratios. Compiled by authors based of financial statements. 

WD’s capital structure hovers around 80-85% equity and 15-20% debt, as seen by the solvency ratio. This is 

roughly the same as the industry standard. They do seem to be slightly higher than the industry on average, 

which implies a slightly riskier capital structure. 

 

In terms of their interest coverage ratio, WD can easily pay off their financial expenses. Throughout the period 

the lowest ratio they get is 7,02, but in the ending years it is closer to about 20 every year, which means that 

WD can pay off their financial expenses 20 times, on the operating profit generated in a year. Compared to the 

industry, WD is at the low end. We see the same pattern when looking at the cash version of the interest 

coverage ratio. It is worth pointing out that in firms with high equity the interest coverage ratio should be high, 

as they in general have low financial expenses, and in this industry, we see a high solvency ratio. It is also 

likely that the interest coverage ratio is high, due to the currently low interest rates, which reduces financial 

costs. Increasing interest rates could potentially cause problems here. 

 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Average

Financial leverage:

WD Financial leverage 0,22 0,29 0,24 0,24 0,19 0,19 0,17 0,19 0,16 0,28 0,22

Industyr Financial leverage 0,27 0,41 0,33 0,28 0,25 0,29 0,43 0,38 0,39 1,03 0,41

Solvency ratio:

WD solvency ratio 0,82 0,77 0,81 0,81 0,84 0,84 0,85 0,84 0,86 0,78 0,82

Industry solvency ratio 0,79 0,71 0,75 0,79 0,80 0,78 0,70 0,73 0,72 0,56 0,73

Interest coverage ratio:

WD ICR 21,37 19,91 26,23 24,04 23,29 12,20 15,60 11,75 11,55 7,02 17,30

Industry ICR 27,08 49,83 29,44 26,03 25,93 11,46 33,56 44,32 20,71 45,02 31,34

Interest coverage ratio (cash):

WD ICR (cash) 17,12 17,21 22,22 20,38 17,18 9,44 12,68 6,79 9,53 5,55 13,81

Industry ICR (cash) 31,53 62,54 31,82 28,25 25,15 42,13 25,63 18,89 38,60 40,54 34,51

CFO to debt ratio:

WD CFO to debt ratio 0,19 0,18 0,19 0,24 0,22 0,24 0,29 0,18 0,26 0,23 0,22

Industry CFO to debt ratio 0,26 0,18 0,20 0,22 0,19 0,62 0,14 0,16 0,21 0,17 0,23

Capital expenditure ratio:

WD Capital expenditure ratio 1,64 2,12 0,76 2,19 0,78 1,09 1,69 0,73 1,64 1,81 1,44

Industry Capital expenditure ratio 20,27 0,92 2,18 2,26 2,15 4,20 10,99 1,40 2,67 1,12 4,82

Capital reinvestment ratio:

WD Capital reinvestment ratio 5,02 4,44 5,32 5,54 4,84 5,39 6,96 4,27 5,79 5,36 5,29

Industry Capital reinvestment ratio 15,33 8,93 8,66 4,92 12,45 10,92 4,09 4,26 3,87 5,20 7,86

Long term liquidity risk
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Regarding their cash flow’s ability to cover debt, WD follows the industry well. It has been decreasing over 

the period for both WD and the industry, but not significantly. Overall, it would take both WD about five years 

to pay off their full debt. 

 

Finally, regarding WD’s ability to cover their investments, they are above average for the most part, with a 

few years falling behind3. They can roughly cover their investments 1½ times over, however this is somewhat 

spiky and uneven, which implies that investments are being made in bulk. This is likely to be improved over 

time, because as was seen earlier, WD is currently investing heavily in the business. When investments drop, 

this is likely to even out and give a better ratio. However, at current time WD’s ability to cover their 

investments is not optimal. In terms of reinvestments, the industry has improved significantly over time, 

however the same cannot be said for WD, as they are lower than the industry, and their ratio remains largely 

unchanged. WD can easily manage their reinvestments about 5-6 times over. The large difference between the 

investment and reinvestment ratios stems from the fact that WD is currently investing heavily in new assets. 

7.8 Sub-conclusion 

WD’s profitability is high, as they create positive value for their shareholders. They do this by having high 

returns, which mainly stems from them having lower cost than competitors, which gives them a higher profit 

margin, however these lower costs do not stem from them not spending money on R&D. Their revenue has 

grown a lot over the last period, and have mainly come from organic growth, but they have also acquired many 

firms, and acquisitions are a clear part of their strategy. In terms of cost, WD’s cost have mostly all grown less 

or equal to revenue, except for their distribution costs, which have grown substantially more than revenue. 

Given that distribution cost is far the largest cost WD has, this is a large concern for future profitability. In 

terms of assets, WD has acquired several firms, and a large part of the growth in their invested capital comes 

from goodwill, which has grown at twice the rate of invested capital. This has shifted intangible assets to 

become the largest item in invested capital, with both current and non-current operating assets decreasing in 

relevance. Currently, WD is investing heavily in the firm, and invested capital is growing faster than revenue. 

 

In terms of liquidity, WD is below the competitors. Both in terms of short term and long-term liquidity, WD 

is doing poorly compared to the industry level, however they are still able to pay their financial expenses, using 

their operating cash flows. This may limit their ability to manoeuvre and implement new strategies, without 

taking on more debt. With an excellent profitability, investors are likely to happily continue investing in the 

firm. Lastly, in terms of R&D, WD is investing heavily, using between 6-8% of their revenue on R&D. This 

                                                      
3 In regard to the industry capital expenditure rate in 2017, this spikes very high because this year excludes Sonova due to a lack of 

data, and GN Store Nord massively lowered investments. This also has a large impact on the average for this ratio 
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is above industry level, and from that can be concluded that WD emphasises R&D spending in order to avoid 

falling behind the rest of the industry in terms of new products and technology. 

8. SWOT 

Based on the previous analyses, the SWOT-model seeks to summarize four factors facing the firm: Strengths 

(S), Weaknesses (W), Opportunities (O) and their Threats (T). Strength and weaknesses are considered internal 

and are not affected by the outside market. Opportunities and threats are considered external and relate to 

market and industry changes and factors. Table 20 summarizes the key factors from the previous analyses. 

 

Strengths Weaknesses 

• Good financials and high value creation 

• Low production costs 

• Relatively high R&D investments 

• Global presence in terms of production and 

distribution 

• Synergy between wholesale and retail 

• Technological synergy between hearing aid 

and headset markets 

• Attractive employer 

• High degree of employee ownership 

 

• Sub-par liquidity 

• Distribution cost growing faster than 

revenue 

• Slightly damaged reputation from moving 

production from Denmark to Poland  

• Lacking international diversity among key 

executives 

 

Opportunities Threats 

• OTC market in the US 

• Growing demand for hearing aids globally 

• Emerging markets  

• Increased public spending on healthcare 

• Attractive industry profitability 

• No/few substituting products 

• OTC market in the US 

• USD exchange rate dropping  

• Healthcare industry heavily regulated 

• Customers expect better products faster 

• Large competitors 

• Advanced stem cell treatment for hearing 

impairment  

Table 20: SWOT for William Demant. Own creation. 

8.1 Strengths 

WD has performed well in the past, with strong financials. This stems from their ability to both grow fast and 

keep costs low. The low production cost in particularly help create larger returns than the rest of the industry. 
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WD is a global company and is present on most of their markets in terms of production capabilities, which 

allows them to react to market changes at a reasonable pace. They have clearly synergies with the headset 

markets, where they also have an active joint venture, which allows them to utilize their R&D more effectively, 

which is important as they invest heavily in R&D, to stay ahead of the curve. They are considered an attractive 

employer, which is likely to attract skilled labour and allows WD to pick and choose the best candidates from 

a strong line-up. On top of that, WD has a degree of employee ownership, meaning that employees hold a lot 

of stock in the firm, and thus have their interests better aligned with that of the firm, which reduces agency 

costs from employees having conflicting interests. 

8.2 Weaknesses 

In terms of weaknesses, WD has low liquidity compared to the rest of the industry and would take a longer 

than average time to pay off their debts. This may limit management when deciding on strategies and 

investments and would imply higher financial costs. Their distribution costs have been growing massively in 

the past ten years, and as the largest cost factor this is a growing concern, and if not controlled will eat away 

at the profit margins. WD’s reputation took a hit recently, when they chose to move part of their production 

from Denmark to Poland. Finally, it is worth noting that for a global company, WD’s management is largely 

Danish, which can create potential issues in understanding foreign markets. 

8.3 Opportunities 

The hearing aid market is growing, with an increasing amount of people suffering from hearing impairment 

globally. This partially stems from a nosier environment, but mainly from a global increase in life expectancy, 

yet both are important factors in increasing the market. This is particularly true in emerging markets, where 

WD currently has relatively limited presence, but where there are potential growth opportunities. Public 

spending on healthcare has been growing, and this is likely to positively influence government subsidies of 

hearing aid products, thus increasing customers’ ability to purchase products. As of right now, the hearing aid 

market has no real substituting products, which gives firms in the industry more power when pricing their 

products. However, it should be noted that there are indications of advanced stem cell research as treatment 

for hearing disability, that may be available in the far future.  

8.4 Threats 

One of the greater threats is that of exchange rates. As a global firm, WD is heavily affected by changes in 

exchange rates, in particularly the USD, which is currently expected to drop throughout 2018, which will 

impact earnings. The hearing aid industry is part of the healthcare industry, and as such is subject to heavy 

regulations, to ensure quality and safety of their products. As such, heavy investments in R&D are required, 

and slows down development cycles, as products have met government standards before they can be sold to 
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customers. At the same time, customers are expecting newer and better products faster, which is difficult when 

limited by government regulations, which slows new product releases. 

8.5 Complex factors 

Certain factors in the environment are considered threats and opportunities simultaneously. These are difficult 

to evaluate and may both be an upside and a downside depending on how the firm choses to act. The US 

recently allowed for over-the-counter purchase of hearing aid products, which previously required customers 

to contact a specialists and purchase through these. This allows easier access to hearing aid products, as they 

can now be bought in larger stores, such as potentially Walmart. This has several implications: easier access 

to the product may increase sales. At the same time, this is likely to make firms in the industry choose to make 

cheaper hearing aid products, which can be bought over-the-counter. This both implies a lower price on the 

products, and potentially lower production costs per unit, as quality is lowered to compensate for the lower 

prices. Over-the-counter sales also change the needed distribution network required, as in the past firms needed 

access to specialists, but now will also need access to larger stores shelfs. Overall, this is likely to result in 

more sales, at a lower price, and lower production costs per unit. The next question becomes - who is the target 

segment for these products? Given the importance of hearing aid devices, most customers would likely 

continue buying through specialist to ensure the quality of the product, but consumers with lower purchasing 

power will likely purchase over-the-counter. Overall, it is hard to evaluate the exact effect of this change, yet 

it is certain that WD must consider this market alteration within the near future.    

 

Another complex factor is the competitive scene in the industry. The hearing aid market is dominated by a few 

large competitors. With few competitors, this often means that the monopoly power in the market is larger, 

which allows firms to create higher margins. At the same time, the size of the competitors means that they 

have access to large funds and economies of scale benefit is, which allows them access to more strategies and 

larger investment in R&D. With high entry barriers, this is unlikely to change going forward, and means that 

firms are forced to continue and/or increase their R&D and product development activities to remain 

competitive.  

9. Forecasting 

As part of the forecast, the specific valuation model is chosen. The valuation model is chosen first, because it 

sets requirements for what must be forecasted, and in many ways, the factors included in the forecast are 

chosen according to the valuation model. With that said, it is not expected that the forecasted profitability, 

investments or growth are affected by the choice of valuation model.  
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From there, the model used for forecasting is explained, including what factors are forecasted, how each factor 

depends relative to each other, how the calculations are made, and the assumptions. Finally, the forecast is 

shown and explained, including the reasoning behind the expectations. 

9.1 The valuation model 

As previously stated the chosen model for this thesis is a net present value model. There are many different 

types of net present value models, that all calculate the value of equity in their own manner, however it is 

important to remember that they are all mathematically equal, and if applied correctly, they will yield the exact 

same result. As such, the choice of model is more related to which model best suit the firm.  

 

Generally, the models can be divided into two archetypes: enterprise models, and equity models. The enterprise 

models calculate the value of the entire firm - the enterprise value - and then subtracts the value of debt to 

arrive at the value of equity. These models are well suited for firms where operations and financial decisions 

can easily be separated and relies on the assumption that no value can be created from financial decisions. The 

equity models only measures value going to stockholders, and thus needs detailed forecast for financial 

decisions, such that those can be valued and subtracted every year. This allows for a more detailed approach 

and is useful when it is difficult to separate financial decisions from operations, such as banks (Petersen & 

Plenborg, 2012). 

 

In the case of WD, operations and financial decisions are clearly separated, which allows the use of an 

enterprise model. This simplifies the forecast significantly, as equity and debt does not require as detailed a 

forecast, and instead can be forecasted through the WACC, which accounts for any value going to debtholders. 

Once again, there are several different enterprise models, such as the DCF model, which values the firm based 

on cash flows, the EVA model that uses economic value added (EVA), and the APV model, which also use 

uses cash flows, but separates the tax calculations and values those separately (Petersen & Plenborg, 2012). 

For this thesis the EVA model will be used, as it simplifies the forecasting, by requiring one to forecast invested 

capital, instead of assets and liabilities, while still valuing the firm correctly, and intuitively shows the value 

generated by the firm, something that Petersen and Plenborg (2012) also consider as an upside. 

 

The EVA model can be described as the following (Petersen & Plenborg, 2012): 

𝐸𝑛𝑡𝑒𝑟𝑝𝑟𝑖𝑠𝑒 𝑣𝑎𝑙𝑢𝑒0 = 𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙0 + ∑
𝐸𝑉𝐴𝑡

(1 + 𝑊𝐴𝐶𝐶)𝑡

∞

𝑡=1

 

𝐸𝑞𝑢𝑖𝑡𝑦 𝑣𝑎𝑙𝑢𝑒0 = 𝐸𝑛𝑡𝑒𝑝𝑟𝑖𝑠𝑒 𝑣𝑎𝑙𝑢𝑒0 − 𝐷𝑒𝑏𝑡 𝑣𝑎𝑙𝑢𝑒0 
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That is, the enterprise value of a firm is the current invested capital and the sum of all future EVA at times t, 

discounted back to today. Subtracting all debt, gives equity value. As discount rate, the WACC is used. Now, 

since a forecast for all of infinity is slightly outside the scope of this thesis, the forecast is limited to 15 years, 

and any years after those are assumed to remain constant. For those years, a Gordon Growth model will be 

applied, which calculates continuing value generation, and can even take into account growth in those same 

factors. Rewriting the enterprise value formula to account for this, generates the following formula below 

(Petersen & Plenborg, 2012): 

𝐸𝑛𝑡𝑒𝑟𝑝𝑟𝑖𝑠𝑒 𝑣𝑎𝑙𝑢𝑒0 = 𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙0 + ∑
𝐸𝑉𝐴𝑡

(1 + 𝑊𝐴𝐶𝐶)𝑡

15

𝑡=1

+

𝐸𝑉𝐴16
𝑊𝐴𝐶𝐶 − 𝑔

(1 + 𝑊𝐴𝐶𝐶)15
 

 

So that is, the continuing value is calculated as the yearly EVA in the 16th year, divided by the difference of 

WACC and a yearly growth rate (g), discounted back 15 years to today. 

 

 EVA is calculated as (Petersen & Plenborg, 2012): 

𝐸𝑉𝐴𝑡 = (𝑅𝑂𝐼𝐶𝑡 − 𝑊𝐴𝐶𝐶) ∗ 𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙𝑡−1 

𝑅𝑂𝐼𝐶𝑡 =
𝑁𝑂𝑃𝐴𝑇𝑡

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙𝑡−1
 

 

EVA is calculated identically as in the financial statement analysis, with the slight change that starting year 

values of invested capital are used, as otherwise the model gives a different result from the other models.  

 

The model relies on certain key assumptions (Petersen & Plenborg, 2012): 

• It does not matter if dividends are paid out. If dividends are not paid out, it is assumed that they 

are reinvested in the firm, at a return equal to WACC 

• Clean surplus relation. No forecasted items may skip the income statement and go straight to 

equity 

• The forecasted values must be in real values, as otherwise the WACC must be adjusted to 

compensate 

• Constant capital structure 

All these assumptions are fair. The clean surplus relation is naturally kept when forecasting, and the assumption 

regarding dividends is similar to ones held by Miller and Modigliani (1961) in their paper, where they proved 

that pay out policy is irrelevant (Miller & Modigliani, 1961). Regarding the real values, this is easily solved 

by forecasting the inflation and recalculating the forecast in real values. The constant capital structure is not 

actually a necessary assumption, but without it, one would need separate calculations of WACCs for each year, 
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and a geometric average would have to be created to correctly have the WACC for each time-period. As is 

shown later when calculating the WACC, the capital structure has been fairly constant for WD, and as such 

any ideas about changes to it going forward would be mostly speculation. 

 

To get from total value of equity to stock value, the equity value is divided by the number of outstanding 

shares. Since the thesis seeks to find the value of the stocks on the 22/2/2018, and the value at this point is 

calculated at 1/1/2018, the value will be adjusted using the following formula, suggested by Sørensen (2012): 

 

𝑆𝑡𝑜𝑐𝑘 𝑝𝑟𝑖𝑐𝑒𝑡 = 𝑆𝑡𝑜𝑐𝑘 𝑃𝑟𝑖𝑐𝑒0 · (1 + 𝑟𝑒 · 𝑡) 

 

With t representing how much of a year, there is between 1/1/2018 and 22/2/2018. One could also use a formula 

that captures compounding interests, but Sørensen (2012) suggests using this formula.  

9.2 The forecast model 

As suggested by Petersen and Plenborg (2012) the forecast model will be a revenue-based model, where all 

cost and invested capital are calculated based of financial value drivers relating to revenue. The forecast will 

be done in nominal terms, and later adjusted to real terms using a forecasted inflation rate. No special items 

will be forecasted, and the forecast will be done on a standalone basis, which means no acquisitions will be 

forecasted. While WD has done many acquisitions in the past, and as such it seems unreasonable to ignore 

them, it is important to note that acquisitions are not inherently value creating, as the cost of acquiring new 

firms, often come at a high price which negates the value creation. Finally, the forecast period will be 15 years. 

All years after the initial 15 are called the terminal period, and will assume that WD’s performance is constant, 

and follows a constantly yearly growth rate, with all financial value drivers remaining constant. 15 years are 

chosen to get a long forecast period, and as an attempt to lower value creation from the terminal period. 

 

The valuation model requires only three inputs to be forecasted, which are NOPAT, the invested capital, and 

the WACC. Consequently, the forecast will seek to forecast these. 

 

To forecast invested capital, all operating assets and liabilities must be included. Operating assets is further 

split into four factors: Non-current operating assets, current operating assets, goodwill, and other intangible 

operating assets, the latter of them including all intangible operating assets, except for goodwill. All of these 

and operating liabilities, with the exception of goodwill, will be calculated as a percentage of revenue. 

Goodwill will be forecasted separately, with a yearly growth rate forecasted for each year. 
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Potential speculations in emerging markets are not forecasted. This because while there is potential value to 

be gained from this market, it is still too soon to speculate on it, and we feel that there is not sufficient data to 

justify it. As such, growth in this market is considered to be included in the normal growth forecasts. 

 

To forecast NOPAT, all cost and revenue from operations must be forecasted. Revenue will have its yearly 

growth forecasted each year. Income from share of associates will be forecasted separately, as it largely relates 

to the headphone industry, and therefore it seems unreasonable to tie it to revenue from the hearing aid industry. 

Production costs, R&D costs, distribution costs and administrative costs will be calculated as a percentage of 

revenue and forecasted for each year. Depreciations and amortizations will be calculated separately as a 

percentage of end of year non-current assets and intangible assets respectively, forecasted for each year. The 

final cost is tax, which will be forecasted as an effective tax rate on operating profit before earnings.  

 

Appendix 6.1 shows a complete guide of how NOPAT and invested capital are calculated, step by step, using 

the value drivers to calculate year 1 of the budget period. The WACC will be forecasted separately at the end, 

as it requires separate calculations and assumptions. 

9.2.1 Forecasting the financial value drivers 

Each financial value driver is here forecasted separately, and arguments for the forecasted values are explained. 

For the complete list of all forecasted value drivers, please see appendix 6.1. 

9.2.1.1 Forecasting revenue 

Revenue is affected by a number of factors, and overall is expected to grow at a reasonable rate, but it is 

expected for the growth to wear off over the period. It is important to remember that acquisitions are not 

forecasted, which amounted for a large part of WD’s growth in the past ten years, which means the forecasted 

growth will be substantially smaller than the historical growth. The over-the-counter sale of hearing aids in the 

US market is expected to have little effect on revenue, due its double effect: The OTC-law is likely to both 

lower revenue, as some products will be sold cheaper, and increase revenue as it increases sales volumes. It is 

expected that these two effects largely counter each other out and the size of the market is difficult to estimate 

in this early stage.  

   

With the market for hearing aid growing at a sound rate with increasing demand for hearing aid globally, the 

market is expected to grow at around 3-4% a year, dropping slightly over the period down to 2,2% in 2032, 

which is similar to the long-term growth rate which is estimated in section 9.2.1.4. As per Danske Banks 

assumptions explained in section 6.1.2.2, the USD to DKK rate is expected to drop with about 4% in 2018. 

Accounting for this, the growth in 2018 will be relatively lower, at about 2%. This percentage stems from the 

fact that about half of WD’s sales are in the US market and thus needs to be decreased by 4%. From there on, 
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it is expected that WD’s sales will not be impacted further by exchange rates, as there is not sufficient data to 

support such claims. See table 22 for forecasted revenue growth in the period. 

 
Table 21: Forecasted Revenue. Own Creation 

9.2.1.1.1 Forecasting earnings from share profit from associates/joint ventures 

Historically, earnings from share profit from associates/joint venture have grown about 13% a year but has 

done so in a volatile manner. The profit goes up and down between most years, meaning that the earnings are 

not reliable. It is also impossible to define how much of that growth is due to acquisitions, and how much is 

due to organic growth, as this is not reported. Hence, we find it hard to justify a growth rate of 13% a year. 

Consequently, we set the growth rate at 5% a year, which is deemed to be an adequate rate in relation to the 

historic data. In the terminal period, the growth is assumed to be equal to the growth in revenue, which is 

elaborated on in section 9.2.1.4. For the forecasted growth in associates see table 23. 

 
Table 22: Forecasted growth in associates and joint ventures 

9.2.1.2 Forecasting costs 

The four major cost are production costs, R&D cost, distribution costs and administrative costs.  

Production costs have dropped over the period and end up at about 23-25% of revenue. It is expected that these 

will increase slightly in the first few years, due to over-the-counter-sales of hearing aids in the US. This will 

allow for some products to be produced cheaper, but at the same time these will be sold in greater volume at a 

lower margin. It is expected that this change, largely outweigh the cost savings, from moving production to 

Poland. As such, production costs go up, due to an increase in sales at a lower gross margin. R&D has made 

up about 6-7% of revenue in the past, but WD recently moved a key R&D facility from Switzerland to Poland, 

with cost saving in mind. This is likely to result in lower R&D costs over the period, which will slowly trickle 

in over the first few years. From 2022 it is expected that R&D will make up 5,5% of revenue each year. 

Distribution costs have been increasing substantially over the period and made up 43% of revenue in 2017. 

These costs are not expected to increase further, as WD have set focus on keeping these under control. It is 

assumed that these will make up 43% of revenue for the budget period. 

Administrative costs account for about 4,5-5% of revenue. It is expected that due to over-the-counter sales of 

hearing aid, WD will need to spend more administrative time negotiating with larger retailers, to ensure 

competitive prices and good shelf spots. While it is hard to argue that this will increase administrative costs 

significantly, it does suggest that they will remain at a high level, relative to what they have been in the past. 

Year 2016* 2017* 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 Terminal period

Revenue growth 11,6% 9,2% 2,0% 4,0% 3,8% 3,7% 3,6% 3,5% 3,4% 3,3% 3,2% 3,1% 3,0% 2,9% 2,8% 2,7% 2,6% 2,20%

Forecasted revenue growth for William Demant

Year 2016* 2017* 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 Terminal period

Share of profit from 

associate growth
-40,7% 52,8% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 2,20%

Forecasted associates growth for William Demant
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Thus, administrative costs are expected to make up 5% of revenue throughout the period. See table 24 for the 

forecasted cost/revenue drivers. 

 
Table 23: Forecasted costs. Own creation 

9.2.1.2.1 Forecasting depreciations and amortizations 

 

Table 24: Depreciation and amortization percentages for William Demant historically. Compiled by authors based of financial 
statements 

As can be seen in table 25 depreciations have made up about 6-9% of non-current assets in the past but have 

gone down a fair amount over the period. This is due to a shift in non-current assets to assets with longer 

lifetimes and as such a lower deprecation per year. From this it can be expected that depreciations will make 

up about 6,5% of non-current assets. 

 

Amortizations have been volatile over the period, making up between 9-33% of other intangible assets. For 

the most part though, they hover around 10-20%, with some outliers. Taking a slightly conservative approach, 

it will be assumed that WD amortizes about 18% of other intangible assets each year, which is slightly above 

the average, but still within the normal range. In table 26 the forecasted depreciation and amortization rates 

are shown. 

 
Table 25: Forecasted depreciations and amortizations. Own creation 

9.2.1.2.2 Forecasting tax 

When forecasting the tax, one can use either the effective tax rate, or the marginal tax rate. If one wishes to 

use the marginal tax rate for WD, which has operations in many countries, one would need to know where the 

profit is created to accurately average the marginal tax rates of those countries. As there is simply not enough 

data on geographical profit the effective tax rate will be used.  

 

 
Table 26: Historical tax rate for William Demant. Compiled by authors based of financial statements. 

Year 2016* 2017* 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 Terminal period

Production cost/Revenue 22,5% 22,7% 24,0% 24,5% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,00%

R&D cost/Revenue 5,8% 5,7% 6,0% 5,8% 5,7% 5,6% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,50%

Distribution cost/Revenue 43,4% 42,9% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,00%

Administrative expenses/Revenue 4,7% 4,7% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,00%

Forecasted costs for William Demant

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 average

Deprecaition/non-current operating assets 5,77% 6,47% 6,32% 6,66% 6,67% 6,69% 6,80% 7,53% 8,73% 9,44% 7,11%

amortization/other intangible assets 15,19% 11,99% 8,92% 12,87% 32,86% 25,01% 19,06% 15,99% 12,00% 22,37% 17,63%

Depreciation and amortization as a percentage of relevant assets

Year 2016* 2017* 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 Terminal period

Depreciation/Non-current 6,5% 5,8% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,50%

Amortization/Other intangible 12,0% 15,2% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,00%

Forecasted depreciations and amortization rates for William Demant

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Effective tax rate* -21,4% -20,1% -19,2% -21,6% -23,3% -22,3% -24,6% -23,4% -25,5% -25,2% -23,8%

*Does not include items with tax reported seperatly

William Demant historical effective tax rate
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As shown in table 27, WD had an effective tax rate of 21,4% in 2017, when excluding special items with tax 

reported separately. Note that the most recent tax rate is used, rather than looking at the historical averages, as 

the corporate tax rate in Denmark has been lowered in recent years, so as to not forecast a tax rate based off 

too high numbers, we only use the most recent (Skatteministeriet, 2018). For consistency, the tax rate of 21,4% 

is also used when calculating the WACC. In table 28 the forecasted tax rates are shown. 

 
Table 27: Forecasted tax rates. Own creation 

9.2.1.3 Forecasting invested capital 

 
Table 28: Historical Invested Capital/Revenue ratios. Compiled by authors based of financial statements. 

For most of the invested capital, there are not expected any drastic changes. There are few factors that seem to 

affect these going on, which is why they are all expected to remain at a stable level for the entire budget period. 

 

Intangible operating assets as a percentage of revenue have increased over the period, and in 2017 were about 

4%. This is expected to slightly increase, due to high investments in R&D. The move to Poland is not expected 

to impact intangible assets. As such, it is expected that other operating intangible assets will make up 5% of 

revenue. Non-current operating assets as a percentage of revenue have increased over the past 10 years, starting 

at 31,3% and ending at 36,4%, however this change largely occurred between 2008-2012, and from 2012 and 

onwards it has remained relatively stable at around 37%. This is not expected to change over the period, and 

as such non-current operating assets will make up 37% of revenue for the forecasted period. 

 

Current operating assets as a percentage of revenue has decreased over the past ten years, with most of the 

changes happening in the last few years. It has gone from 39-40% to hovering around 37-38%. Applying a 

conservative approach, it will be forecasted that current assets will make up 38% of revenue. It is not expected 

to change, as there is no indication that anything will affect it going forward. Operating liabilities as a 

percentage of revenue has seen a clear increase over the past ten years, from starting at around 21% to around 

24%. This increase happened mainly between 2015-2016, where it jumped up by 2 percentage points, prior to 

where it was in 2014. It is forecasted that operating liabilities will make up 23% of revenue, and this is not 

expected to change as there is no indication for this. In table 30 the forecasted invested capital/revenue drivers 

are shown. 

Year 2016* 2017* 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 Terminal period

Operating tax rate -20,2% -21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,40%

Forecasted tax rate for William Demant

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008

Other operating intangible assets/Revenue 4,0% 3,3% 2,2% 1,3% 0,8% 1,0% 1,1% 1,2% 0,8% 0,4%

Operating non-current assets/Revenue 36,4% 36,8% 37,1% 38,6% 37,8% 36,4% 33,8% 32,0% 32,0% 31,3%

Operating current assets/Revenue 36,4% 37,6% 37,9% 39,7% 38,6% 39,3% 39,9% 38,7% 39,1% 39,5%

Operating liabilities/Revenue 23,8% 23,7% 21,9% 22,0% 22,5% 23,0% 23,3% 22,1% 20,7% 20,8%

William Demant historical Invested Capital / Revenue
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Table 29: Forecasted Invested Capital. Own creation 

Goodwill is an accounting concept used when a company performs acquisitions. Given that the forecast 

assumes no further acquisitions, goodwill cannot increase over the period, and it is also undesirable for it to 

be amortized over the period. As such, Goodwill is assumed to be constant over the period, with a growth rate 

of 0% each year. 

9.2.1.4 Forecasting the terminal period 

The continuing growth in the terminal period, represent the growth rate that WD is expected to grow at for the 

rest of infinity, it also has the inherent assumption that WD will grow at a constant rate, which is flat out not 

realistic. However, the idea is to pick a growth rate which is about average, of what could be expected, and as 

such times of high and low growth will even out. It is also important to remember that the terminal period’s 

growth rate, represents a lot of value, and as such is important to set correctly (Petersen & Plenborg, 2012). 

 

Koller (2010) suggest using the historical growth rate for the economy as a proxy for future growth, arguing 

that by using a large enough period, the growth rate will include both periods of high and low growths, which 

evens out over time. As such, using data from the World Bank regarding EU and US growth in the past 40 

years4, the long-term growth rate can be estimated as a geometrical average (World Bank, 2018). These 

markets are chosen, as they make up most of WD’s revenue. 40 years is considered a sufficient period, which 

includes both times of high and low growth. Based on the data, it is seen that EU grew 2% a year, and the US 

grew 2,7% a year. The two growth rates are then averaged to give an impression of the growth rate in WDs 

main markets. The two markets are weighted equally in the average, as this roughly corresponds to WDs 

markets. This gives an annual growth rate of WDs markets of 2,35%. 

 

When thinking about the growth rate in the terminal period, there are three important implications, depending 

on how it is set. If the growth rate is above that of the rest of the economy, eventually the firm will become 

the entire economy. If the growth rate is set below the rest of the economy, eventually the firm will completely 

disappear from the economy. If the growth rate is at the same level as the rest of the economy, it implies that 

the firm will remain the same relative size of the whole economy.  

 

Naturally, no firm is ever going to become the entire economy - such a forecast would be absurd. For a firm 

to keep it is relative size in the economy for all future also sounds incredible, as all firms eventually disappears 

                                                      
4 Since there is no data for 2017 yet, the data starts at 2016 and ends at 1977. 

Year 2016* 2017* 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 Terminal period

Intagible/Revenue 4,1% 4,2% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,00%

Non-current/Revenue 38,0% 38,1% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,00%

Current/Revenue 38,9% 37,1% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,00%

Liabilities/Revenue 25,2% 24,5% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,00%

Forecasted invested capital for William Demant
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- that is the reality of the concept of infinity. So arguably, this means that the long-term growth rate should be 

below the market growth rate, as this means the firm eventually disappears. Now, Tim Koller (2010) argues 

that the firms should keep their relative size, but we argue that no firm can exist for infinity, and therefore their 

growth rate must be somewhere below the rest of the markets. But if all firms long term growth rates are below 

the markets, then the markets would surely drop? Arguably, the markets growth rate is higher than firms, 

because it is kept up by some firms experiencing short term high growth. Using that argument, the long-term 

growth rate for WD is set to 2,2% a year, just slightly below the rest of the market, with the argument that WD 

will not continue to exist for infinity. 

 

All other factors than growth, are forecasted to be equal to what they were, in the 15th year, with the exception 

being share of profit from associates/joint ventures, which has the same growth as revenue growth. This is 

necessary for the assumption of constancy, as otherwise the differences in financial drivers affect the long-

term value. For the long-term value to be calculated precisely, all drivers must be equal for two years, except 

for revenue and cost growth (Petersen & Plenborg, 2012). 

9.2.1.5 Forecasting inflation 

The inflation rates for WD will inherently depend on the inflation rates of their markets. With WD primary 

being in the US and EU, an average of those areas expected inflation rates seems a fair proxy for the future 

inflation rate for WD. In section 6.1.2.2.1 we saw that the inflation rates in EU and US were 1,9% and 2,5% 

respectively, in 2017. Using those numbers, the inflation rate for WD in 2017 can be estimated to have been 

around 2,1-2,3%. With that as a proxy for current inflation levels, the future inflation rates can be considered 

to be about the same but moving towards 2%. This is because both the Federal Reserve and ECB are aiming 

for an inflation rate of about 2%, when setting their monetary policy. As such, it is expected that the inflation 

rates will drop over time and reach 2%. In table 31 the forecasted inflation rates can be seen, as well as the 

total inflation between 2017 and all the forecasted years. 

 

 
Table 30: Forecasted inflation rates. Own creation 

9.2.2 Forecasting the WACC 

The standard formula for WACC as presented by Petersen and Plenborg (2012) is: 

𝑊𝐴𝐶𝐶 = 𝑟𝑒 ·
𝐸

𝐷 + 𝐸
+ 𝑟𝑑 ·

𝐷

𝐷 + 𝐸
· (1 − 𝜏) 

With E and D being the value of equity and debt respectively, 𝑟𝑒 and 𝑟𝑑 being the required return on equity 

and debt respectively, and 𝜏 being the corporate tax rate. However, it is notable that this formula assumes that 

the company uses only one type of debt to finance it is operations. In our case however, we have identified 

Year 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 Terminal period

Inflation rate for the year 2,3% 2,3% 2,3% 2,2% 2,2% 2,2% 2,1% 2,1% 2,1% 2,1% 2,0% 2,0% 2,0% 2,0% 2,0% 2,00%

Total inflation from 2017 2,3% 4,7% 7,1% 9,4% 11,8% 14,3% 16,7% 19,1% 21,6% 24,2% 26,7% 29,2% 31,8% 34,4% 37,1% 39,86%

Forecasted inflation rates for William Demant
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operating lease commitments, which is different type of financing with a different risk profile. As a result, 

when calculating the WACC, the capital structure should reflect this different type of debt, and as such the 

formula becomes: 

 

𝑊𝐴𝐶𝐶 = 𝑟𝑒 ·
𝐸

𝐷 + 𝐸 + 𝑂𝐿
+ 𝑟𝑑 ·

𝐷

𝐷 + 𝐸 + 𝑂𝐿
· (1 − 𝜏) + 𝑟𝑂𝐿 ·

𝑂𝐿

𝐷 + 𝐸 + 𝑂𝐿
· (1 − 𝜏) 

 

With OL being the value of operating leases, and 𝑟𝑂𝐿 being the interest cost on the leases. 

9.2.2.1 Estimating the capital structure 

In estimating the capital structure of WD, it seems sensible to look historically at what capital structure WD 

has held. When estimating the capital structure for WD, it will be estimated using marked values. This is 

because these better represent opportunity cost, and the true value (Petersen & Plenborg, 2012). This is mainly 

relevant for equity, as debt is reported at fair value, and the operating leases are calculated in net present value 

terms. Market value for equity is calculated using share price multiplied by outstanding shares, both found in 

the annual reports (William Demant, 2008-2018). 

 
Table 31: Historical Capital Structure for William Demant. Compiled by authors based on data from Financial statements 

As can be seen from the table, WD holds primarily equity, at about 87%. It seems as if the amount of equity 

has dropped slightly over the period, with these being closer to 90% in 2009-2013, and closer to 85% in 2014-

2017.  

 

In terms of debt, WD holds about 8-10% debt: at most holding 14,2% debt and at lowest 7,8% debt. Over the 

period WD has started to hold more debt, with debt making up between 8-8,5% between 2009-2013, and from 

2014 and above 10% debt. Operating leases have clearly increased over the period, growing slightly every 

year. In the last part of the period, WD held between 3-4% operating leases, compared to between 2-3% in the 

earlier part. 

 

Overall, it seems that WD favours slightly less equity, in favour of more operating leases, and slightly more 

debt. We asses that WD holds about 86% equity, having somewhat decreased the amount they hold, and about 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Average

Equity 44513 32389 35495 26033 29840 27598 27839 24157 22916 12812

Debt 5112 4939 4063 3200 2830 2500 2435 2279 2166 2191

Operating leases 1942 1607 1239 1094 1095 1025 878 725 516 378

Equity % 86,3% 83,2% 87,0% 85,8% 88,4% 88,7% 89,4% 88,9% 89,5% 83,3% 87,1%

Debt % 9,9% 12,7% 10,0% 10,6% 8,4% 8,0% 7,8% 8,4% 8,5% 14,2% 9,8%

Operating leases % 3,8% 4,1% 3,0% 3,6% 3,2% 3,3% 2,8% 2,7% 2,0% 2,5% 3,1%

Capital structure for William Demant



Copenhagen Business School  Cand.merc ASC 

Page 96 of 156 
 

10% debt and 4% operating leases, which are both a slight increase what from what held on average in the 

period.  

9.2.2.2 Estimating the required returns 

In order to estimate the required returns, we will be using the CAPM model. The CAPM model, calculates the 

required return of an asset, using systematic risk as the only factor that affects the required return an asset has. 

The CAPM model is proposed by both Petersen and Plenborg (2012) and Tim Koller (2010), however as 

Koller also mentions, one could use a multi factor model, which accounts for more factors than simply 

systematic risk, such as size, book-to-market ratios, and exchange rate risk. In our case particularly, exchange 

rate risk is highly relevant, as roughly half of WD’s operations are in USD, and other currencies, not fixed 

with the DKK. However, as Koller (2010) states, the multi factor models does not have strong empirical 

backing, which the CAPM model does. As such, the CAPM model is used, due to it is empirical strong 

background, but it is observed that a multi factor model could be worth using. The CAPM model is based on 

the formula below: 

𝑟𝑖 = 𝑟𝑓 + 𝛽𝑖 · (𝐸[𝑟𝑚] − 𝑟𝑓) 

 

𝑟𝑓 is the risk free rate, 𝐸[𝑟𝑚] is the market premium and 𝛽𝑖 is the systematic risk of the asset. In order to use 

this model, the risk-free rate and market premium must first be estimated, and afterwards so must the beta of 

the individual assets. 

9.2.2.2.1 Estimating the risk-free rate 

The risk-free rate is defined as a rate of return on an asset with a beta of 0. In practice, no assets will have a 

beta of 0 on their own, and as such a portfolio should be constructed with a beta of 0. This is however a time-

consuming task, and given the scope of the project, it seems unreasonable. As such, a more pragmatic solution 

is taken, and as proposed by Tim Koller (2010), a government bond should be used as a proxy instead. 

Government payments must be stable, and with some rare exceptions, they are. Moody’s rated Denmark AAA 

and as such Danish government bonds are considered a fair proxy for an asset with a beta of 0 (Moody's, 2017). 

 

The next issue is determining the length of the bond. In theory, each year should require a different interstate, 

which corresponds to the same length of time until the cash flow is obtained, however this is both impractical, 

and when calculating the value of the terminal period, impossible, as the cash flows here are assumed to be in 

a constant state. As such, a single interest rate will be used. 10 years is deemed optimal, as this aligns with the 

forecasted period (Tim Koller, 2010). 

 

As of 1/03/2018 the yield on a 10-year Danish government bond was 0,706% (Investing.com, 2018). This rate 

is low and is the result of the Danish interest rates being low. A low risk-free rate can have a large impact on 

the value of WD and considering that the rates have been much higher in the past, this may make some people 
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consider using historical values for the risk-free rate. Some might argue that the risk-free rate is likely to change 

in the future, and that the rate should thus be changed to better reflect future interest rates. However, this would 

not reflect the opportunity cost of a risk-free investment today, and as such would be inaccurate. For this 

reason, the current risk-free rate is applied, rather than any future estimates or historical averages. 

When calculating the WACC for the financial statement analysis, the historical rates were used, corresponding 

to the time of the annual reports. For Sonova the Swiss rates was used, to capture the difference in interest 

rates between currencies. 

9.2.2.2.2 Estimating the market premium 

Calculating the market premium is a daunting task, often requiring large models or surveys in order to provide 

estimates. Given the scope of this project, it seems appropriate to use an external source for the market 

premium. A survey conducted in mid-2016, estimated the Danish median risk premium to be 5% (Fernandez, 

et al., 2016). The authors of this report include a professor of Corporate Finance and his research assistant, 

along with an independent researcher. Their method was to survey finance and economics professors, analysts 

and managers of companies, regarding the level of market premium they were using. For Denmark, 63 useable 

replies were received, and they consolidated those replies, to calculate the median market premium. It is 

notable that this source is used, as it is the most recent survey conducted. Alternatives could have been 

mathematical models that are updated periodically, such as the ones published by Aswath Damodaran 

(Damodaran, 2017). However, the surveys are preferred, as this case study is conducted from the point of view 

of an external investor, like the ones surveyed in the above survey. It seems more appropriate to conduct the 

study using their requirements, rather than defining ourselves what requirements they should be using. 

 

On this basis, we set a risk premium of 5% going forward. With this, the CAPM model can be written as: 

𝑟𝑖 = 0,706% + 𝛽𝑖 · 5% 

 

When calculating the WACC for the financial statement analysis, it is the same market premium used, and it 

is assumed constant over the period. 

9.2.2.2.3 Estimating the required return on equity 

With the CAPM model prepared, all that is needed is to calculate the beta on equity for WD. The beta 

represents the systematic risk that the given equity has. Systematic risk is the risk that cannot be diversified 

away, and as such excludes all company risk and similar. Beta can also be understood, as the correlation 

between the stock and market returns, with a beta of 1 meaning they are perfectly correlated, a beta above 1 

meaning the stock swings more than the market, and a beta below 1 meaning it swings less than the market 

(Petersen & Plenborg, 2012). To find the beta, one can do a regression of stock returns against the market 

returns, and use the slope as the beta, as the slope shows how the two moves relative to one another. The main 

issue lies in finding a proper market portfolio to compare with, since there currently is no data for an all-
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inclusive market portfolio. As such, the Danish market index OMXC20 will be used. This particular index is 

chosen, as it represents the Danish market, and as such is consistent with the market premium chosen earlier. 

As noted by Tim Koller (2010), one should use monthly returns, for more accurate results, as day-trading 

might cause issues in daily returns, and other behavioural finance issues might be included. Another issue is 

the period used - using a longer period would provide more accurate data, but it also increases the likelihood 

of changing in the beta, either due to changes in industry factors or capital structure. Tim Koller (2010) 

suggests using a five-year period, based on an empirical study, suggesting it gives the most appropriate results, 

and hence this thesis will also use a five-year period. 

 

Using data on the stock returns obtained from Nasdaq OMX, we can scatterplot the returns of OMXC20 and 

William Demant, using the returns on the first business day of every month in the period between March 2013 

and February 2018, and are given the following results (Nasdaq, 2018). That scatterplot is shown in figure 21. 

 
Figure 21: Scatterplot of William Demant returns vs OMXC20 returns. 

As seen when performing the regression, we get a slope of about 0,468, which implies that WD has a beta of 

0,468. This means the company is only about half as risky as the market portfolio, and as such do not react too 

much to large-scale market changes. While it is expected that WD has a low beta, this number appears 

unreasonably low. WD is expected to have a low beta, both because they hold largely equity as seen in section 

9.2.2.1, which is proven to lower the riskiness of equity due to less default and agency cost (Miller & 

Modigliani, 1958), but also because the industry itself is relatively stable. 

 

Even in times of poor growth or recessions, people will still demand hearing aids. Even if it is a relatively 

expensive item, the alternative is to suffer from hearing impairment and thus have a lower quality of life. It is 

therefore arguably not likely that people will choose to stop buying hearing aids, although it is likely that 

people will attempt to extend the lifetime of the products. As such, a beta below 1 is expected, but due to the 

high price of the product, it is likely that the industry will suffer if the economy as a whole suffers too. It is 
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noteworthy that Reuters estimate WD’s beta to be 0,675 (Reuters, 2018), which is a fair bit higher and closer 

to what one perhaps would expect. 

 

Koller (2010) suggests that simply doing a regression can yield bias in the beta estimates. This can happen if 

the firm in question has had a particularly good or poor period, which may affect the beta. Instead, he suggests 

using an industry asset beta, and leverage it to the same level as the firms. An industry beta is less likely to 

include bias, as it would require for the entire industry to over perform. In the financial statement analysis, it 

was shown that the industry as whole has been performing well, but GN Store Nord barely grew their value 

creation, which indicates that there has been trouble in some of the firms in the industry, which can help even 

out the errors in the beta estimates. The unlevered and levered betas can be calculated using the following 

formulas (Tim Koller, 2010): 

𝛽𝑢 =
𝛽𝑒

1 +
𝐷
𝐸

→ 𝛽𝑒 = 𝛽𝑢 · (1 +
𝐷

𝐸
) 

Where 𝛽𝑢 is the asset beta and 𝛽𝑒 is the equity beta. This does assume that all debt has a beta of 0. While this 

is an unfair assumption to a degree, it is difficult to obtain data about the beta of debt, without using a credit 

rating, which does not exist for WD. As such, this assumption will be allowed. To gain an industry unlevered 

beta, the beta for the two other firms in the peer group will be calculated similar to how it was for WD, using 

regression which for GN Store Nord can be seen in appendix 2.4.1, and for Sonova it can be seen in appendix 

3.4.1. Sonova6 had a beta of 0,999 and GN Store Nord had a beta of 0,659. Using those numbers, we can 

estimate the unlevered beta for each year in the past five years, by deleveraging the firms to hold only equity, 

and average those beta values, to get an estimate for the industry beta. The results of that can be seen in table 

33.  

                                                      
5 This is may to be due to Reuters using S&P500 as their market portfolio by default (Reuters, 2018), which would definitely explain 

them having a different beta. 
6 For Sonova the Swiss market index was used, just as the Danish was used for the Danish companies. This is to avoid exchange rate 

differences being included in the estimates. 



Copenhagen Business School  Cand.merc ASC 

Page 100 of 156 
 

 
Table 32: industry beta estimation. Compiled by authors based of financial statements and own beta regressions 

This implied an industry beta of 0,554, which is more reasonable, even if still somewhat low. With full equity, 

the threat of default cost and agency cost would be substantially lower, which would provide a low beta, but 

it still seems odd that the beta would not be at least somewhat higher. Leveraging this to the forecasted capital 

structure of WD, their beta can be estimated to be: 

 

𝛽𝑒 = 0,554 · (1 +
14%

86%
) = 0,645 

 

Using that as our estimate for the equity beta, the required return can be calculated as follows: 

 

𝑟𝑒 = 0,706% + 0,645 · 5% = 3,93% 

 

As such, the required return on WD stocks is 3,93%. This is a rather low required rate of return on equity but 

given that WD holds largely equity and little debt as well as the currently low interest rates in Denmark, it is 

deemed reasonable.  

 

This method is also the one used to calculate the required return on equity for both Sonova and GN Store Nord, 

in the financial statement analysis as part of their WACC calculation. Sonova has a beta of 0,999 and GN Store 

Nord has a beta of 0,659. Note that for Sonova, the Swiss market index (SMI) was used, because Sonova is a 

Swiss company, and as such required a more appropriate market index (Wall Street Journal , 2018). 

9.2.2.2.4 Estimating the required return on debt 

Ideally, for the required return on debt, one would use the beta of the debt, and plug it into the CAPM model, 

just the same as for equity. However, this is not possible, as there are no market data on the changes in value 

2017 2016 2015 2014 2013 2012

William Demant 0,468 22% 29% 24% 24% 19% 19%

Sonovo 0,649 46% 36% 32% 32% 37%

GN Store Nord 0,999 27% 37% 31% 23% 18% 22%

William Demant 0,384 0,362 0,377 0,378 0,392 0,393

Sonovo 0,445 0,476 0,493 0,493 0,474

GN Store Nord 0,787 0,731 0,765 0,810 0,844 0,820

Averaged unlevered beta 0,554

Equity 

beta

D/E

Industry unlevered beta estimas

Implied unlevered beta
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of WD’s debt. The alternative would be to use a credit rating by respected agencies, and use a beta 

corresponding to that rating, however WD have not been publicly credit rated by any such firms. As such, we 

are forced to look at what WD have paid historically as a proxy. The historical cost of debt for WD is shown 

in table 34. 

 
Table 33: Historical cost of debt for William Demant. Compiled by authors based of financial statements 

Note that the values above do not include any cost or values from operating leases, as these will be handled 

separately. The values are also on a pre-tax basis, as the tax rate has been forecasted separately in section 

9.2.1.2.2. 

 

Over the period WD’s cost of debt has gone down significantly, which is understandable, as the interest rates 

have been dropping over the period. In particularly the Danish rates are extraordinarily low, which has aided 

WD in lowering their cost of debt. Thus, the values closer to 2017 seems to be a better proxy for the actual 

cost of debt that WD is facing today. Between 2013 and 2017, WD’s cost of debt were between 1.7% and 

2.3% and seem to have increased slightly in the period. We asses that WD’s cost of debt going forward will 

be 2.15%. This is set towards the high end, with the argument that WD’s poor liquidity will keep financial 

costs at the high end. 

9.2.2.2.5 Estimating the required return on operating leases 

When calculating the required return on the operating leases, the same rate as was used during the 

reformulation is applied in the last year of 2017. This was the best proxy when doing the adjustments to the 

financial statements, and they remain the best proxies now. As such the required return on operating leases is 

-0.04%. 

9.2.2.3 Calculating the WACC 

In calculating the WACC, we simply assemble the pieces collected in the previous parts and putting them into 

the WACC formula shown earlier. For the tax rate, the same tax rate as otherwise forecasted is used. 

 

𝑊𝐴𝐶𝐶 = 3,93% ∗ 86% + 2,15% · 10% · (1 − 21,4%) + (−0,04%) · 4% · (1 − 21,4%) 

𝑊𝐴𝐶𝐶 = 3,6% 

 

Based on the calculation, WD’s WACC going forward is 3.6%. 

 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Average

Financial expenses, net -111 -98 -70 -70 -64 -111 -86 -116 -94 -139

NIBD, less operating leases 5112 4939 4063 3200 2830 2500 2435 2279 2166 2191

Cost of debt 2,17% 1,98% 1,72% 2,19% 2,26% 4,44% 3,53% 5,07% 4,35% 6,36% 3,41%

Cost of debt for William Demant
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Overall, this WACC is considerably low, and arguably it might even be too low from a pragmatic perspective. 

In a report on WD by Sydbanken (2017), the bank applied a WACC of 7,3%. This is substantially larger than 

the one estimated in this thesis, and the difference between them when calculating the value of the stock would 

most likely be vast. However, they do not specify the method with which they calculate the WACC, meaning 

that it cannot be proven that the WACC they used is scientifically correct, which is why it is deemed 

academically inappropriate for this thesis. One could speculate that they get higher required returns, due to 

them using a multi-factor model, which includes more risk factors. However, as was elaborated on in section 

9.2.2.3. the CAPM model has more empirical data supporting it, than other models, which it why it was chosen 

for this thesis, even if it may mean that our result vary with those of other analysts. 

 

While we acknowledge that our WACC is lower than used by other relevant analysts, it is important to 

highlight the underlying reasons. WD is a low beta firm, which has a notable effect on the WACC-calculations. 

Even more important, at current date the interest rates are low relative to historic rates, which significantly 

lowers the required returns and thus the WACC. Overall, we believe this WACC is calculated in a fair and 

correct manner but realize and accept that in the eyes of peers the WACC may need to be higher. 

9.3 Forecast and valuation results  

In table 35, the forecast is shown in real values, as well as the valuation model underneath it. To see the forecast 

in nominal values, please see appendix 6.3. 

 

As can be seen from the forecast and valuation, the enterprise value of WD is DKKm 108.004, and the equity 

value is DKKm 101.874. This gives a stock value of DKK 397,08 on the 1/1/2018, which is then adjusted to 

find the price on the 22/2/2018 which is DKK 399,30. Comparing this to the market price on the 22/2/2018, 

which was DKK 210,60 it is clear that WD is undervalued, in fact by 89,6%. As such, there is a clear buy 

recommendation, as the stock is priced far too low in the market, which would give investors an abnormal 

return when the market forces adjusts the stock price to reach its actual value of DKK 399,30. 
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Table 34: William Demant forecast and valuation model in real values. Own Creation 

10. Sensitivity analysis 

The sensitivity analysis seeks to analyses how sensitive the results of the valuation is to different key factors. 

It is important to know to what extent different inputs need to vary, in order to change the recommendation. 

The more sensitive the analysis is the more in-depth the final value of the stock can be argued and discussed 

since even small changes in the forecast may have largescale effects. When measuring the sensitivity, a 

simulation approach will be used: the value of the stock will be recalculated for a large number of other 

forecasted values of one input at a time. These results will be depicted through graphs, which allows the readers 

to see how different forecasted values affects the outcome. The sensitivity analysis will focus on the four 

Income statement (DKKm) 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 Terminal period

Revenue 13.151 13.112 13.330 13.526 13.724 13.912 14.089 14.269 14.436 14.592 14.735 14.879 15.011 15.128 15.232 15.322 15.352

Production costs -2.988 -3.147 -3.266 -3.381 -3.431 -3.478 -3.522 -3.567 -3.609 -3.648 -3.684 -3.720 -3.753 -3.782 -3.808 -3.830 -3.838

Gross profit 10.163 9.965 10.064 10.144 10.293 10.434 10.567 10.702 10.827 10.944 11.051 11.159 11.258 11.346 11.424 11.491 11.514

R&D costs -750 -787 -773 -771 -769 -765 -775 -785 -794 -803 -810 -818 -826 -832 -838 -843 -844

Distribution costs -5.646 -5.638 -5.732 -5.816 -5.901 -5.982 -6.058 -6.136 -6.208 -6.275 -6.336 -6.398 -6.455 -6.505 -6.550 -6.588 -6.601

Administrative cost -618 -656 -667 -676 -686 -696 -704 -713 -722 -730 -737 -744 -751 -756 -762 -766 -768

Share of profit from associates/joint venture 53 54 56 57 59 60 62 64 66 68 70 72 74 76 78 80 81

EBITDA 2.829 2.939 2.949 2.938 2.996 3.052 3.091 3.132 3.170 3.205 3.238 3.271 3.301 3.328 3.353 3.375 3.381

Depreciations -289 -318 -308 -313 -318 -323 -327 -332 -336 -340 -344 -347 -351 -354 -357 -359 -361

Amortizations -84 -97 -115 -117 -119 -121 -123 -124 -126 -127 -129 -130 -131 -132 -133 -134 -135

EBIT 2.456 2.524 2.525 2.508 2.558 2.608 2.641 2.676 2.708 2.738 2.765 2.793 2.819 2.842 2.863 2.881 2.885

Operating tax -527 -528 -528 -524 -535 -545 -552 -559 -565 -571 -577 -582 -587 -592 -596 -599 -600

NOPAT 1.930 1.995 1.997 1.983 2.024 2.063 2.089 2.117 2.142 2.166 2.188 2.211 2.231 2.250 2.267 2.282 2.285

Balance sheet (DKKm)

Goodwill 6.339 6.196 6.057 5.921 5.794 5.669 5.547 5.433 5.321 5.212 5.104 5.004 4.906 4.810 4.716 4.623 4.532

Other intagible assets 553 656 667 676 686 696 704 713 722 730 737 744 751 756 762 766 768

Non-current operating assets 5.008 4.852 4.932 5.005 5.078 5.148 5.213 5.279 5.341 5.399 5.452 5.505 5.554 5.597 5.636 5.669 5.680

Current operating assets 4.885 4.983 5.066 5.140 5.215 5.287 5.354 5.422 5.486 5.545 5.599 5.654 5.704 5.749 5.788 5.822 5.834

Operating assets: 16.784 16.686 16.721 16.742 16.773 16.799 16.818 16.848 16.870 16.885 16.892 16.908 16.915 16.913 16.901 16.881 16.814

Operating liabilities 3.221 3.016 3.066 3.111 3.157 3.200 3.241 3.282 3.320 3.356 3.389 3.422 3.452 3.480 3.503 3.524 3.531

Invested capital 13.563 13.671 13.655 13.631 13.616 13.599 13.578 13.566 13.550 13.529 13.503 13.485 13.462 13.433 13.398 13.357 13.283

WACC 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60%

ROIC 14,7% 14,6% 14,5% 14,8% 15,1% 15,4% 15,6% 15,8% 16,0% 16,2% 16,4% 16,5% 16,7% 16,9% 17,0% 17,1%

EVA 1.507 1.504 1.492 1.533 1.572 1.600 1.628 1.654 1.678 1.701 1.725 1.746 1.765 1.783 1.799 1.804

d(t) 0,965 0,932 0,899 0,868 0,838 0,809 0,781 0,754 0,727 0,702 0,678 0,654 0,631 0,609 0,588

Present value of EVA 1.455 1.402 1.342 1.331 1.318 1.294 1.271 1.246 1.221 1.194 1.169 1.142 1.115 1.087 1.059

Terminal value 128.840

Present value of terminal period 75.798

Total present value of EVA 94.441

Invested capital, primo 13.563

Enterprise value 108.004

NIBD 5.113

Operating leases 1.018

Estimated market value of equity 101.874

Outstanding shares (millions) 257

Estimated share price at 01-01-2018 (DKK) 397,08

R_e 4%

days until 22-02-2018 52

Estimated share price at 22-02-2018 (DKK) 399,30

Actual share price at 22/02/2018 (DKK) 210,60

Over/undervalue 89,6%

William Demant forecast in real values (DKKm)

EVA calculations
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following factors: WACC, terminal growth rate, revenue growth and profit margin. These factors are analysed 

further due to their imperative nature in relation to the valuation, stemming from previous sections.  

10.1 Sensitivity of the WACC 

The WACC is a crucial input in any enterprise-based valuation, as it can have a large impact on the value. It 

was shown how other analysts used higher WACCs when valuing WD, and as such it seems sensible to 

investigate, how much a different WACC would affect the current buy recommendation. In figure 22 the stock 

price is plotted on the Y-axis, against the WACC on the X-axis. 

 

 

Figure 22: Stock price sensitivity to WACC. Own creation 

In the valuation of this thesis a WACC of 3.6% was used, and as is shown by the graph a WACC of 4.8% 

would generate a stock value in line with that of the stock market. If one were to use the WACC of 7.3% used 

by Sydbank, the value of the stock would drop to DKK 103.26, making it highly overvalued, thus changing 

the conclusion entirely. At the same time, it is noted that if the WACC was any lower, the price would increase 

exponentially fast, reaching DKK 702.85 at a WACC of 3%, which is almost double the estimated value of 

the stock. 

 

Overall, this proves that the value of the firm is highly sensitive to changes in the forecasted WACC. A change 

of 1.3 percentage points is all it takes for the firm to stop being overvalued. This brings up an interesting 

question - given how the WACC is estimated, how much would the underlying factors need to change for the 

stock to be priced fairly? This can be calculated easily, by doing the WACC calculations backwards. The most 

interesting of the underlying factors, is the required rate on equity, which it itself depends on the market 

premium, the equity 𝛽 and the risk-free rate. 
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For the WACC to be at 4.8%, the required rate on equity would need to be at 5.39%, which in it itself implies 

either a risk-free rate of 2.17%, a beta of 0.9368 or a risk premium of 7.6%. A risk-free rate of 2.17% is 

substantially above the 0.706% used in this thesis. Given that the valid risk-free rate is easy to obtain and hard 

to argue about, it seems unlikely that there are estimation issues in the risk-free rate. This is unless someone 

were to argue that Denmark is too risky to be used as a proxy, and even then - that argument would imply that 

using a rate of 0.706% is too high, so someone would need to argue the Danish government has a negative 

beta.  

 

For the beta to be 0,937 seems a fair bit high, considering the safe capital structure, government subsidization 

and generally stable market, however Sonova did get a beta of 0,999 when doing regression, so it is possible 

that the beta could be higher, but it seems farfetched.  

 

Finally, regarding the market premium, in the study by Fernandez, et al. (2016) the respondents used a wide 

array of risk premiums, with some answers as high as 14% and as low as 3%, with a standard deviation of 1.7. 

With that in mind, it is not unlikely that the market is using a higher risk premium, and certainly, there would 

be some investors using a risk premium at around 7.26%. 

10.2 Sensitivity to terminal growth rate 

As can be seen from the valuation model, the terminal period makes up a significant amount of the WD stock 

value, particularly for a forecast with a 15-year budget period. In fact, 80% of the value is generated in the 

terminal period. As such, it seems sensible to look at the main value driver in the terminal period - the growth 

rate. In figure 23, the stock price is plotted on the Y-axis, against the terminal growth rate on the X-axis.  

 

Figure 23: Stock price sensitivity to terminal growth rate. Own creation 
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In the valuation, a growth rate of 2.2% was forecasted. It is notable that for the stock to be priced fairly at 

DKK 210,6, the growth rate would need to be negative, as at a value of 0, the stock’s value is still DKK 214.38, 

which would give a either a hold or weak buy recommendation. Even then, it would be a bold claim to expect 

no growth going forward. This implies that while the stock’s value is rather sensitive to the terminal growth 

rate, the conclusion is not - it will always end in a buy recommendation. On the other hand, what happens if 

the growth rate increases? We can see that with a growth rate of 2.8%, the price goes up to DKK627.59, which 

is a massive increase from such a slight change in the growth rate. This could be considered a limitation of the 

chosen model for calculating the value of the terminal period, as for the Gordons growth model to function, 

the growth rate must be below the WACC. As the difference between the two approached zero, the value of 

the firm approaches infinity. On this basis, one could consider the model a bad choice, when combined with a 

relatively low WACC. 

 

Overall, it is concluded that the value of the stock is sensitive to changes in the forecasted terminal growth 

rate, however the conclusion is not sensitive - it would take a rather extreme expected future growth rate, for 

the stock to become overvalued.  

10.3 Sensitivity to revenue 

Revenue is perhaps the single most important item in the forecast. All other factors either directly or indirectly 

depend on revenue. As such, the importance of revenue on the final value should be considered. In figure 24 

the value of the stock is plotted on the Y-axis, against percentage points increase in revenue relative to the 

forecasted values (for each budget year) on the X-axis. Note that when discussing revenue growth in this 

section, the terminal period is excluded. 

 

Figure 24: Stock price sensitivity to revenue growth. Own creation 

0

100

200

300

400

500

600

700

800

-6% -4% -2% 0% 2% 4% 6%

S
to

ck
 p

ri
ce

 (
D

K
K

)

Extra annual growth rate

Sensitivity to Revenue



Copenhagen Business School  Cand.merc ASC 

Page 107 of 156 
 

At 0% change, the graph shows the same value as estimated earlier: DKK 399.30, as expected. By lowering 

the revenue growth by two percentage points each year the stock price is still at DKK 309.49 and thus a safe 

buy recommendation. In fact, revenue growth would need to be 5 percentage points lower each year, for the 

stock to be priced fairly at the current price of DKK 210.6. This is a rather large drop in growth and would 

actually imply that growth throughout the entire budget period would have to be negative. Therefore, it can 

easily be argued that the stock’s value is not highly dependent on revenue, and the conclusion is most certainly 

not. 

10.4 Sensitivity to costs 

It goes without saying that costs are an important factor in the value creation. The higher costs, the lower 

NOPAT, which lowers ROIC, and thus lowers EVA. Earlier in the thesis, five different costs were forecasted 

separately. This section seeks to investigate, what would happen if additional costs, taking up percentage of 

revenue, were added. Note that from a mathematical perspective, it does not matter which type of cost it is, as 

they all have the same impact, and therefore all are evaluated together. 

 

In figure 25 the stock price is plotted on the Y-axis, against an extra cost in percent of revenue on the X-axis. 

Alternatively, this can be interpreted as the X-axis being a change in profit margin, with negative values being 

a decrease and a positive value being an increase. 

 

Figure 25: Stock price sensitivity to costs. Own creation 

At 0 percentage points change in the costs, the stock price is similar to the forecasted one, with a value of DKK 

399.30. It can be seen that the profit margin would need to drop as much as 7.6 percentage points, for the stock 

to be priced fairly at DKK 210.6 as according to the stock market. This would mean that the profit margins 
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would need to be halved from the forecasted profit margins, which hover around 14.5-15%, as shown in table 

36. 

 

 
Table 35: Forecasted profit margin. Own creation 

When considering that the historical profit margins for WD have hovered around 14-15% as well, it seems 

unrealistic to believe that the forecasted margins are off by that much. With that in mind, it is not deemed that 

the conclusion is sensitive to changes in profit margins, given how much lower they would need to be relative 

to both the forecast and what is observed historically.  

11. Discussion 

The research of this thesis is based on a number of underlying sub questions that were fundamental to generate 

the final valuation of WD. The most important findings of each sub question will be presented next. 

 

The strategic analysis shows four key macro-factors that influence the current and future activity in the hearing 

aid industry. Firstly, the global economic climate is doing well with a positive outlook, which is likely to 

increase purchasing power across markets. Secondly, there are indications that the demand for hearing aids 

globally will grow due to more people suffering from hearing impairment. Thirdly, the importance of 

technology is increasing, which forces firms in the hearing aid industry to invest in R&D to stay competitive. 

Finally, the US recently passed a new law that allows for hearing aids to be sold over-the-counter, which 

requires new products suited to the new market. This is likely to affect both revenue and cost for firms in the 

industry. 

 

The strategic analysis furthermore shows that the industry is attractive with potential of high profitability for 

competing firms. This is due to the following main factors. There are currently no substitutes for hearing aid 

products, which allows firms to price more aggressively. The industry is characterised by high entry barriers, 

which reduce the risk of new competition. The market is dominated by few key players and given the high 

market growth there is reduced risk of market share poaching. However, R&D is a controlling force, which 

still forces firms to invest heavily in R&D, which directly increases competition due to high exit costs. 

Customers have moderate bargaining power due the fact that hearing aid products have a clear positive impact 

on life quality and are traditionally obtained through a relatively long process with hearing aid specialists. 

However, with the OTC market opening up in the US, customer bargaining power is likely to increase.  

 

Year 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032

Profit margin 15,2% 15,0% 14,7% 14,7% 14,8% 14,8% 14,8% 14,8% 14,8% 14,9% 14,9% 14,9% 14,9% 14,9% 14,9%

Forecasted profit margin
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WD’s value chain gains its competitive advantage from its scale. The firm is present globally, which allows 

them to efficiently react to market changes. It is also clear that the firm has a strong focus on R&D, results of 

which are seen in a number of successful product launches in recent time. Moreover, the firm is regarded as 

having a strong management, yet it is not diversified which can potentially create problems when operating in 

emerging markets. WD is also characterised to be an attractive employer, which allows them to choose 

competitive candidates for job openings.  

 

Historically, WD has performed above industry-levels with high value creation. They are managing to have 

high returns in the market, which stems from a relatively higher profit margin and competitive invested capital 

turnover rate. The lower costs are not a result of skimping on R&D but rather lower production costs. There is 

a concern about the distribution costs, which has been growing at an alarming rate. However, this is a focus 

point for WD. The firm is characterised by low liquidity relative to industry peers but with a high degree of 

solvency, there is limited risk of default on payments. Overall, it is expected that the value creation will 

continue going forward as it has been stable and high across the last ten years.  

 

The analysis shows that WD will have high future growth, limited only in the near future due to expected 

exchange rate losses. Costs are expected to stay roughly the same, with some of them dropping a little, due to 

WD implementing cost saving strategies as well as market changes.  

 

In terms of cost of capital, the thesis finds a WACC of 3.6% to be fair. Although external analysts suggest a 

higher WACC, with Sydbank at 7.3%, we argue that the WACC of 3.6% is appropriate due to theoretical 

correctness of WACC-calculations, which are based on academically sound models. With the market currently 

having low interest rates, the low systematic risk of the firm and the fact that WD mainly holds equity, goes a 

long way in justifying the lower WACC.  

 

From the sensitivity analysis it can be seen that the stock price is particularly volatile to changes in WACC 

and terminal growth rate. However, for the most part the conclusion remains the same with most factors 

requiring large changes to the forecasted values for the stock price to adhere to the current market price. The 

exception is the WACC, where even small changes have large effects on the stock price.  

 

From the analysis it is found that the value of one WD share is DKK 399.30 as of 22/02/2018. This implies 

that the market undervalues the share by 89% as the market price at cut-off-date is DKK 210.60.  

 

We believe that the market currently undervalues the stock price due to an unreasonably high required return. 

As seen in the sensitivity analysis the WACC is the most sensitive factor and external sources moreover apply 



Copenhagen Business School  Cand.merc ASC 

Page 110 of 156 
 

a higher WACC. This could be a result of low interest rates with investors refusing to accept such low returns 

and thus requiring higher returns than they should. Perhaps this is due to investors maintaining historical 

required returns and not adjusting to current market situation with low interest rates. It is also possible that 

investors are simply perceiving that WD is riskier than they really are, and thus applying a higher beta. The 

result of this thesis should thus be a wake-up-call for investors that are clinging onto historical required returns 

as they are currently disregarding a valuable investment opportunity. Additionally, it is not believed that 

external investors are more pessimistic about the forecasted growth of the firm as all indicators are positive 

with only few threats. On a related note, it would be interesting to investigate if there is a systematic 

undervaluation of Danish firms, which could support the hypothesis of investors demanding higher returns 

than they should.  

 

Presented next are some key considerations that were developed throughout the process of writing the thesis 

regarding the chosen theoretical and methodological approaches. One could have applied other models and 

frameworks that consequently would have provided further and/or altered results. 

 

A struggle of the strategic analysis was lack of secondary data needed for certain aspects of applied strategic 

frameworks. This primarily affects the extent of the value chain, where there is simply is not enough publicly 

available data to provide for comprehensive and detailed analysis. It also has slight effect on Porter’s five 

forces, where it was difficult to assess the relation between WD and customers as well as suppliers. While we 

feel that that the applied frameworks provide valuable insights, these information gaps could have mitigated 

through the use of primary data relating to these aspects. In particular, it would have been useful to have direct 

contact with relevant employees at WD, to gain a thorough internal perspective on matter such as procurement, 

inbound logistics and more. Nonetheless, this was not an option as the intent of the thesis has been to generate 

a stock price from the point of view of an external investor who generally would not have access to this type 

of information. Furthermore, having access to this kind of information creates a risk of insider trading. One of 

the advantages of not having a direct relation to WD, is that we avoid any risk of insider trading, and also that 

there should be less biases throughout the thesis, as we have no personal, social or otherwise stake in the 

perceived performance of the firm.  

 

In terms of the chosen models, it is unfortunate that no industry-specific frameworks were found as these could 

potentially have provided a more in-depth and detailed analysis with focus on industry-specific value drivers. 

In regard to the Porter’s five forces framework it appears that it does not provide insights into several of the 

hearing aid industry’s specific dynamics as the framework is generic in nature. For example, synergies with 

other industries is neglected such as the headphone market where WD is active. Furthermore, with R&D as a 

controlling force in the industry, one could speculate how knowledge-sharing in the industry works and to 
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what extent firms share knowledge and work with each other, and if open innovation occurs. The value chain 

is also generic and while we consider it to apply to a firm such as WD, which is a typical manufacturing firm, 

it would be interesting to add an element of how government regulations impact the value chain and whether 

it adds additional elements such as lobbyism.  

 

In the financial statement analysis, there were found to be a few problems relating to accounting quality where 

one could have used several other methods of dealing with these. While naturally other pragmatic adjustments 

could have been made, what is more interesting would be a more radical approach to simply limit the financial 

statement analysis to merely look at five years. This would have solved the problem of accounting policy 

changes and allowed for a period where all policies are identical over time rather than our solution where 

policies over ten years are close to identical. However, at the same time, this would have given a shorter period, 

which consequently would make it more difficult to analyse performance and draw conclusions since its 

questionable if five years is sufficient to capture a full business cycle. As such, this is a trade-off between 

either obtaining more valid accounting data or a more reliable foundation for performance analysis. After 

thorough discussion, it was decided that the accounting adjustments were valid enough so that a ten-year period 

would be the superior choice.  

 

The size of the peer group is also up for discussion. Ideally, one would want a large number of similar firms. 

However, in practice including additional firms, which gives a better average of the industry, would make a 

peer group where firms differ more, making the industry less comparable. In this thesis, we chose a peer group 

with optimal similarities to ensure valid comparisons, yet this resulted in a rather small peer group with only 

two firms. Thus, it could be questioned if the industry is properly represented. The thesis still manages to cover 

a large amount of total industry revenue, however it is noted that a larger peer group would generate a better 

idea of the average possible performance in the industry.  

 

While we believe that the WACC applied in this thesis is appropriate, it is important to provide further 

discussion on the matter. As already noted, the conclusion is highly sensitive to the WACC and external 

sources have used a higher WACC. This would make one wonder about the optimal method for estimating the 

WACC, with both academic and practical relevance. It could be discussed to apply another model than the 

CAPM such as a multi-factor model, which for instance would account for the exchange rate risk WD takes 

on when operating in the US market. Another factor could be to differentiate between small and large-cap 

firms, which is used in the Fama and French three-factor models. These models have a certain appeal in that 

they display a more realistic worldview where investors look at more than simply one factor. However, we 

still feel that the CAPM, which is backed by superior empirical evidence, is the correct choice. With that said, 

one could question if the CAPM model works when the risk-free return on asset is this low given that the 
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security market line is dependent on having a risk-free asset to benchmark against. This could be an interesting 

look into how macroeconomic factors influence the model and whether systematic risk truly can cover all of 

those. Additionally, in the valuation of WD, the terminal period provides most of the value, which stems from 

having a low spread between the WACC and growth. On this basis, the choice of using the Gordon growth-

model is up for discussing when having a low WACC, as when the WACC approaches the growth rate the 

value calculated approaches infinity. While the model may be mathematically proven to work, one could 

discuss if it is realistic, as when valuing bonds, there is a higher risk premium on later cash flows - what would 

be an appropriate risk premium on cash flows occurring an infinity away? As such, one could consider applying 

other models, yet there are few supported by the literature. 

 

In the forecast, one could consider valuing emerging markets using a real-option approach. This would have 

allowed us to include the value of current investments compared to potential future returns. As per the analysis, 

we do not find that there is sufficient valid data to support such a model yet. However, for future valuations of 

WD this should be considered, as emerging markets provide a clear investment option and while such an 

investment is uncertain it does not mean that it is not valuable.  

 

Finally, we believe that one could have considered using a different valuation model than the EVA to account 

for the fact that WD is currently not paying out dividends. As such, the equity valuation model called the 

dividend model where one forecasts a pay-out-ratio in addition to the rest of the forecast, could have been a 

possible choice and would have removed the assumption that any dividends not paid out are reinvested at a 

return equal to the WACC. Arguably, WD is currently producing higher returns than the WACC and therefore 

any dividends withheld and reinvested in the firm, might also produce returns higher than the WACC. 

However, without internal information on the investment plans this is a hard argument to make and as such 

we stand by the choice of the EVA-model.  

12. Conclusion 

This thesis has aimed to find the value of William Demant’s equity for the purpose of valuating the firm. After 

careful analysis, it has been found that William Demant’s equity is worth DKKm 101.874, which translates to 

an individual share price of DKK 399.30 at 22/02/2018. The market price at the same date is DKK 210.60, 

which shows that the stock is undervalued by 89.6% and therefore this thesis puts forward a clear buy 

recommendation.  

 

This value was found through a forecast of William Demant’s future performance and using an EVA valuation 

model on the forecast. The forecast itself was develop based of a strategic analysis of both the internal and 
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external environment and a financial statement analysis where William Demant was compared to industry 

peers. The strategic analysis found that the industry is profitable and is expected to grow significantly as there 

is an increasing demand for hearing aid products globally. Certain changes to the US market are expected as 

part of the recently passed over-the-counter-law, however the analysis deems that William Demant will be 

able to adapt with relative ease due to the firm’s focus on R&D, which allows for efficient product 

development. As per the financial statement analysis, it was found that William Demant is a high performer 

compared to its peers, with higher than industry returns mainly due to lower production costs. It also shows 

that William Demant is currently investing heavily in the industry, which is sensible as there is valuable growth 

to be had, which translates to an increased share price. All models, methods and approaches used in this thesis 

are suggested by relevant valuation literature to ensure validity and reliability of the product.  
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Appendix 

Appendix 1: William Demant Appendices 
1.1 William Demant reported income statement 

 
 

1.1.1 William Demant adjusted income statement 

 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Revenue 13189 12002 10665 9346 8959 8555 8041 6892 5701 5374 5488

Production costs -3163 -2972 -2770 -2533 -2441 -2428 -2264 -1934 -1666 -1648 -1517

Gross profit 10026 9030 7895 6813 6518 6127 5777 4959 4035 3725 3971

R&D Costs -919 -839 -763 -680 -634 -652 -633 -615 -576 -533 -505

Distribution costs -6095 -5654 -4689 -3877 -3652 -3311 -2959 -2470 -1929 -1798 -1726

Administrative expenses -727 -676 -613 -560 -545 -523 -482 -449 -381 -354 -475

Share of profit after tax, associated and joint ventures 53 81 48 65 49 12 6 6 0 3 2

EBIT 2338 1942 1878 1761 1736 1653 1709 1430 1149 1042 1268

Financial income 49 42 44 39 45 44 40 32 29 29 29

Financial expenses -160 -143 -113 -109 -117 -176 -143 -147 -123 -169 -126

Profit before tax 2227 1841 1809 1691 1664 1521 1606 1314 1055 903 1171

Tax on profit for the year -468 -377 -370 -364 -378 -370 -407 -326 -260 -221 -276

Profit for the year 1759 1464 1439 1327 1286 1151 1199 988 795 682 895

Comprehensive income

Items that have been or may subsequently be reclassified to the income statement:

Foreign currency translation adjustment, subsidiaries -350 43 84 212 -224 3 57 122 39 -59 -32

Value adjustment of hedging instruments:

   Value adjustment for the year: 147 -20 -152 -98 83 4 -80 -60 -39 6 14

   Value adjustment transferred to revenue -49 46 158 -11 -68 101 -26 81 -59 -24 -31

   Value adjustment transferred to production costs 0 0 0 0 0 0 0 0 0 -18 -3

   Value adjustment transferred to financial expenses 0 0 1 1 11 28 22 0 0 0 0

   Value adjustment of other investment 0 0 0 0 0 0 0 0 0 -2 1

Tax -11 -9 14 -2 6 -27 13 10 14 -3 4

Total: -263 60 105 102 -192 109 -14 153 -46 -99 -46

Items that will not subsequently be reclassified to the income statement: 0 0 0 0 0 0 0 0 0 0 0

Actuarial gains/losses on defined benefit plans 8 -7 -8 -14 5 8 -24 2 9 -7 2

Tax -2 1 1 2 -1 0 0 0 0 0 0

Total: 6 -6 -7 -12 4 8 -24 2 9 -7 2

Other comprehensive income -257 54 98 90 -188 117 -38 155 -37 -107 -45

Total Comprehensive income 1502 1518 1537 1417 1098 1268 1161 1143 757 576 850

William Demant income statement (DKKm)

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Revenue 13189 12002 10665 9346 8959 8178 7668 6566 5428 5108 5228

Production costs -3165 -2972 -2769 -2531 -2438 -2181 -2031 -1708 -1471 -1459 -1339

Gross profit 10024 9030 7896 6815 6521 5997 5637 4858 3956 3648 3889

0 0 0 0 0 0 0 0 0 0 0

R&D Costs -919 -839 -763 -680 -634 -598 -583 -566 -533 -493 -467

Distribution costs -6095 -5654 -4689 -3877 -3652 -3288 -2938 -2446 -1908 -1779 -1708

Administrative expenses -727 -676 -613 -560 -545 -512 -472 -439 -372 -346 -467

Share of profit after tax, associated and joint ventures 53 81 48 65 49 45 54 23 9 18 22

EBIT 2336 1942 1879 1763 1739 1645 1699 1430 1152 1047 1270

0 0 0 0 0 0 0 0 0 0 0

Financial income 49 42 44 39 45 44 40 32 29 29 29

Financial expenses -160 -140 -115 -110 -117 -176 -143 -147 -123 -169 -126

Financial lease intrest expenses 2 0 -1 -2 -3 -3 -6 -6 -5 -10 -9

Profit before tax 2227 1844 1807 1690 1664 1510 1590 1309 1052 898 1164

Tax on profit for the year -468 -377 -370 -364 -378 -359 -391 -320 -257 -215 -270

Profit for the year 1759 1467 1437 1326 1286 1151 1199 988 795 682 895

Comprehensive income

Items that have been or may subsequently be reclassified to the income statement:

Foreign currency translation adjustment, subsidiaries -350 43 84 212 -224 3 57 122 39 -59 -32

Value adjustment of hedging instruments:

   Value adjustment for the year: 147 -20 -152 -98 83 4 -80 -60 -39 6 14

   Value adjustment transferred to revenue -49 46 158 -11 -68 101 -26 81 -59 -24 -31

   Value adjustment transferred to production costs 0 0 0 0 0 0 0 0 0 -18 -3

   Value adjustment transferred to financial expenses 0 0 1 1 11 28 22 0 0 0 0

   Value adjustment of other investment 0 0 0 0 0 0 0 0 0 -2 1

Tax -11 -9 14 -2 6 -27 13 10 14 -3 4

Total: -263 60 105 102 -192 109 -14 153 -46 -99 -46

Items that will not subsequently be reclassified to the income statement:

Actuarial gains/losses on defined benefit plans 8 -7 -8 -14 5 8 -24 2 9 -7 2

Tax -2 1 1 2 -1 0 0 0 0 0 0

Total: 6 -6 -7 -12 4 8 -24 2 9 -7 2

Other comprehensive income -257 54 98 90 -188 117 -38 155 -37 -107 -45

Total Comprehensive income 1502 1521 1535 1416 1098 1268 1161 1143 757 576 850

William Demant adjusted income statement (DKKm)



Copenhagen Business School  Cand.merc ASC 

Page 122 of 156 
 

1.1.2 William Demant reformulated income statement  

 
 

  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Revenue 13151 12038 10788 9338 8908 8254 7649 6624,4 5383,2 5083,9 5197,24

Production costs -3060 -2805 -2702 -2464 -2375 -2128 -1985 -1659 -1415 -1423 -1359

Gross profit 10091 9233 8086 6874 6533 6126 5664 4965 3968 3660 3839

R&D Costs -803 -743 -724 -645 -599 -559 -546 -518 -494 -458 -427

Distribution costs -5852 -5420 -4521 -3751 -3525 -3189 -2853 -2377 -1859 -1730 -1663

Administrative expenses -660 -610 -568 -520 -505 -472 -447 -414 -352 -331 -459

Share of profit after tax, associated and joint ventures 53 81 48 65 49 45 54 23 9 18 22

EBITDA 2829 2541 2321 2023 1953 1952 1873 1679 1272 1159 1311

depreciations, amortizations -373 -378 -299 -270 -265 -236 -198 -194 -164 -154 -144

Core operating profit before tax 2456 2163 2022 1753 1688 1716 1675 1485 1108 1004 1167

Operating tax -525 -434 -387 -379 -394 -383 -412 -348 -283 -253 -278

Core operating profit 1931 1729 1634 1374 1294 1333 1262 1137 825 752 888

Special items:

Sale of assets 8 3 4 2 0 5 5 3 -1 2 69

Special restructuring costs -166 -188 -24 0 0 0 0 0 0 0 0

Tax on sale of assets, special restructuring costs 34 37 4 0 0 -1 -1 -1 0 0 -16

Special earnings: -124 -148 -16 2 0 4 4 2 0 1 53

NOPAT 1807 1581 1618 1376 1294 1336 1266 1140 825 753 941

Financial expenses:

Financial income 49 42 44 39 45 44 40 32 29 29 29

Financial expenses: -160 -140 -114 -109 -109 -155 -126 -147 -123 -169 -126

Finance lease intrest expenses 2 0 -1 -2 -3 -3 -6 -6 -5 -10 -9

Net core financial expenses, before tax -109 -98 -71 -72 -67 -114 -92 -122 -100 -149 -105

Taxshield on core financial expenses 23 20 14 16 16 25 23 29 25 38 25

Net core financial expenses -86 -78 -57 -57 -51 -88 -69 -93 -74 -112 -80

Gains/losses on benefit plans 8 -7 -8 -14 5 8 -24 2 9 -7 2

foreign currency translation adjustments -350 43 84 212 -224 3 57 122 39 -59 -32

value adjustments of hedging instruments 147 -20 -152 -98 83 4 -80 -60 -39 4 15

Net special financial expenses, before tax -195 16 -76 100 -136 15 -47 63 9 -62 -15

Taxshield on special financial items -24 2 50 -3 -9 5 11 34 -1 -3 4

Net special financial expenses -219 18 -26 97 -145 20 -36 97 7 -65 -11

Financial expenses net, after tax -305 -60 -83 40 -196 -68 -105 4 -67 -177 -91

Earnings 1502 1521 1535 1416 1098 1268 1161 1143 758 576 850

Earnings less special items 1845 1651 1577 1317 1243 1244 1193 1044 751 640 808

William Demant reformulated income statement (DKKm)
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1.2 William Demant reported balance sheet 

  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Goodwill 6339 6276 5660 3831 3545 2568 1976 1660 786 400 223

Patents and licenses 40 51 22 28 35 47 44 53 47 7 6

Other intangible assets 407 289 275 37 35 33 35 41 22 14 13

Prepayments and assets under development 106 152 20 107 0 0 0 0 0 0 0

Intangible assets: 6892 6768 5977 4003 3615 2648 2055 1754 855 421 241

Land and buildings 871 878 900 749 651 686 672 565 547 552 561

Plant and machinery 210 220 183 173 171 159 132 137 140 152 160

Other plant, fixtures and operating equipment 289 290 285 265 289 259 250 213 178 164 172

Leasehold improvements 265 263 246 171 171 170 154 133 89 73 71

prepayments and assets under construction 83 91 154 199 206 98 68 63 23 10 14

PPE: 1718 1742 1768 1557 1488 1372 1276 1111 977 950 978

Investment in associates and joint ventures 933 583 525 527 459 278 96 83 14 2 2

Receivables from associates and joint ventures 500 383 357 264 151 124 83 70 0 0 0

Other investments 11 8 12 12 11 12 9 6 10 16 7

Other receivables 456 539 567 569 566 623 487 435 330 251 223

Deferred tax assets 372 396 376 238 266 268 278 266 146 161 135

Other non current assets: 2272 1909 1837 1610 1453 1305 953 860 500 430 366

Non current assets: 10882 10419 9582 7170 6556 5325 4284 3725 2332 1801 1585

Inventories 1351 1300 1324 1203 1142 1014 1082 993 797 738 735

Trade receivables 2573 2440 2203 1994 1862 1754 1711 1609 1196 1072 1107

Receivables from associates and joint ventures 81 71 53 12 3 12 5 7 6 0 0

Income tax 107 146 77 94 72 88 46 32 34 34 42

Other receivables 257 259 277 183 202 142 140 57 36 28 24

Unrealised gains on financial contracts 66 11 12 7 45 31 0 30 4 51 20

Prepaid expenses 208 192 188 113 108 104 90 93 72 48 51

Cash 697 710 674 443 328 307 288 240 152 142 151

Assets held for sale 0 0 0 0 0 0 0 0 0 0 0

Current assets: 5340 5129 4808 4049 3762 3452 3362 3061 2295 2113 2129

Total assets: 16222 15548 14390 11219 10318 8777 7646 6786 4626 3914 3714

Share capital 52 53 54 57 57 58 58 58 59 59 61

Other reserves 7375 6908 6445 5529 5000 4003 3242 2385 1243 473 356

Equity to minority interests 6 5 1 -2 -1 -2 4 0 0 0 9

Total equity: 7433 6966 6500 5584 5056 4059 3304 2443 1302 532 426

Interest bearing liabilities 2307 1960 2080 9 81 76 1011 1045 385 518 515

Deferred tax liabilities 159 152 125 134 146 148 113 86 58 53 41

Provisions 215 295 273 154 132 121 195 171 135 137 126

Other liabilities 197 171 119 120 220 136 190 173 42 10 0

Deferred income 208 170 164 36 34 1 0 0 0 0 0

Non-current liabilities 3086 2748 2761 453 613 482 1509 1475 620 718 682

Interest bearing liabilities 3258 3547 3050 3503 3112 2637 1301 1454 1618 1750 1623

Trade payables 516 513 486 342 350 351 405 342 222 219 232

Payables to associates and joint ventures 0 2 2 1 0 0 0 0 0 0 0

Income tax 72 148 145 68 65 54 45 78 34 17 29

Provisions 25 32 16 4 16 36 37 39 11 12 27

Other liabilities 1544 1244 1098 956 902 936 746 726 594 507 587

Unrealised losses on financial contracts 3 46 74 80 11 26 127 65 71 45 2

Deferred income 285 302 258 228 193 196 172 164 155 116 105

Current liabilities 5703 5834 5129 5182 4649 4236 2833 2868 2705 2665 2606

Total liabilities: 8789 8582 7890 5635 5262 4718 4342 4343 3324 3383 3288

Equity and liabilities 16222 15548 14390 11219 10318 8777 7646 6786 4626 3914 3714

Assets

Liabilities

William Demant Balance sheet (DKKm)
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1.2.1 William Demant adjusted balance sheet 

 

2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Goodwill 6339 6276 5660 3831 3545 2566 1962 1649 775 390 217

Patents and licenses 40 51 22 28 35 47 44 53 47 7 6

Other intangible assets 407 289 272 36 35 33 35 41 22 14 13

Prepayments and assets under development 106 152 20 107 0 0 0 0 0 0 0

Intangible assets: 6892 6768 5974 4002 3615 2646 2040 1743 844 411 235

Land and buildings 871 878 900 749 651 684 655 552 534 540 554

Plant and machinery 210 220 183 173 171 158 127 133 137 149 158

Other plant, fixtures and operating equipment 289 290 285 265 289 258 242 207 172 158 168

Leasehold improvements 265 263 246 171 171 169 149 130 86 70 69

prepayments and assets under construction 83 91 154 199 206 97 63 59 19 6 12

Financial lease asset 1018 925 683 556 538 557 468 409 316 200 178

PPE: 2736 2667 2451 2113 2026 1923 1705 1490 1264 1124 1139

Investment in associates and joint ventures 933 583 525 527 459 310 193 153 77 68 60

Receivables from associates and joint ventures 500 383 357 264 151 124 83 70 0 0 0

Other investments 11 8 12 12 11 12 9 6 10 16 7

Other receivables 456 539 567 569 566 623 487 435 330 251 223

Deferred tax assets 372 396 376 238 266 267 273 262 143 157 133

Other non current assets: 2272 1909 1837 1610 1453 1336 1045 926 559 493 423

Non current assets: 11900 11344 10262 7725 7094 5906 4790 4159 2667 2028 1797

Inventories 1351 1300 1324 1203 1142 1009 1073 986 791 731 728

Trade receivables 2573 2440 2203 1994 1862 1742 1689 1591 1182 1055 1090

Receivables from associates and joint ventures 81 71 53 12 3 12 5 7 6 0 0

Income tax asset 107 146 77 94 72 87 44 31 33 32 40

Other receivables 257 259 277 183 202 133 124 44 25 15 10

Unrealised gains on financial contracts 66 11 12 7 45 31 0 30 4 51 20

Prepaid expenses 208 192 188 113 108 104 90 93 72 48 51

Cash 697 710 674 443 328 280 237 199 120 101 111

Assets held for sale 0 0 0 0 0 0 0 0 0 0 0

Current assets: 5340 5129 4808 4049 3762 3398 3262 2980 2232 2033 2050

Total assets: 17240 16473 15070 11774 10856 9304 8052 7139 4899 4061 3847

Share capital 52 53 54 57 57 58 58 58 59 59 61

Other reserves 7375 6908 6442 5528 5000 4003 3242 2385 1243 473 356

Equity to minority interests 6 5 1 -2 -1 -2 4 0 0 0 9

Total equity: 7433 6966 6497 5583 5056 4059 3304 2443 1302 532 426

Interest bearing liabilities 2307 1960 2080 9 81 76 1011 1045 385 518 515

Deferred tax liabilities 159 152 125 134 146 148 113 86 58 53 41

Provisions 215 295 273 154 132 121 195 171 135 137 126

Other liabilities 197 171 119 120 220 136 186 165 36 5 0

Deferred income 208 170 164 36 34 1 0 0 0 0 0

Financial lease commitments 1018 925 683 556 538 557 468 409 316 200 178

Non-current liabilities 4104 3673 3444 1009 1151 1039 1973 1876 930 913 860

Interest bearing liabilities 3258 3547 3050 3503 3112 2637 1301 1454 1618 1750 1623

Trade payables 516 513 486 342 350 333 371 314 200 190 206

Payables to associates and joint ventures 0 2 2 1 0 0 0 0 0 0 0

Income tax liability 72 148 145 68 65 54 45 78 34 17 29

Provisions 25 32 16 4 16 36 37 39 11 12 27

Other liabilities 1544 1244 1098 956 902 924 722 707 579 487 569

Unrealised losses on financial contracts 3 46 74 80 11 26 127 65 71 45 2

Deferred income 285 302 258 228 193 196 172 164 155 116 105

Current liabilities 5703 5834 5129 5182 4649 4206 2775 2820 2667 2616 2561

Total liabilities 9807 9507 8573 6191 5800 5245 4748 4696 3597 3529 3421

Equity and liabilities 17240 16473 15070 11774 10856 9304 8052 7139 4899 4061 3847

Liabilities

Assets

William Demant adjusted Balance sheet (DKKm)
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1.2.2 William Demant reformulated balance sheet 

 
  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Operating assets

Goodwill 6339 6276 5660 3831 3545 2566 1962 1649 775 390 217

Patents and licenses 40 51 22 28 35 47 44 53 47 7 6

Other intangible assets 407 289 272 36 35 33 35 41 22 14 13

Prepayments and assets under development 106 152 20 107 0 0 0 0 0 0 0

Land and buildings 871 878 900 749 651 684 655 552 534 540 554

Plant and machinery 210 220 183 173 171 158 127 133 137 149 158

Other plant, fixtures and operating equipment 289 290 285 265 289 258 242 207 172 158 168

Leasehold improvements 265 263 246 171 171 169 149 130 86 70 69

prepayments and assets under construction 83 91 154 199 206 97 63 59 19 6 12

Financial lease asset 1018 925 683 556 538 557 468 409 316 200 178

Investment in associates and joint ventures 933 583 525 527 459 310 193 153 77 68 60

Receivables from associates and joint ventures (non-current) 500 383 357 264 151 124 83 70 0 0 0

Other investments 11 8 12 12 11 12 9 6 10 16 7

Other receivables 456 539 567 569 566 623 487 435 330 251 223

Deferred tax assets 372 396 376 238 266 267 273 262 143 157 133

Inventories 1351 1300 1324 1203 1142 1009 1073 986 791 731 728

Trade receivables 2573 2440 2203 1994 1862 1742 1689 1591 1182 1055 1090

Receivables from associates and joint ventures (current) 81 71 53 12 3 12 5 7 6 0 0

Income tax asset 107 146 77 94 72 87 44 31 33 32 40

Other receivables 257 259 277 183 202 133 124 44 25 15 10

Prepaid expenses 208 192 188 113 108 104 90 93 72 48 51

Assets held for sale 0 0 0 0 0 0 0 0 0 0 0

Operating cash 308 280 249 218 209 191 179 153 120 101 111

Total operating assets: 16784 16032 14632 11542 10692 9184 7994 7064 4896 4010 3827

Operational liabilities

Deferred tax liabilities 159 152 125 134 146 148 113 86 58 53 41

Provisions (non-current) 215 295 273 154 132 121 195 171 135 137 126

Other liabilities 197 171 119 120 220 136 186 165 36 5 0

Deferred income 208 170 164 36 34 1 0 0 0 0 0

Trade payables 516 513 486 342 350 333 371 314 200 190 206

Payables to associates and joint ventures 0 2 2 1 0 0 0 0 0 0 0

Income tax liability 72 148 145 68 65 54 45 78 34 17 29

Provisions (current) 25 32 16 4 16 36 37 39 11 12 27

Other liabilities 1544 1244 1098 956 902 924 722 707 579 487 569

Deferred income 285 302 258 228 193 196 172 164 155 116 105

Total operating liabilities: 3221 3029 2686 2043 2058 1949 1841 1723 1208 1017 1103

Invested capital: 13563 13003 11946 9499 8634 7235 6153 5341 3688 2993 2724

Financial assets

Unrealised gains on financial contracts 66 11 12 7 45 31 0 30 4 51 20

Excess cash 389 430 425 225 119 89 58 46 0 0 0

Total financial assets: 455 441 437 232 164 120 58 76 4 51 20

Financial liabilities

Interest bearing liabilities (non-current) 2307 1960 2080 9 81 76 1011 1045 385 518 515

Interest bearing liabilities (current) 3258 3547 3050 3503 3112 2637 1301 1454 1618 1750 1623

Unrealised losses on financial contracts 3 46 74 80 11 26 127 65 71 45 2

Financial lease commitments 1018 925 683 556 538 557 468 409 316 200 178

Total financial liabilities: 6586 6478 5887 4148 3742 3296 2907 2973 2390 2513 2318

NIBD 6130 6037 5449 3916 3578 3176 2849 2898 2386 2461 2298

Equity 7433 6966 6497 5583 5056 4059 3304 2443 1302 532 426

Invested capital 13563 13003 11946 9499 8634 7235 6153 5341 3688 2993 2724

Invested capital

Invested capital (finance)

William Demant reformulated Balance sheet (DKKm)
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1.3 Adjustments to William Demants financial statements 

1.3.1 Adjusting the income statement for changed accounting policies 

 
 
 

1.3.2 Adjusting the balance sheet for changed accounting policies 

 
  

Year 2013 2012 2011 2010 2009 2008 2007

Joint venture reported costs and revenue*

revenue 251 377 373 326 274 266 260

costs -201 -344 -325 -309 -265 -251 -240

Reported from joint venture**

Revenue 251 -251 -377 -373 -326 -274 -266 -260

Production costs -122 66% 122 221 205 201 173 163 155

R&D Costs -30 16% 30 54 50 49 43 40 38

Distribution costs -26 14% 26 47 44 43 37 35 33

Administrative expenses -6 3% 6 11 10 10 9 8 8

Costs -184 100% 184 333 309 303 261 246 234

Ebit 67 -67 -44 -64 -23 -12 -20 -26

Tax on profit for the year -17 17 11 16 6 3 5 7

Share of profit after tax, associated and joint ventures 50 -50 -33 -48 -17 -9 -15 -20

Effective tax margin -25,4% -25,4% -25,4% -25,4% -25,4% -25,4% -25,4% -25,4%

*Source is note on affiliated parties, annual reports 2013-2008

**Source is note: restating the financial statements, annual report 2013

***Only production from joint venture have any depreciations

Reported cost 

distribution in 2013

% of cost, 

less tax

Adjusting William Demant income statement for changes in joint venture reporting method (DKKm)

Adjustments to income statement

Year 2013 2012 2011 2010 2009 2008 2007

Total amount held Amount changed*

Relevant non current assets 5381 -12 non-current assets 10 8 59 45 43 40 24

Relevant current assets 3668 -55 current assets 55 54 100 81 63 80 80

Relevant non current liabilities 221 -1 non-current liabilities 0 0 4 8 5 5 0

Relevant current liabilities 1266 -32 current liabilities 33 30 58 48 37 49 45

Assets/liabilities affected by policy changes: Total amount held Amount changed* Weight of sub groups** Weight of item***

Goodwill 3548 24,5% -2 -2 -14 -11 -11 -10 -6

Patents and licenses 35 0,2% 0 0 0 0 0 0 0

Other intangible assets 35 0,2% 0 0 0 0 0 0 0

Intangible assets: 3618 -3 25,0% 25,0% -3 -2 -15 -11 -11 -10 -6

Land and buildings 651 29,0% -3 -2 -17 -13 -12 -12 -7

Plant and machinery 176 7,8% -1 -1 -5 -4 -3 -3 -2

Other plant, fixtures and operating equipment 289 12,9% -1 -1 -8 -6 -6 -5 -3

Leasehold improvements 173 7,7% -1 -1 -5 -3 -3 -3 -2

prepayments and assets under construction 207 9,2% -1 -1 -5 -4 -4 -4 -2

PPE: 1496 -8 66,7% 66,7% -7 -5 -39 -30 -29 -27 -16

Deferred tax assets 267 -1 8,3% 8,3% -1 -1 -5 -4 -4 -3 -2

Total non current assets 5381 -12 100,0% 100,0% -10 -8 -59 -45 -43 -40 -24

Inventories 1147 -5 9,1% -5 -5 -9 -7 -6 -7 -7

Trade receivables 1881 -12 21,8% -12 -12 -22 -18 -14 -17 -17

Income tax 66 -1 1,8% -1 -1 -2 -1 -1 -1 -1

Other receivables 211 -9 16,4% -9 -9 -16 -13 -10 -13 -13

Cash 363 -28 50,9% -28 -27 -51 -41 -32 -41 -40

Current assets: 3668 -55 100,0% -55 -54 -100 -81 -63 -80 -80

Other liabilities 221 -1 100,0% 0 0 -4 -8 -5 -5 0

Non-current liabilities 221 -1 100,0% 0 0 -4 -8 -5 -5 0

Trade payables 367 -19 59,4% -20 -18 -34 -29 -22 -29 -27

Other liabilities 899 -13 40,6% -13 -12 -24 -20 -15 -20 -18

Current liabilities 1266 -32 100,0% -33 -30 -58 -48 -37 -49 -45

Total adjustment to assets: -65 -62 -159 -126 -106 -120 -104

Total adjustment to liabilities: -33 -30 -62 -56 -43 -54 -45

Investment in associates and joint ventures 32 32 97 70 63 67 59

Note:Some rounding errors may occur

*Source is note: restating the financial statements, annual report 2013

**Reffers to how much each sub group (PPE, Intagible assets, deferred tax asset), make up of its pool of relevant assets (Total non-current assets). Used where policy changes for each line item are not reported, but only reported aggregated

***Reffers to how much each item makes up of its relevant pool of assets. For items, where the weight of the sub group is calculated, the sub groups weight is split based off how much the assets make up, of their own sub group

Reported from joint venture

Adjustments to the balance sheet

2013

Adjusting William Demant balance sheet for changes in joint venture reporting method (DKKm)



Copenhagen Business School  Cand.merc ASC 

Page 127 of 156 
 

1.3.3 Adjusting the income statement for changed packaging cost definition 

 
 

1.3.4 Adjusting for operating leases 

 
  

Year 2013 2012 2011 2010 2009 2008 2007

Reported cost changes*

Production costs -26

Distribution costs 26

Production costs -2537 -2428 -2264 -1934 -1666 -1648 -1517

Adjustment for joint venture changes 122 221 205 201 173 163 155

Relevant production costs -2415 -2207 -2059 -1733 -1493 -1485 -1362

1,08%

Adjustments to production costs -26 -24 -22 -19 -16 -16 -15

Adjustments to distribution costs 26 24 22 19 16 16 15

*Source is note: restating the financial statements, annual report 2013

Change in production costs / relevant 

production costs

Adjustments to income statement

Adjusting William Demant income statement for changes in packaging definition (DKKm)

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Expected cashflow reported:

1 year 342 310 201 173 160 159 128 116 124 63 52

2-5 years 517 450 357 263 272 291 256 217 121 105 92

more than 5 years 153 163 127 129 116 117 107 101 91 75 73

Total cash commitments: 1012 923 685 565 548 567 491 434 337 243 217

Depreciation in income statement 497 470 366 307 284 250 206 155 105 84 73

Expected cashflows, estimated yearly:

in 1 year 342 310 201 173 160 159 128 116 124 63 52

in 2 years 129 113 89 66 68 73 64 54 30 26 23

in 3 years 129 113 89 66 68 73 64 54 30 26 23

in 4 years 129 113 89 66 68 73 64 54 30 26 23

in 5 years 129 113 89 66 68 73 64 54 30 26 23

in 6 years 31 33 25 26 23 23 21 20 18 15 15

in 7 years 31 33 25 26 23 23 21 20 18 15 15

in 8 years 31 33 25 26 23 23 21 20 18 15 15

in 9 years 31 33 25 26 23 23 21 20 18 15 15

in 10 years 31 33 25 26 23 23 21 20 18 15 15

Total cash commitments: 1012 923 685 565 548 567 491 434 337 243 217

Date* 02-01-2018 02-01-2017 04-01-2016 02-01-2015 02-01-2014 02-01-2013 02-01-2012 03-01-2011 04-01-2010 02-01-2009 02-01-2008

6 month cibor rate** -0,17% -0,05% 0,09% 0,42% 0,49% 0,50% 1,26% 1,52% 1,71% 4,91% 4,88%

Present value of lease commitments 1018 925 683 556 538 557 468 409 316 200 178

Estimated financial costs -1,7 -0,5 0,6 2,3 2,6 2,8 5,9 6,2 5,4 9,8 8,7

Estimated depreciations 498 471 366 304 282 247 200 149 99 74 65

Production costs -1,7 -0,5 0,6 2,3 2,6 2,8 5,9 6,2 5,4 9,8 8,7

Finance lease intrest expenses 1,7 0,5 -0,6 -2,3 -2,6 -2,8 -5,9 -6,2 -5,4 -9,8 -8,7

Financial lease asset 1018 925 683 556 538 557 468 409 316 200 178

Financial lease liability 1018 925 683 556 538 557 468 409 316 200 178

*Reffers to the date that the cibor rate was reported on. Note that the rates for the start of next year are used, as those are the closest to the reported date of the annual report

**Source:  http://www.nasdaqomxnordic.com/obligationer/danmark/cibor

Adjustments to income statement and balance sheet

Adjusting William Demant operating leases (DKKm)
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1.3.5 Adjusting for capitalized interest expenses 

 
 

1.4 Other William Demant Appendixes 

1.4.1 William Demant beta regression 

 
 
1.4.2 William Demant Historical WACC calculations 

 
 

  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Reported capitalized interest payments* 0 0 3 1 0 0 0 0 0 0 0

Change 0 -3 2 1 0 0 0 0 0 0 0

Financial expenses 0 3 -2 -1 0 0 0 0 0 0 0

Other intangible assets 0 0 -3 -1 0 0 0 0 0 0 0

Equity, Other reserves 0 0 -3 -1 0 0 0 0 0 0 0

* Source is note: Intagible assets, annual report

Adjustments to income statement and balance sheet

Adjusting for capitalized interest payments (DKKm)

Beta 0,468

Risk premium 0,05%

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008

Risk free rate 0,73% 0,48% 0,62% 0,39% 1,70% 1,79% 1,75% 3,21% 3,57% 3,74%

Cost of debt -1,41% -1,36% -1,22% -1,51% -1,51% -2,93% -2,41% -3,53% -3,06% -4,69%

Operating lease rate after tax -0,04% 0,07% 0,34% 0,38% 0,38% 0,97% 1,15% 1,31% 3,66% 3,65%

Re 2,7% 2,6% 2,7% 2,5% 3,2% 3,3% 3,3% 4,0% 4,2% 4,3%

NIBD less operating leases 5112 4939 4063 3200 2830 2500 2435 2279 2166 2191

Operating leases 1942 1607 1239 1094 1095 1025 878 725 516 378

Equity (MVE) 44513 32389 35495 26033 29840 27598 27839 24157 22916 12812

WACC 2,2% 2,0% 2,2% 2,0% 2,8% 2,7% 2,8% 3,3% 3,6% 3,0%

William Demant Historical WACC for EVA calculations
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Appendix 2: GN Store Nord Appendices 
2.1 GN Store Nord Income statement 

  
 
  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Revenue 9585 8651 7755 7340 6791 6251 5564 5145 4729 5624 5981

Production costs -3577 -3250 -3006 -2804 -2722 -2623 -2269 -2211 -2168 -2723 -2939

Gross profit 6008 5401 4749 4536 4069 3628 3295 2934 2561 2901 3042

Development costs -738 -703 -657 -623 -545 -547 -517 -452 -418 -460 -442

Selling and distribution costs -3033 -2647 -2329 -2081 -1895 -1933 -1657 -1537 -1401 -1608 -1564

Management and Administrative expenses -635 -579 -462 -629 -499 -581 -608 -519 -769 -807 -794

Other operating income and costs, net -6 2 8 2 7 4 12 17 4 8 18

Case against arbitration case against TPSA 0 0 0 0 0 15 731 2126 0 0 0

Gain/loss on divestment of operations -38 -29 -10 -10 -19 -58 -9 0 93 0 -296

Non-recurring items 0 0 -150 0 0 0 0 0 0 0 0

EBIT 1558 1445 1149 1195 1118 528 1247 2569 70 34 -36

Share of profit in associates 6 2 5 5 -4 2 6 0 1 0 2

Financial income 159 184 97 135 73 74 178 82 46 89 63

Financial expenses -219 -236 -235 -219 -164 -143 -206 -115 -118 -206 -129

Profit  before tax 1504 1395 1016 1116 1023 461 1225 2536 -1 -83 -100

Tax -382 -309 -269 -323 -288 -140 -360 -681 -69 27 6

Profit from continuing operations 1122 1086 747 793 735 321 865 1855 -70 -56 -94

Profit from Discontinued Operations 61 -53 58 0 0 0 0 0 0 0 27

Total profit: 1183 1033 805 793 735 321 865 1855 -70 -56 -67

Comprehensive income

Actuarial gains/losses on defined benefit plans 15 -5 14 -40 50 -3 -44 -9 17 -45 3

Tax related to actuarian gains -4 1 -6 11 -18 -2 0 0 0 0 0

Total: 11 -4 8 -29 32 -5 -44 -9 17 -45 3

Adjustment of cashflow hedges 110 -42 30 -99 23 22 16 2 0 84 -403

Foreign exchange adjustments -802 198 462 560 -225 -43 90 309 -31 8 12

Tax 7 -3 -10 17 4 0 7 11 -13 27 19

Total: -685 153 482 478 -198 -21 113 322 -44 119 -372

Other comprehensive income -674 149 490 449 -166 -26 69 313 -27 74 -369

Total comprehensive income 509 1182 1295 1242 569 295 934 2168 -97 18 -436

GN Store Nord Income statement (DKKm)
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2.1.1 GN Store Nord adjusted Income statement 

 
 

2.1.2 GN Store Nord Reformulated Income statement 

 

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Revenue 9585 9337 8404 7340 6791 6251 5564 5145 4729 5624 5981

Production costs -3577 -3635 -3299 -2802 -2720 -2618 -2265 -2208 -2160 -2716 -2932

Gross profit 6008 5702 5105 4538 4071 3633 3299 2937 2569 2908 3049

Development costs -738 -778 -714 -623 -545 -547 -517 -452 -418 -460 -442

Selling and distribution costs -3033 -2850 -2484 -2081 -1895 -1933 -1657 -1537 -1401 -1608 -1564

Management and Administrative expenses -635 -672 -533 -629 -499 -581 -608 -519 -769 -807 -794

Other operating income and costs, net -6 2 8 2 7 4 12 17 4 8 18

Case against arbitration case against TPSA 0 0 0 0 0 15 731 2126 0 0 0

Gain/loss on divestment of operations -38 -29 -10 -10 -19 -58 -9 0 93 0 -296

Gain on divestment of GN Otometrics, after tax 61 0 0 0 0 0 0 0 0 0 0

Non-recurring items 0 0 -150 0 0 0 0 0 0 0 0

EBIT 1619 1376 1222 1197 1120 533 1251 2572 78 41 -29

Share of profit in associates 6 2 5 5 -4 2 6 0 1 0 2

Financial income 159 184 97 135 73 74 178 82 46 89 63

Financial expenses -219 -229 -230 -219 -164 -143 -206 -115 -118 -206 -129

Financial lease interest expenses 0 0 -2 -2 -2 -5 -4 -3 -8 -7 -7

Profit  before tax 1565 1332 1092 1116 1023 461 1225 2536 -1 -83 -100

Tax -382 -299 -287 -323 -288 -140 -360 -681 -69 27 6

Profit 1183 1033 805 793 735 321 865 1855 -70 -56 -94

Comprehensive income statement:

Actuarial gains/losses on defined benefit plans 15 -5 14 -40 50 -3 -44 -9 17 -45 3

Tax related to actuarian gains -4 1 -6 11 -18 -2 0 0 0 0 0

Total: 11 -4 8 -29 32 -5 -44 -9 17 -45 3

Adjustment of cashflow hedges 110 -42 30 -99 23 22 16 2 0 84 -403

Foreign exchange adjustments -802 198 462 560 -225 -43 90 309 -31 8 12

Tax 7 -3 -10 17 4 0 7 11 -13 27 19

Total: -685 153 482 478 -198 -21 113 322 -44 119 -372

Other comprehensive income -674 149 490 449 -166 -26 69 313 -27 74 -369

Total comprehensive income 509 1182 1295 1242 569 295 934 2168 -97 18 -463

GN Store Nord adjusted Income statement (DKKm)

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Revenue 9585 9337 8404 7340 6791 6251 5564 5145 4729 5624 5981

Production costs -3505 -3564 -3236 -2747 -2670 -2570 -2215 -2153 -2102 -2649 -2855

Gross profit 6080 5773 5168 4593 4121 3681 3349 2992 2627 2975 3126

Development costs -397 -443 -388 -100 -262 -255 -236 -220 -190 -203 -228

Selling and distribution costs -2888 -2736 -2383 -2003 -1831 -1882 -1616 -1498 -1356 -1563 -1526

Management andd Administrative expenses -561 -607 -476 -558 -498 -530 -496 -466 -688 -704 -674

Other operating income and costs, net -6 2 8 2 7 4 12 17 4 8 18

Share of profit in associates 6 2 5 5 -4 2 6 0 1 0 2

EBITDA 2234 1992 1934 1939 1533 1020 1019 825 398 513 718

Depreciation and amortizations -631 -638 -598 -722 -398 -428 -473 -366 -398 -434 -443

Core operating profit before tax 1603 1354 1336 1217 1135 592 546 459 0 79 275

Operating tax -407 -304 -351 -352 -320 -180 -160 -123 2 -26 -16

Core operating profit 1196 1050 985 865 815 412 385 336 2 53 258

Special items:

Case against arbitration case against TPSA 0 0 0 0 0 15 731 2126 0 0 0

Gain/loss on divestment of operations -38 52 42 -10 -19 -58 -9 0 93 0 -252

Gain on divestment of GN Otometrics 70 0 0 0 0 0 0 0 0 0 0

Non-recurring items 0 0 -150 0 0 0 0 0 0 0 0

Impairments -1 -28 -1 -5 0 -14 -11 -13 -14 -38 -50

Tax on special items: 1 -5 29 4 5 17 -209 -567 5451 12 18

Profit from special items after tax 32 19 -80 -11 -14 -40 502 1546 5530 -26 -284

NOPAT 1228 1069 904 854 802 372 887 1881 5532 28 -26

Financial income 159 184 97 135 73 74 178 82 46 89 63

Financial expenses -219 -229 -230 -219 -164 -143 -206 -115 -118 -206 -129

Financial expenses related to operating leases 0 0 -2 -2 -2 -5 -4 -3 -8 -7 -7

Net core financial expenses, before tax -60 -46 -135 -86 -93 -74 -32 -36 -80 -124 -73

Taxshieldd on core financial expenses 15 10 35 25 26 22 9 10 -5522 40 4

Net core financial expenses, after tax -45 -36 -99 -61 -67 -51 -22 -26 -5602 -84 -68

Special financial items

Actuarial gains 15 -5 14 -40 50 -3 -44 -9 17 -45 3

Adjustmeent of cashflow hedges 110 -42 30 -99 23 22 16 2 0 84 -403

Foreign exchange adjustments -802 198 462 560 -225 -43 90 309 -31 8 12

Net special Financial expenses -677 151 506 421 -152 -24 62 302 -14 47 -388

Taxshield on special financial items 3 -2 -16 28 -14 -2 7 11 -13 27 19

Special financial expenses, net after tax -674 149 490 449 -166 -26 69 313 -27 74 -369

Financial expenses, net after tax -719 113 391 388 -233 -77 47 287 -5629 -10 -437

Earnings 509 1182 1295 1242 569 295 934 2168 -97 18 -463

Earnings less special items 1151 1014 885 804 749 361 363 309 -5600 -30 190

GN Store Nord reformulated Income statement (DKKm)
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2.2 GN Store Nord Balance sheet 

 
 
 
 
  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Intangible assets 6244 6521 5469 4935 4486 4234 4248 4031 3762 3818 3652

PPE 486 508 534 472 465 254 262 481 470 714 735

Investments in associates 17 27 25 20 17 17 16 34 35 41 59

Deferred tax assets 344 443 507 503 502 563 569 612 670 129 86

Other securities 0 0 0 0 0 0 175 156 157 695 12

Other non-current assets 984 1094 1239 1309 826 670 2 2 12 13 621

Total non-current assets: 8075 8593 7774 7239 6296 5738 5272 5316 5106 5410 5165

Inventories 711 715 720 616 592 471 549 471 375 662 717

Trade receivables 2111 2183 2255 1909 1520 1349 1269 1110 1017 1127 1262

Tax receivables 57 14 63 21 90 34 13 38 30 33 9

prepayments 0 0 0 0 0 0 178 168 165 160 194

Other receivables 257 231 232 330 302 214 3517 2546 294 332 320

Cash and cash equivalents 526 178 132 114 163 169 229 157 148 154 168

Total current assets: 3662 3321 3402 2990 2667 2237 5755 4490 2029 2468 2670

Assets held for sale 0 921 0 0 0 224 154 0 0 0 0

Total assets: 11737 12835 11176 10229 8963 8199 11181 9806 7135 7878 7835

Equity 4783 5620 5764 5667 5330 5542 6878 6504 4435 4507 4482

Bank loan and issued bonds 3508 3527 2297 1675 1216 276 1374 1056 1070 1600 1300

Pension obligations 45 66 64 77 44 100 110 73 64 80 35

Provisions 183 248 59 105 167 152 130 107 147 56 85

Deferred tax liabilities 440 430 496 409 403 373 825 572 7 6 34

Other non-current liabilities 315 325 301 268 209 185 186 48 53 59 55

Total non-current liabilities: 4491 4596 3217 2534 2039 1086 2625 1856 1341 1801 1509

Bank loans 53 55 47 70 60 123 124 61 107 146 384

Trade payables 605 642 731 593 493 485 486 387 338 448 421

Tax payables 84 72 28 106 34 11 36 24 40 33 16

Provisions 332 289 282 263 214 225 260 240 224 251 268

Other payables 1389 1350 1107 996 793 727 772 734 650 692 755

Total current liabilities: 2463 2408 2195 2028 1594 1571 1678 1446 1359 1570 1844

Liabilities directly associated with assets held for sale: 0 211 0 0 0 0 0 0 0 0 0

Total liabilities: 6954 7215 5412 4562 3633 2657 4303 3302 2700 3371 3353

Total equity and liabilities: 11737 12835 11176 10229 8963 8199 11181 9806 7135 7878 7835

Assets

Liabilities

GN Store Nord balance sheet (DKKm)
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2.2.1 GN Store Nord adjusted Balance sheet 

 
 
  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Intangible assets 6244 6521 5469 4935 4486 4234 4248 4031 3762 3818 3652

PPE 486 508 534 472 465 254 262 481 470 714 735

Investments in associates 17 27 25 20 17 17 16 34 35 41 59

Deferred tax assets 344 443 507 503 502 563 569 612 670 129 86

Other securities 0 0 0 0 0 0 175 156 157 695 12

Other non-current assets 984 1094 1239 1309 826 670 2 2 12 13 621

Operating lease assets 425 460 405 450 397 390 240 187 163 143 134

Total non-current assets: 8500 9053 8179 7689 6693 6128 5512 5503 5269 5553 5299

Inventories 711 715 720 616 592 471 549 471 375 662 717

Trade receivables 2111 2183 2255 1909 1520 1349 1269 1110 1017 1127 1262

Tax receivables 57 14 63 21 90 34 13 38 30 33 9

prepayments 0 0 0 0 0 0 178 168 165 160 194

Other receivables 257 231 232 330 302 214 3517 2546 294 332 320

Cash and cash equivalents 526 178 132 114 163 169 229 157 148 154 168

Total current assets: 3662 3321 3402 2990 2667 2237 5755 4490 2029 2468 2670

Assets held for sale 0 921 0 0 0 224 154 0 0 0 0

Total assets: 12162 13295 11581 10679 9360 8589 11421 9993 7298 8021 7969

Equity 4783 5620 5764 5667 5330 5542 6878 6504 4435 4507 4482

Bank loan and issued bonds 3508 3527 2297 1675 1216 276 1374 1056 1070 1600 1300

Pension obligations 45 66 64 77 44 100 110 73 64 80 35

Provisions 183 248 59 105 167 152 130 107 147 56 85

Deferred tax liabilities 440 430 496 409 403 373 825 572 7 6 34

Other non-current liabilities 315 325 301 268 209 185 186 48 53 59 55

Operating lease liability 425 460 405 450 397 390 240 187 163 143 134

Total non-current liabilities: 4916 5056 3622 2984 2436 1476 2865 2043 1504 1944 1643

Bank loans 53 55 47 70 60 123 124 61 107 146 384

Trade payables 605 642 731 593 493 485 486 387 338 448 421

Tax payables 84 72 28 106 34 11 36 24 40 33 16

Provisions 332 289 282 263 214 225 260 240 224 251 268

Other payables 1389 1350 1107 996 793 727 772 734 650 692 755

Total current liabilities: 2463 2408 2195 2028 1594 1571 1678 1446 1359 1570 1844

Liabilities directly associated with assets held for sale: 0 211 0 0 0 0 0 0 0 0 0

Total liabilities: 7379 7675 5817 5012 4030 3047 4543 3489 2863 3514 3487

Total equity and liabilities: 12162 13295 11581 10679 9360 8589 11421 9993 7298 8021 7969

Assets

Liabilities

GN Store Nord adjusted balance sheet (DKKm)
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2.2.2 GN Store Nord reformulated Balance sheet 

  

  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Operating assets

Intangible assets 6244 6521 5469 4935 4486 4234 4248 4031 3762 3818 3652

PPE 486 508 534 472 465 254 262 481 470 714 735

Investments in associates 17 27 25 20 17 17 16 34 35 41 59

Deferred tax assets 344 443 507 503 502 563 569 612 670 129 86

Other non-current assets 984 1094 1239 1309 826 670 2 2 12 13 621

Operating lease assets 425 460 405 450 397 390 240 187 163 143 134

Inventories 711 715 720 616 592 471 549 471 375 662 717

Trade receivables 2111 2183 2255 1909 1520 1349 1269 1110 1017 1127 1262

Tax receivables 57 14 63 21 90 34 13 38 30 33 9

prepayments 0 0 0 0 0 0 178 168 165 160 194

Other receivables 257 231 232 330 302 214 3517 2546 294 332 320

Operating cash 178 173 132 114 126 116 103 96 88 104 111

Assets held for sale 0 921 0 0 0 224 154 0 0 0 0

Total Operating assets: 11814 13291 11581 10679 9323 8536 11120 9775 7081 7277 7900

Operating liabilities

Provisions (non-current) 183 248 59 105 167 152 130 107 147 56 85

Deferred tax liabilities 440 430 496 409 403 373 825 572 7 6 34

Other non-current liabilities 315 325 301 268 209 185 186 48 53 59 55

Trade payables 605 642 731 593 493 485 486 387 338 448 421

Tax payables 84 72 28 106 34 11 36 24 40 33 16

Provisions (current) 332 289 282 263 214 225 260 240 224 251 268

Other payables 1389 1350 1107 996 793 727 772 734 650 692 755

Liabilities directly associated with assets held for sale: 0 211 0 0 0 0 0 0 0 0 0

Total Operating liabilities 3348 3567 3004 2740 2313 2158 2695 2112 1459 1545 1634

Invested capital: 8466 9724 8577 7939 7010 6378 8425 7663 5622 5732 6266

Financial liabilities

Bank loan and issued bonds 3508 3527 2297 1675 1216 276 1374 1056 1070 1600 1300

Pension obligations 45 66 64 77 44 100 110 73 64 80 35

Operating lease liability 425 460 405 450 397 390 240 187 163 143 134

Bank loans 53 55 47 70 60 123 124 61 107 146 384

Total Financial liabilities: 4031 4108 2813 2272 1717 889 1848 1377 1404 1969 1853

Financial Assets

Excess cash 348 5 0 0 37 53 126 61 60 50 57

Other securities 0 0 0 0 0 0 175 156 157 695 12

Total Financial Assets: 348 5 0 0 37 53 301 217 217 745 69

NIBD 3683 4104 2813 2272 1680 836 1547 1159 1187 1225 1784

Equity 4783 5620 5764 5667 5330 5542 6878 6504 4435 4507 4482

Invested capital (finance) 8466 9724 8577 7939 7010 6378 8425 7663 5622 5732 6266

Invested capital (finance)

GN Store Nord reformulated balance sheet (DKKm)

Invested capital
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2.3 Adjustments to GN Store Nord Financial statements 

2.3.1 Adjusting for operating leases 

 
2.4 Other GN Store Nord Appendices 

2.4.1 GN Store Nord beta regression 

 
  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Expected cashflows reported

1 year 141 132 118 118 89 98 75 68 69 62 53

2-5 years 212 241 187 214 190 214 130 106 96 87 88

more than 5 years 71 89 107 127 127 98 48 23 24 15 13

Total cash commitments: 424 462 412 459 406 410 253 197 189 164 154

Depreciations in income statement 165 140 112 112 110 110 75 79 65 64 65

Expected cashflows, estimated yearly:

in 1 year 141 132 118 118 89 98 75 68 69 62 53

in 2 years 53 60 47 54 48 54 33 27 24 22 22

in 3 years 53 60 47 54 48 54 33 27 24 22 22

in 4 years 53 60 47 54 48 54 33 27 24 22 22

in 5 years 53 60 47 54 48 54 33 27 24 22 22

in 6 years 14 18 21 25 25 20 10 5 5 3 3

in 7 years 14 18 21 25 25 20 10 5 5 3 3

in 8 years 14 18 21 25 25 20 10 5 5 3 3

in 9 years 14 18 21 25 25 20 10 5 5 3 3

in 10 years 14 18 21 25 25 20 10 5 5 3 3

Total cash commitments: 424 462 412 459 406 410 253 197 189 164 154

Date* 02-01-2018 02-01-2017 02-01-2016 02-01-2015 02-01-2014 02-01-2013 02-01-2012 02-01-2011 02-01-2010 02-01-2009 02-01-2008

6 month cibor rate** -0,17% -0,05% 0,09% 0,42% 0,49% 0,50% 1,26% 1,52% 1,71% 4,91% 4,88%

Present value of lease commitments 425 460 405 450 397 390 240 187 163 143 134

Estimated financial costs -0,2 0,4 1,7 2,2 2,0 4,9 3,7 3,2 8,0 7,0 6,5

Estimated depreciations 165,2 139,6 110,3 109,8 108,0 105,1 71,3 75,8 57,0 57,0 58,5

Production costs -0,2 0,4 1,7 2,2 2,0 4,9 3,7 3,2 8,0 7,0 6,5

Financial lease interest expenses 0,2 -0,4 -1,7 -2,2 -2,0 -4,9 -3,7 -3,2 -8,0 -7,0 -6,5

Financial lease asset 425 460 405 450 397 390 240 187 163 143 134

Financial lease liability 425 460 405 450 397 390 240 187 163 143 134

*Reffers to the date that the cibor rate was reported on. Note that the rates for the start of next year are used, as those are the closest to the reported date of the annual report

**Source:  http://www.nasdaqomxnordic.com/obligationer/danmark/cibor

GN Store Nord adjusting for operating leases (DKKm)

Adjustments to income statement and balanace sheet
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2.4.2 GN Store Nord Historical WACC calculations 

 
 

  

Beta 0,649

Risk premium 5,00%

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008

Risk free rate 0,73% 0,48% 0,62% 0,39% 1,70% 1,79% 1,75% 3,21% 3,57% 3,74%

Cost of debt -1,15% -1,03% -3,91% -3,10% -5,31% -4,32% -1,65% -2,26% -464,53% -5,56%

Operating lease rate after tax -0,04% 0,07% 0,31% 0,35% 0,36% 0,87% 1,08% 1,25% 343,82% 3,29%

Re 3,5% 3,4% 3,5% 3,4% 3,8% 3,9% 3,9% 4,4% 4,5% 4,6%

NIBD less operating leases 3451 3026 2115 1553 865 877 1140 998 1053 1366

Operating leases 443 433 428 424 394 315 213 175 153 139

Equity (MVE) 27425 20947 19032 21545 21910 13980 9263 10300 5704 2037

WACC 2,9% 2,8% 2,7% 2,9% 3,4% 3,3% 3,2% 3,7% -59,4% 0,6%

GN Store Nord Historical WACC for EVA calculations
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Appendix 3: Sonova Appendices 
3.1 Sonova reported income statement 

 
 

3.1.1 Sonova adjusted income statement 

 
  

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Sales 2396 2072 2035 1951 1795 1620 1617 1500 1249 1205

Cost of sales -744 -696 -648 -611 -555 -514 -498 -442 -382 -363

Gross profit 1652 1375 1388 1340 1240 1106 1119 1059 867 842

RnD -137 -130 -131 -126 -114 -116 -108 -87 -77 -76

Sales and marketing -815 -638 -613 -590 -559 -503 -499 -403 -340 -309

General administration -243 -194 -201 -195 -182 -169 -185 -142 -118 -115

Other income / expenses 7 18 13 0 -204 -3 -1 -7 0 -9

EBIDA 464 431 456 430 182 315 327 420 332 332

Acquisiton related amortization -39 -27 -26 -26 -26 -23 -20 -12 -7 -5

Impairments 0 0 0 0 0 -5 -36 -157 0 0

EBIT 424 403 429 404 156 288 271 251 325 327

Financial income 7 4 1 5 4 7 18 5 8 11

Financial expenses -14 -12 -12 -15 -13 -16 -31 -9 -8 -33

Share of profit/loss in associates/joint ventures 0 2 2 0 2 1 3 -1 -2 -2

Profit before tax 418 397 420 395 148 280 260 246 323 303

Taxes -61 -51 -52 -47 -38 -35 -29 -30 -39 -29

Profit for the year 357 346 368 347 111 244 231 217 284 274

Other comprehensive income:

Actuarian gain/loss from defined benefits plans 39 -7 -33 1 -14 -7 -7 23 -23 -4

Tax on actuarian gain/loss -6 1 5 0 2 1 1 -3 3 0

Put options granted to non-controlling interests 0 0 8 -8 0 0 0 0 0 0

Total: 34 -6 -21 -7 -12 -6 -6 20 -20 -4

Fair value adjustment on cashflow hedges 0 0 1 5 2 -7 0 -2 0 -49

Currency translation diffrence -6 -3 -31 -84 52 -43 -140 27 -23 -48

Tax effect on currency translation items -2 1 -1 3 -2 3 2 -1 0 1

Total: -8 -2 -31 -75 53 -47 -138 24 -23 -97

Other comprehensive income 26 -8 -52 -82 40 -53 -144 44 -42 -100

Total comprehensive income 383 338 316 265 151 191 87 261 242 174

Sonovo income statement (CHFm)

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Sales 2396 2072 2035 1951 1795 1620 1617 1500 1249 1205

Cost of sales -744 -696 -647 -610 -555 -512 -496 -440 -379 -361

Gross profit 1652 1376 1388 1341 1241 1107 1121 1061 871 844

RnD -137 -130 -131 -126 -114 -116 -108 -87 -77 -76

Sales and marketing -815 -638 -613 -590 -559 -503 -499 -403 -340 -309

General administration -243 -194 -201 -195 -182 -169 -185 -142 -118 -115

Other income / expenses 7 18 13 0 -204 -3 -1 -7 0 -9

EBIDA 464 431 456 431 182 317 328 422 335 334

Acquisiton related amortization -39 -27 -26 -26 -26 -23 -20 -12 -7 -5

Impairments 0 0 0 0 0 -5 -36 -157 0 0

EBIT 424 404 430 405 156 289 273 253 328 329

Financial income 7 4 1 5 4 7 18 5 8 11

Financial expenses -14 -12 -12 -15 -13 -16 -31 -9 -8 -33

Share of profit/loss in associates/joint ventures 0 2 2 0 2 1 3 -1 -2 -2

Operating lease financial expenses 0 0 -1 -1 -1 -2 -2 -2 -3 -2

Income before taxes 418 397 420 395 148 280 260 246 323 303

Taxes -61 -51 -52 -47 -38 -35 -29 -30 -39 -29

Income after taxes 357 346 368 347 111 244 231 217 284 274

Other comprehensive income:

Actuarian gain/loss from defined benefits plans 39 -7 -33 1 -14 -7 -7 23 -23 -4

Tax on actuarian gain/loss -6 1 5 0 2 1 1 -3 3 0

Put options granted to non-controlling interests 0 0 8 -8 0 0 0 0 0 0

Total: 34 -6 -21 -7 -12 -6 -6 20 -20 -4

Fair value adjustment on cashflow hedges 0 0 1 5 2 -7 0 -2 0 -49

Currency translation diffrence -6 -3 -31 -84 52 -43 -140 27 -23 -48

Tax effect on currency translation items -2 1 -1 3 -2 3 2 -1 0 1

Total: -8 -2 -31 -75 53 -47 -138 24 -23 -97

Other comprehensive income 26 -8 -52 -82 40 -53 -144 44 -42 -100

Total comprehensive income 383 338 316 265 151 191 87 261 242 174

Sonovo adjusted income statement (CHFm)
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3.1.2 Sonova reformulated income statement 

 
  

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Sales 2396 2072 2035 1951 1795 1620 1617 1500 1249 1205

Cost of sales -744 -696 -647 -610 -555 -512 -496 -440 -379 -361

Gross profit 1652 1376 1388 1341 1241 1107 1121 1061 871 844

RnD -137 -130 -131 -126 -114 -116 -108 -87 -77 -76

Sales and marketing -815 -638 -613 -590 -559 -503 -499 -403 -340 -309

General administration -243 -194 -201 -195 -182 -169 -185 -142 -118 -115

Other income / expenses 7 18 13 0 -204 -3 -1 -7 0 -9

removing depreciations 108 62 58 57 56 51 47 39 34 30

Share of profit/loss in associates/joint ventures 0 2 2 0 2 1 3 -1 -2 -2

EBITDA 571 494 517 488 240 369 378 461 367 363

Depreciations and amortizations -147 -89 -85 -83 -82 -73 -67 -52 -41 -35

Core operating profit before tax 424 405 432 405 158 295 311 409 326 327

Operating tax -62 -52 -53 -48 -40 -37 -35 -50 -39 -31

Core operating earnings after tax 362 353 378 356 118 258 276 360 287 296

Special items:

Impairments 0 0 0 0 0 -5 -36 -157 0 0

Tax on special items 0 0 0 0 0 1 4 19 0 0

Earnings from special items after tax 0 0 0 0 0 -4 -32 -138 0 0

NOPAT 362 353 378 356 118 254 245 222 287 296

Financial expenses, net -6 -8 -11 -9 -9 -9 -14 -4 0 -22

Operating lease financial expenses 0 0 -1 -1 -1 -2 -2 -2 -3 -2

Net core financial expenses, before tax -6 -8 -11 -10 -10 -10 -16 -6 -4 -24

Tax shield on core financial items 1 1 1 1 3 1 2 1 0 2

Net core financial expenses -5 -7 -10 -9 -7 -9 -14 -6 -3 -22

Special financial items:

Actuarian gain/loss from defined benefits plans 39 -7 -33 1 -14 -7 -7 23 -23 -4

Put options granted to non-controlling interests 0 0 8 -8 0 0 0 0 0 0

Fair value adjustment on cashflow hedges 0 0 1 5 2 -7 0 -2 0 -49

Currency translation diffrence -6 -3 -31 -84 52 -43 -140 27 -23 -48

Net special financial expenses, before tax 34 -9 -55 -85 40 -57 -147 49 -46 -101

Tax shield on special financial items -8 2 3 3 0 4 3 -4 3 1

Net special items after tax 26 -8 -52 -82 40 -53 -144 44 -42 -100

Financial items, net after tax 21 -15 -62 -91 33 -62 -158 39 -46 -122

Earnings after tax 383 338 316 265 151 191 87 261 242 174

Earnings less special items 357 346 368 347 111 249 263 354 284 274

Sonovo reformulated income statement (CHFm)
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3.2 Sonova balance sheet 

 
  

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Cash and cash equivalents 375 317 390 410 435 192 165 336 217 297

Other current financial assets 4 7 5 4 5 7 29 18 20 16

Trade receivables 413 355 349 351 340 339 321 324 262 227

Current income tax receivable 6 8 6 7 11 14 4 0 0 0

Other receivables and prepaid expenses 86 70 66 66 72 52 52 67 53 48

Inventories 256 240 241 206 204 164 168 143 114 102

Total current assets: 1140 997 1059 1043 1066 768 737 888 665 690

PPE 310 268 270 263 249 242 232 201 161 128

Intangible assets 2323 1350 1220 1161 1200 1121 1059 1020 418 302

Investments in associates / joint ventures 11 9 10 12 19 16 11 35 36 37

Other non-current financial assets 20 20 22 21 30 42 51 81 64 40

Employee benefit assets 0 0 0 0 0 0 0 2 0 1

Deferred tax assets 130 108 111 94 117 97 81 97 82 76

Total non-current assets: 2795 1755 1633 1550 1614 1518 1434 1436 761 584

Total assets: 3936 2752 2692 2594 2680 2286 2172 2324 1427 1274

Equity 2131 1906 1872 1774 1641 1481 1345 1263 1027 920

Current financial liabilities 13 7 3 94 7 16 57 84 1 1

Trade payables 106 78 73 75 75 70 62 65 54 50

Current income tax liabilities 118 94 96 62 57 73 52 55 38 53

Other short-term liabilities 259 214 207 204 206 177 172 165 126 118

Short-term provisions 112 105 112 102 106 92 116 110 64 47

Total current liabilities: 608 498 490 537 451 428 460 480 283 269

Non-current financial liabilities 767 15 5 5 242 242 231 390 3 1

Lon-term provisions 186 192 205 198 256 78 85 138 39 39

Other long-term liabilities 106 95 87 48 44 29 21 15 35 10

Deferred tax liabilities 137 46 33 32 46 29 30 39 41 35

Total non-current liabilities 1196 348 330 283 588 378 367 582 117 85

Total liabilities 1804 845 820 819 1039 806 827 1062 400 354

Total equity and liabilities 3936 2752 2692 2594 2680 2286 2172 2324 1427 1274

Sonovo balance sheet (CHFm)

Assets

Liabilities
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3.2.1 Sonova adjusted balance sheet 

 
  

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Cash and cash equivalents 375 317 390 410 435 192 165 336 217 297

Other current financial assets 4 7 5 4 5 7 29 18 20 16

Trade receivables 413 355 349 351 340 339 321 324 262 227

Current income tax receivable 6 8 6 7 11 14 4 0 0 0

Other receivables and prepaid expenses 86 70 66 66 72 52 52 67 53 48

Inventories 256 240 241 206 204 164 168 143 114 102

Total current assets: 1140 997 1059 1043 1066 768 737 888 665 690

PPE 310 268 270 263 249 242 232 201 161 128

Intangible assets 2323 1350 1220 1161 1200 1121 1059 1020 418 302

Investments in associates / joint ventures 11 9 10 12 19 16 11 35 36 37

Other non-current financial assets 20 20 22 21 30 42 51 81 64 40

Employee benefit assets 0 0 0 0 0 0 0 2 0 1

Deferred tax assets 130 108 111 94 117 97 81 97 82 76

Operating lease asset 233 164 172 148 150 125 121 121 71 47

Total non-current assets: 3028 1919 1804 1698 1764 1644 1555 1557 832 631

Total assets: 4168 2915 2863 2741 2830 2412 2293 2445 1497 1321

Equity 2131 1906 1872 1774 1641 1481 1345 1263 1027 920

Current financial liabilities 13 7 3 94 7 16 57 84 1 1

Trade payables 106 78 73 75 75 70 62 65 54 50

Current income tax liabilities 118 94 96 62 57 73 52 55 38 53

Other short-term liabilities 259 214 207 204 206 177 172 165 126 118

Short-term provisions 112 105 112 102 106 92 116 110 64 47

Total current liabilities: 608 498 490 537 451 428 460 480 283 269

Non-current financial liabilities 767 15 5 5 242 242 231 390 3 1

Long-term provisions 186 192 205 198 256 78 85 138 39 39

Other long-term liabilities 106 95 87 48 44 29 21 15 35 10

Deferred tax liabilities 137 46 33 32 46 29 30 39 41 35

Operating lease liability 233 164 172 148 150 125 121 121 71 47

Total non-current liabilities 1429 511 501 430 737 503 488 703 188 132

Total liabilities 2037 1009 991 967 1189 931 948 1183 471 401

Total equity and liabilities 4168 2915 2863 2741 2830 2412 2293 2445 1497 1321

Sonovo adjusted balance sheet (CHFm)

Assets

Liabilities
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3.2.2 Sonova reformulated balance sheet 

 
 

  

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Operational assets

Operating cash 317 275 270 259 238 192 165 199 166 160

Trade receivables 413 355 349 351 340 339 321 324 262 227

Current income tax receivable 6 8 6 7 11 14 4 0 0 0

Other receivables and prepaid expenses 86 70 66 66 72 52 52 67 53 48

Inventories 256 240 241 206 204 164 168 143 114 102

PPE 310 268 270 263 249 242 232 201 161 128

Intangible assets 2323 1350 1220 1161 1200 1121 1059 1020 418 302

Investments in associates / joint ventures 11 9 10 12 19 16 11 35 36 37

Deferred tax assets 130 108 111 94 117 97 81 97 82 76

Operating lease asset 233 164 172 148 150 125 121 121 71 47

Total operating assets: 4087 2846 2714 2565 2598 2363 2213 2208 1362 1126

Opeating liabilities

Trade payables 106 78 73 75 75 70 62 65 54 50

Current income tax liabilities 118 94 96 62 57 73 52 55 38 53

Other short-term liabilities 259 214 207 204 206 177 172 165 126 118

Short-term provisions 112 105 112 102 106 92 116 110 64 47

Long-term provisions 186 192 205 198 256 78 85 138 39 39

Other long-term liabilities 106 95 87 48 44 29 21 15 35 10

Deferred tax liabilities 137 46 33 32 46 29 30 39 41 35

Total operating liabilities 1024 824 812 721 790 548 539 588 396 352

Invested Capital 3063 2022 1903 1844 1808 1815 1674 1620 966 773

Financial liabilities

Current financial liabilities 13 7 3 94 7 16 57 84 1 1

Non-current financial liabilities 767 15 5 5 242 242 231 390 3 1

Operating lease liability 233 164 172 148 150 125 121 121 71 47

Total financial liabilities: 1013 185 180 246 399 383 409 595 74 48

Financial assets

Other current financial assets 4 7 5 4 5 7 29 18 20 16

Other non-current financial assets 20 20 22 21 30 42 51 81 64 40

Employee benefit assets 0 0 0 0 0 0 0 2 0 1

Excess cash 57 43 121 151 197 0 0 137 51 138

Total financial assets: 82 69 149 176 232 49 80 238 135 195

NIBD 931 116 31 70 167 334 330 357 -61 -146

Equity 2131 1906 1872 1774 1641 1481 1345 1263 1027 920

Invested capital (finance) 3063 2022 1903 1844 1808 1815 1674 1620 966 773

Sonovo reformulated balance sheet (CHFm)

Invested capital

Invested capital (finance)
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3.3 Sonova Adjustments 

3.3.1 Adjusting for operating leases 

 
3.4 Other Sonova appendices 

3.4.1 Sonova beta regression 

 
  

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Expected cashflows reported

1 year 69 41 41 36 35 31 29 29 22 14

2 years 50 31 32 26 27 24 24 22 16 10

3 years 39 25 26 22 24 19 18 18 12 8

4 years 27 22 21 18 21 17 15 15 10 6

5 years 21 16 21 16 19 14 13 13 9 5

6 years 0 16 18 18 14 14 13 13 5 4

more than 6 years 26 13 15 15 12 11 16 20 8 7

Total cash commitments: 232 164 174 150 152 131 128 129 83 55

Depreciations in income statement 796 54 44 48 44 40 39 32 27 22

Expected cashflows, estimated yearly:

in 1 year 69 41 41 36 35 31 29 29 22 14

in 2 years 50 31 32 26 27 24 24 22 16 10

in 3 years 39 25 26 22 24 19 18 18 12 8

in 4 years 27 22 21 18 21 17 15 15 10 6

in 5 years 21 16 21 16 19 14 13 13 9 5

in 6 years 5 16 18 18 14 14 13 13 5 4

in 7 years 5 3 4 4 3 3 4 5 2 2

in 8 years 5 3 4 4 3 3 4 5 2 2

in 9 years 5 3 4 4 3 3 4 5 2 2

in 10 years 5 3 4 4 3 3 4 5 2 2

Total cash commitments: 232 164 174 150 152 131 128 129 83 55

Date* 02-01-2017 04-01-2016 02-01-2015 02-01-2014 02-01-2013 02-01-2012 03-01-2011 04-01-2010 02-01-2009 02-01-2008

6 month cibor rate** -0,05% 0,09% 0,42% 0,49% 0,50% 1,26% 1,52% 1,71% 4,91% 4,88%

Present value of lease commitments 233 164 172 148 150 125 121 121 71 47

Estimated financial costs 0,1 -0,2 -0,7 -0,7 -0,8 -1,6 -1,8 -2,1 -3,5 -2,3

Estimated depreciations 796,1 53,8 43,3 47,5 42,8 37,9 36,7 29,6 23,7 19,6

Production costs 0,1 -0,2 -0,7 -0,7 -0,8 -1,6 -1,8 -2,1 -3,5 -2,3

Finance lease intrest expenses -0,1 0,2 0,7 0,7 0,8 1,6 1,8 2,1 3,5 2,3

Financial lease asset 233 164 172 148 150 125 121 121 71 47

Financial lease liability 233 164 172 148 150 125 121 121 71 47

*Reffers to the date that the cibor rate was reported on. Note that the rates for the start of next year are used, as those are the closest to the reported date of the annual report

**Source:  http://www.nasdaqomxnordic.com/obligationer/danmark/cibor

Sonovo adjustments for operating leases (CHFm)

Adjustments to income statement and balance sheet

y = 0,999x + 0,0029
R² = 0,3017

-20,0%

-15,0%

-10,0%

-5,0%

0,0%

5,0%

10,0%

15,0%

-10,0% -5,0% 0,0% 5,0% 10,0%

Sonovo
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3.4.2 Sonova Historical WACC calculations 

 

 

Appendix 4: Times series analysis 
4.1 William Demant income statement time series 

 
 

  

Beta 0,999

Risk premium 5,00%

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008

Risk free rate -0,07% -0,28% 0,03% 0,99% 0,80% 0,70% 1,84% 2,00% 2,23%

Cost of debt -0,99% -9,60% -19,53% -7,54% -2,97% -2,76% -4,01% -3,71% 3,11%

Operating lease rate after tax -0,04% 0,08% 0,37% 0,43% 0,37% 1,10% 1,35% 1,50% 4,32%

Re 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0%

Equity 2018769 1889035 1823090 1707818 1561050 1412776 1303610 1144566 973239

NIBD less operating leases 325534 -94132 -109041 -30034 113065 208565 222165 52244 -162243

Operating lease liability: 396331 335227 319137 297375 274984 246308 242419 192140 117427

WACC 4,6% 5,0% 5,1% 4,9% 4,7% 4,6% 4,5% 4,9% 5,0%

Sonovo Historical WACC for EVA calculations

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Geo average

Revenue 2,59 2,37 2,12 1,84 1,75 1,62 1,50 1,30 1,06 1,00 11,1%

Production costs 2,15 1,97 1,90 1,73 1,67 1,49 1,39 1,17 0,99 1,00 8,9%

Gross profit 2,76 2,52 2,21 1,88 1,78 1,67 1,55 1,36 1,08 1,00 11,9%

R&D Costs 1,75 1,62 1,58 1,41 1,31 1,22 1,19 1,13 1,08 1,00 6,4%

Distribution costs 3,38 3,13 2,61 2,17 2,04 1,84 1,65 1,37 1,07 1,00 14,5%

Administrative expenses 1,99 1,84 1,72 1,57 1,53 1,43 1,35 1,25 1,06 1,00 8,0%

Share of profit after tax, associated and joint ventures 2,99 4,58 2,71 3,67 2,77 2,54 3,05 1,28 0,50 1,00 13,0%

EBITDA 2,44 2,19 2,00 1,75 1,69 1,68 1,62 1,45 1,10 1,00 10,4%

depreciations, amortizations 2,41 2,45 1,94 1,75 1,72 1,53 1,28 1,25 1,06 1,00 10,3%

Core operating profit before tax 2,45 2,15 2,01 1,75 1,68 1,71 1,67 1,48 1,10 1,00 10,4%

Operating tax 2,08 1,72 1,53 1,50 1,56 1,52 1,63 1,38 1,12 1,00 8,5%

Core operating profit 2,57 2,30 2,17 1,83 1,72 1,77 1,68 1,51 1,10 1,00 11,1%

Special items:

Sale of assets 5,00 1,88 2,50 1,25 0,00 3,13 3,13 1,88 -0,38 1,00 19,6%

Special restructuring costs

Tax on sale of assets, special restructuring costs -83,94 -92,19 -9,52 1,07 0,00 2,77 3,06 1,75 -0,38 1,00 -263,6%

Special earnings: -103,73 -123,50 -13,50 1,31 0,00 3,24 3,15 1,92 -0,37 1,00 -267,5%

NOPAT 2,40 2,10 2,15 1,83 1,72 1,78 1,68 1,51 1,10 1,00 10,2%

Financial expenses:

Financial income 1,67 1,43 1,50 1,33 1,54 1,50 1,37 1,09 0,99 1,00 5,9%

Financial expenses: 0,95 0,83 0,68 0,65 0,65 0,92 0,75 0,87 0,73 1,00 -0,6%

Finance lease intrest expenses -0,17 -0,05 0,06 0,24 0,27 0,28 0,60 0,63 0,55 1,00 -182,2%

Net core financial expenses, before tax 0,73 0,65 0,47 0,48 0,45 0,76 0,62 0,82 0,67 1,00 -3,4%

Taxshield on core financial expenses 0,62 0,52 0,36 0,42 0,41 0,68 0,60 0,76 0,68 1,00 -5,1%

Net core financial expenses 0,77 0,70 0,51 0,51 0,46 0,79 0,62 0,83 0,66 1,00 -2,9%

Gains/losses on benefit plans -1,11 0,97 1,11 1,94 -0,69 -1,11 3,33 -0,21 -1,18 1,00 -201,2%

foreign currency translation adjustments 5,91 -0,73 -1,42 -3,58 3,78 -0,05 -0,96 -2,06 -0,65 1,00 21,8%

value adjustments of hedging instruments 34,19 -4,65 -35,35 -22,79 19,30 0,93 -18,60 -13,98 -8,95 1,00 48,1%

Net special financial expenses, before tax 3,14 -0,26 1,22 -1,61 2,19 -0,24 0,76 -1,02 -0,14 1,00 13,6%

Taxshield on special financial items 7,74 -0,65 -16,13 0,97 2,90 -1,61 -3,55 -10,81 0,45 1,00 25,5%

Net special financial expenses 3,36 -0,28 0,40 -1,49 2,22 -0,31 0,55 -1,49 -0,11 1,00 14,4%

Financial expenses net, after tax 1,72 0,34 0,47 -0,23 1,11 0,39 0,60 -0,02 0,38 1,00 6,2%

Earnings 2,61 2,64 2,67 2,46 1,91 2,20 2,02 1,99 1,32 1,00 11,2%

Earnings less special items 2,88 2,58 2,46 2,06 1,94 1,94 1,86 1,63 1,17 1,00 12,5%

William Demant time series of income statement (base=2008)
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4.2 GN Store Nord income statement time series 

 
 

  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Geo average

Revenue 1,70 1,66 1,49 1,31 1,21 1,11 0,99 0,91 0,84 1,00 6,9%

Production costs 1,32 1,35 1,22 1,04 1,01 0,97 0,84 0,81 0,79 1,00 3,6%

Gross profit 2,04 1,94 1,74 1,54 1,39 1,24 1,13 1,01 0,88 1,00 9,3%

Development costs 1,96 2,18 1,91 0,49 1,29 1,26 1,16 1,08 0,94 1,00 8,7%

Selling and distribution costs 1,85 1,75 1,52 1,28 1,17 1,20 1,03 0,96 0,87 1,00 8,0%

Management andd Administrative expenses 0,80 0,86 0,68 0,79 0,71 0,75 0,70 0,66 0,98 1,00 -2,8%

Other operating income and costs, net -0,75 0,25 1,00 0,25 0,88 0,50 1,50 2,13 0,50 1,00

Share of profit in associates

EBITDA 4,35 3,88 3,77 3,78 2,99 1,99 1,99 1,61 0,78 1,00 20,2%

Depreciation and amortizations 1,45 1,47 1,38 1,66 0,92 0,99 1,09 0,84 0,92 1,00 4,8%

Core operating profit before tax 20,29 17,14 16,91 15,41 14,37 7,49 6,91 5,81 0,00 1,00 45,7%

Operating tax 15,84 11,83 13,66 13,71 12,44 7,00 6,24 4,80 -0,08 1,00 41,2%

Core operating profit 22,44 19,70 18,48 16,23 15,30 7,73 7,23 6,30 0,04 1,00 47,5%

Special items:

Case against arbitration case against TPSA

Gain/loss on divestment of operations

Gain on divestment of GN Otometrics

Non-recurring items

Impairments 0,03 0,74 0,03 0,13 0,00 0,37 0,29 0,34 0,37 1,00 -36,5%

Tax on special items: 0,07 -0,44 2,32 0,35 0,43 1,40 -16,90 -45,90 440,97 1,00 -27,9%

Profit from special items after tax -1,24 -0,73 3,13 0,42 0,53 1,55 -19,58 -60,28 -215,69 1,00

NOPAT 44,39 38,64 32,70 30,89 28,99 13,47 32,09 68,04 200,04 1,00 60,7%

Financial income 1,79 2,07 1,09 1,52 0,82 0,83 2,00 0,92 0,52 1,00 7,5%

Financial expenses 1,06 1,11 1,12 1,06 0,80 0,69 1,00 0,56 0,57 1,00 0,8%

Financial expenses related to operating leases -0,03 0,06 0,25 0,32 0,29 0,70 0,52 0,46 1,15 1,00

Net core financial expenses, before tax 0,48 0,37 1,09 0,70 0,75 0,60 0,26 0,29 0,65 1,00 -8,7%

Taxshieldd on core financial expenses 0,38 0,26 0,88 0,62 0,65 0,56 0,23 0,24 -136,91 1,00 -11,5%

Net core financial expenses, after tax 0,53 0,43 1,19 0,73 0,80 0,62 0,27 0,32 66,97 1,00 -7,6%

Special financial items

Actuarial gains -0,33 0,11 -0,31 0,89 -1,11 0,07 0,98 0,20 -0,38 1,00

Adjustmeent of cashflow hedges 1,31 -0,50 0,36 -1,18 0,27 0,26 0,19 0,02 0,00 1,00 3,4%

Foreign exchange adjustments -100,25 24,75 57,75 70,00 -28,13 -5,38 11,25 38,63 -3,88 1,00

Net special Financial expenses -14,40 3,21 10,77 8,96 -3,23 -0,51 1,32 6,43 -0,30 1,00

Taxshield on special financial items 0,11 -0,07 -0,59 1,04 -0,52 -0,07 0,26 0,41 -0,48 1,00 -24,0%

Special financial expenses, net after tax -9,11 2,01 6,62 6,07 -2,24 -0,35 0,93 4,23 -0,36 1,00

Financial expenses, net after tax 74,44 -11,75 -40,47 -40,17 24,12 8,02 -4,83 -29,68 583,09 1,00 71,4%

Earnings 28,28 65,67 71,94 69,00 31,61 16,39 51,89 120,44 -5,39 1,00 51,9%

Earnings less special items -37,91 -33,41 -29,16 -26,47 -24,66 -11,88 -11,95 -10,19 184,44 1,00

GN Store Nord times series of income statement (base=2008)
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4.3 Sonovo income statement time series 

 
  

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008 Geo average

Sales 1,92 1,66 1,63 1,56 1,44 1,30 1,29 1,20 1,00 8,5%

Cost of sales 1,97 1,84 1,71 1,61 1,47 1,35 1,31 1,16 1,00 8,8%

Gross profit 1,90 1,58 1,59 1,54 1,42 1,27 1,29 1,22 1,00 8,3%

RnD 1,77 1,68 1,69 1,62 1,47 1,50 1,39 1,12 1,00 7,4%

Sales and marketing 2,39 1,88 1,80 1,73 1,64 1,48 1,47 1,18 1,00 11,5%

General administration 2,06 1,65 1,71 1,66 1,54 1,43 1,57 1,21 1,00 9,5%

Other income / expenses -203,56 -525,94 -388,15 -5,03 5988,71 74,26 15,35 196,88 1,00

removing depreciations 3,18 1,81 1,72 1,68 1,63 1,49 1,38 1,16 1,00 15,6%

Share of profit/loss in associates/joint ventures 0,07 -0,76 -0,86 0,01 -1,01 -0,48 -1,43 0,37 1,00 -28,4%

EBITDA 1,56 1,35 1,41 1,33 0,65 1,00 1,03 1,26 1,00 5,7%

Depreciations and amortizations 3,62 2,18 2,08 2,04 2,00 1,80 1,65 1,27 1,00 17,4%

Core operating profit before tax 1,30 1,24 1,32 1,24 0,49 0,90 0,95 1,25 1,00 3,3%

Operating tax 1,59 1,34 1,37 1,24 1,03 0,95 0,89 1,27 1,00 5,9%

Core operating earnings after tax 1,26 1,23 1,32 1,24 0,41 0,90 0,96 1,25 1,00 2,9%

Special items:

Impairments

Tax on special items

Earnings from special items after tax

NOPAT 1,26 1,23 1,32 1,24 0,41 0,88 0,85 0,77 1,00 2,9%

Financial expenses, net 33,72 43,21 57,27 51,31 50,02 48,43 74,26 22,79 1,00 55,2%

Operating lease financial expenses -0,03 0,04 0,21 0,21 0,22 0,45 0,53 0,60 1,00

Net core financial expenses, before tax 1,66 2,21 3,08 2,78 2,72 2,86 4,24 1,71 1,00 6,6%

Tax shield on core financial items 2,03 2,38 3,18 2,77 5,75 3,02 3,95 1,73 1,00 9,3%

Net core financial expenses 1,61 2,19 3,06 2,78 2,31 2,84 4,27 1,71 1,00 6,2%

Special financial items:

Actuarian gain/loss from defined benefits plans -1,73 0,29 1,46 -0,06 0,62 0,33 0,31 -1,02 1,00

Put options granted to non-controlling interests

Fair value adjustment on cashflow hedges

Currency translation diffrence 0,26 0,11 1,35 3,69 -2,30 1,88 6,18 -1,20 1,00 -15,7%

Net special financial expenses, before tax -0,74 0,20 1,21 1,87 -0,88 1,25 3,23 -1,07 1,00

Tax shield on special financial items -2,43 0,53 1,02 0,95 0,02 1,21 0,87 -1,31 1,00

Net special items after tax -0,61 0,18 1,22 1,93 -0,95 1,25 3,41 -1,05 1,00

Financial items, net after tax -0,46 0,32 1,35 1,99 -0,72 1,36 3,47 -0,85 1,00

Earnings after tax 1,58 1,40 1,31 1,10 0,63 0,79 0,36 1,08 1,00 5,9%

Earnings less special items 1,26 1,22 1,30 1,22 0,39 0,88 0,92 1,25 1,00 2,9%

Sonovo time series of income statement (base=2008)
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4.4 William Demant Balance sheet time series 

 
 

  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Geo average

Operating assets

Goodwill 16,24 16,08 14,50 9,82 9,08 6,57 5,03 4,22 1,99 1,00 36,3%

Patents and licenses 5,88 7,50 3,23 4,12 5,14 6,91 6,45 7,77 6,95 1,00 21,8%

Other intangible assets 28,66 20,35 19,15 2,53 2,46 2,32 2,45 2,88 1,54 1,00 45,2%

Prepayments and assets under development

Land and buildings 1,61 1,62 1,67 1,39 1,20 1,26 1,21 1,02 0,99 1,00 5,4%

Plant and machinery 1,41 1,47 1,23 1,16 1,15 1,06 0,85 0,89 0,92 1,00 3,9%

Other plant, fixtures and operating equipment 1,83 1,83 1,80 1,67 1,83 1,63 1,53 1,31 1,09 1,00 6,9%

Leasehold improvements 3,80 3,77 3,53 2,45 2,45 2,43 2,14 1,86 1,23 1,00 16,0%

prepayments and assets under construction 14,04 15,40 26,06 33,67 34,86 16,46 10,58 9,96 3,29 1,00 34,1%

Financial lease asset 5,08 4,62 3,41 2,78 2,69 2,78 2,34 2,04 1,58 1,00 19,8%

Investment in associates and joint ventures 13,70 8,56 7,71 7,74 6,74 4,55 2,83 2,25 1,13 1,00 33,8%

Receivables from associates and joint ventures (non-current)

Other investments 0,67 0,49 0,74 0,74 0,67 0,74 0,55 0,37 0,62 1,00 -4,3%

Other receivables 1,82 2,15 2,26 2,27 2,25 2,48 1,94 1,73 1,31 1,00 6,9%

Deferred tax assets 2,36 2,51 2,39 1,51 1,69 1,70 1,73 1,67 0,91 1,00 10,0%

Inventories 1,85 1,78 1,81 1,65 1,56 1,38 1,47 1,35 1,08 1,00 7,1%

Trade receivables 2,44 2,31 2,09 1,89 1,77 1,65 1,60 1,51 1,12 1,00 10,4%

Receivables from associates and joint ventures (current)

Income tax asset 3,31 4,51 2,38 2,91 2,23 2,69 1,37 0,94 1,02 1,00 14,2%

Other receivables 17,26 17,39 18,60 12,29 13,56 8,94 8,30 2,94 1,69 1,00 37,2%

Prepaid expenses 4,36 4,03 3,94 2,37 2,26 2,18 1,89 1,95 1,50 1,00 17,8%

Assets held for sale

Operating cash 3,05 2,77 2,46 2,16 2,07 1,89 1,77 1,52 1,19 1,00 13,2%

Total operating assets: 4,19 4,00 3,65 2,88 2,67 2,29 1,99 1,76 1,22 1,00 17,2%

Operational liabilities

Deferred tax liabilities 2,98 2,85 2,34 2,51 2,73 2,77 2,12 1,61 1,09 1,00 12,9%

Provisions (non-current) 1,57 2,15 1,99 1,12 0,96 0,88 1,42 1,25 0,99 1,00 5,1%

Other liabilities 41,91 36,38 25,32 25,53 46,81 28,94 39,57 35,11 7,74 1,00 51,4%

Deferred income

Trade payables 2,71 2,69 2,55 1,80 1,84 1,75 1,95 1,65 1,05 1,00 11,7%

Payables to associates and joint ventures

Income tax liability 4,36 8,97 8,79 4,12 3,94 3,27 2,73 4,73 2,03 1,00 17,8%

Provisions (current) 2,17 2,78 1,39 0,35 1,39 3,13 3,22 3,39 0,96 1,00 9,0%

Other liabilities 3,17 2,55 2,25 1,96 1,85 1,90 1,48 1,45 1,19 1,00 13,7%

Deferred income 2,46 2,61 2,23 1,97 1,67 1,69 1,49 1,42 1,34 1,00 10,5%

Total operating liabilities: 3,17 2,98 2,64 2,01 2,02 1,92 1,81 1,69 1,19 1,00 13,7%

Invested capital: 4,53 4,34 3,99 3,17 2,88 2,42 2,06 1,78 1,23 1,00 18,3%

Financial assets

Unrealised gains on financial contracts 1,28 0,21 0,23 0,14 0,88 0,60 0,00 0,58 0,07 1,00 2,8%

Excess cash

Total financial assets: 8,86 8,58 8,51 4,51 3,19 2,33 1,13 1,47 0,07 1,00 27,4%

Financial liabilities

Interest bearing liabilities (non-current) 4,45 3,78 4,02 0,02 0,16 0,15 1,95 2,02 0,74 1,00 18,1%

Interest bearing liabilities (current) 1,86 2,03 1,74 2,00 1,78 1,51 0,74 0,83 0,92 1,00 7,2%

Unrealised losses on financial contracts 0,07 1,02 1,64 1,78 0,24 0,58 2,82 1,44 1,59 1,00 -26,0%

Financial lease commitments 5,08 4,62 3,41 2,78 2,69 2,78 2,34 2,04 1,58 1,00 19,8%

Total financial liabilities: 2,62 2,58 2,34 1,65 1,49 1,31 1,16 1,18 0,95 1,00 11,3%

NIBD 2,49 2,45 2,21 1,59 1,45 1,29 1,16 1,18 0,97 1,00 10,7%

Equity 13,98 13,10 12,22 10,50 9,51 7,64 6,22 4,60 2,45 1,00 34,1%

Invested capital 4,53 4,34 3,99 3,17 2,88 2,42 2,06 1,78 1,23 1,00 18,3%

William Demant time series of balance sheet (base=2008)
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4.5 GN Store Nord Balance sheet time series 

 
 
  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Geo average

Operating assets

Intangible assets 1,64 1,71 1,43 1,29 1,17 1,11 1,11 1,06 0,99 1,00 5,6%

PPE 0,68 0,71 0,75 0,66 0,65 0,36 0,37 0,67 0,66 1,00 -4,2%

Investments in associates 0,41 0,66 0,61 0,49 0,41 0,41 0,39 0,83 0,85 1,00 -9,3%

Deferred tax assets 2,67 3,43 3,93 3,90 3,89 4,36 4,41 4,74 5,19 1,00 11,5%

Other non-current assets 75,69 84,15 95,31 100,69 63,54 51,54 0,15 0,15 0,92 1,00 61,7%

Operating lease assets 2,97 3,22 2,83 3,14 2,78 2,73 1,68 1,31 1,14 1,00 12,8%

Inventories 1,07 1,08 1,09 0,93 0,89 0,71 0,83 0,71 0,57 1,00 0,8%

Trade receivables 1,87 1,94 2,00 1,69 1,35 1,20 1,13 0,98 0,90 1,00 7,2%

Tax receivables 1,73 0,42 1,91 0,64 2,73 1,03 0,39 1,15 0,91 1,00 6,3%

prepayments 0,00 0,00 0,00 0,00 0,00 0,00 1,11 1,05 1,03 1,00 -100,0%

Other receivables 0,77 0,70 0,70 0,99 0,91 0,64 10,59 7,67 0,89 1,00 -2,8%

Operating cash 1,70 1,66 1,26 1,09 1,21 1,11 0,99 0,91 0,84 1,00 6,1%

Assets held for sale

Total Operating assets: 1,62 1,83 1,59 1,47 1,28 1,17 1,53 1,34 0,97 1,00 5,5%

Operating liabilities

Provisions (non-current) 3,27 4,43 1,05 1,88 2,98 2,71 2,32 1,91 2,63 1,00 14,1%

Deferred tax liabilities 73,33 71,67 82,67 68,17 67,17 62,17 137,50 95,33 1,17 1,00 61,2%

Other non-current liabilities 5,34 5,51 5,10 4,54 3,54 3,14 3,15 0,81 0,90 1,00 20,5%

Trade payables 1,35 1,43 1,63 1,32 1,10 1,08 1,08 0,86 0,75 1,00 3,4%

Tax payables 2,55 2,18 0,85 3,21 1,03 0,33 1,09 0,73 1,21 1,00 10,9%

Provisions (current) 1,32 1,15 1,12 1,05 0,85 0,90 1,04 0,96 0,89 1,00 3,2%

Other payables 2,01 1,95 1,60 1,44 1,15 1,05 1,12 1,06 0,94 1,00 8,0%

Liabilities directly associated with assets held for sale:

Total Operating liabilities 2,17 2,31 1,94 1,77 1,50 1,40 1,74 1,37 0,94 1,00 9,0%

Invested capital: 1,48 1,70 1,50 1,39 1,22 1,11 1,47 1,34 0,98 1,00 4,4%

Financial liabilities

Bank loan and issued bonds 2,19 2,20 1,44 1,05 0,76 0,17 0,86 0,66 0,67 1,00 9,1%

Pension obligations 0,56 0,83 0,80 0,96 0,55 1,25 1,38 0,91 0,80 1,00 -6,2%

Operating lease liability 2,97 3,22 2,83 3,14 2,78 2,73 1,68 1,31 1,14 1,00 12,8%

Bank loans 0,36 0,38 0,32 0,48 0,41 0,84 0,85 0,42 0,73 1,00 -10,6%

Total Financial liabilities: 2,05 2,09 1,43 1,15 0,87 0,45 0,94 0,70 0,71 1,00 8,3%

Financial Assets

Excess cash 7,03 0,09 0,00 0,00 0,74 1,07 2,54 1,24 1,21 1,00 24,2%

Other securities 0,00 0,00 0,00 0,00 0,00 0,00 0,25 0,22 0,23 1,00 -100,0%

Total Financial Assets: 0,47 0,01 0,00 0,00 0,05 0,07 0,40 0,29 0,29 1,00 -8,1%

NIBD 3,01 3,35 2,30 1,86 1,37 0,68 1,26 0,95 0,97 1,00 13,0%

Equity 1,06 1,25 1,28 1,26 1,18 1,23 1,53 1,44 0,98 1,00 0,7%

Invested capital (finance) 1,48 1,70 1,50 1,39 1,22 1,11 1,47 1,34 0,98 1,00 4,4%

Invested capital

Invested capital

GN Store Nord times series of income statement (base=2008)
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4.6 Sonovo Balance sheet time series 

 
 
 
  

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008 Geo average

Operational assets

Operating cash 1,92 1,66 1,63 1,56 1,44 1,16 1,00 1,20 1,00 8,5%

Trade receivables 1,58 1,35 1,33 1,34 1,30 1,30 1,22 1,24 1,00 5,9%

Current income tax receivable

Other receivables and prepaid expenses 1,64 1,32 1,26 1,24 1,36 0,99 0,98 1,27 1,00 6,4%

Inventories 2,24 2,11 2,11 1,80 1,79 1,44 1,47 1,25 1,00 10,6%

PPE 1,93 1,67 1,68 1,64 1,55 1,51 1,45 1,25 1,00 8,6%

Intangible assets 5,55 3,23 2,91 2,77 2,87 2,68 2,53 2,44 1,00 23,9%

Investments in associates / joint ventures 0,32 0,26 0,27 0,32 0,54 0,44 0,30 0,98 1,00 -13,3%

Deferred tax assets 1,58 1,32 1,35 1,15 1,42 1,18 0,99 1,18 1,00 5,9%

Operating lease asset 3,29 2,31 2,42 2,09 2,12 1,77 1,71 1,71 1,00 16,0%

Total operating assets: 3,00 2,09 1,99 1,88 1,91 1,73 1,62 1,62 1,00 14,7%

Opeating liabilities

Trade payables 1,98 1,45 1,36 1,41 1,40 1,30 1,16 1,22 1,00 8,9%

Current income tax liabilities 3,06 2,44 2,49 1,61 1,49 1,90 1,36 1,43 1,00 15,0%

Other short-term liabilities 2,06 1,70 1,64 1,62 1,63 1,41 1,37 1,31 1,00 9,4%

Short-term provisions 1,77 1,66 1,76 1,60 1,67 1,44 1,83 1,73 1,00 7,4%

Long-term provisions 4,74 4,89 5,23 5,03 6,52 2,00 2,17 3,51 1,00 21,5%

Other long-term liabilities 3,04 2,71 2,48 1,38 1,26 0,82 0,60 0,44 1,00 14,9%

Deferred tax liabilities 3,37 1,13 0,80 0,80 1,12 0,73 0,75 0,95 1,00 16,4%

Total operating liabilities 2,58 2,08 2,05 1,82 1,99 1,38 1,36 1,48 1,00 12,6%

Invested Capital 3,17 2,09 1,97 1,91 1,87 1,88 1,73 1,68 1,00 15,5%

Financial liabilities

Current financial liabilities 12,23 5,99 2,84 85,92 6,59 14,88 52,23 76,62 1,00 36,8%

Non-current financial liabilities 295,10 5,84 1,94 1,79 93,02 92,94 88,91 150,09 1,00 103,6%

Operating lease liability 3,29 2,31 2,42 2,09 2,12 1,77 1,71 1,71 1,00 16,0%

Total financial liabilities: 13,60 2,49 2,41 3,30 5,35 5,14 5,49 7,99 1,00 38,6%

Financial assets

Other current financial assets 0,21 0,35 0,28 0,20 0,24 0,35 1,46 0,90 1,00 -17,6%

Other non-current financial assets 0,32 0,31 0,35 0,32 0,47 0,66 0,79 1,27 1,00 -13,4%

Employee benefit assets

Excess cash 1,11 0,83 2,36 2,96 3,85 0,00 0,00 2,68 1,00 1,4%

Total financial assets: 0,60 0,51 1,10 1,30 1,71 0,36 0,59 1,76 1,00 -6,1%

NIBD -15,37 -1,91 -0,51 -1,16 -2,76 -5,51 -5,44 -5,89 1,00

Equity 2,08 1,86 1,82 1,73 1,60 1,44 1,31 1,23 1,00 9,6%

Invested capital (finance) 3,17 2,09 1,97 1,91 1,87 1,88 1,73 1,68 1,00 15,5%

Sonovo time series of balance sheet (base=2008)

Invested capital

Invested capital (finance)
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Appendix 5: Common size analysis 
5.1 William Demant income statement common size analysis 

 
 
  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Average

Revenue 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00

Production costs -0,23 -0,23 -0,25 -0,26 -0,27 -0,26 -0,26 -0,25 -0,26 -0,28 -0,26

Gross profit 0,77 0,77 0,75 0,74 0,73 0,74 0,74 0,75 0,74 0,72 0,74

R&D Costs -0,06 -0,06 -0,07 -0,07 -0,07 -0,07 -0,07 -0,08 -0,09 -0,09 -0,07

Distribution costs -0,44 -0,45 -0,42 -0,40 -0,40 -0,39 -0,37 -0,36 -0,35 -0,34 -0,39

Administrative expenses -0,05 -0,05 -0,05 -0,06 -0,06 -0,06 -0,06 -0,06 -0,07 -0,07 -0,06

Share of profit after tax, associated and joint ventures 0,00 0,01 0,00 0,01 0,01 0,01 0,01 0,00 0,00 0,00 0,00

EBITDA 0,22 0,21 0,22 0,22 0,22 0,24 0,24 0,25 0,24 0,23 0,23

depreciations, amortizations -0,03 -0,03 -0,03 -0,03 -0,03 -0,03 -0,03 -0,03 -0,03 -0,03 -0,03

Core operating profit before tax 0,19 0,18 0,19 0,19 0,19 0,21 0,22 0,22 0,21 0,20 0,20

Operating tax -0,04 -0,04 -0,04 -0,04 -0,04 -0,05 -0,05 -0,05 -0,05 -0,05 -0,05

Core operating profit 0,15 0,14 0,15 0,15 0,15 0,16 0,17 0,17 0,15 0,15 0,15

Special items:

Sale of assets 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Special restructuring costs -0,01 -0,02 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Tax on sale of assets, special restructuring costs 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Special earnings: -0,01 -0,01 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

NOPAT 0,14 0,13 0,15 0,15 0,15 0,16 0,17 0,17 0,15 0,15 0,15

Financial expenses:

Financial income 0,00 0,00 0,00 0,00 0,01 0,01 0,01 0,00 0,01 0,01 0,00

Financial expenses: -0,01 -0,01 -0,01 -0,01 -0,01 -0,02 -0,02 -0,02 -0,02 -0,03 -0,02

Finance lease intrest expenses 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Net core financial expenses, before tax -0,01 -0,01 -0,01 -0,01 -0,01 -0,01 -0,01 -0,02 -0,02 -0,03 -0,01

Taxshield on core financial expenses 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,01 0,00

Net core financial expenses -0,01 -0,01 -0,01 -0,01 -0,01 -0,01 -0,01 -0,01 -0,01 -0,02 -0,01

Gains/losses on benefit plans 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

foreign currency translation adjustments -0,03 0,00 0,01 0,02 -0,03 0,00 0,01 0,02 0,01 -0,01 0,00

value adjustments of hedging instruments 0,01 0,00 -0,01 -0,01 0,01 0,00 -0,01 -0,01 -0,01 0,00 0,00

Net special financial expenses, before tax -0,01 0,00 -0,01 0,01 -0,02 0,00 -0,01 0,01 0,00 -0,01 0,00

Taxshield on special financial items 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,01 0,00 0,00 0,00

Net special financial expenses -0,02 0,00 0,00 0,01 -0,02 0,00 0,00 0,01 0,00 -0,01 0,00

Financial expenses net, after tax -0,02 0,00 -0,01 0,00 -0,02 -0,01 -0,01 0,00 -0,01 -0,03 -0,01

Earnings 0,11 0,13 0,14 0,15 0,12 0,15 0,15 0,17 0,14 0,11 0,14

Earnings less special items 0,14 0,14 0,15 0,14 0,14 0,15 0,16 0,16 0,14 0,13 0,14

William Demant common size of income statement
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5.2 GN Store Nord income statement common size analysis 

 
 
  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Average

Revenue 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00

Production costs -0,37 -0,38 -0,39 -0,37 -0,39 -0,41 -0,40 -0,42 -0,44 -0,47 -0,40

Gross profit 0,63 0,62 0,61 0,63 0,61 0,59 0,60 0,58 0,56 0,53 0,60

Development costs -0,04 -0,05 -0,05 -0,01 -0,04 -0,04 -0,04 -0,04 -0,04 -0,04 -0,04

Selling and distribution costs -0,30 -0,29 -0,28 -0,27 -0,27 -0,30 -0,29 -0,29 -0,29 -0,28 -0,29

Management andd Administrative expenses -0,06 -0,06 -0,06 -0,08 -0,07 -0,08 -0,09 -0,09 -0,15 -0,13 -0,09

Other operating income and costs, net 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Share of profit in associates 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

EBITDA 0,23 0,21 0,23 0,26 0,23 0,16 0,18 0,16 0,08 0,09 0,18

Depreciation and amortizations -0,07 -0,07 -0,07 -0,10 -0,06 -0,07 -0,09 -0,07 -0,08 -0,08 -0,07

Core operating profit before tax 0,17 0,15 0,16 0,17 0,17 0,09 0,10 0,09 0,00 0,01 0,11

Operating tax -0,04 -0,03 -0,04 -0,05 -0,05 -0,03 -0,03 -0,02 0,00 0,00 -0,03

Core operating profit 0,12 0,11 0,12 0,12 0,12 0,07 0,07 0,07 0,00 0,01 0,08

Special items:

Case against arbitration case against TPSA 0,00 0,00 0,00 0,00 0,00 0,00 0,13 0,41 0,00 0,00 0,05

Gain/loss on divestment of operations 0,00 0,01 0,00 0,00 0,00 -0,01 0,00 0,00 0,02 0,00 0,00

Gain on divestment of GN Otometrics 0,01 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Non-recurring items 0,00 0,00 -0,02 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Impairments 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 -0,01 0,00

Tax on special items: 0,00 0,00 0,00 0,00 0,00 0,00 -0,04 -0,11 1,15 0,00 0,10

Profit from special items after tax 0,00 0,00 -0,01 0,00 0,00 -0,01 0,09 0,30 1,17 0,00 0,15

NOPAT 0,13 0,11 0,11 0,12 0,12 0,06 0,16 0,37 1,17 0,00 0,23

Financial income 0,02 0,02 0,01 0,02 0,01 0,01 0,03 0,02 0,01 0,02 0,02

Financial expenses -0,02 -0,02 -0,03 -0,03 -0,02 -0,02 -0,04 -0,02 -0,02 -0,04 -0,03

Financial expenses related to operating leases 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Net core financial expenses, before tax -0,01 0,00 -0,02 -0,01 -0,01 -0,01 -0,01 -0,01 -0,02 -0,02 -0,01

Taxshieldd on core financial expenses 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 -1,17 0,01 -0,11

Net core financial expenses, after tax 0,00 0,00 -0,01 -0,01 -0,01 -0,01 0,00 -0,01 -1,18 -0,01 -0,13

Special financial items

Actuarial gains 0,00 0,00 0,00 -0,01 0,01 0,00 -0,01 0,00 0,00 -0,01 0,00

Adjustmeent of cashflow hedges 0,01 0,00 0,00 -0,01 0,00 0,00 0,00 0,00 0,00 0,01 0,00

Foreign exchange adjustments -0,08 0,02 0,05 0,08 -0,03 -0,01 0,02 0,06 -0,01 0,00 0,01

Net special Financial expenses -0,07 0,02 0,06 0,06 -0,02 0,00 0,01 0,06 0,00 0,01 0,01

Taxshield on special financial items 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Special financial expenses, net after tax -0,07 0,02 0,06 0,06 -0,02 0,00 0,01 0,06 -0,01 0,01 0,01

Financial expenses, net after tax -0,07 0,01 0,05 0,05 -0,03 -0,01 0,01 0,06 -1,19 0,00 -0,11

Earnings 0,05 0,13 0,15 0,17 0,08 0,05 0,17 0,42 -0,02 0,00 0,12

Earnings less special items 0,12 0,11 0,11 0,11 0,11 0,06 0,07 0,06 -1,18 -0,01 -0,05

GN Store Nord common size of income statement
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5.3 Sonovo income statement common size analysis 

 
 
  

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008 Average

Sales 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00

Cost of sales -0,31 -0,34 -0,32 -0,31 -0,31 -0,32 -0,31 -0,29 -0,30 -0,31

Gross profit 0,69 0,66 0,68 0,69 0,69 0,68 0,69 0,71 0,70 0,69

RnD -0,06 -0,06 -0,06 -0,06 -0,06 -0,07 -0,07 -0,06 -0,06 -0,06

Sales and marketing -0,34 -0,31 -0,30 -0,30 -0,31 -0,31 -0,31 -0,27 -0,27 -0,30

General administration -0,10 -0,09 -0,10 -0,10 -0,10 -0,10 -0,11 -0,09 -0,09 -0,10

Other income / expenses 0,00 0,01 0,01 0,00 -0,11 0,00 0,00 0,00 0,00 -0,01

removing depreciations 0,05 0,03 0,03 0,03 0,03 0,03 0,03 0,03 0,03 0,03

Share of profit/loss in associates/joint ventures 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

EBITDA 0,24 0,24 0,25 0,25 0,13 0,23 0,23 0,31 0,29 0,24

Depreciations and amortizations -0,06 -0,04 -0,04 -0,04 -0,05 -0,05 -0,04 -0,03 -0,03 -0,04

Core operating profit before tax 0,18 0,20 0,21 0,21 0,09 0,18 0,19 0,27 0,26 0,20

Operating tax -0,03 -0,03 -0,03 -0,02 -0,02 -0,02 -0,02 -0,03 -0,03 -0,03

Core operating earnings after tax 0,15 0,17 0,19 0,18 0,07 0,16 0,17 0,24 0,23 0,17

Special items:

Impairments 0,00 0,00 0,00 0,00 0,00 0,00 -0,02 -0,10 0,00 -0,01

Tax on special items 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,01 0,00 0,00

Earnings from special items after tax 0,00 0,00 0,00 0,00 0,00 0,00 -0,02 -0,09 0,00 -0,01

NOPAT 0,15 0,17 0,19 0,18 0,07 0,16 0,15 0,15 0,23 0,16

Financial expenses, net 0,00 0,00 -0,01 0,00 -0,01 -0,01 -0,01 0,00 0,00 0,00

Operating lease financial expenses 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Net core financial expenses, before tax 0,00 0,00 -0,01 -0,01 -0,01 -0,01 -0,01 0,00 0,00 -0,01

Tax shield on core financial items 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Net core financial expenses 0,00 0,00 0,00 0,00 0,00 -0,01 -0,01 0,00 0,00 0,00

Special financial items:

Actuarian gain/loss from defined benefits plans 0,02 0,00 -0,02 0,00 -0,01 0,00 0,00 0,02 -0,02 0,00

Put options granted to non-controlling interests 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Fair value adjustment on cashflow hedges 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Currency translation diffrence 0,00 0,00 -0,02 -0,04 0,03 -0,03 -0,09 0,02 -0,02 -0,02

Net special financial expenses, before tax 0,01 0,00 -0,03 -0,04 0,02 -0,04 -0,09 0,03 -0,04 -0,02

Tax shield on special financial items 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Net special items after tax 0,01 0,00 -0,03 -0,04 0,02 -0,03 -0,09 0,03 -0,03 -0,02

Financial items, net after tax 0,01 -0,01 -0,03 -0,05 0,02 -0,04 -0,10 0,03 -0,04 -0,02

Earnings after tax 0,16 0,16 0,16 0,14 0,08 0,12 0,05 0,17 0,19 0,14

Earnings less special items 0,15 0,17 0,18 0,18 0,06 0,15 0,16 0,24 0,23 0,17

Sonovo time common size of income statement
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5.4 William Demant balance sheet common size analysis 

 
 
  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 average

Operating assets

Goodwill 0,47 0,48 0,47 0,40 0,41 0,35 0,32 0,31 0,21 0,13 0,36

Patents and licenses 0,00 0,00 0,00 0,00 0,00 0,01 0,01 0,01 0,01 0,00 0,01

Other intangible assets 0,03 0,02 0,02 0,00 0,00 0,00 0,01 0,01 0,01 0,00 0,01

Prepayments and assets under development 0,01 0,01 0,00 0,01 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Land and buildings 0,06 0,07 0,08 0,08 0,08 0,09 0,11 0,10 0,14 0,18 0,10

Plant and machinery 0,02 0,02 0,02 0,02 0,02 0,02 0,02 0,02 0,04 0,05 0,02

Other plant, fixtures and operating equipment 0,02 0,02 0,02 0,03 0,03 0,04 0,04 0,04 0,05 0,05 0,03

Leasehold improvements 0,02 0,02 0,02 0,02 0,02 0,02 0,02 0,02 0,02 0,02 0,02

prepayments and assets under construction 0,01 0,01 0,01 0,02 0,02 0,01 0,01 0,01 0,01 0,00 0,01

Financial lease asset 0,08 0,07 0,06 0,06 0,06 0,08 0,08 0,08 0,09 0,07 0,07

Investment in associates and joint ventures 0,07 0,04 0,04 0,06 0,05 0,04 0,03 0,03 0,02 0,02 0,04

Receivables from associates and joint ventures (non-current) 0,04 0,03 0,03 0,03 0,02 0,02 0,01 0,01 0,00 0,00 0,02

Other investments 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,01 0,00

Other receivables 0,03 0,04 0,05 0,06 0,07 0,09 0,08 0,08 0,09 0,08 0,07

Deferred tax assets 0,03 0,03 0,03 0,03 0,03 0,04 0,04 0,05 0,04 0,05 0,04

Inventories 0,10 0,10 0,11 0,13 0,13 0,14 0,17 0,18 0,21 0,24 0,15

Trade receivables 0,19 0,19 0,18 0,21 0,22 0,24 0,27 0,30 0,32 0,35 0,25

Receivables from associates and joint ventures (current) 0,01 0,01 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Income tax asset 0,01 0,01 0,01 0,01 0,01 0,01 0,01 0,01 0,01 0,01 0,01

Other receivables 0,02 0,02 0,02 0,02 0,02 0,02 0,02 0,01 0,01 0,00 0,02

Prepaid expenses 0,02 0,01 0,02 0,01 0,01 0,01 0,01 0,02 0,02 0,02 0,02

Assets held for sale 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Operating cash 0,02 0,02 0,02 0,02 0,02 0,03 0,03 0,03 0,03 0,03 0,03

Total operating assets: 1,24 1,23 1,22 1,22 1,24 1,27 1,30 1,32 1,33 1,34 1,27

Operational liabilities

Deferred tax liabilities 0,01 0,01 0,01 0,01 0,02 0,02 0,02 0,02 0,02 0,02 0,02

Provisions (non-current) 0,02 0,02 0,02 0,02 0,02 0,02 0,03 0,03 0,04 0,05 0,03

Other liabilities 0,01 0,01 0,01 0,01 0,03 0,02 0,03 0,03 0,01 0,00 0,02

Deferred income 0,02 0,01 0,01 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,01

Trade payables 0,04 0,04 0,04 0,04 0,04 0,05 0,06 0,06 0,05 0,06 0,05

Payables to associates and joint ventures 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Income tax liability 0,01 0,01 0,01 0,01 0,01 0,01 0,01 0,01 0,01 0,01 0,01

Provisions (current) 0,00 0,00 0,00 0,00 0,00 0,00 0,01 0,01 0,00 0,00 0,00

Other liabilities 0,11 0,10 0,09 0,10 0,10 0,13 0,12 0,13 0,16 0,16 0,12

Deferred income 0,02 0,02 0,02 0,02 0,02 0,03 0,03 0,03 0,04 0,04 0,03

Total operating liabilities: 0,24 0,23 0,22 0,22 0,24 0,27 0,30 0,32 0,33 0,34 0,27

Invested capital: 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00

Financial assets

Unrealised gains on financial contracts 0,00 0,00 0,00 0,00 0,01 0,00 0,00 0,01 0,00 0,02 0,00

Excess cash 0,03 0,03 0,04 0,02 0,01 0,01 0,01 0,01 0,00 0,00 0,02

Total financial assets: 0,03 0,03 0,04 0,02 0,02 0,02 0,01 0,01 0,00 0,02 0,02

Financial liabilities

Interest bearing liabilities (non-current) 0,17 0,15 0,17 0,00 0,01 0,01 0,16 0,20 0,10 0,17 0,12

Interest bearing liabilities (current) 0,24 0,27 0,26 0,37 0,36 0,36 0,21 0,27 0,44 0,58 0,34

Unrealised losses on financial contracts 0,00 0,00 0,01 0,01 0,00 0,00 0,02 0,01 0,02 0,02 0,01

Financial lease commitments 0,08 0,07 0,06 0,06 0,06 0,08 0,08 0,08 0,09 0,07 0,07

Total financial liabilities: 0,49 0,50 0,49 0,44 0,43 0,46 0,47 0,56 0,65 0,84 0,53

NIBD 0,45 0,46 0,46 0,41 0,41 0,44 0,46 0,54 0,65 0,82 0,51

Equity 0,55 0,54 0,54 0,59 0,59 0,56 0,54 0,46 0,35 0,18 0,49

Invested capital 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00

William Demant common size of balance sheet (common to invested capital)

Invested capital

Invested capital (finance)
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5.5 GN Store Nord balance sheet common size analysis 

 
 
  

Year 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 Geo average

Operating assets

Intangible assets 1,64 1,71 1,43 1,29 1,17 1,11 1,11 1,06 0,99 1,00 5,6%

PPE 0,68 0,71 0,75 0,66 0,65 0,36 0,37 0,67 0,66 1,00 -4,2%

Investments in associates 0,41 0,66 0,61 0,49 0,41 0,41 0,39 0,83 0,85 1,00 -9,3%

Deferred tax assets 2,67 3,43 3,93 3,90 3,89 4,36 4,41 4,74 5,19 1,00 11,5%

Other non-current assets 75,69 84,15 95,31 100,69 63,54 51,54 0,15 0,15 0,92 1,00 61,7%

Operating lease assets 2,97 3,22 2,83 3,14 2,78 2,73 1,68 1,31 1,14 1,00 12,8%

Inventories 1,07 1,08 1,09 0,93 0,89 0,71 0,83 0,71 0,57 1,00 0,8%

Trade receivables 1,87 1,94 2,00 1,69 1,35 1,20 1,13 0,98 0,90 1,00 7,2%

Tax receivables 1,73 0,42 1,91 0,64 2,73 1,03 0,39 1,15 0,91 1,00 6,3%

prepayments 0,00 0,00 0,00 0,00 0,00 0,00 1,11 1,05 1,03 1,00 -100,0%

Other receivables 0,77 0,70 0,70 0,99 0,91 0,64 10,59 7,67 0,89 1,00 -2,8%

Operating cash 1,70 1,66 1,26 1,09 1,21 1,11 0,99 0,91 0,84 1,00 6,1%

Assets held for sale

Total Operating assets: 1,62 1,83 1,59 1,47 1,28 1,17 1,53 1,34 0,97 1,00 5,5%

Operating liabilities

Provisions (non-current) 3,27 4,43 1,05 1,88 2,98 2,71 2,32 1,91 2,63 1,00 14,1%

Deferred tax liabilities 73,33 71,67 82,67 68,17 67,17 62,17 137,50 95,33 1,17 1,00 61,2%

Other non-current liabilities 5,34 5,51 5,10 4,54 3,54 3,14 3,15 0,81 0,90 1,00 20,5%

Trade payables 1,35 1,43 1,63 1,32 1,10 1,08 1,08 0,86 0,75 1,00 3,4%

Tax payables 2,55 2,18 0,85 3,21 1,03 0,33 1,09 0,73 1,21 1,00 10,9%

Provisions (current) 1,32 1,15 1,12 1,05 0,85 0,90 1,04 0,96 0,89 1,00 3,2%

Other payables 2,01 1,95 1,60 1,44 1,15 1,05 1,12 1,06 0,94 1,00 8,0%

Liabilities directly associated with assets held for sale:

Total Operating liabilities 2,17 2,31 1,94 1,77 1,50 1,40 1,74 1,37 0,94 1,00 9,0%

Invested capital: 1,48 1,70 1,50 1,39 1,22 1,11 1,47 1,34 0,98 1,00 4,4%

Financial liabilities

Bank loan and issued bonds 2,19 2,20 1,44 1,05 0,76 0,17 0,86 0,66 0,67 1,00 9,1%

Pension obligations 0,56 0,83 0,80 0,96 0,55 1,25 1,38 0,91 0,80 1,00 -6,2%

Operating lease liability 2,97 3,22 2,83 3,14 2,78 2,73 1,68 1,31 1,14 1,00 12,8%

Bank loans 0,36 0,38 0,32 0,48 0,41 0,84 0,85 0,42 0,73 1,00 -10,6%

Total Financial liabilities: 2,05 2,09 1,43 1,15 0,87 0,45 0,94 0,70 0,71 1,00 8,3%

Financial Assets

Excess cash 7,03 0,09 0,00 0,00 0,74 1,07 2,54 1,24 1,21 1,00 24,2%

Other securities 0,00 0,00 0,00 0,00 0,00 0,00 0,25 0,22 0,23 1,00 -100,0%

Total Financial Assets: 0,47 0,01 0,00 0,00 0,05 0,07 0,40 0,29 0,29 1,00 -8,1%

NIBD 3,01 3,35 2,30 1,86 1,37 0,68 1,26 0,95 0,97 1,00 13,0%

Equity 1,06 1,25 1,28 1,26 1,18 1,23 1,53 1,44 0,98 1,00 0,7%

Invested capital (finance) 1,48 1,70 1,50 1,39 1,22 1,11 1,47 1,34 0,98 1,00 4,4%

Invested capital

Invested capital

GN Store Nord times series of income statement (base=2008)
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5.6 Sonovo balance sheet common size analysis 

 
 
 

  

Year 2016 2015 2014 2013 2012 2011 2010 2009 2008 Average

Operational assets

Operating cash 0,10 0,14 0,14 0,14 0,13 0,11 0,10 0,12 0,17 0,13

Trade receivables 0,13 0,18 0,18 0,19 0,19 0,19 0,19 0,20 0,27 0,19

Current income tax receivable 0,00 0,00 0,00 0,00 0,01 0,01 0,00 0,00 0,00 0,00

Other receivables and prepaid expenses 0,03 0,03 0,03 0,04 0,04 0,03 0,03 0,04 0,05 0,04

Inventories 0,08 0,12 0,13 0,11 0,11 0,09 0,10 0,09 0,12 0,11

PPE 0,10 0,13 0,14 0,14 0,14 0,13 0,14 0,12 0,17 0,14

Intangible assets 0,76 0,67 0,64 0,63 0,66 0,62 0,63 0,63 0,43 0,63

Investments in associates / joint ventures 0,00 0,00 0,01 0,01 0,01 0,01 0,01 0,02 0,04 0,01

Deferred tax assets 0,04 0,05 0,06 0,05 0,06 0,05 0,05 0,06 0,09 0,06

Operating lease asset 0,08 0,08 0,09 0,08 0,08 0,07 0,07 0,07 0,07 0,08

Total operating assets: 1,33 1,41 1,43 1,39 1,44 1,30 1,32 1,36 1,41 1,38

Opeating liabilities

Trade payables 0,03 0,04 0,04 0,04 0,04 0,04 0,04 0,04 0,06 0,04

Current income tax liabilities 0,04 0,05 0,05 0,03 0,03 0,04 0,03 0,03 0,04 0,04

Other short-term liabilities 0,08 0,11 0,11 0,11 0,11 0,10 0,10 0,10 0,13 0,11

Short-term provisions 0,04 0,05 0,06 0,06 0,06 0,05 0,07 0,07 0,07 0,06

Long-term provisions 0,06 0,09 0,11 0,11 0,14 0,04 0,05 0,09 0,04 0,08

Other long-term liabilities 0,03 0,05 0,05 0,03 0,02 0,02 0,01 0,01 0,04 0,03

Deferred tax liabilities 0,04 0,02 0,02 0,02 0,03 0,02 0,02 0,02 0,04 0,03

Total operating liabilities 0,33 0,41 0,43 0,39 0,44 0,30 0,32 0,36 0,41 0,38

Invested Capital 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00

Financial liabilities

Current financial liabilities 0,00 0,00 0,00 0,05 0,00 0,01 0,03 0,05 0,00 0,02

Non-current financial liabilities 0,25 0,01 0,00 0,00 0,13 0,13 0,14 0,24 0,00 0,10

Operating lease liability 0,08 0,08 0,09 0,08 0,08 0,07 0,07 0,07 0,07 0,08

Total financial liabilities: 0,33 0,09 0,09 0,13 0,22 0,21 0,24 0,37 0,08 0,20

Financial assets

Other current financial assets 0,00 0,00 0,00 0,00 0,00 0,00 0,02 0,01 0,02 0,01

Other non-current financial assets 0,01 0,01 0,01 0,01 0,02 0,02 0,03 0,05 0,07 0,03

Employee benefit assets 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00

Excess cash 0,02 0,02 0,06 0,08 0,11 0,00 0,00 0,08 0,05 0,05

Total financial assets: 0,03 0,03 0,08 0,10 0,13 0,03 0,05 0,15 0,14 0,08

NIBD 0,30 0,06 0,02 0,04 0,09 0,18 0,20 0,22 -0,06 0,12

Equity 0,70 0,94 0,98 0,96 0,91 0,82 0,80 0,78 1,06 0,88

Invested capital (finance) 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00 1,00

Sonovo time common size of balance sheet (common to IC)

Invested capital

Invested capital (finance)
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Appendix 6: Forecasts 
6.1 Forecasted financial drivers  

 
 

6.2 Forecasting guide 

 
 
 
  

Year 2016* 2017* 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 Terminal period

Revenue growth 11,6% 9,2% 2,0% 4,0% 3,8% 3,7% 3,6% 3,5% 3,4% 3,3% 3,2% 3,1% 3,0% 2,9% 2,8% 2,7% 2,6% 2,20%

Production cost/Revenue 22,5% 22,7% 24,0% 24,5% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,0% 25,00%

R&D cost/Revenue 5,8% 5,7% 6,0% 5,8% 5,7% 5,6% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,5% 5,50%

Distribution cost/Revenue 43,4% 42,9% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,0% 43,00%

Administrative expenses/Revenue 4,7% 4,7% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,00%

Intagible/Revenue 4,1% 4,2% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,00%

Non-current/Revenue 38,0% 38,1% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,0% 37,00%

Current/Revenue 38,9% 37,1% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,0% 38,00%

Liabilities/Revenue 25,2% 24,5% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,0% 23,00%

Depreciation/Non-current 6,5% 5,8% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,5% 6,50%

Amortization/Other intangible 12,0% 15,2% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,00%

Goodwill growth 10,9% 1,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,00%

Share of associate growth -41% 53% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 5,0% 2,20%

Operating tax rate 20,2% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,4% 21,40%

Inflation rate 2,3% 2,3% 2,3% 2,2% 2,2% 2,2% 2,1% 2,1% 2,1% 2,1% 2,0% 2,0% 2,0% 2,0% 2,0% 2,00%

Total inflation from 2017 2,3% 4,7% 7,1% 9,4% 11,8% 14,3% 16,7% 19,1% 21,6% 24,2% 26,7% 29,2% 31,8% 34,4% 37,1% 39,86%

Forecasted value drivers for William Demant

Step Item Value driver Calculation for year 2018

1 Revenue Revenue growth 13151 ·( 1 +0,02 ) = 13414

2 Production costs Percentage of Revenue 13414 ·-0,24 = -3219

3 =Gross profit ( 1 -2 ) 13414 -3219

4 R&D costs Percentage of Revenue 13414 ·-0,06 = -805

5 Distribution costs Percentage of Revenue 13414 ·-0,43 = -5768

6 Administrative cost Percentage of Revenue 13414 ·-0,05 = -671

7 Share of profit from associates/joint venture Share of profit from associates/joint venture growth rate 53 · ( 1 +0,05 ) = 56

8 =EBITDA ( 3 -4 -5 -6 +7 ) 10195 -805 -5768 -671 +56 = 3007

9 Depreciations Percentage of non-current assets 4963 ·0,065 = -325

10 Amortizations Percentage of intangible assets 671 ·0,18 = -100

11 =EBIT ( 8 -9 -10 ) 3007 -325 -100 = 2582

12 Operating tax Effective tax rate 2582 ·-0,214 = -541

13 =NOPAT ( 11 -12 ) 2582 -541 = 2041

14 Goodwill Goodwill growth 6339 · ( 1 +0 ) = 6339

15 Other intagible assets Percentage of Revenue 13414 ·0,05 = 671

16 Non-current operating assets Percentage of Revenue 13414 ·0,37 = 4963

17 Current operating assets Percentage of Revenue 13414 ·0,38 = 5097

18 =Operating assets: ( 14 +15 +16 +17 ) 6339 +671 +4963 +5097 = 17070

19 Operating liabilities Percentage of Revenue 13414 ·0,23 = 3085

20 =Invested capital ( 18 -19 ) 17070 -3085 = 13985

Forecasting guide
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6.3 Forecast in nominal values 

 
 
  

Income statement (DKKm) 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 Terminal period

Revenue 12.038 13.151 13.414 13.951 14.481 15.016 15.557 16.102 16.649 17.198 17.749 18.299 18.848 19.395 19.938 20.476 21.008 21.470

Production costs -2.710 -2.988 -3.219 -3.418 -3.620 -3.754 -3.889 -4.025 -4.162 -4.300 -4.437 -4.575 -4.712 -4.849 -4.984 -5.119 -5.252 -5.368

Gross profit 9.328 10.163 10.195 10.533 10.861 11.262 11.668 12.076 12.487 12.899 13.312 13.724 14.136 14.546 14.953 15.357 15.756 16.103

R&D costs -702 -750 -805 -809 -825 -841 -856 -886 -916 -946 -976 -1.006 -1.037 -1.067 -1.097 -1.126 -1.155 -1.181

Distribution costs -5.219 -5.646 -5.768 -5.999 -6.227 -6.457 -6.690 -6.924 -7.159 -7.395 -7.632 -7.869 -8.105 -8.340 -8.573 -8.805 -9.034 -9.232

Administrative cost -569 -618 -671 -698 -724 -751 -778 -805 -832 -860 -887 -915 -942 -970 -997 -1.024 -1.050 -1.074

Share of profit from associates/joint venture 81 53 56 58 61 64 68 71 75 78 82 86 91 95 100 105 110 113

EBITDA 2.541 2.829 3.007 3.086 3.146 3.278 3.412 3.533 3.654 3.776 3.898 4.021 4.143 4.265 4.387 4.507 4.627 4.729

Depreciations -296 -289 -325 -323 -336 -348 -361 -374 -387 -400 -414 -427 -440 -453 -466 -479 -492 -505

Amortizations -59 -84 -100 -121 -126 -130 -135 -140 -145 -150 -155 -160 -165 -170 -175 -179 -184 -189

EBIT 2.163 2.456 2.582 2.642 2.685 2.799 2.916 3.019 3.122 3.226 3.330 3.434 3.538 3.642 3.746 3.848 3.950 4.034

Operating tax -436 -527 -541 -553 -561 -585 -610 -631 -652 -674 -695 -716 -738 -759 -780 -801 -822 -839

NOPAT 1.726 1.930 2.041 2.089 2.123 2.214 2.307 2.388 2.470 2.552 2.635 2.718 2.800 2.883 2.965 3.047 3.128 3.195

Balance sheet (DKKm)

Goodwill 6.276 6.339 6.339 6.339 6.339 6.339 6.339 6.339 6.339 6.339 6.339 6.339 6.339 6.339 6.339 6.339 6.339 6.339

Other intagible assets 492 553 671 698 724 751 778 805 832 860 887 915 942 970 997 1.024 1.050 1.074

Non-current operating assets 4.576 5.008 4.963 5.162 5.358 5.556 5.756 5.958 6.160 6.363 6.567 6.771 6.974 7.176 7.377 7.576 7.773 7.944

Current operating assets 4.688 4.885 5.097 5.301 5.503 5.706 5.912 6.119 6.327 6.535 6.745 6.954 7.162 7.370 7.576 7.781 7.983 8.159

Operating assets: 16.032 16.784 17.070 17.499 17.924 18.352 18.785 19.220 19.658 20.098 20.538 20.978 21.417 21.855 22.289 22.720 23.146 23.515

Operating liabilities 3.029 3.221 3.085 3.209 3.331 3.454 3.578 3.703 3.829 3.956 4.082 4.209 4.335 4.461 4.586 4.709 4.832 4.938

Invested capital 13.003 13.563 13.985 14.291 14.593 14.898 15.207 15.517 15.829 16.142 16.456 16.769 17.082 17.394 17.703 18.010 18.314 18.577

William Demant forecast in nominal values (DKKm)
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6.4 Forecast in real values and valuation model 

 
 
 

 

 

 

Income statement (DKKm) 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 Terminal period

Revenue 13.151 13.112 13.330 13.526 13.724 13.912 14.089 14.269 14.436 14.592 14.735 14.879 15.011 15.128 15.232 15.322 15.352

Production costs -2.988 -3.147 -3.266 -3.381 -3.431 -3.478 -3.522 -3.567 -3.609 -3.648 -3.684 -3.720 -3.753 -3.782 -3.808 -3.830 -3.838

Gross profit 10.163 9.965 10.064 10.144 10.293 10.434 10.567 10.702 10.827 10.944 11.051 11.159 11.258 11.346 11.424 11.491 11.514

R&D costs -750 -787 -773 -771 -769 -765 -775 -785 -794 -803 -810 -818 -826 -832 -838 -843 -844

Distribution costs -5.646 -5.638 -5.732 -5.816 -5.901 -5.982 -6.058 -6.136 -6.208 -6.275 -6.336 -6.398 -6.455 -6.505 -6.550 -6.588 -6.601

Administrative cost -618 -656 -667 -676 -686 -696 -704 -713 -722 -730 -737 -744 -751 -756 -762 -766 -768

Share of profit from associates/joint venture 53 54 56 57 59 60 62 64 66 68 70 72 74 76 78 80 81

EBITDA 2.829 2.939 2.949 2.938 2.996 3.052 3.091 3.132 3.170 3.205 3.238 3.271 3.301 3.328 3.353 3.375 3.381

Depreciations -289 -318 -308 -313 -318 -323 -327 -332 -336 -340 -344 -347 -351 -354 -357 -359 -361

Amortizations -84 -97 -115 -117 -119 -121 -123 -124 -126 -127 -129 -130 -131 -132 -133 -134 -135

EBIT 2.456 2.524 2.525 2.508 2.558 2.608 2.641 2.676 2.708 2.738 2.765 2.793 2.819 2.842 2.863 2.881 2.885

Operating tax -527 -528 -528 -524 -535 -545 -552 -559 -565 -571 -577 -582 -587 -592 -596 -599 -600

NOPAT 1.930 1.995 1.997 1.983 2.024 2.063 2.089 2.117 2.142 2.166 2.188 2.211 2.231 2.250 2.267 2.282 2.285

Balance sheet (DKKm)

Goodwill 6.339 6.196 6.057 5.921 5.794 5.669 5.547 5.433 5.321 5.212 5.104 5.004 4.906 4.810 4.716 4.623 4.532

Other intagible assets 553 656 667 676 686 696 704 713 722 730 737 744 751 756 762 766 768

Non-current operating assets 5.008 4.852 4.932 5.005 5.078 5.148 5.213 5.279 5.341 5.399 5.452 5.505 5.554 5.597 5.636 5.669 5.680

Current operating assets 4.885 4.983 5.066 5.140 5.215 5.287 5.354 5.422 5.486 5.545 5.599 5.654 5.704 5.749 5.788 5.822 5.834

Operating assets: 16.784 16.686 16.721 16.742 16.773 16.799 16.818 16.848 16.870 16.885 16.892 16.908 16.915 16.913 16.901 16.881 16.814

Operating liabilities 3.221 3.016 3.066 3.111 3.157 3.200 3.241 3.282 3.320 3.356 3.389 3.422 3.452 3.480 3.503 3.524 3.531

Invested capital 13.563 13.671 13.655 13.631 13.616 13.599 13.578 13.566 13.550 13.529 13.503 13.485 13.462 13.433 13.398 13.357 13.283

WACC 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60% 3,60%

ROIC 14,7% 14,6% 14,5% 14,8% 15,1% 15,4% 15,6% 15,8% 16,0% 16,2% 16,4% 16,5% 16,7% 16,9% 17,0% 17,1%

EVA 1.507 1.504 1.492 1.533 1.572 1.600 1.628 1.654 1.678 1.701 1.725 1.746 1.765 1.783 1.799 1.804

d(t) 0,965 0,932 0,899 0,868 0,838 0,809 0,781 0,754 0,727 0,702 0,678 0,654 0,631 0,609 0,588

Present value of EVA 1.455 1.402 1.342 1.331 1.318 1.294 1.271 1.246 1.221 1.194 1.169 1.142 1.115 1.087 1.059

Terminal value 128.840

Present value of terminal period 75.798

Total present value of EVA 94.441

Invested capital, primo 13.563

Enterprise value 108.004

NIBD 5.113

Operating leases 1.018

Estimated market value of equity 101.874

Outstanding shares (millions) 257

Estimated share price at 01-01-2018 (DKK) 397,08

R_e 4%

days until 22-02-2018 52

Estimated share price at 22-02-2018 (DKK) 399,30

Actual share price at 22/02/2018 (DKK) 210,60

Over/undervalue 89,6%

William Demant forecast in real values (DKKm)

EVA calculations


